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INTRODUCTION 
I, the Chairman of the Public Accounts Committee as authorised 

by the Committee, do present on their behalf this Two Hundred and 
Twenty-Sixth Report on Paragraphs relating to Wealth Tax includ- 
ed in Chapter IV of the Reports of the Comptroller and Auditor 
General of India for the years 1971-72 and 197273, Union Govern- 
ment (Civil), Revenue Receipts, Volume XI, Direct Taxes. 

2. The relevant Reports of the Comptmller and Auditor General 
of Indig for the years 1971-72 and 197273 were laid on the Table of 
the House on 25th April, 1973 and 8th May, 1974 respectively. The 
Public Accounts Committee (1973-74) examined the paragraphs re- 
lating to Wealth Tax included in the Report of the Comptroller and 
Auditor General for the year 1971-72 i t  their sitting ,held on the 20th 
September, 1973. In respect of Paragraph 52(A) (i) of the Report of 
the Comptroller and Auditor General for the year 197273, discussed 
in Chapter I of this ~ e ~ o d ,  relevant inforpation had been obtained 
by the Public Accounts Committee (1974-75). The Public Accounts 
Committee (1976-77) considered and finalised this Report a t  their 
sitting held on the 2nd August, 1376. ?he minutes of these sittings 
form Part 11* of the Report. 
t 

3. A statement showing conclusions/recommendations of the 
Committee is appended to the Report (Appendix IV). For facility 
of reference these have been printed in thick type in tha body of 
the Report. 

4 The Committee place on record their appreciairm of the com- 
mendable work done by the Public Accounts Committee (1973-74) 
and (19'7475) in taking evidence and obtaining information for this 
Report. 

5. The Committee also place on record their appreciation of the 
assistance rendered to them in the examination of the Audit Reports 
by the Comptroller d Auditor General of India. 

6. The Committee would also like to express their thanks to the 
offlcers of the M i n e  of Finance for the cooperation extended by 
them in giving information tn the Committee. 

August 19, 1978 - 
~ G n a  28, 1890 (Stak.) 

Public Accounts Committee. 



MISTAKES IN COMPUTATION OF WEALTH AND IN 
CALCULATING TAX LIABILITY 

Audit paragraphs 
1.1. Under the Wealth Tax Act, 1957, as i t  stood before amend- 

ment by Finance Act, 1971, no tax is leviable on the first Rs. 1 lakh 
of net wealth of an individual and on Rs. 8 lakhs of net weaith of 
a Hindu undivided family. 

1.2. In the case of eight assesslies in four Commissioners' charges, 
for the assessment years 1966-67 to 1970-71, the initial exemption 
was allowed t w i c m n c e  while arriving a t  the net wealth and again 
at the time of calculation of tax-resulting in under-assessment of 
wealth of Rs. 15 lakhs and consequent short-levy of tax of Rs. 16,796. 

1.3. While accepting the mistakes in all the cases, the Ministry 
have stated that assessments h a w  been rectified; report regarding 
recovery of tax is awaited.* 
[Paragraph 39(i) of the R e p ~ r t  of the Comptroller and Auditor- 

General of India for the year 19'71-72, Union Government 
(Civil), Revenue Receipts, Volume 11, Direct Taxes]. 

1.4. Under the Wealth-tax Act, 1957, as it stood before amend- 
ment by Finance No. (2) Act, 1971, no tax is leviable on the first 
Rs. 1 lakh of net wealth of an individual and on Rs. 2 lakhs of net 
wealth of a Hindu Undivided Family. Mistakes in the allowance of 
initial exemption limit were reported through para 62 (iii) (a) (i) 
of Audit Report, 1969-70 and para 39(i) of Audit Report, 1971-72. 
Some more cases of similar nature have come to notice in the year 
under report. 

(a) In one case initial exemption was allowed twice in the 
rectificatory orders passed in February, 1973 for assess- 
ment years 1970-71 and 1971-72. This resulted in total 
short-levy of tax of Rs. 10,601. The Ministry have accept- 
ed the mistake. 

(b) In five other cases where the initial exemption was 
allowed twice, once a t  the time of arriving a t  the net 
wealth and again at  the time of calculating the tax, - 

*The Committee wrc zubsequent ly in formrd by Audit that a dcman d of Rs. ?,:cc had 
s i n e  bem colkbed. 



there was short-levy of tax of Rs. 8,758. The Ministry 
have accepted the @ all cases.* 

[Paragraph M (A) (i) of the Report of the Comptroller and Auditor- 
General af India for the year 1972-73, Union G o ~ k n m e n t  

(Civil), Revenue Receipts, Volume 11, Direct Taxes]. 

1.5. Prior to the amendment of the Wealth Tax Act, 1957 by the 
Finance (No. 2) Act, 1971, no tax was leviable an the first Rs. 1 lakh 
of net wealth in the case of an individual and on the first Rs. 2 lakhs 
of net wealth in the case of a Hindu Undivided Family. The Com- 
mittee learnt from Audit that the schedule of rates of tax appended 
to the Act was so framed that the initial exemption is built into 
the rate schedule itself and it is not, therefore, necessary for the 
assessing officer to allow this exemption separately. However, in 
Ule cases reported in the Audit paragraphs, the Wealth Tax Ofacers 
allowed this exemption while computing the net wealth and then 
applied the rate schedule with the result that the exemption was 
allowed twice. 

1.6. The Committee, therefore, desired to know the reasons for 
the Wealth Tax Oficers allowing the basic exemption in the assess- 
ment order while computing the net wealth when this was built 
into the rate schedule itself. With reference to the cases com- 
mented upon in paragraph 39(i) of the Audit Report for the year 
1971-72, a representative of the Central Board of Direct Taxes 
stated in evidence: 

"The Income Tax Officer while wurking out the net wealth has 
been in the habit of taking the first slab of Rs. 1 lakh 
which was exempt as a deduction. When the work 
goes to the clerk for computing the tax, the clerk does 
not see that it has already been deducted. Second time 
deduction is made. We have now issued instructions to 
the Income Tax Officers that they should avoid including 
this basic limit as first deduction." 

The Finance Secretary added: 

"The Wealth Tax OftEcer himself should not have given 
exemption. Exemption is given in the rate schedule i W f .  
He has made a mistake initially. He should not have 
done this." 

rlha Committee lcrrnt from Audit that the Tax short-kvied Iud btm arllcard in 811 
the n u s .  
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As regar& the cases comm~flted upon in the Audit &port for the 
year 197273, the Pvegartment of Rwenue and Insurance, in a note 
furnished to the Committee, stated as .kllows: 

*-^ 

"The concerned ofBcers have generally attributed the mis- 
take to oversight, rush of work etc. Till assessmat 
year 1968-89, the exemption was not built-in in the rate 
schedule. This was done from the A.Y. 1969-'MI for the 
first time. Perhaps the old practice of deducting exemp- 
tion limit in the assessment order continued to be follow- 
ed in spite of change in the rate schedule. Steps have 
been taken to avoid rgurrence of such mistakes." 

1.7. Asked whether the work relating to the calculation of tax 
was left only to the clerks, the representative of the Central Board 
of Direct Taxes replied in the affirmative and added: 

"The Income Tax Officer computes the net wealth. %n 
it goes to the calculation cell in the office. The oficers 
have instructions to check cases where the total wealth 
assessed is over Rs. 10 lakhs i.e. in cases where the actual 
tax effect is about Rs. 15,000." 

1.8. The Committee asked whether it was not advisable to have 
the tax calculations rechecked by a person other than the one who 
had done the initial calculations, so as to ensure that such mistakes 
were detected promptly. The witness replied: 

"The tax is calculated in the calculation cell. The Head Clerk 
is supposed to check it. What he checks is only the cal- 
culation. Mistake has been made while computing the 
net wealth; the officer has taken Arst slab as deduction and 
instead of levying tax on the remaining wealth, again a 
deduction has been allowed." 

Clarifying the position further, the Finance Secretary added: 

"Here I am not blaming the clerk. The clerk has applied the 
rate schedule. I also agree that there should be second 
check on the calculations done by the clerk and it should 
not be entirely left to the clerk. We have issued instiw- 
tions recently. The headclerk &auld check up the 4- 
culations and in particularly imBortgnt inv04Y1Rg 
w d t h  exceding Ra 10.0 lalshw, it must be checked up by 
Wealth Tax Officer, and he hues instructions." 





a review of cases with assessed weal* over Rs. 10 laus had been 
ordsred with a view to correcting such mistakes. 

1.18. The Committee learnt from Audit that in the case of two 
assessments which were assessed in the same ward in the Kerala 
Commissioner's charge, the wealth retwned was only Rs. 2.47 l a b  
and Rs. 1.77 lakhs, while the wealth assessed was Rs. 10 lakhs and 
Rs. 10.48 lakhs respectively. The Committee desired to know the 
reasons for the wide variation between the wealth returned and 
that assessed. In a note, the Department' of Revenue and Insurance 
stated: 

"The main reasons for the difference in the wealth returned 
and wealth assessed for the A.Y. 1971-72 in the cases of 
Sh . . . . . . is the fact that the assessees did not include 
the value of the agricultural properties in the net wealth 
returned. In view of the decision of the Punjab and 
Haryana High Court in Sh. Harbhajan Singh Vs. Union 
of India, exemption was claimed by the assessee for agri- 
cultural land value of which was shown in the statements 
filed with the returns. Subsequently, the Supreme Court 
decided the said case in favour of the Revenueand the 
assessees agreed to inclusion of the value of agricultural 
properties also in the net wealth assessed. In the case 
of. . . . . .the value of agricultural estate included in the 
A.Y. 1971-72 is Rs. 6,99,656 and in the case of . . . . . . the 
value of agricultural estate including in the A.Y. 1971-72 
is Rs. 7.93,469." 

1.14. The Committee regret the lack of adequate care on the part 
of the Wealth Tax OfEcers in the fourteen eases of mistakes in the 
allowance of basic exemption commented upon by Audit and involv- 
ing a tax effect of Rs. 36,155. I t  is surprising that though the initial 
exemption (Rs. 1 lakh of net wealth admissible in the case of an in- 
dividual and Rs. 2 lakbs in the case of a Hindu Undivided Family) 
is in-built in the rate of scb~dule itself, the assessing officers should 
have allowed tbe iexempCton in two separate pmesses 4 t h  the 
result that the esemption was eonceded twice. As the ~ssessing 
officers are expected to have a clear grasp of the taxation Laws 
and keep themselves abreast of the changes and amadmen@ made 
from tinte to time the Committee cannot accept the plea that such 
m&tnkes couM be attributed to the aawssing od8eefi, caahuing to 
follow the 014 practice of ellowing the initial exemption in the rr~sess- 
m t  o r b s  despite the change in tbe rate w~edulo* Canmk 



l . l ! i . ~ ~ t t t m w o u l d ~ l a ~ t o k ~ ~ ~ ~ ~ c ~  
were either by tba h p e c h g  &&tmt Commi~imer or by 
InQcnul  Alldit uld, if not, the rareons theraboa. 

Adit  paragraph: 
1.17. In one case for 1971-72, even though the assessee had already 

deducted the basic exemption of Rs. 1 lakh in his wealth-tax re- 
turn, the deduction was again allowed by the Wealth-tax Ofiicer. 

1.18. In this case there was also a totalling mistakes of Rs. 1 
lalth in the return submitted by the assessee which the department 
failed to notice. These mistakes resulted in under-assessment of 
wealth by Rs. 2 lakhs. 

1.19. The Ministry have accepted the mistakes and rectified the 
assessment; -1% regarding recovery is awaited.. 

fF'aragraph 39(ii) of the Report of the Comptroller and AudftOr 
&nerd of In& for tbe year 1971-72, Union Govenment ((Svil) 

Revenue Raceigts, Volume 11, Direct Taxm]. 
2.20.  The Committee learnt from Audit that the under-- 

m41t of wealth by Rs. 2 lalchs had o c m ~ @ d  in this eue 06 acamt~t 
ot the bllowing two mistakes: 



1-21. thme th we- bimrslf M clrrimd th exrmp 
tion in tbe retutn, #e admi hcw the mirtadre had oc- 
curred in this case. The repaagntatiwt of the Oientrd Board of 
Direct Taxes replied in evidence: 

'Thai was not in the return but it is mentioned in the state- 
mwt ac~~~~~pulyi t l s .  The net f tg~rwr brwe to ta bpr in 
fbe re-" 

I $  (' 

Asked whether t,lp Wealth Tax Offiaer ehould not have verified it: 
the witness replied in the afErxnative. 

1.22. Drawing attention to the fact that' the value d the &ares 
owned by the asseseee alone w~r;r about Rs. 6.25 IPkhs, the Committee 
desired to know how the difference between thia fig- and the 
awssed net wealth of Rs. 3.34 lakhs had not cough* the assessing 
officers attention, the witness replid 

'The total value of the shares was 6.457 lakhs less basic re- 
duction which the assessee has shown as Rs. 2,50,000-- 
an amount of Rs. 1,50,000 on shares is also shown as basic 
reduction and then as shares in on industrial company 
another Rs. 22,547/- is shown. The btal amount claimed 
as deduction comes to Rs. 2,72,347, Therefore, this basic 
reduction of Rs. 2,72,547/- was shown by the assem. He 
has shown two deductions, one is for Rs. 1.5 1- and the 
other is basic exemption of one lakh. That is how it has 
been done." 

On the Committee pointing out that neither of the migtakes had 
been noticed by the of]Bcer, the witness stated: 

"The Wealth Tax OfEcer has explained that the mistake occur- 
red due to oowrsight." 



123. Asked wbthar such simple mistakes could be aztributed to 
memight, fhe wittrsreP replied: , I 

In this co~nection, the Finance fJscretary stated: 
"It should have been apparent to him and he should have no- 

ticed the mistakc immediately. Secondly, he should not 
have made that mistake bf giving imemption of one lakh 
of rupees. . . .The only entcnuating ' dircumstance is that 
OUT otllcers are o~erworkd." 

1.24. In reply to an observation of the Committee that this was 
not a very happy situation, the FSnance Secretary stated: 

uI am a h  not very happy with the state of affairs which has 
been pointed out by the Audit. But there are three or 
four r-ns why this has been so. One point that has 
already been pointed out is that the workload which an 
ofacer has to carry is too heavy for him. I had asked the 
Chairman of the Board of Direct Taxes bo And out how 
many caws an d e e r  has to deal with on an average, 
taldng into account incomatax, wealth tax and other 
cases, and the figure has come to nearly 200 per month. 
Taking working days as 24 or 25 in a month, it would mean 
eight cases per day. If anybody has to deal with 8 cases, 
dealing with complex points of laws, it is well-nigh im- 
possible for him m t  to commit mistakes. The only thing 
about this i5 that we have not got a break-up of the cases 
which require close attention and the cases which are 
summarily disposed of. I am trying to get that informa- 
tion. After that, it will be necessary to fix the reasonable 
quantity of work which we can expect from an I.T.O. 

The Chairman of the Board of Direct Taxes, after a study had 
asked br, an additional staff of 700 offkcera This was put 
up to the Finance Minister. I have tmen asked to take a 
comprehensive view regarding the rtafang requirements 
of the Income Tax Department after taking Into account 
the full work-W. I em at it now. This has happened 
about a week ago. 

The second thing is that there was no proper training being 
givm to the oikem. We had a training 1 c b 1  at Nagpur 



mainly for the ITOs, Class I.. . .%he training hil i t ies do 
not cover all the sta& It  is necessary to train all tbe 
otflcers right from the clerk to the I.T.O. in the 
matfer of calculations etc. ' J b  training paw- 
gromme ir being reorganbed. Then there is anothQ 
thing. After the budget was presented, although we sent 
the budget papem and other things in the staff, them were 
no clear ~ t r u c t i o n s  issued bringing to the notice of the 
ofacers epscificallp the important changes made in the 
budget. This has got to be remedied and we propose to 
remedy it. I have told tbe Chairman that within about 
a fortnight of the budget pro@, every offhers should 
know the contents of the budget. 

Nextly, as we are not able to supply to the officers, I am s m y  
to say, various Acts, literature and other things to the full 
extent posgible, perhaps the ignorance of the oBcers may 
be due to that factor also. It  is necessary to get all the 
literature printed, manuals prepared, so t&tt ofRcers know 
where to get these things. The3e are the various lacunae. 
I am very sorry that they have not been dealt with 
properly." 

1.25. On the subject of training in the Income Tax Department, 
the Chairman, Central Board of Direct Taxes added: 

"I would like to explain about training. We have a college at 
Nagpur for our Class I officers. Till now, where they 
used to have refresher course or training in an ad hoc 
manner. Recently this year, we have taken dehi te  steps 
to organise our training on a proper fimting. We have hgd 
a management training recently at Bangalore in coordi- 
nation with the National Productivity Council, where the 
Commissioners and Senior Assistant Commissioners were 
given training. We have established four regional train- 
ing institutes where the middle level management, train- 
ing of the tidainee ofacers and various specialised courses 
are conducted." 

He stated further: 

"The COrmmIssioners have to deal with administrative prob- 
lems and human problems. The National h.oductivitp 
Council assisted us in gfving a comprehiesrrsive orientation 
for the sen:or people. But these four F e g i U  instituba 
are giving comprehensive training in various lgubjects like 
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audit, investigatioq tr.iqmn# P e  train% e tc  For ex. 
l ~ &  ~ry'ihbrtly~wq rC &ng to havC o *coCUpe of trnih 
kg Ybr Audit at  p06nP.'i ' 

j 7 j  1 / I  

%at k &by following that 904 h the Report of the Wan- 
choo Committee, we have, started review of the training 
course. The literature has also been produced by the 
Director of Training, Nagpur and this literature will be 
disseminated among the Institutes so that there could be 
more or less a uniform training at all levels." 

Tbe Finance Secretary added: 
"It seems to me that we should have a different system of 

recruitment in the Income-tax and Central Excise De- 
partments at the oflicers' level. At the moment there is 
only one competitive examination for which graduate is 
the minimum qualification." 

1.27. Dealing with the performance of officials in the Income-tax 
Department, the Public Accounts Committee (197273), in paragraph 
1230 of their 87th Report (Fifth Lok Sabha), had observed: 

'% Income-tax WRcer Class I is expected to do about 300 
'standard units* of assessments. Nb specific study appears 
to have been conducted to ascertain the performance of 
the asseering ofecers against the yardstick prescribed 
which i ~ ~ g  itself need revirion in the light of th& 'mm- 
mnry rutrvahmt' p m d u r e  introdraced recently. Unfor- 
tunately h Central M u d  of D M  Taxes do not seem 



to have any machinery lfor a systematic and continuous 
Study of the methods and pmcdures of work, jakalua-  
tion and determination of norms of work for various d- 
cials and for proper assessment of performance of the om- 
cials against the norms. The Committee consider that 
there ought to be such a machinery. In this connection 
it may be recalled that the Wanchoo Committee had felt 
that 'the performance of management in the Income-tax 
Department has not been satisfactory and calls for im- 
provement'." 

When the Committee drew attention to these observations, the 
.Finance Secretary stated: 

"We have already started a study of this questhn and this 
has been entrusted to the Director, O&M Services." 

1.28. Since i t  had been stated that the Finance Secretary had 
been asked to take a comprehensive view of the personnel require- 
ments of the Income-tax Department after taking into account the 
work-load, in the light of the proposal made by the Chairman of the 
Board h r  700 additional officers, the Committee enquired into the 
outcome of this review. In a note, the Department of Revenue & 
Insurance replied: 

"The matter is still under consideration and the outcome will 
be intimated in due course." 

In a subsequent note, furnished in December 1974, the Department 
informed the Committee that the matter was still under examina- 
ition by the Staff Inspection Unit of the Department of Expendi- 
ture, in consultation with the Directorate of Organisation & Manage- 
ment Services. 

1.29. Since it had also been stated by the Finance Secretary that 
:as the officers were dealing with complex points of law, it was 'well 
nigh impossible' for them 'not to commit mistakes', the Committee 
pointed out that though the law had been simplified in 1961, there 
were as many as 900 amendments subsequently, resulting in corn- 
-plications and ambiguities. The Finance Secretary stated in this 
etbntext: 

"The main point is that as m n  as the people start taking the 
advantage of the loopholes, there is a tendency to carry 
out the amendments and make the law stricter." 

2074 ~ s . 4  



1.30. Aaked whether this particular case was checked in Internall 
Audit, the representative of the Central Board of Direct Taxes 
replied: 

"4s the tax was less than Rs. 10,000, the Internal Audit was 
not required to see it." 

1.31. ThiaP is me more instance where the mistakes pointed out 
by Audit d d  have been prevented' with a 1i.Itle mom care on the 
part of the assessing officer. Admittedly, it was bow11 that t h e  
assam? himself had claimed the basic exemption af Rs. 1 lakb m 
the statement accompanying the return. The totalling error com- 
mitted by the assessee in coanputing the net wealth ough! aeo  to 
have been apparent to the officer concerned. That such patent mis- 
takes weat unndced by responsible offieem implies, in the C m -  
mittee's view a slur, which &ould have been easily avoided on the 
administration. 

1.32. The Fkance Secredary himself was good enough to concede 
that he was also not very happy with this state of afhirs but h e  
added, in extenuation, that the officers in the Income-tax Department 
are so overworked that it was 'well nigh impossible' for then1 'not 
to commit mistakes'. H e  told the C o d t t e e  that he was trying fo 
take a comprehensive view of tme personnel requirements of the de- 
pnrtment in the bight of a proposal made by fbe Chairman of the. 
Central Board of Direct Taxes for the recruitment of 700 additional' 
ofliceas. The Committee consider thad the plea of overwork does 
not appear strong, particularly in view of the simplifications recent- 
ly iahoduced in assessment procedures, so that in most cases much 
effort is not required on the part of the assessing ofEcers. point- 
ed rmt in paragraphs 1.18 and 1.19 of the Committee's 87th Report 
(Fifth Ldr Sabha), business cases having inwme over Rs. 15,OW 
(which might conceivably pose certain problems to the assessing 
ofZicers) aewunted for only 13 per cent of the total assessments com- 
pteted during 1970-71, while the simpler small income cases, Gov- 
emmeat salary cases, eta. accounted for nearly 25 per cent  of tho 
fatal assessments completed. Again, while 'Companies' accounted for 
less than 1 per cent of the totat number of income tax payinfi assess- 
ees in the books of & department as on 31st March, 1972, business 
cases having income of over Rs. 15,000 accolmted for a meagre 12 
p r  cent of the imwssmwts completed during 1971-72 It is also. 
significant that out of 38,44,219 abmeamelYfa completed during the 
year, as many as 23,l2,347 were summary assesmnr?nts and 7.51~129 
'Nil rssosgnsnt' sPd MaI cases. In Qe ct.eumstanceg, the familfar 
srrcrrss of avaworl~ w a d  appear -ted. The CommittQe fd 



tb t  ratTher than incraasing tbe strength of the officers on gemad 
c o n s i d e r a h ,  lhpadment w d d  do well to review carefully 
the methods and procedures of work followed by the assessing 
ofl$cers and adopt necessary remedial measufes such as proper and 
adequate planning c& wmk, allocation of proper priorities, avoid- 
ance of hady disposals, etc. so acs to improve, qualitatively and quan- 
titatively, the performance of the eldsting officers. The Committee 
learn that a study of this question has already been entrusted to the 
Director, Organisation & Management Services, and would like to be 
apprised of ilts outcome and the measures, if any, taken as a sequd 
thereto. 

1.33. Another factor which, according to the 'Finance Secretary, 
might perhaps account for the 'ignorance' of the officers, is the inahi- 
lity of the departmeat to provide the officers fully with the various 
Act, Manuals, literature, ebc. The Committee take a grave view 
of this surprising shartcoming and would ask Government to rectify 
an impermissible situation without loss of 'time. 

Audit P a r a ~ a p h  

1.34. The rates of wealth-tax chargeable on the net wealth in 
excess of Rs. 10 lakhs were enhanced from 2 per cent to 2$ per 
cent with effect from assessment year 1969-70. 

1.35. In seven Commissioners' charges, in the wealth-tax assess- 
ments of nine assessee; whose net wealth exceeded Rs. 10 lakhs for 
the assessment year 1969-70, the tax was erroneously levied a t  the 
rates in force prior to 1969-70. This resulted in under-charges of 
tax of Rs. 35,458. 

1.36. The Miniytry have accepted the mistakes in all the cases 
and .assessments are reported to have been rectified. Out of the 
above additional demand, Rs. 1.321 have been collected; report re- 
garding rezovery of the balance is awited.* 

paragraph 39(iii) of the Report of the Comptroller and Auditor 
General of India for the year 1971-72, Union Government (Civil), 

Revenue Receipts, Volume 11, Direct Taxes]. 

1.37. From the Assessment year 1969-70, the rates of ordinary 
wealth-tax in the care of individuals and Hindu Undivided Families 

-- 
+Accord~ng ro tile ~nformntlor? iurrlbkcd to ttx C ~ ~ o r r ~ t r c  subsrqutrtly by Audit- 

the balmce of Rs. 34,137 had also been collr ctt d. 



Wth net wealth of Rs. 10 lalshs and abo+p w e e  ncread by 4 per cent 
as under: 

A.Y. A.Y. 
1968-69 1969-70 

Net w-altk exceding Rs. 10 lakys but I .ss than Rs. 20 lakhs. 2% 4% 
N-t w:althexceeding Rs. 20 1akF.s. . . . . . 2)% 3 % 

Failure to apply the revised rates of tax in nine cases spread over 
seven Commissioner's Charges has been reported in the Audit para- 
graph. 

1.38. Since the assessing officers were expected to keep them- 
selves abreast of the changes in the rates of taxation, the Committee 
enquired into the circumstances in which the correct rates had not 
been applied in these cases. The representative of the Central 
Board of Direct Taxes replied in evidence: 

''When a change in the rates is made normally the explana- 
tory mte; on the provision are sent and the Cornrnission- 
ers are asked to give the notes to the staff themselves. 
What we are tyying to do to remove this sart of situation 
is that we are preparing separate rate cards for all taxes 
for each year so that in future thi-, sort of. errors would 
be ,minirnised." 

He added: 

"As Mr. .  . (Finance Secretary) pointed out, we do not have 
sufficient material like books to give to those people. So 
we are trying to remedy that position, because, if a man 
has a rate card, he need not rely on memory. When a 
man has to rely on his memory and has not got a rate card 
before him, he is liable to make mistakes". 

1.39. Asked whether the assessing officers did not take note of the 
changes introduced in the Budget, from time to  time, so as to apply 
the correct, prevailing rates of tax, the witness replied: 

'These mistakes were not made by the Income Tax Officer 
but by the Calculation Cell in the office. They should have 
checked". 

To another question whether the oflicers were not expected to take 
aote of the periodical changes in the rates of taxation and enmrre 
that these were given effect to, the witnem repbd in the? afprmatfm 



1.40. Tha Committee de&ed to kz6w how long it  normally took 
%~k' instruction# incorporating tIiec budgetary changes to reach tbe 
assessing officers after the revised taxation proposals had been ap- 
proved by Parliament. The Finance Secretary stated; 

"As soon as the finance Bill is passed, within two to three 
weeks, instructions are issued to all the officers to take in&,' 
account the revised rates for the purpose of collection of 
tax deduckd at source. Assessment is taken in the next 
y e a f  . 

1.41. The Committee desired to h o w  the total number of assessees 
tn the country with a wealth of over Rs. 10 lakhd. In a note, the De- 
partment of Revenue .& Insurance informed the Committee that as 
an 31 March, 1972$ there were 2,051 assessees with wealth over Rs. 10 
w e .  4 i: 

1.42. The Cornmi- learnt from Audit that though five of the 
aiae cases commented upon in the Audit paragraph had been checked 
in Internal Audit, the mistakes in tax calculation had gone undetec- 
kd. The Commitbe, therefork, desiced to know how the mistakes 
had escaped the notice ef the Internal Audit Parties. The represen- 
tative of the Central Board of Direct Taxes stated in evidence: 

'That is a lapse on their part; they did not spot the change in 
the rates". 

1.43. Asked whether this implied that internal Audit had not been 
effective despite the Committee's repeated comments in the past, the 
witness replied: 

"They have not spotted these mistakes. We have been trying 
to improve it by having better qualified people. Original- 
ly the Audit was concerned only with the checking of cal- 
culations and nothing more; but now they are expected 
to check the legal aspects also. This year we also drafted 
some officers to the Audit Cell; otherwise, the Audit Cell 
comisted mainly of a Head Clerk and UDCs. We are try- 
ing to improve the strength of the Audit as well as the 
quality of the Audit staff". 

To an observation by the Committee, in this context, th?t the same 
excuses had been offered on earlier occasions also, the witness ::- 
plied : 

"These are the steps we have taken this year. We have got 30 
more Internal Audit Parties to cope with the volume of 
work''. 



In reply to another question whethe tbrc additi&al pvdea would 
stIU be composed of the same complement of inadequately qualified 
clerks, the witness stated: 

"The 30 more audit parties are bo be headed by Inspectors and 
not by Supervisors and Head Clerks. 

Thirty-one JTOs were also sanctioned to give supervision and 
guidance to the Audit parties. The -Chief Auditor was re- 
lieved of the Internal Audit work so that he can exclusive- 
ly pay attention to the Revenue Audit implementation. 
Then, the Audit Parties also expected this year bo cover 
the estate duty which was outside theit purview hitherto. 
Then, a special Audit Cell bas been created under a De- 
puty Director for assisting the staff of the Directorate of 
Tncome-tax and for overall supervision of the Audit s e h p  
.as a whole. An 'immediate audit' scheme was introduced 
so that cases of over Rs. 1 lakh are audited by the Internal 
Audit Parties almost immediately after the assessment is 
made. A special drive has been launched for quickly dis- 
posing of internal eudit objections. The D.I. is engaged in 
the compilation of a brochure and an Internal Audit Ma- 
nual covering various tax legislations and is planning an 
annual Audit Report. A systematic study of stafRng re- 
quirements is also being undertaken by the O&M Division 
because the strength we have at  the moment is not sum- 
cient to cope up with the work. A drive was undertaken 
for compliance with Internal Audit objection and training 
of audit staff has been arranged in the new Regional Cen- 
t-training of offlcers and so on-to improve the work 
and prevent lapses and mistakes". 

1.44. The Committee asked whether the training courses were 
meant for the existing staff or for the new entrants. The witness 
replied: 

is for the existing people". 

The Committee desired to know when the training was expected to 
be completed. The witness stated: 

"It may take about two years". 

1.45. Asked whether i t  would not be desirable to make the Inter- 
nal Audit Department independent and clearly define its powers and 
functions, so that it could perform its duties without fear or favour 
and be really effective, the Finance Secretary replied: 



1.46. The Committee enquired into the number of caner checked 
Jn lnternal Audit. The representative of the Central Board of Direct 
'Taxes replied: 

'We have some priorities far the Audit Parties. We treat au 
immediate audit of those cases where the income is Rs. one 
lakh and more and all company cases. After that, the next 
priority relates to the cases of over Rs. 5Q,0q0. With 121 
parties only far internal audit, it is not possible to do more 
than that. We will have to expand this*. 

Asked whether any percentage check had been prescribed in this 
-negard, the witness *plied: 

"We have laid down the prhrity order. We have immediate 
audit for all cases over one lakb. This is 100 per cent 
Next to that when these are completed, cases of over Rs. 
50,000 are taken up." 

He added: 

"In respect of cases relating to other direct taxes, tax upto Rs. 
20,080 and above is immediate. Priority is Rs. 10,000 and 
above." 

In reply to another question whether all these cases were, in 
actual practice, checked in Internal Audit, he stated: 

"All these cases are expected tm be done by the Internal Audit." 

Asked whether this implied that a cent per cent check was done, 
the witness replied: 

"We do not have sufficient people and we have just a few of 
the other cases, which are also subjected to test check 
We mainly concentrate on the big revenue cases." 

1.47. The Committee desired to know, in this context, whether 
it would not be a better arrangement to prescribe suitable percent- 
ages for different kinds of cases, so that all types of cases could be 
.covered more satisfactorily. The witness stated: 

"These are the bigger cases where the amount of revenue in- 
volved is very much greater. That is why, we concentrate 
on these cases, so that the amount of revenue that may b:, 
lost by mistakes is reduced to the minimum." 



18 
1.48. Similar mistakes of incorrect application of rgtes of tax hadl 

dm been reported in paragraph 70(a) of the Report of the Camp-- 
troller & Auditcff ~ & e r s f  of India for the year 19?0-71, tfnion Gov- 
ernment (Civil), Revenue Receipts. During their examination of 
this paragraph, t,be Public Accounts Committee (1972-73) had pointed 
out tbat thk mistake appeared to bt: widespread and had desired to 
h o w  whether the Ministry had ordered a review of all assessments 
relating to ,the Assesmat ,Year 1969-70 and law, &ally in the 
particular &ds in which the mistakes bad occurred, The Finance 
~ecretky had then Wormed the Committee that a review of all the 
cases for which the concerned wealth Tax Ofacer was responsible 
hrd b t p  a;rderad Subsequently, in a note, the Department of 
Rpvenue & Inwugnce bad stated: 

'The n?ports received so far rweiJ that the omission was detec- 
ted in 5 csses (involving a tax effect of Rs. 38,616) out of 
282 cases reviewed for the purpose. The review is not yet 
complete. The final outcome of the review be intimated too 
the Committee as soon as information is available." 

1.49. Commenting an these mistakes, the Committee, in phagrapbc 
237 of their 88th Report (Fifth Ink Sabha) had o,bse;Fved: 

"The Committee are constrained to note that in as many as 
six cases of assessments for the year 1969-70 the rates of 
tax applicable for the assessment year 1968-69 were wrongly 
applied resulting in short levy of wealth-tax of Rs. 47,077. 
Such mistakes in applying the rates are simply inexcus- 
able. A review so far done has bmught out other 5 cases 
involving a tax effect of Rs. 3'3,616. This shows that this 
type of mistake is fairly widespread. The Committee 
desired that the review should be completed expeditiously 
and recovery effected besides taking appropriate diseiplin- 
ary action against all officials concerned for the carelcss- 
ness. The instructions issued recently meking the wealth- 
tax officials respan-:Me for check~ng tax calculatmns in- 
stead of by the clerical staff, if enforced rigorously will 
certainly ensure that such mistakes will not occur. The 
Cornnuttee trust that the enforcement will be strict." 

1.50. Asked whether the review had since been completed and 
tf so, the outcome thereof, the Department of Revenue & Insurance, 
la a note, replied: 

"A review was first conducted in five Commissioner's charges. 
Out of a total number of 3022 wealth-tax assessments com- 



pletcd in these charges, ia 10 cases mistakes were detected, 
These were rectified. By the Board's letter F. No. 3281 
121/72WT dated 13-6-1973, a general review was ordered 
in all wealthtax cases completed for the assessment years 
1969-70 and 1970-71 in which the net wealth determined. 
wag over Rs. li3 lakhs. As a result of this review, 1359 
cases have already been reviewed, out of which 75 cases 
of incorrect charge of tax were detected. Necessary action 
to rectify these assessments has been taken or is being 
taken. Necessary further action for completing review 
and consequential redificatory action is being taken" 

1.51. The Action Taken Note furnished .by the Deprtment of 
Revenue & Insurance with reference to the Committee's earlier. 
observations cited in paragra~h 1.49 a w e  is Feplpdu(3ed below: 

rZre Ministry share the concern of the Committee, regarding 
wrong application d wealth-tax rates for the assessment. 
year 1-70. The Board rtide Instru.ctias No. 4-63 (F. No. 
328/121/72-WT), dated 24th October 1972, instructed all' 
the Commissioners of wealth-tax to impre= upon the 
wealth-tax 0!3cers that there was increase in the wealth- 
tax rates in 1968-70 as compared to 198869 and they should 
take particular care to ensure that comet  rates were a p p  
lied in 1969-70 and 1970-71. Subsequently, the Board with 
letter No. 328/121/72WT, dated 13th June, 1973, ordered at 
complete review (on the basis of an earlier sample review 
mentioned in the Public Account-, Committee Report) of 
all wealth-tax cases completed for assessment year 1969-70 
and 1970-71 in which the net wealth determined was over 
Rs. 10 lakhs. Escluding five Commissioners' Charges from 
which review result-, are still awaited, the other charges 
have indicated that out of 1,359 cas?s reviewed, mistakes 
were noticed in 75 cases with revenue effect of Rs. 2.54.607; 
information regarding recovery and acton against erring 
officials is being coIIectecl, also informathn regarding the 
remaining five charges. Instructiong regarding the 
responsibility of wealth-tax official-, for checking of tax 
calculation in important cases have been reaffirmed vide 
Board's Instruction No. 614, F. No. 328/105/73-WT, dated 
11 th September, 1973." 

1.52. The Committee desired to kmw, during evidence, who had 
conducted this review. The Finance Secretary stated: 

"The Commissioners through the Inspecting Assistant Com- 
missioners." 



The Committee enquired ' into the actual agency employed fm 
oonducting the review. The witness replied: 

"The rwiew was done by the same officers." 
He added: 

"When the mistake; are pointed out, our ITOs can review 
their own mistakes." 

Asked whether a review by the same officers who had themselves 
assessed these cases earlier could be considered adequate, the witness 
replied: 

"Review is done by the same judge in a judicial matter." 
The representative of the Central Board of Direct Taxes stated 

i n  this connection: 
"We understood that the review should mean relooking into 

the cases by the officers themselves. We did not appreciate 
that PAC wanted a review by difYerent oficers." 

The Finance Secretary added: 

"It was a misunderstanding. If you say that it should be done 
now, we shall send an Audit party to make a selective re- 
view of these cases." 

When the Committee pointed out that their earlier recommenda- 
tion in this regard was fairly clear, the witness stated: 

"We shall send an Audit party immediately and get it review- 
ed." 

1.53. The Committee learnt from Audit that the Central Board 
of Direct Taxes, in their instruction No. 465 dated 11 October, 1972, 
had laid town that the tax calculations should be personally check- 
ed by the Wealth-tax Officers in cases where the demand raised 
exceeded Rs. 25,000. Asked whether this limit was considered satis- 
factory, the representative of the Central Board of Direct Taxes 
informed the Committee that revised instructions had been issued 
on 11 September, 1973, prescribing an additional check of tax cal- 
culations by the officers in alk cases where the net wealth exceeded 
Rs. 10 lakhs. 

1.54. The Committee deplore the failure to apply the increased 
rates of wealth-tax effective from the assessment year 1969-70, in as 
many as n:ne cases spread wer seven Commissioners' charges, result- 
ing in a shortlevy of tax of Rs. 35,458. Sfnce the net wealth of the 
lrrsessees fn these cases exceed Rs. 10 lakhs, it obvioasly called for 



#em* attention on tbe part of tho usewdng ofBean wbo ougbt b 
h v e k e p k f h . c m s r a l v a s a b r e a s t o f 4 h d C h . n g e s f n t h e ~ d ~  
and cuefully doua4erChaeltsd the tax cdculatians. Now that in- 
Amcfioao have been h u e d  by; the Central Bolvd of Direvt Taxes 
pmwrlbtng an additional check 4 tax ~cuhfioms by fhe o@kem in 
.d l  cam where the net wealth exceeds k. 10 lakbs, the Committee 
axpect that such inexcusable mistakes will not recur. In so far as 
itbe speeidlc eases 4 failure reported in the Audit paragraph are con- 
atmad, the Committee would like appropriate action to be taken 
against the o&sm rasponsible. 

1.55. The Committee nota that with a view to m h h k h g  naistakm 
in the applicaticnr of the corm& rates of bx, the Ceatral Board of 
Direct Taxes propom to make available to the a s k s h g  
m a r a t e  rate cards for all taxes every year wbitb w d d  elidnate 
%he reliance hitherto plseed an ends memory. Eariia in thb atpart, 
-Ibra Committee have atso commented on the Deprutnlent'e inabilSiSg 
30 make avaiIabDe to the ofRcers sudk?iemt copies oi the various Acts, 
Mtanaala and other Iltantrue. These irritating deBeiemcies dwdd 
never have been allowed to mar our tax admhristrsrfim. The W- 
mittee wonld once again ask tbe Central Board of Direct -8s to 
-xcrmedy the situation fbtthwitb, if it has not already been Qne. 

1.56. The Committee are astonished that, as the Finance Secret- 
ary stated, the practice hitherbr had been to circnlate antmgst the 
ataff the budget papers, but that no clear explanadons and instme- 
.tions were issued in order to apprise the ofhers with the impertsat 
changes introduced in the budget. Rather belatedly, the practice has 
begun of apprising the o88cers of the contents of the budget within 
a fortnight of its presentation. While this is a helpful step, the Com- 
mittee wish that the Central Board oB Direct Taxes constantly re- 
view the implementation of these instructions and their impact, and 
take timely corrective measures as necessary. The Committee are 

.constrained to make this observation in view of the fact that they 
have found, on many occasoins in the past, that: though there was ne 
dearth of instruct.'ons from the Board, their actual implementation 
left much to be desired. 

1.57. Apart from the carelessness on €he part of the assessing 
d i c e r s  dealing with the cases reported by Audit, the Committee are 
-concerned that though five of the nine cases were checked in Internal 
Audit, the mistakes in tax calculation had escaped detection. Time 
and again, the Committee have had occasion tfi comment upon the 



1.58. Incidentally, the Committee fhd that this review had been 
conducted by the same officers who had handled the assessments 
earlfer. The Committee would have been happier if the revfew had 
been entrusted to an indenpendent agency like Internal Audit or the 
Diree-te of Inspection. When this was pointed out during evf- 
den*, the Fipance Secretary had agreed to have review done again 
by an Audit party. The Committee would like to know if this re- 
view has since * completed and, if so, its outcome. 



ca_APneR I1 
FAILURE TO CORRELAF ASSESSMENTS WITH OTHER 

DIRECT TAXES ASSESSMENTS 

Audit Paragraph: 
2.1. In para 73(ii) of the Audit Report, 1970-71, cases of failure to 

,correlate the wealth-tax assessments with a6sessments for the pur- 
poses of other direct taxes, were pointed out. During the period 
under review, similar omissions have again been noticed where, apart 
from the failure to correlate the assessments under different taxes, 
there was a l s ~  omission to compare the value of assets adopted in 
the wealth-tax assessment itself, for one assessment year with the 
value adopted in other years. 

2.2. Land owned by an assessee in a metropolitan city since 1942 
was acquired by Government in the previous year relevant tx~ the 
assessment year 1962-63 for R:. 6.71 Iakhs and the capital gains a r i s  
ing from this transfer were duly assessed to tax. It  was, however, 
noticed that neither the assessee returned the value of the land in 
his wealth-tax returns for the assessment years 1958-59 to 1961-62 
nor the value was added to the net wealth by the Wealth-tax Officer 
while completing the assessment-, in February 19fB This resulted 
in total under-assessment of wealth of Rs. 21,52,807 with consequen- 
tial short-levy of tax of Rs. 19.238. 

2.3. The Ministry have accepted the mistake and raised an addi- 
tional demand of Rs. 19,238.* 
[Paragraph 40(i) of the Report of the Comptroller and Auditor 

*General of India fix the year 1971-72, Union Government (Civil), 
Revenue Receipts, Volume 11. Direct Taxes]. 

2.4. While completing the wealth-tax assessments it is the primary 
$duty of Wealth Tax Officers to look into the income-tax and other 
direct tax assessment records of the assessees with a view to ensuring 
that no income--yielding or other assets are left out of wealth-tax 
assessments. Similarly, a reference to wealth-tax assessments can 
provide useful information to the assessing offlcers as to whether 
there has been a ohange in the quantum of assets, and if so, whether 
t h e  decrease is explained by sale/disposal in such c~cumstances as 
may attract capital gains tax or @t tax; or whether there has been 

Sirce collected -ding to the information furvished subuequtnrly by audit. 



an unexplained increase which may sugge~t investment of concealec?. 
income. Cases have been reported in earlier Audit Reports where 
due to failure to effect this coordination between the assessments 
under different Direct taxes, there was under-assessment of incomef 
wealth/gift or estate. The attempt of the assessing of8cem shod& 
normally be to complete all the assessments together. Where, how- 
ever, due to certain unavoidable reasons it is not feasible to do so it 
should nevertheless be ensured that the officers do make use of the. 
information available in the records relating to assessments under 
the other taxes. 

2.5. It is also the duty of the wealth-tax officer to compare the 
value of assets adopted in the wealth-tax assessment for one assess- 
ment year with the value adopted in the past years. 

26. In this part'cular case reported in the Audit paragraph, there 
was a failure to correlate the wealth-tax assessment with the income- 
tax assessment. The Committee learnt from Audit that information 
was available in the Income-tax recxd; that the assessee owned lanit. 
worth Rs. 6.71 lakhs on the scale of which capital gains accrued and. 
were assessed to tax. This clearly indicated that the land was non- 
agricultural. As the land was non-agricultural, it was not exempt 
from wealth-tax, and should have been subjected to tax r.:ght from 
1957-58. Though the Income Tax Officer, while assessing the capital 
gains in the Assessment Year 19fi263, should have simultaneously 
examined this aspect on the wealth-tax side, th;s was not done. The- 
Cummittee were also informed by Audit that the income-tax assess- 
ment in respect of the assessee was made op 21 March: 1963 and the 
wealth-tax assessments for 1958-59 to 1%1-62 were made on 29 
February 1968. 

2.7. Another peculiar feature noted by Audit io this case was that 
the wealth-tax returns far  the assessment years 1959-60 to 19'61-62 
were filed by the assessee only on 28 February 1968 and that f(3r 

1958-59 on 29 February 1968. The following statement indicates whem 
the relevant returns were due and when they were actually filed: 



Thus there was a delay ranging from over 9 years to over 6 years ip 
the fiLing of wealth-tax returns. 

2.8. The Committee further learnt from Audit that all the assess- 
ments were made on 29th February, 1968, i.e. on the next day after- 
the receipt of the returns in three cases and on the very day of 
receipt of the return in one caw and that even though the wealtb 
assessed in 195&59 was Rs. 4,29,107 the Wealth-tax  office^ had-not 
asked for a return for Assessment Year 1957-58, nor bad the asses<- 
tiled it. 

2.9. During evidence, the Committee desired to b o w  when the 
relevant wealth-tax returns had been filed by the assessee. The 
representative of the Central Board of Direct Taxes deposed: 

"For the assessment year 1958-59, the return was filed on. 
29.2.1968 and for the other three assessment years, from 
1959-60 to 1961-62, returns were filed on 28.2.1968." 

Asked whether the returns had been filed voluntarjly, the witness 
replied: 

"The return for 1958-59 was filed in response to Section 17 of 
the Wealth Tax Act and the r e m s  for the other years 
were fded suo nwtu, I mean the subsequent ones." 

2.10. Since no return had apparently been filed for the Assessment 
Year 1957-58, the Committee enquired into the reasons therefor and 
whether the assessing officer had satisfied himself that the assets in 
respect of which returns were filed from 1958-59 had n ~ t  existed 
earlier. The witness replied: 

"The wealth-tax records show that the proceedings under Sec- 
tion 17 were started on 31st March 1966; and for the assess- 
ment year 1958-59, a return was filed on 29.2.1968; but far 
1957-58, it had already become out of date. It could not 
be served on the assessee because the last date had 
expired." 

2.11. In reply to another question as to w;hen the assessment 
orders had been passed in these cases, the witness stated that the 
date of the orders was 2 February, 1968. 

2.12. In view of the fact that the assessments relating to three 
years had been completed on the day following the filing of returns 
and on the very day of filing of the return for Assessmqnt Year 
l!W3-59, the Committee desired to knaw how these cases could have 



h e n  flnalisKd in one day and whether adequate checks could have 
been applied. The representative of the Central Board of Direct 
Taxes stated: 

"We could not get the explanation of the officer, because he 
retired and subsequently died." 

2.13. The Committee asked whether the assessee had filed the 
seturns for the subsequent years on the due dates. The witness 
replied: 

"They were not filed on the due dates; and penalties were 
levied for all these years." 

The Committee, therefore, desired to know whether any penalties 
,-for the belated filing of returns or for concealment of wealth had been 
levied. The witness stated: 

"As far as the fii-st 3 years are concerned, this is the ps i t ion 
For the year 1958-59, the wealth-tax is only Rs. 146; and 
the taxes for 1959-60, 1960-61 and 1961-62 were reduced to 
'Nil'. " 

He added: 

"In 1W-59 no penalty was levied. The tax at that stage was 
only Rs. 146. Max. penalty there would have been 
Rs. 731-. . . . In 1959-60, 1960-61, 1961-62 there was no 
wealth-tax payable." 

3n  this connection, the Finance Secretary stated: 

"The main point is for the last three years, the assessment has 
been revised under Section 35. Therefore, there is no 
penalty under that Section." 

Clarifying the position further, he stated: 

"The wealth-tax returns for the various yea- were filed on 
these dates, viz, for 196263 on 189.1963; for 1963-64 on 
1.4.1964; for 1964-65 on 22.3.1965; for 1965.86 dp 
8.2.1966 and for 1966-67, we do not know, we have not 
been able to verify as to when it was filed. We will 8- 
that these returns were not filed too Late. I t  is only the 
previous neturns which were filed late; and I do not have 
the full facts. I surmise, however, that the q e  rnw? 
have felt that he wae Aiable to wealth tox in t h w  yerg 



I 

in order to escape penalties apd must have filed the 
returns but when the assessments were made taxes raised 
were Rs. 146, Rs. 173, Rs. 144 and Rs. 112; but there is an 
order under Section 35, dated 22.11.1968 which says that 
the tax for the last three years was seduced to 'nil'. He 
did not have to pay any tax because his wealth included 
an amount of Rs. 25,000 which was in the form of National 
Savings Certificate-, and they were exempt from tax. 
Therefore, the final order for the last three years is 'nil' 
tax. But later on, he filed the returns without any delay." 

2.14. Since the assessee apparently owned non-agricultural land 
wprth Rs. 6.71 lakhs, on which capital gains tax had been levied, the 
Committee desired to know the reasons for npt subjecting these 
assets to. wealth-tax by reference to the relevant income-tax records. 
The representative of the Central Board of Direct Taxes- stated in 
evidence: 

We have been taking some measures now to tie up the various 
types of taxes; and the Directorate has also drawn up a 
sort of brochure which will be issued to the ITOs. telling 
them that in certain circumstances other taxes would be 
inmlved and they should look for them, to ensure that the 
trying up of these things is not overlooked." 

2.15. The Committee drew attention to the fact that similar fail- 
ures to correlate the assessments under the different direct tax acts 
had been reported by Audit year afker year and observed that des- 
pite such instances having been bought  to the Department's notice, 
there appeared to be no perceptible improvement in the position. 
Tha witness stated: 

"We had issued instructions in 1968 and reiterated the same 
in 1973 and in the Directorate they are drawing up a tabu- 
lated sort of thing." 

2.16. The Committee learnt from Audit that the non-agricultural 
Lands in question had been purchased by the assessee in 1942 and 
continued to be in  his possession till they were acquired by Govern- 
ment on 19th March, 1962, in the accounting year relevant to Assess- 
ment Year 1962-63. An initial compensation of Rs. 436,547 had been 
awarded to the assessee on 19th March, 1962 who, not being satisfied 
with the quantum of compensation, succeeded, on appeal, in obtain- 
ing an additional compensation of Rs. 2,34,856, which was awarded 
in the accounting year relevant to Assessment Year 1961-68. During 
arn'alence, this position was confirmed by the repnrsentrtive of the 



Central Board of Direct Taxes, who inform@ the Committee as fal- 
h:- l 1 

"The land was acquired on 19th March, 19'62. He got a com- 
pensation of Rs. 4 l&s in ~ b c h  1962 and later on in 1967- 
68 he got further Rs. 2,34,000.* ( 

2.17. .%%en asked, in this context, whether the subject lands should 
not have been assessed to wealth-tax, adopting the value as Rs. 6 
lakhs and odd right from the beginning, the witness replied: 

"No, Sir. There is some doubt about this particular thing as to 
what is to be assessed. When the Government takes the 
land he no longer possesses the land. Then they pay some 
compensation. Now, he goes in for appeal. All he has is 
the right to compensation. What is the value of that right 
is something which has to be determined because he may 
or may not get more." 

218. In this connection, the Committee were informed by Audit 
that the nature of the 'right to extra compensation' had come up for 
consideration before the Andhra Pradesh High Court in the case of 
Khorshed Shapoor Chenai Vs. ACED (90 ITR 57) and that, in its 
judgement dated 17th November, 1971, the Court had held as 
follows : 

"The a-ight to receive compensation for the lands acquired by 
the Government at their market value on the date of ac- 
quisition is one and indivisible right. There is no right to 
'receive compensation' and a separate right to receive 'ex- 
tra compensation'. The only right is to receive cornpensa- 
tion for the lands acquired by the Government, which is 
the fair market value on the date of acquisition. The ar- 
gument of the learned counsel that the right to receive ex- 
tra compensation accrued when the, civil court passed the 
order and not before, does not merit acceptance. The so- 
called right to receive extra compensation cannot be torn 
*m or cansidered sepadtely from the right to receive the 
market value of the lands acquired by the Government. 
The right accraes to the owner of the lands as soon as tb 
bnds are acquired by the Qbvmment." 

The Court had fWher held: 



tho acquisitidn d the land.. We are un&k to accept the 
contention of the learned counsel for the awountable per- 
son that, for the first time, the right to receive the extra 
compensation was created when the civil courts pronounc- 
ed their orders. The right to receive market value as com- 
pensation for the lands which were acquired came into 
existence as soon as the lands were acquired. That right 
was 'property'. As a matter of fact, the word 'asset' under 
the Wealth-tax Act has been defined, in Section 2(e) of 
the said Act to include property of every description, mov- 
able or immovable. The right to receive market value as 
compensation for the lands acquired by the Government 

' under the Land Acquisition Act, is not an illusory right, 
but a real right to property." 

2.19. Referring to this judgement of the Andhra Pradesh High 
Court, the Committee pointed out that the ruling appeared to be 
clear and categorical that the right to receive compensation and the 
date of acquisition was one indivisible right. The Finance Secrdarg 
stated in evidence: 

"The point is under examination of the Ministry of Law. When 
the land acquisition proceedings are starred the market 
price of the land as on the date of notification under sec- 
tion 4 of Land Acquisition Act has to be fixed and there 
we agree that the value of the land as determined by the 
final court is the value of the land on that date. So, it will 
have to be assessed not on Rs. 4 lakhs and odd but in this 
case on Rs. 6 lakhs and odd. When the ownership of the 
land is passed on to the Government then the person C b n -  
cerned is no longer owner of the land. He has no right to  
the property but he has acquired right to compensation 
and t h e ~ e  the question is what is the value of the right of 
compensation which is a property. Right to compensation 
is also a property. What is the value of this property that 
will have to be determined on the basis of the market value 
of that right to compensation. This is what the Law 
Ministry has said." 

He added: 

"What we propose to do is to discuss i t  internaIly with the Law 
Ministry and the C&AG ofacers and try to find out wsat  
hps to be done on the basis of it because we cannot go in 
pppd gn !he High Court's deqisio~. m e n  t)le Attorney 



General is consulted we follow* his advice but there seems 
to be doubt as to what is the value of right to compensation 
between the period of acquisition of land and the date on 
which first 4 lakhs were given to him and the later period. 
There a doubt has been expressed by the Law Ministry. 
The question is supposing he wants tn sell in the market 
his right to compensation what is the market price that he 
will get because the value of property is the value it would 
fetch in a free market. That is the main thing. Since this 
doubt has been expressed, I would suggest, we should 
leave this at this time and get an authoritative view of the 
Attorney General." 

2.20. Since the additional compensation relatec! to the value of the 
lands as on the date of their acquisition by Government, the Commit- 
tee asked whether the wealth-tax assessment should not have taken 
into account the total value of the lands as determined subsequently. 
The Finance Secretary replied: 

"There is no dispuk about that. The court hss decided the 
value as Rs. 6 lakhs and odd. The court has not decided 
the value of the right to compensation. The matter is not 
very free from doubt and, therefore, it will be better jf 
we refer i t  to the Attarney General and get his view. An- 
dhra Pradesh High Court had not decided that his wealth 
should be taken as Rs. 6 lakhs right from the beginning- 
the date on which Notification was issued to the date of 
compensation." 

He added: 

"Will he get that price? That is the main point to be decided. 
I have got the award. Can I get the same value if I want 
to sell the right to compensation? No one will pay me the 
same time for the right to compensation." 

2.21. On the Conunittee pointing out that in this particular case, 
the value of the property had been finally determined on appeal and 
that there was, therefore, nothing hypothetical, the witnesa replied: 

"But still there is doubt. Since there are going to be many a s -  
es, I suggest that we should haw some authoritative view." 



2.22 Asked whether any responsibility had been fixed for the lap 
se in this case, the Finandr? Secretary replied: 

"So far as th; omission of* this land is concerned, we shall look 
into it, whether the assessee had declared this land as a 
par+$ of his wealth. But so far as  the compensation is con- 
cerned, I submit that since there was a bonafide doubt re- 
garding valuation of right to compensation, I do not think 
it will be possible to take any action." 

2.23. 'Since Government was apparently losing revenue on account 
of the legal complications, the Committee desired to know whether 
any steps had' been taken to safeguard the interests of revenue in this 
case, pending determination of the legal issues. The representative 
of. the Central Board of Direct Taxes stated: 

"We could not reopen those assessments, We have rectified 
the assessments. Otherwise reopening was time-barred." 

In a note furnished subsequently in this regard, the Department 
of Revenue & Insurance stated: 

"The right to compensation as an asset was not included in the 
wealth-tax assessment from the year 1962-63. The asstss- 
ments for the years 1964-65 to 1967-68 have b ~ e n  reopened 
under Section 17(1) (a) of the Wealth Tax Act for making 
good this omission and the quantum will be known on 
completion of the assessment. Action under section 17(1) 
(a) for the earlier year? is barred by lirnitetior?." 

2.U. Year after year, c a m  of failure to correlate the assewments 
made uader one direct tax iaw with assessments under ether direct 
tax laws have been reported in successive Audit Reports. The P u b k  
Accounts Committee have also been emphasising repeatedly the need 
for efPective coordination and correlation between the assessments 
relating to the different direct taxes and for greater vigilance in this 
regard on the part of the assessing of8cers. The case under examha- 
tion is one more instance of a deplorable failure to correlate the weal- 
th-tax ~ s m e n t  of an assessee with his incomatax assessment, as a 
result of which the non-agricultural lands owned by the assessee had 
escaped assessment. Thb default had led further to the undck 
assessment of wealth by Rs. 21.53 iakhs for the assessment years 
1858-59 to 1961-62 and consequmtial short-levy of tax of Rs. 19,238. 

2,@. The Committee observe that while the capital gains a d n g  
to the rrssessce by the acquisition of the land by Government had 
b(m assead b income-tax in the assessment for the year 1962-83 



lPrLQ-t lI ld*hah, l* , tha .eeeaoo6hadaat~~ ,wattav.plnrr 
rakums until * Section 17 01 the W d f h  T u  ~ c t  

w, fwr the awWm&t year 1%~-a, on 31 March, 
l W .  As the a-g ig coaun@ for both ipcome-tax and 
wmlfb-tas, ULB amstsing could Mve, at tho tihie oi lssftssing 
the capital gains, shown @&tent initiative and ~ u l t r m e o ~ s ~ y  
e~smiRld tha case b m  the wecrlth-tax angla-Had this been done, 
the pfoctadings undez Sectioe 17 could have Wrk set in motion 
earlitr amd the a s s m w ' s  wealth broughk within the tax net tor the 

year 1957-58 also, which had become timebarred by the 
that; action was ultimately taken in March 1966. I& is also 
d4gWl-t that the wealth-ta.x assessments for dl the tour years, 
rcltrnms in respect of which had baen filed after a delay ranging from 
over 9 years 'to over 6 years, were completed, in apparent haste, on 
23 February, 1968, the day after t h d p t  of the reharns in respect 
d three assessment years and on the very day the return relating 
to the fourth assessment year had been received. It is, therefore, 
abvious that the scrutiny of &a returns and the checks, if any, exer- 
cised must have been routine and desultory. Unfortunately, the 
concerned allicer is reported to have died subsequent to his retire- 
ment and consequently, the reasons for the strange and unsatisfactory 
hadIing of the case and for the f d h r e  to include the subject lands 
in the assessee's wealth will have 'ta remain unexplained. 

2.26. The Fhirrnce Secretary, however, assure? the Committee dur- 
'bg e v i h c e  that, in so far as the oshbsion of &is land was concern- 
ed, it would be examined whether the assessee had declared the Iand 
&s part of his wealth with a view to fixing respomibility for the lapse. 
The Committea trust that this investigation would have been com- 
f l e w  by now and would like to be apprised of its outeome and the 
subsequent 'action, if any, taken. 

21.27. !&is case and other similar cases reported in the present and 
tarliar Audit Reports dy serve to reinforce the Committee's earlier 
eonclasions that at omission to correlate the wealth-tax assessments 
wfth the inwmatax assessments is fairly d d e s p m d  And thdt the 
pdldical  ins thdks  issu& in thfs regWd by the Central Baard of 
Direct Paxes have bad little or no &eet on the assessing oBcers. The 
Committee note, in this connection, that certain measures aimed at 
d u g  better cawdination in ma- co&nectd with the adntinis- 
tratlon of Incometax and Wealth-tax have been faken apd are pro- 
posed to be t a b  by the Central Boud of D i r e  Taxes. While the 
C d t t e a  wish stmess to these endeavours, they would reiterate 
once again an emlfea sn$gestion of theirs eontaincd in paragraph 1.89 



~*r ~ s $ j . ~ ~  mBk&* 
t;hrtGo-sLnlrrllP-* 

i ~ ~ h r s k a m ~ ~  
i nd 'ned lg tu  fix amesmm &Me to botb the tasim..o r tr . m r v a  

effbctiw coodhmtidn in tb. hniniqttrrtian of thg. twa d i e  
takes. 

i 

'281 !f'b -ttsb. hm a W  tllirt a n m - j a g r i C ~ ~ a 1  
Iwrdshia wm-had prrchroed b' & mbee-.k 1962 and -- 
t f r r ~ d ~ ~ ~ b d r P W t k d b Q  bill.thcylwlsl.swwiby hv-snt 
0s I s l  M-, UWB, in, tbe " 9'1 mar ldivant to a s e e a m d  gear 
1- an ioitial~~nnpensatim of. $ ~ g  had bean, am- 

to1 the - The .acsearee, aot being sotirftcd &* q- 
of -iF+-+ had succedtxl, on apped, in ad&- - com~emtion of Re. 2,34,856 which was awardd. in, the a-t- 

ing year relevant to the assessment year 1967-68. Thls right to extra 
compensation as an asset was not included in the wealth-k assess- 
ment from the year 1962-63 and it is only subsequently that the asses- 
sments for the years 1964-65 to 1967-68 have been reaped, as a pm- 
ventive measure, under Section 17(l)(a) of the Wealth Tax Act for 
making good this omission, while action under this Sectian for the 
assesmmt years 1962-63 and 1963-64 is stated to be barred by limi- 
tation. The Committee Bnd that the nature of thC 'right to extra eom- 
pensation' had come up for consideration before the Andhra Pradgah 
High Court in the case of Khorshed Shapoor Chenai Vs. ACED (W 
ITR 47) and that, in its judgement dated 7 November, 197l, the Caart 
had, inter alia, held that the 'right ,to receive compensation' and the 
'right to extra campensation' are one and indivisible and that the 
right to receive market value as compensation fir the lands acqairetl 
by the Government under the Land Acqnidtlon Act, 'is not an illu- 
sory right, but a real rhigt to property'. The Court had also held that 
tlie right to extra compensation amued to the assessee as soon as 
the lends were acquired and not when the Civil Conrb ~ r o n o u n d  
their In of this dear exposition of the nature of this 
fight by the High Court, the very fact that the assessee in the p-t 
caw mt amepted the original award but had gone in appeal 
show that, -rd'l;ng to the assessee, the right had a g r d w  
thsn the value initially ccrmpuhd by a ~ w t i *  
m~ ~. t~ l t ionnl  crompeasatlon s h d d  bnvt also beert, t h e * f q  k&- 
e& as a valmble riglit from the ~ s s a a r e n d  Y w  1m-63 O Q ~  
aceo&ngly a d  to tax till the amount was received bSi ~ W S -  

see and included in his wealth. 

. 2.a While ~mcedhg that, in this case, sbra tht aadinond com- 
pensation re1ate& to the value of the Lads is on tL. 4& of HHir 



acq-w by Govunment, fbe earlier wealtb.fut assGoamqta aFpoalp 
b v e  t*n id. acm,t&t 'tht 'tom vatue of 'the I;& as d e m  
#iaWqa~~lUg/~'tba W h a ~ t  Secretary h&' hohver, Ypdlnted out fbst 
$lam8 aplnardl to be some tioubt in regard to the ialuatiw'of q prr- 
s v ' s  'llght to colmpensation' which would' have ta be.'determipgd 
cm the bask 'of the market value of that right to compemsation. 
Since it was likely that there might be many more cases of this 
natyre h e  bad suggested that it would be be* to obtaih an ratho- 
ritatlye G*w on the subject and had proposed b discuss it with4he 
Law B@Mry and Audit and obtain also the Attorney General's 
oplbria& if gecessary. The Committee trust wf3hese-deliberations 
have beem completed by now and the correct position in law clerl&d 
to the n d g  ofhers. The p d t  positioh in regard to the ra 
opened assessments for the years 1964-165 to 1967-68 should also be 
intimated'to the Committee. 

Audit paragraph. 

2.30. The value of the immovable properties of an assessee who 
expired in August, 1962 was taken as Rs. 1,40.000 for the purpose of 
Estate Duty.  o ow ever, in the wealth-tax assessments of the deceas- 
ed for the assessment year 1962-63 and of the executor from the as- 
sessment years 1963-64 to 1965-66 the value of the same immovable 
properties was taken as Rs. 92,000. This resulted in total under- 
assessment of wealth by Rs. 1,92,000 and consequent short-levy of 
tax of Rs. 1,278. 

2.31. The Ministry while accepting 'he omission have reported 
that the assessments for 1964-65 and 1965-66 have been re-opened and 
that the assessments for 1962-63 and 1963-164 have become time barr- 
ed 
[Paragraph 4(iii) of the Report of the Comptroller and Auditor 

General of India for the year 1971-72, Union Government 
(Civil) Revenue Receipts. Volume 11, Direct Taxes] 

2.32. Under the Wealth-tax Act, the Wealth represented by the 
estate ob a deceased person is taxed in the hands of the executor till 
the date of complete distribution of the estate to the beneficiaries 
according to their several interests. The status of the executor and 
the valuation date are to be the same as they were in the case of the 
deceased. 

2.33. The Commi!tee learnt from Audit that the asgegsee in thin 
case died on 3 August, 1962 and the wealth-tax return for the Asseas- 



merit Year 196263 (valuation date 31 March, 1962) was filed by his 
Manager on 13. August, 1962 and that the return9 relating tq 
Asseqment year 196354 onwards were filed by the executor of the 
estate. The wealth ofj the assessee, inter alia, included immovable 
properties, the value ob which was returned a t  Rs. 81,000 by the as- 
sessee's representatives. However, the Wealth Tax Officer adopted 
the value of the properties a t  Rs.'92;000 in the assessment for the As- 
sessment Years 1962-63 to 1965-66. During the course of audit i t  was 
no+iced that for the Assessment Year 1966-67 the value of the same 
properties was taken as Rs. 1,40,000 being the value adopted in the 
estate duty assessment. 

2.34. The Committee were informed by the Department of Re- 
venue & Insurance that the Estate Duty assessment in this case war 
completed on 31 January, 1!M and that the Wealth-tax assessments 
for the Assessment Years 1964-65 and 1965-66 were finalised respec- 
tively 13 May, 1966 and 5 February, 1969. 

2.35. The Committee desired to know whether the Wealth Tax 
Officer, while adopting Rs. 1,40,000 as the value of the property for 
Assessment Year 1966-67, had compared it with the value determined 
for earlier years and ascertained the reasons for the dBerence. In a 
note, the Departme'lt of Revenue & Insurance stated: 

"In the return of wealth for the assessment year 1966-67, filed 
on 4th June, 1966, the value of the properties in question 
was shown in Annexure I1 of the return. The estimated 
value was first shown at Rs. 81,000. However, while taking 
,the value to Part I of the return, it was stated: Total value 
taken as per Estate Duty assessment'-at Rs. 1,40,000. The 
deceased died on 3-&1%2 and Estate Duty Account was 
filed on 21-1-1963. In the estate duty assessment complet- 
ed on 31-1-1966 the Assistant Controller had recorded tbat 
in the wealth-tax assessments the value of the property 
had been estimated at Rs. 92,000. However, 'having re- 
gard to the area of land and built up area, it is felt that 
th'e value shown is very much low. After making into con- 
sideration these factors, the value is being estimated, a t  
Rs. 1,40,000 on agreed bask'. The wealth-tax records show 
that for the assessment year 1957-58, the assessee had 
shown the value of the three properties a t  Rs. 81,000. The 
Wealth Tax Officer, however, estimated the value of the 
properties a t  Rs. 91,800, being 20 times the annual income 
from the property. On appeal the AAC reduced the 
valuation by Rs. 10,100. In effect, the value was retained 



at R3. ~,060. PIbr the assessment year l@$!J, the ttelbe 
of the property was again taken at Rs. 91,868. There was 
no appeal againsi this assessment. Accordingly, for the 
merit years 195980 and 1960-61, the .same value of 
%. 91,800 was repeated. In the assessment years 198142, 
1982-63, 196344. 96465 and 1 W 6 ,  the value of the pro- 
perty was taken at a round figure of Rs. 92,000, even 
though the assessee had throughout been showing the value 
of the properties at Rs. 81,000. The W.T.O. was thus aware 
of the difference in the valuation but apparently as the ear- 
lier valuation made in tihe wealth-$ax assessment was 
based on a particular principle, while the valuation made 
in the estate duty assessment was only as a matter of ad 
hoc estimate, the W. T. 0. did not consider it necessary to 
go into this matter further." 

2.36. Cases of failure to correlate the assessments relating to diffe- 
rent direct taxes had also been reported by Audit in the past and 
some such instances are indicated below: 

Audit Report b r n p p l  .s No. 
--- 

1969-70 . . 62(d)(r' an6(1i', 43(h)(.iXr) (2),(3) ?nd(q). 

1970 . . . .  . 71(vt(a),(b4(c) ard(dL7j(v)(b). 

1970-71 . . . . . . 73(1iXa) and(b). - - ----. 
2.37. The Publie Accounts Committee have, time and again, em- 

p h a s i d  the need for correlation and coordmation between the as- 
.~c~ssmw~ts under one direct tax act with assessments under the other 
acts. As early as 1966, the Public Accounts Committee (1965.66) in 
pantgraph 1.109 of their 46th Report (Third Lok Sabha) had recom- 
mended: 

"The Committee feel concenad about the practice adopted by 
the assessee in this case to circumven: the levy of capital 
gains tax while submitting hss income tax r e t m  by under- 
valuing the shares sold to his own relative. {In his return 
for Wealth Tax submitted earlier and subsequently the 
shares were assessed at a much higher value (about 
double the face value). Similar cases of under-valu- 
ing assets in income-tax returns were reported in para 
M(b) of the Audit m r t  (Civil) on Revenue Receipts, 
1963. The Committee suggested that a suitable pro- 
cedure should be adopted by the Department whereby 



* .  1 

aspesgmeat of both the income-tax and wealth-tax is 
&e silmultamouidy tw the I. Ti 0. be able 
to c o d  tiWr value of wwits d i ~ ~  in the two re- 
turnsl" 

Again, in paragcaphis l.li1 of the %port, the C o d t t e e  had ob- 
served: 

"The Committee are surprised ta learn that Wealth-tax, Gift- 
tax and Esthte Duty which are also dired taxes have not 
yet been authorised by Government far being brought 
under the pumbw of Revenue Audit The Com- 
mittee feel that this should have been done simultane- 
ously when Revenue Audit was extended to Income Tax. 
The receipts from these taxes are increasing and it is 
also necessary to correlate the data given in income-tax 
returns and other taxes returns to detect malpractices 
of the kind reported in the present case. In view of the 
singular service rendered by 'he Revenue Audit to the 
assc-.ssmmt and collection of Inc@n+&x, Customs and 
Central Excise, it is the considered opinion uf the Com- 
mittee that the scope of the Revenue Audit should be 

suitably extended forthwith so as to includeall the cen- 
tral taxes without any distinction and reservation". 

fn paragraph 1.50 of their 73rd Report (Fourth Lok Sabha), the 
PubUc Accounts Committii (1968-69) had recommended: 

"The Committee find the position in regard to pending 
Wealth Tax assessments rather unsatisfactory as, at the 
end of March, 1967, 74,232 cases involving Rs 5.26 crores 
were pending, over a Afth of these for more than two 
years. The Committee feel that concerted action for 
the clearance of these cases is called for. There is also 
need to link these cases with the corresponding income- 
tax assessments so that, 'the quality otf administration of 
income-tax' could be improved qnd it could be ensure0 
that tax evasion is curbed. The Committee would, io 
this connection, like Government to examine the sugges 
tion made by the Working G r q  of the Administrative 
Iteforms Commission for an integrated. mturn." 

Dealing with this aspect further. the Public h u a b  Committee 
(1869-70), in paragraph 1.89 of their 117th Report (Fourth Lok 



Sibha) had, inter dl*, suggeater2: 
. d ' 
" M e r  useful safeguard would be td have, an integrated 

tam return eovering both wealth apd incove-tax. Tke 
experience in the instant case itself suggests that it 
w&ld be a useful tool for checking concealment of in- 
ame, The Committee have already suggested the in- 
stitution of an integrated return in para 1.50 of ,their 
Seventy-Third Report. The Committee have further 
suggested in para 1.23 of the their Hundredth Report that 
it would not be necessary to burden all the assessees with 
the obligation of having to submit an inlteglated return. 
Only assessees liable to both income tax and wealth tax 
need to called upon to do so. This purpose could be 
achieved by hauing a different form of return for such 
assessees. The Committee would like Government to 
consider these suggestions and come to an ez51y deci- 
sion. It  seems to the Committee imperative that if the 
quality of tax administration is to be improved, it is es- 
sential to coordinate properiy the administration of in- 
come-tax and wealth-tax." 

Reviewing the action taken by Government in this regard the Public 
Accounts Committee (1971-72), in paragraph 1.21 of their 25th Re- 
port (Fifth Lok Sabha), had observed: 

"The Committee note that certain modifications to the wealth- 
tax return form have been made to ensure better coordi- 
nation in matters connected with administration of in- 
come-tax and wealth tax. The Committee would, how- 
ever, like to reiterate that the feasibility of integrating 
the returns wherever necessary should be examined speci- 
alIy in view of the f a d  that assessing authority is com- 
mon for both Income-tax and Wealth-tax." 

In more recent times, commenting on the large scale omission to 
correlate wealth-tax assessments with income-tax assessments, the 
Public Accounts Committee (1972-73), in paragraph 2.65 of their 
50th Report (Fifth Lok Sabha), had stated: 

"The Committee have received an impression that there is 
a fairly large scale omission to correlate the 
wealth tax assessments with income tax assessments. 
In  this caw, though the Wealth-tax OBcer corn- 

. - pleted the wealth-tax assessment for the year , I  W-65, 
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he failed to noti* that the #area$ returqed for .496+65 
was a h ,  exirjrting , @. t b  earlier year@ ,&m 1961-g2 to 
1963-64 and that the assessee had failed to file'the returns 
of wealth. The Copnittee desire that in addition to 
W n g  suitable action for the failure, rernedia1,Veasures 
ishould be taken to prevent recurrence of such omissions 
and lapses." 

Reverting to this subject again, in paragraph 4.59 of their 88th Re- 
gort (Fifth Lok Sabha), the Committee had observed: 

"In the case referred to in sub-para (a) of the Audit para- 
graph, there has been a deplorable failure to correlate 
the Estate Duty &sessment records with those of the 
Wealth-tax. Only after the Cammittee raised the point, 
some instructions have been'issued in November 1972 for 
coordinated handling of assessments relating to various 
direct taxes. Some further improvements are also under 
consideration. The Committee wish that fool-pmf proce- 
dure should be evolved without delay to safeguard the in- 
terest of revenue. suitable instructions should also be laid 
down in this regard for the guidance of the Internal Audit." 

2.38. This is yet another instance of under-assessmeut arising 
$out of fail- to correlate the assessments under the different 'direct 
tax laws. I t  would appear from repeated instances of such failures 
that either the inter-relationship between the provisions aC the 
different direct tax laws has not been properly appreciated by the 
a-sessing officers, despite oft-repeated comments in this regard by 
the Committee and tthe issue of a plethora of instructions by the 
Central Board of Direct Taxes, or that the instruetias have not 
been effectively implemented. 

2.39. The Committee find that in the present case. the assessee's 
Estate Duty assessment was completed on 31st January 1966, and 
the value d the assessee's immovable properties w a s  adopted, 'on 
agreed basis', as Ba 1.40 lakhs. Strangely enough, when tbe wealth- 
tax assessments for the assessment years 1964-65 and 196W w e n  
mule subsequently, on 13 May lB66 and 5 February 1969 respective- 
ly, a lowsr value of Ra. 0.92 lakh was adapted in respect of tbe 
same properties. While the Assistant Controller of Estate Duty bad 
apparently correlated the value d the properties disclosed for pur- 
~.ser d Estate Duty with that sstimded ia & wb.1thJtax amass- 
a ~ b a ~ d a p t s d t b ~ ~ ~ l l ~ l b ~ t % l N W h s ~ ( S I L , m n -  
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currenee of ( ~ . : e d e r  of the &te, tbe Committee us dombtfd 
w m  W d  Tax omcer m s ,  in m, aW&m,& i!be didtercme6 
in* V* CdopCsd for b h G  Duty ud &t adophd h tbe Wealtb- 

a(161CS811btafB. '3% aap)tbatPan aaarerl by1* ~~t of 
hum;llce k that Ybe Weartb Thx OdBaar, &ugh aware 

of the &ere& in valuation, eonsidered i t m c e s s a ~  to 
go this matter further, apparently because he preferred to fol- 
low the ed ier  valuation made in tbe wealth-tax assessments which 
W@s &sed on r particular principle whereas the value adopted in 
the Estate Duty assessment was ad hoe. Tbis sounds digbtly my- 
s t u b u s  and is, in any case, not convincing. As the d u e  of k pro- 
perty d m  Jmtb the Acts is to be dekrmined on the basis of the 
w-d price whicb the property would fetch if sold in the open 
market (vide Section 7 of the Weal& Tax Act and Section 36 d the 
W t e  mtty Act), f i e  reply furnished by the Depiadment would 
b p l y  that according to the Wealth Tax OBcer, the Estate Dutlv 
awasmemt had not been made in accordance with m y  principle or 
law. Tbe Committee, therefore, desire that the circumstances h 
' ~~b ieb  a lowem value had been adopkd in the wealth-tax assesment 
ebollJd be re-examhed witb a v&v to taking necessary remedial 
mecrsares. The Committee w d d  rbo like to be informed whether 
fbt Wealth Tax Olficer, while completing tbe assessments for 1964- 
65 and 1965-66, bad, in fact, taken due notice of the difference in 
the values by reference to the m t e  Duty assessment and, if so, 
wbeaer he bad recorded in tbe relevant assessment 44es that he 
was adopting the fitate Duty vahafion because it was ad hoc 
and mot based on m y  principle. 



Audit paragraph 

3.1. In the case of an assessee who owned 10 acres of land in a 
city, the department treated it as non-agricultural land and brought 
it  to tax f p  assessment years 1957-58 to 1959-60. On appeal, the 
Assistant Appellate Commissioner upheld the assessments but 
reduced the value from Rs. 85,000 to Rs. 25,000. Action, however, 
was not taken to revise the assessments for the years 1960-61 to 
1967-68 to bring the value of land to tax. 

3.2. In addition, the value of debts of Rs. 2,36,985 owed to the 
assessee, was omitted to be included in his net wealth for assess- 
ment years, 1966-67 and 1967-68, even though in the assessment pro- 
ceedings the Wealth-tax Oflcer had rejected the assessee's claim 
for treating the same as bad debts. 'l'he total wealth escaping as- 
sessment for all the eight years was Rs. 6.74 lakhs. 

3.3. In another similar case, 6.29 acres of land owned by an 
assessee valued at Rs. 1.50 lakhs was treated by the department for 
tke assessment year 1968-69 as non-agricultural property and charg- 
ed to wealth-tax. The assessment was also upheld in appeal but 
the value of the property was reduced to Rs. 1 lakh. Even though 
the land was in the possession of the assessee from the year 1943 a& 
was never put to agricultural use, the department did not reopen 
the assessments for earlier years to bring the value of the land to 
tax. The wealth which escaped assessment for the assessment years 
1963-64 to 1967-68 is Rs. 5 lakhs. 

3.4. The Ministry have accepted the omission in both the c e e s  
and have reported that the assessments have been revised. The 
additional demand raised is Rs. 16,599 and Rs. 9,959 respectively; 
report regarding recovery is awaited.* 

[Paragragh 41(i) of the Report of the Comptroller and Auditor 
P n e r a l  of India for the year 1971-72, Union Government 

(Civil) Revenue Receipts, Volume fI, 
Direct Taxes1 

.The Committee w re subscqu.ntly informd by Audit t h t  the demand of &u 9,954 
had btcn col!eacd. 



3.5. Under the Wealth-tax Act, net wealth means the excess of 
aggregate value of all the assets belonging to the assessee over the 
aggregate value of all debts vwed~b~,l$m as on the valuation date. 
Under Section 2(e) of the Act, agricultural land was exempt from 
wealth-tax upto assessment year 1969-70 and did not, therefore, 
enter into the computation of net wealth. Non-agricultural lands 
were, however, liable to wealth-tax even prior to assessment year 
1969-70. 

3.6. The Committee learnt from Audit that' in both the cases men- 
tioned in the Audit paragraph, land owned by the assessees was 
originally treated as agricultural land and exempted for purposes 
of wealth-tax, and that subsequently, on reconsideration of the facts, 
the assessing officer came to the conclusion that the lands were, in  
fact, non-agricultural and hence taxable. Yet, the assessments 
already completed were not reopened to subject these assets to tax. 

3.7. According to Audit, in the first case relating to a Hindu 
Undivided Family (Subakaran Gangabishan) , though the Wealth 
Tax Officer had held, on 22 December 1967, that the land was non- 
agricultural (which finding was later upheld in appeal), it was, how- 
ever, continued to be treated as agricultural and exempted in the 
assessment for the years- 1965-66 to 1967-68 which were completed 
c n  27 January 1968, i.e. after the character of the land had been de- 
termined as non-agricultural by the officerhimself. The Committee 
further learnt from Audit that the assessments for the years 1963- 
64 to 1967-68 were reopened, at their instance. In the meantime, 
however. re-assessment action b e c a w  time-barred in respect of the 
assessment years 196081 to 1962-63. Another mistake in this case 
was the omission to add assets represented by debts to wealth. 

3.8. The Audit paragraph also points out that the department had 
treated the land as non-agricultural and assessed it to tax for the 
assessment years 1957-58 to 1959-60, though the value had been 
reduced, on appeal from Rs. 85,000 to Rs. 25,000. In this connection, 
the Committee learnt from Audit that f ~ 3 m  1957-58 onwards, the 
assessee had shown this land in the wealth tax return and claimed 
exemption for it as agricultural land. The land was, therefore, not 
included in the original assessment for assessment years 1957-58 to 
1959-60. Subsequently, however, when the assessments for these 
three years were reopened on, 4 March 1964 to reassess the value of 
certain properties, the 10 acres of land which had been exempted 
as agricultural land was h u n d  to be non-agricultural and orders 
revising these assessments were passed m 22 December 1967, adopt- 
ing the value of the land as Rs. 85,000. 



9.9. The Committee were further informed by Audit that not 
ahtlsfied with the valuaticr~ of the land at Rs. 85,600 fixed by the 
V f k l t h  Tar Of&cer h r  the aersessnknt years 1957-58 to 1959-60, the 
.srsessee had gone in appeal and that the Appellate Assistant Con- 
a o n e r ,  while disposing of this ite* (in the appeal decided on 5th 
April, 1.969) had observed as follows: 

"Although it is initially contended that these lands were agri- 
cultural lands and, therefore, exempt u/s 2(e)(i) of the 
Act, the representative at the time of hearing gave up 
this pntention. He has, however: submitted that the 
Wealth Tax Officer's valuation of the lands at Rs. 85,000 
was extremely high for the following masons: 

(a) Nearly half the land consists of rocky hillocks. 

(b) The appellant has only lease-hold rights over the pro- 
perty as this belongs to the Secunderabad Cantonment. 

(c) Even the lease-hold right is not freely transferable and 
the appellant is not allowed to put up any structures in 
the land without the permission of the Cantonment 
authorities which is usually not granted and which if 
granted would be accompanied by various restrictive 
clauses. 

(d) The land was barren and the only income derived by the 
appellant was Rs. 900 per annum as cattle grazing 
charges. 

I think on\ these facts which were not disputed by the Wealth 
Tax Officer the valuation at Rs. 85,d00 is too high. I find 
that even in 1969 the approved valuer has valued the land 
at only Rs. 85,000. The valuation dates under appeal are 
2-11-1956 and 22-10-1957. After careful consideration of 
the facts and circumstances mentioned above, I t.hink a 
fair estimate of the market value of the appellant's rights 
over the A.C: 84 of the land as on these two dates 
would be only Rs. 25,000. The appellant is, therefore, 
entitled to a relie$ of Rs. 60,000 each for the two years 
under appeal on this account." 

The Committee also learnt from Audit that the asses& was assessed 
b a net wealth of Rs. 76,06,623.for the assessment year 1960-61. 

3.10. As regar+ the second case (Shri Raja Ramdeva Rao), the 
Committee were informed by Audit that upto the assessment year 
196748, the assessee had simply been mentioning certain items as 
1074 LS-4. 



exempted without, however, furnishing any details and that them. 
claims had not been scrutinised by the Wealth Tax Of38cer. M y  
while completing the assessment for 1968-69, the Wealth Tax 
O m r  scrvtjnised the items and reached the conclusitan, rn 29th 
Janulary, 1971, that the land owned by the assessee was nm- 
agricultural. Despik this finding, the assessments already com- 
pleted were not reopened and i t  was only in Octbber 1971, after 
Auditor pointed, out the lapse, that re-assessment proceedings were 
initiated for assessment, years 1963-64 to 1967-68, by which time 
action in respect of assessment year 1962-63 had become time-barred. 

3.11. The Committee asked whether, in the first case reported in 
the Audit paragraph, the Wealth Tax Officer had reopened the 
earlier assessments immediately after determining, on 22 December 
1967, that the land was non-agricultural. The representative of the 
Central Board of Direct Taxes replied: 

"He did not." 

The Committee desired to know the reasons for the officer continu- 
ing to treat the land as agriultural, even though he himself had 
determined its character as non-agricultural. The witness stated: 

"He should have seen that. Perhaps he overlodked that. It 
is carelessness on his part." 

3.12. The witness, however, informed the Committee that the 
assessee had gone up in appeal to the Tribunal contesting the deci- 
sion of the Wealth Tax Officer and the Appellate Assistant Commis- 
sioner. He added: 

"There is a High Court decision of Andhra Pradesh that even 
the land attached to the palace is agricultural land." 

The Committee, therefore, desired to know the use Do which the 
land in question was being put and the circumstances leading to its 
characterisation as non-agricultural land. The witness stated: 

"It is an expanding city and perhaps the officer. saw that 
buildings were coming up there." 

3.13. Since the land was apparently situated within the munid- 
pal jurisdiction, the Committee asked whether any attempts had 
been made to determine what the municipal valuation of the land 
Was. The witness replied: 

"If is not a built property. There would be no municipal 
valuation" 



When thc CommMee pointed out, in this c o n t e ~ ,  that for every 
building or land within the jurisdiction of a Municipality or Corpo- 
sation, there would be a ,valuation of the property for purposes of 
Aevy of. local taxes, the Finance Secretary stated: 

'That is only if the Municipal Corporation levies any tax as- 
sessment over that plot. Here the assessment is land re- 
venue assessment. 

He, however,, added: 

"We would give you a note, whether the Municipal Corpora- 
tion had levied a tax and valued it. We shall find out 
whether the Municipal Corporation had made a valuation 
of this land for any purpose." 

3.14. Subsequently, in a note furnished to the Committee, the 
Department of Revenue and Insurance stated that the Municipal 
authorities had not valued the land and furnished, in this connection, 
copies of a letter dated 19 December 1973 fwm the Commissioner of 
Income-tax and the reply dated 31 December 1973 thereto from the 

Central Board of Direct Taxes, which are reproduced in Appendix I. 
In respect of the second assessee, however, the Commissioner had 
informed the Central Board of Direct Taxes that the land in ques- 
tion was an open site, the rental value of which had been estimated 
as Rs. 15,282 and bearing an annual municipal t w  of Rs 4,529, and 
that though demand notices appeared to have been issued annually, 
no municipal tax had, however, been paid. 

3.15. The Committee desired to know whether the land, in the 
'first case, had been used as agricultural land at all at any time. The 
Finance Secretary replied in evidence: 

"If the land-owner was paying agricultural land revenue, 
then it is agricultural. If it ceases to be agricultural land, 
the assessor who makes the assessment has to take intor 
account whether any non-agricultural development has 
taken place near about that area. Even if you see the 
Delhi city, the land w#hich is under the jurisdiction of the 
Municipal Corporation is not all non-agricultural land; 
there is also agricultural land. But development is taking 
place slowly in the outlying areas. It  is only when the 
development has reached that area that the assessing 
offlcer can say that it has ceased to be agriculturaI land 
and become non-agricultural. So, even if it becomes non- 

, agriculhral in a particular year, it does not mean that 



9.16. Asked to wM& land the finding of the dPeelth Tax Officer 
made in December, 3987, relaw, the witness replied: 

"The srame rand." 
fn reply to another question whether this did not imply that the- 
land in question was definitely non-agricultural, the witness stated:- 

"& assessed by the assessing officer; i t  is in appeal. Until the 
, appellate authorities decide it, we can say anything about 

it." 
3.17. The Committee enquired into the outcome of the assessee's 

appeal to the Tribunal about the character of the land. In a r?ote, 
the Department of Revenue & Insurance replied: 

"Latest position regarding the appeal is being ascertained and 
the Committee will be apprised soon." 

3.18. The Committee desired to know the revenue that had beerr 
lost in this case for the years 1960-61 to 1962-63. In a note, the Ds-- 
par2ment of Revenue and Insurance stated: 

"As per Audit objection the amounts of revenue loss are Rs,. 
1,275, Rs. 1.275 and Rs. 1,488 respectively for the three. 
years 1960-61, 1961-62 and 1962-63." 

3.19. As regards the omission to add to the wealth assets repre-. 
sented by debts, the Committee desired to know how the debts 
m e  to be excluded when they were specifically added back in the 
assessment older. In a note, the Department of Revenue and In- 
surance informed the Committee as follows: 

"For he assessment years 1966-67 and 1967-68 the claim was in 
respect of four debts. In computing the wealth the Wealth 
Tax Offfcer disallowed only three items of debt and over- 
looked to add back the fourth item of Rs. 2,36,8%. The 
Wealth Tax Officer has explained that this debt had no 
value and that was possibly the reason why i t  was not 
included in the wealth. However, in the absence of any  
such finding in  the assessment order, the CIT has beerr 
asked to look into the Wealth Tax Mcer ' s  explanatiom 
for necessary action." 

3.20. Tbis relates C the under-aagesament of wealth to the tune 
d Ba 11.74 lakbs poWed out by Audit $n two eases. In both C- 
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lfhs lands o w a d  by the areessaap had been i d t i d y  treat& ars ag& 
cdtural  land and exemptpd from wealth-tm. Though tbo 
. d i m e s  tlmamelm had subsequently come to the conclusion that the 
hnds were, in fact, non-agricultural and hence taxable, the as- 
m e n b  alreadyrcompJeted were not reopened to subject these assets 
to wealth-tax. This is surprising, What causes further perturbs- 
.tion is that in the first case, the lands continued to be treated as agri- 
$culurel and, therefore, exempted from tax even in the assessments 
far the years 19iS5-66 to 1967-68 which were completed after the 
character of the land had been determined as non-agricultural by 
the officer himself. 'The lapse has, as usual, been attributed to care- 
lessness. The Committee are constrained b observe that such 
.carelessness at the cost of the exchequer is inexcusable and must 
Tease. 

3.21. The Department contentsl that all the land tn an urban 
area under the jurisdiction of a Municipal Corporation can be ipso 
facto treated as non-agricultural land and that it was only when non- 
agricultural development took place in the area in which the land 
was located that the land ceased to be agricultural land and became 
mon-agricultural land liable to tax. It has, therefore, been argued 
that even if a land was treated as non-agricultural in a particular year, 
it did not automatically follow that it bore the same character in the 
previous years also. While this m y  conceivably be so, the Com- 
mittee Bnd, at east in respect of the first case, that the land had 
been held to be non-agricultural right fiam the assessment year 1857- 
58 both by the assessing officer and the Appellate Assistant Commis- 
sioner. Besides, the assessee's representative had also given up, at 
the time of hearing of the appeal which related to the assessment 
years 1957-58 to 1958-59, the earlier contention that the land was 
agricultural, and had only contested its valualtion. The Committee 
are, therefore, inclined to take a serious v h  of the lapse and desire 
that appropriate action should be taken against the assessing officer 
for his negligence. 

3.22. I t  appears peculiar that, in this case, the assessee, after re- 
linquishing before the Appellate Assistant Commissioner his earlier 
claim that the land was only agricultural, went up on appeal befare 
the Tribunal contesting the decision in regard to the charactbr of 
the land. Whether even after giving up a particular eontention the 
aasessee could raise it again on appeal may or may not be a matter 
for legalistic hair-splitting, but such lngeniaus hurdles in the way & 
-the tax ahould be examined and removed. !Che 
~ o m & t t e e  will be surprised if the appeal has not yat ban d h h d  



of by the !l'ribanal and in any case would like to know how it 
stands a t  presemt, 

3.23. The Committee note also in this case an omission to includa 
in the asuuee's wealth, for the assessment years 1966-67 and 1967- 
debts valued at Rs. 536,985 after having rejected the assessee's plea 
that they were bad debts and, therefore, exempt. The Commis- 
sioner, it appears, has been asked to look into the Wealth Tax 
Officer's explanation and decide if any action was necessary. The. 
Committee would like to know whether the Officer's explanation has 
been found to be satisfactory. 

3-24. AS WZards the second case reported in thd Audit paragraph, 
an investigation undertaken, at the Commiit&s instance, to de- 
termine whether the assessee's land had been valued by the Muni- 
cipal corporation for purposes of levy of local taxes, has disclosed 
that the land in question was an open site, the rental value of which 
had been estimated as Rs. 15,282, bearing an annual municipal tax of 
Rs. 4,529 and that though demand notices appeared to have been 
issued annually, no municipal tax had been paid. The Committee 
have learnt that the value of the property, computed on the basis 
of the municipal tax, would not be less than Rs. 2 lakhs, while i t  
had been assessed for wealth-tax purposes at  a much lower value. 
The Wealth Tax Officer had, therefore, been directed to make a 
thorough enquiry to ascertain the true position and come up w i t .  
proposals under Section 25(2) or Section 17(1) of the Wealth Tax  
Act in case there had been an under-assesmt.  A similar enquiry, 
was also p r o p o d  to be made by the Central ~ o a r d  of ~ i r e c t  Taxes 
in the first case. More than two years have elapsed and the Com- 
mittee presume that these enquiries have been contpleted by now 
and conclusive action taken. The Committee would like to be in- 
formed of the precise action taken to recover the Cht?rument dues 

also the general instructions which may have been issued by 
Government to correctly assess the value of such lands falling 
the jurisdiction of municipalities. 

Audit paragraph 

3.25. In the assessment of net-wealth of an individual for assess- 
ment years 1984-65 and 1965-66, completed on 29th January 1969, 
the value of an immovable propefty was taken as Rs. 2,07,020 and 
Rs. 2,35,400 respectively. Huwever, in the assessments for 1966-67 
and 1967-68 which were made only a day later (on 30th January 
1969) the vdue of this property was adapted as Rs. 6,10,m. 

3.26. This resulted in short levy of tax of b. 5,538 in tbe years 
l964-65 and 1965-68. 



3.27, The Ministry while accepting the mistake have stated that 
the gssessments have been set aside under the r e ~ s i o n a r i  powers 
of the Commissioner. 

[Paiagraph 41(ii) of the Report of the Comptroller and Auditor 
General of India for the year 1971-72, Union Government (Civil), 

Revenue Receipts, ;Volume 11, Direct Taxes.] 

3.28. Correct valuation of the property is an important aspect of 
WeaJth-tax assessment as the tax is levied on the net wealth of the 
assessee. An incorrect valuation would adversely affect the revenues 
due to the Government. 

3.29. Section 7 of Wealth-tax Act provides that the value of any 
asset other than cash shall be estimated to be the price which, in the 
opinion of the Wealth-tax OfRcer, i t  would fetch if sold in the oper. 
market on the valuation date. The Committee learnt from Audit thax 
the erstwhile Central Board of Revenue issued instructions govern- 
ing the valuation of land and buildings in their circular No. 5-D 
(WT) of 1960 dated 17 June 1960, wherein the Wealth Tax Officers 
were instructed generally to determine the value of immovable pro- 
perties with reference to the location, size, amenities availa.ble, price 
prevailing for similar assets in the same locality, the property tax 
paid etc. Later, with a view to assessing the immovable properties 
more accurately and to arrest the tendency to undervalue assets, the 
assessees were required to furnish valuer's report given by an autho- 
rised valuer. The Central Board of Direct Taxes in their instruction 
No. 184 dated 22 June 1970 issued further instructions in this regard 
which, inth aha, laid down that: 

"In cases where the assessee has already been assessed to 
wealth-tax for the earlier years and the valuation arrived 
in the valuer's certificate for any later year, since filed by 
the assessee, exceeds, that adopted in the Wealth-tax 
Assessment for the earlier years, and the difference is due 
to the assessee having furnished incorrect particulars of 
his wealth such as the area of land and building, its situa- 
tion etc., action should be taken to reopen the past asses- 
sments; and 

In cases where the valuation arrived at by the valuer for any 
later year since filed by the assessee exceeds that adopted 
in the Wealth-tax Assessments for the earlier years, the 
difference having arisen on account of a different basis of 
valuation adopted by the valuer, and such difference 



exceeds 25 per cent of She value adopted for't'he earlier 
years, the Wealth Tax CMcer should examine whether m 
not the assessee can plausibly explain the variation fn 
value. . . . '* 

1l 

3.30. The intention of the Board obviously was that where a pro- 
perty wag subsequenty valued a t  a higher figure, the Wealth Tax 
O f b x  should re-exarnine the earlier aswsments already cqmpleted 
and see whether there was a need for reopening them. 

3.31. The Committee learnt from Audit that in the particular case 
reported in tbe Audit paragraph, the assessment for Assessment Year 
1966-67 was completed on 31) January, 1969, and for Assessment Year 
1967-68 on 29 January 1969. In both these assessments the Wealth 
Tax OBticer adopted the valuation (represented by 50 per cent share 
of the assessee in the property) of immovable property at Rs. 6,10,600 
on the basis of the valuer's report, which had assessed the value as 
Rs. 12,21,200. However, in the assessment for 1964-65 and 1965-66, 
completed also on 29 January 1969, the Wealth Tax Officer adopted 
the value at Rs. 2,07,020 and Rs. 2,35,400 respectively. Since the 
material relied upon in the valuer's report to determine the value of 
the property was available with the Wealth Tax Officer on the date 
of assessment, tbe value of the property adopted for 1964-65 and 
1965-66 was considerably under-estimated. 

3.32. In a note, the Department informed the Committee that the 
returns for the Assessment Years 1964-65 and 1965-66 were filed by 
the assessee respectively on 22 January 1969 and 10 January 1969 and 
that the valuer's certificate in which the property' in question waar 
valued at Rs. 12,21,200 had been issued on 17 August 1968. 

3.33. The Committee desired to know the value of the property in 
question as shown in the returns for 1966-67 and 1967-68 and whether 
these returns were filed before or after the valuer's certificate was 
issued. In a note, the Department of Revenue and Insurance stated: 

"The value of the property declared was as under: 

1966-67 , . . Rs. 6,10,600 

4967-68 . . Rs. 6,10,600 
* 

ry 

The returns do not bear date stamp but were verified by the 
assessee on 10-1-1969. The valuation report in respect of 
the house property was dated 17-8-1968." 



3.34. 'The Committee desired to know the circumsta- k which 
:Ithe Wealth Tax Officer had valued .the mme property a t  Werent 
rates, even though the assessments had been completed at about the 

.same time. The Finance Secretary stated in evidence: 

"Even if it is done on the same day, the evaluation has to be 
on the basis of the year of assessment. It can be different 
for different years. Actually, one plarty went to the court 
in this case itself. The building is in Bombay The Income 
Tax Appellate. Tribunal on 27th August 1972, agreed with 
the assessee that the facts in 1964-65 were different from 
the facts in August 1968, when the evaluation report was 
made. The net income arising from the property in 1964-65 
had increased nearly by three times. In 1964-65, the net 
income was only Rs. 10,350; in  1965-66, i t  was Rs. 11,800. 
In 1968, it  was Rs. 10,000 because the rental had gone upto 
Rs. 84,000. After considering the market value, i t  was 
further co,ntended that the increase in rental, that is, 
nearly 31 times, was due to construction of some new 

.property. The property was governed by the Rent Control 
Act and the method adopted was 20 times the rental in a11 
these three years. So, there are facts on record to show 
and they have been confirmed by the Income Tax Appel- 
late Tribunal that the conditions in 1968 were different 
from the conditions in 1964-65. One reason being that" the 
value of property had gone up during the last two to three 
years." 

Asked when these orders were passed, the witness informed the 
,Committee that they were passed on 27 August 1972. 

3.35. The Committee desired to know whether the Wealth Tax 
Offlcer had proceeded on the basis of these facts and enquired into 
the arguments, if any, adduced by him for adopting the lower value 
for the earlier assessment years. The Finance Secretary stated: 

"He took the rental for the two years and multiplied i t  by 20. 
This Rent Control Act was applicable at that time." 

3.36. Since it had been stated in the Audit paragraph that the 
mistake had been accepted by the Ministry and that the assessments 
had been set aside under the revisionary powers of the Commissioner, 
the Committee asked whether the Ministry had decided to *verse 
its earlier decision. The representative of the Central Board of 
Direct Taxes replied: 

"We accepted the objections. Even the Comnaissioner had 
taken action and the Tribunal cancelled again." 



The Committee learnt from Audit, in this connection, that the De-- 
partment of Revenue & Insurwce in a letter dated 18 September 
1973, had stated as follows: 

"The Board stated that assessments have been set aside by the  
Additional Commissioner of Income Tax under Section 
25, sub-section (2) of the Wealth Tax Act. The Board has 
reported that before the assessments could be reopened, 
the h o m e  Tax Appellate Tribunal cancelled the order 
passed by the Additional Commissioner of Income Tax, 
A reference a.pplication, in this order, filed before the Tri- 
bunal, was rejected. A petition was filed before the High 
Court praying to direct the Tribunal to stay the case. 
The Commissioner of Wealth Tax concerned has been 
asked to intimate the latest position." 

When the attention of the witness was drawn to this communi- 
cation, he stated: 

"We have filed a reference application in the Court. This has  
not been heard yet.:" 

In  a subsequent note furnished in this regard, the Department 
of Revenue & Insurance informed the Committee that it had been 
intimated by the Commissioner that the reference application had 
been rejected. 

3.37. The Committee asked whether it was a fact that the Demand 
Notices in this ease were issued after a considerable lapse of time. 
The representative of the Central Board of Direct, Taxes replied in 
the affirmative and added: 

"There was a delay which occurred between the - Demand' 
Notice and the assessment made. We had asked for the  
reasons from the Commissioner about this delay. He 
said that this was due to inadvertence. We are asking. 
him to fix the responsibility." 

Asked why such delays should occur and whether i t  was not 
possible to devise some system whereby such delays could be vir- 
tually eliminated, the witness replied: 

"We are not taking them casually at  all. Otherwiw, it would 
mean a loss of revenue. That is why we are asking the 
Commissioner to Ax the responsibility." 



Re added: 

"We are also asking the Audit party to check in this respect.' 

As regards the committee's suggestion that ,a suitable system 
should be devised to ensure that demand notices were promptly 
issued, the Department of Revenue & Insurance informed the Com- 
mittee subsequently in a note that this had been referred to %he 
Directorate of 0 & M Services for consideration and making suit- 
able recommendations to the Board for a decision. 

3.38. Since the returns for the assessment years 1966-67 and 
1967-68, which were due on or before 30 June, 1966 and 30 June, 
1967 respectively, had been filed only on 10 January, 1969, the Com- 
mittee asked whether any penalty had been levied for the late 
filing of returns. In a note, the Department of Revenue & Insur- 
ance stated: 

"Penalty proceedings were not initiated for both the years. 
The Department has reported that the Income Tax 
Officer who completed the assessments has expired. 
There is nothing on records to indicate as to whether 
'the 1Income-tax officer had applied his mind or not on the 
question of levy of penalty for the relevant assessment 
yearsl" 

3.39. This is a case mf undervaluation d an immovable property 
due to the adoption of different values for different assessment 
years. The Committee find that when the assessments for the years 
1964-65 and 1965-66 were completed on 29 January, 1M9 and that for 
the assessmemt years 1966-67 and 1967-68 on 30 January, 1969, a 
valuer's certificate indicating the value of the property in ques- 
tion as Rs. 12.21 lakhs, on the basis of which, khe share of the as- 
=see would work out to Rs. 6,10,609, was available with the 
Wealth Tax Officer. Yet, strangely enough, in spite of this ev2- 
dence being with him, the officer adopted the value determined by 
the valuer only for the assessment years 1 W 6 7  and 1967-68 and 
accepted lower values of Rs. 2.07 lakhs and Rs. 2.35 Iaaahs respec- 
tively for the earlier two assessment years. Though the Audit ob- 
jection had been initially accepted by the Department and action 
had also been taken to set aside the relevant assessments under the 
revisionary powers of the Commissioner, the Committee have now 
been informed t h d  before the assessments could be reopened, tha 
Income-tax Appellate Tribunal had cancelled the revisionary 



d e n  against which a ' d e m n c e  application had been fi)ed i, #ha 
Hjgh CoaFt by the I)t4pmhmt. While the C o d t e e  cmcede that 
the valne d a property might vary for difbIPB)Lf asmsloment y a m  
on account of difference in the conditions prevailing at  the relevant 
h e ,  it is aot clear, in the absence d any recorded reasons, whe- 
thex the Wealth Tax Officer had proceeded on the basis of such facts 
and applied his mind to satisfy himself that there was adequate 
justification for not valuing the property on the basis of the 
valuer's certificate. Besides, the fact that 'the Department has con- 
tested the orders of the Appellate Tribunal would indicate that 
the value of the property had, perhaps, been underestimated for 
fbe earlier years. In the circumstances, the Committee desire that 
&he reasons for the Wealth Tax Oacer ignoring the valuer's certi- 
&ate and adopting lower values should be ascertained. 

3.40. In this conext. the Committee would reiterate an earlier 
recommendation contained in paragraph 5.22 of their 211th Report 
(Fifth Lok Sabha) that the assessing officers should be required to 
invariably record their reasons for arriving at a particular conclu- 
don so that &he rationale far the adoption of a particular point of 
view is spelt out dearly and is also available on record for future 
reference, if necessary. 

3.41. Another distressing feature of this case is that the Demand 
Notices for the tax due had been issued only after a considerable 
lapse of time and the reason is said to be 'inadvertence'. While the 
Committee, learning that the Commissioner has been asked to fix 
responsibility for the delay, w d d  like to be apprised soon of the 
action taken, they fail to understand why such delays should occur 
at all. In response to a suggestion made by them that a suitable sys- 
tem should be devised to ensure the prompt issue of demand notices, 
the Committee were informed that this had been referred to the 
Directorate of O&M Services for consideration and for making 
suitable rerommendatians to the Board. The Committee would like 
to know what further steps have been taken in this regard in the 
light of tbe recommendations of the Directorate of 0&M Services. 

3.42. A case was reported in para 73(i) of Audit Report, 1970-71 
of under-assessment 05 wealth because of failure to revise the assess- 
ment of a t r u s t  consequent upon relief granted under appellate orders 



.60 the bemfkiarim. A &miXiar caae which was n q t i d  'during the 
period under ieview is mentioned Mow:- 

3.43. Two assesgees are beneficiaries to the extent of one-twelfth 
each in a trust which was assessed to wealth-tax up to the assessment 
year 1964-65. In March 1967 the Income-tax Officer assessing the 
trust intimated to the Wealth-tax Oficer assessing the beneficiaries 
that, pursuant to the direction of the Board of Direct Taxes (March 
1964) assessment was not being made in the hands of the trustees for 
the assessment year 1965-66 onwards and that the beneficiaries were 
to be assessed on their entire wealth inluding their share in the trust 
estate. I t  was noticed (February 19'70) that despite this intimation 
shares of the two beneficiaries in the trust estate were not included' 
in the wealth of the beneficiaries for the assessment years 1965-66 to 
1968-69 which resulted in wealth of Rs. 64.14 lakhs escaping assess- 
ment with a consequent short levy of tax of Rs. 89,500. 

[Paragraph 41 (iii) of the Report of the Comptroller and Auditor 
General of India for the year 1971-72, Union Government (Civil) 

Revenue Receipts Volume IT, Direct Taxes.] 

3.44. The Committee learnt from Audit that the two beneficiaries 
in this case, each of whom had 1112th interest in a trust which was 
assessed at Calcutta, were assessed at Delhi. The Committee were 
further informed by Audit that upto Assessment Year 196465, the 
share of the beneficiaries in the income as well as the wealth of the 
trust was being assessed in the hands of the trust. However, from 
Assessment Year, 1965-66, the Central Board of Direct Taxes had 
considered tha.t it would be more advantageous to make the assess- 
ment directly on the beneficiaries and, consequently, their share in 
the income as well as in the wealth of the trust was excluded from 
the assessment of the trust. An intimation of this effect was duly 
given, in May, 19137, to the Income-tax OfficeriWealth-tax Officer 
assessing the beneficiaries in Delhi. According to Audit, despite this 
intimation, neither the share d the beneficiaries in the income of the 
trust or their share in its wealth had been included in their respective 
assessments, even though the relevant assessments had been complet- 
ed by the Wealth-tax Ofilcer on 12 December, 1967 in respect of assess- 
ment years 1965-66 to 1967-68 and on 29 September, 1969 for Assess- 
ment Year 1968-69. 

3.45. The value of the interest of each beneficiary which thus es- 
caped assessment waa indicated by Audit as Rs. 32,06,976 as per t h e  



following d e W :  

Assessment Year. Value of intereat 
Rs . 

Thus, the total wealth under-assessed in the hands of both the benefi- 
ciaries amounted to Rs. 64.14 lakhs, leading to a short-levy of tax of 
Rs. 89,500. 

3.46. The Committee enquired intq the circumstances in which the 
assessments could be made directly in the hands of the beneficiaries 
instead of on the trust and the legal position in this regard. In a 
note, the Department of Revenue and Insurance stated: 

"Under Section 21(1) of the Wealth-tax Act when assets are 
held by a trustee appointed under a trus't declared by an 
instrument in writing, wealth-tax is to be levied on the 
trustee in the like manner and to the same extent as it 
would be leviable upon and recoverable from the persons 
on whose behalf or for whose benefit the assets are held. 
Thus, the ascertainment of net wealth and the calculation 
of the tax in the hands of the trustee has to be done as if 
the proceedings took place against the beneficiary himself. 
However, u/s 21(2) i t  is open to the Wealth Tax Officer 
to proceed to assess the beneficiary direct. This is an option 
available to the Wealth-tax Officer and this direct assess- 
ment is in substitution of the assessment contemplated 
U/S 21 (1). 

Where the shares of the beneficiaries are indeterminate or 
unknown, seetion 21 (4) provides that the assessment will 
be made on the trustee and the tax will be calculated at 
the rates speoified in Part I of the Schedule o r  a t  l h  per 
cent whichever is beneficial to the revenue. 

Similar is the position under the Income-tax Act. An assess- 
ment can be made on the trustee ih a respresentative capa- 
city but the tax has to be levied upon and recovered from 



, him in the like manner and to the same extent as it would 
be leviable upon and recoverable from the person represen- 
ted by him. An option is also available to the Incometax 
Olfioer u l s  160 to make a direct assessment on the benefi- 
ciary and recover the tax from him. In case the shares of 
the beneficiaries are indeterminate or unknown, section 
164 contemplates an assessment being made on the trustees 
and the tax has to be charged as if the income belonged to 
an A.O.P. or at  65 per cent, whichever course would be 
more beneficial to the revenue. 

%us, where the shares of the beneficiaries are ipdeterminate 
or unknown, the assessment has to be necessarily made on 
the trust. Where such shares are known, the assessment 
can be made directly on the beneficiaries or in the alterna- 
tive it can be made on the trust in' a representative capa- 
c i v  but  in the like manner and to 'the same extent as if 
the assessment had been made on the beneficiary." 

3.47. The Committee desired to know whether the quantum of 
tax due in the case of the trust in respect of each beneficiary was 
determined with reference to the total incomelwealth of the bene- 
ficiary including the share of income/wealth from the trust, when 
the assessments were made in the hands of the trust. In a note, the 
Department replied: 

"When the assessments were being made on the trust, the 
quantum of tax was determined in accordance with the 
following directions of the Tribunal for the assessment 
year 1951-52: 

'We consider that the proper thing to do in the circumstan- 
ces will be to calculate total income of each beneficiary, 
which will include his share of income from the estate 
in question and then find out the average rate of tax 
in regard to the total incomes of the beneficiaries, i.e. 
income from the estate as well as other income of the 
beneficiaries in question and then ascertain the tax that 
arise out of the beneficiaries' share in respect of the in- 
come from the estate in question and recover that onIy 
from the trustee'. 

The Tribunal's order was accepted after obtaining the opinion 
of the Law Ministrv who referred to Supreme Court's deci- 
sion in 48 ITR 73." 



3 . a  Asked the quantum of tax was determined in the case: 
of each of the beneBciaries, the Department, in a note, replied: 

"The Wvidual wealth of the two assessees has all along been? 
a s s d d  separately. For the assessment y w s  1%%60 to 
1861-62, the valq of the sham of the asseawe in the trust 
property was included for rate purposes. However, on a 
revision petition filed before the Commissioner, these assets 
were excluded on the ground that the trust property had 
already been assessed to wealth-tax in the hands of the 
trustees. An assessments in subsequent years were made 
on the individual wealth of the assessees the assessments of 
the trust were completed for the years 1957-58 to 1964-65. 
From the assessment year 1965-66 no assessments of 
wealth-tax were made on the trust and the beneficiaries 
were to be assessed on their entire wealth including their 
share in the trust 'estate." 

3.49. The Committee enquired into the reasons for the Central 
Board of'Direct Taxes coming to the conclusion that it would be more 
advantageous to make assessments directly on the beneficiaries. In 
a note, the Department state: 

"The procedure of taxing the share in the income and wealth 
of the trust at  the rate applicable to the aggregate income 
and wealth of beneficiaries and again taxing the individual' 
income and wealth of the beneficiaries at  the rate appli- 
cable to their aggregate income and wealth was challenged 
by one of the beneficiaries at Calcutta and a decision was 
given by the Tribunal in his favour. 

It was obviousIy advantageous to Revenue if an assessment is. 
made clubing the individual income as well as the income 
from the trust. The Act provided for assessing the trus- 
tees in respect of the income of the beneficiary at  the ap- 
propriate rate applicable to the total income of the benefi- 
ciary. But it was not possible under the law to make an 
assessment on the individual beneficiary a t  the appropriate 
rate applicable to his total income including his income 
from a Trust. Therefore, the Board by its letter F. No. 
M(135)-IT164 dated 28th March 1964 directed that from 
1963-64 onwards no assessment should be made on the 
Trust, bat the share of the beneficiaries should be taxed̂  
directly in their individual General instrue 
tions were also issued in F. (5) dated 24th 
1967 that ms 



As the position of Law under Wealth Tax Act is also identical 
the directions of the Board referred to above applied to 
Wealth-tax assessments as well. Therefore, the share of 
the beneficiaries in the Trust Eqtate is being as cssed in 
the hands of the beneficiaries and this course is more bene- 
ficial to revenue." 

'3.50. The Committee desired to know why the Income-tax Offi- 
cer/Wealth-tax Officer had not acted on the directions of the Board 
communicated by the assexing officer a t  Calcutta. In a note, the 
Department informed the Committee as follows: 

."The officer has stated that the letter from ITO, Calcutta was 
not brought to his notice by his predecessor and he fram- 
ed the assessments on the same lines as for earlier years. 
This explanation was not considered satisfactory by the 
C.I.T. as it was the duty of the I T 0  to go through the 
records." 

Asked what action was taken on the intimation received in this re- 
gard from the axessing officer at  Calcutta, the Department replied: 

"The intimation letter was placed in the assessment records 
(1962-63 hlder)  but the Wealth-tax Officer did not notice 
it, assessment for 1962-63 then standing completed." 

I n  reply to another question whether any responsibility had been 
fixed for the lapxe, the Department stated: 

"The I T 0  responsible for omission to take note of the intima- 
tion of letter and act on it has been warned to be mare 
careful in future." 

3.51. The Committee learnt from Audit that though the Ministry 
had accepted the objection in principle, they had contended that 
the tax effect would not be Rs. 89,500 indicated in the Audit para- 
graph in view of the fact that the trustees had paid advance tax on 
behalf of the beneficiaries, wahich in the case of wealth-tax amounted 
to Rs. 1,33,402 h r  the assessment years 1965-66 to 1967-68, and that 
tax had also been deducted at source on the dividend income of the 
beneficiaries. The Committee, therefore, enquired into the legal 
position in regard to the advance tax and tax stated to have been 
deducted at source and desired to know whether the trust or the 
heneficiaries would get credit h r  these. In case the credit was to 
be given to tbe W s t ,  the Committee asked whether it would be 
entitled to a refund of the tax paid in view of the fact that no assess- 
1074 L.S.-5. 



ment in respect of the beneficiaries was now to be made on the trust, 
In a note, the Department of Revenue & Insurance stated: 

"So far as the tax deducted at saiurce is concerned, the1 bene- 
ficiaries are entitled to credit u/s 199 read with rule 30A 
of the Income-tax Rules on filing the appropriate docu- 
ments. As regards the taxes paid u/s 140A, there is no 
difficulty because these taxes have already been paid for 
and on behalf of the individual beneficiaries. For amounts 
paid by way of advance tax, the trustees in this case have 
not filed any return of the trust estate but separate re- 
turns of the beneficiaries have been filed showing share or 
trust income. The advance tax has been paid in lumpsum 
but since the shares of the beneficiaries are determinate 
and known, there would be no difficulty in allowing the 
credit h r  the amount paid by way of advance tax in the 
same proportion as the shares of the beneficiaries in the 
trust property." 

3.52. The Committee desired tu know whether the beneficiaries 
were getting their share of income from the trust and, if not, 
whether these amounts, which were due to them from the trust, had 
been included in their wealth. In a note, the Department stated: 

"Accmding to We available information, the beneficiaries 
are not receiving any income from the trustees. As the 
net wealth of the trust is cqmputed at the first instance 
and later allocated to the beneficiaries, the income of the 
trust which remains undistributed forms part of the whole 
estate and thus gets allocated to each beneficiary." 

3.53. The Committee enquired into the latest position in regard 
to the revision of the relevant assessments and desired to know 
whether the tax due had been collected. In a note, the Department 
replied: 

"Assessments of S/Shri Selil and SanjoyChatterjee for t h e  
years 1905-66 to 1968-69 were reopened u/s 17 of the 

, Wealth-tax Act on 30-3-1970 to include in their individual 
assessments their share of wealth of the Trust. On 
receipt of notices u/s 17, Shri S. N. Chatterjee, guardian 
moved a petition to the CBDT requesting that the asses- 
sments of income and wealth of the trust be made on. 
the trustees as the beneficiaries were not in receipt of 
any income of the Trust. The CBDT in their letter F- 

-. No. 20017171- IT(AI1) dated 3-11-1972 decided that the 



reopened assessments be completed by includtng the 
det&min&k share of the beneficiaries frpm the trust 
estate and while completing the assessments, taxes paid 
by the tnrst and taxes deducted at sources be given credit 
proportionately. The income and wealth of the Trust for 
the years 1965-66 to 1968-69 were accordingly computed: 
by the Wealth-tax ORcer, Calcutta on 19-6-1973 where- 
upon the reopened assessments were made by I.T.O., Delhi 
on 25-6-1973. 

The tax effect on reassessment consequent to Audit objection 
amounts to Rs. 35,087 in each case after taking into ac- 
count the following payments: 

1965-66 1966-67 1967-68 1965-69 

Rs. Rs. Rs. Rs. 

Gross demand . . rX,c6j 14,687 18,720 15,415 

Less : 

(i) Proportion ate share of taxcr paid 
by the T r w t  (for first three ysars 
u/s I ~ B / I ~ C ) .  - 10,917 4,500 73478 . . 

( i i )  Paym nts on originalssscssmxt. 1,669 1,882 2,311 2,841 

The tax effect thus in respect of both the beneficiaries, namely, 

Lt. 

Solil Chatterjee and Sanjay Chatterjee works out at 
Rs. 70,194 as against Rs. 89,5001- pointed out by the Audit. 
The demand was reduced by a rectification order u/s 35 
to Rs. 35,0871- in each case and Rs. 70,1741- for both the 
cases. 

Gen. S.N. Chatterjee, the father of the assessees has made 
a request that the demand raised on re-assessment may 
be recovered from the trustees of the estate. After ad- 
justing the taxes already paid on behalf of the beneficia- 
ries by the trust, there would still be a balance demand 
of Rs. 16,518. The modalities for adjusting the amount 
paid by the trust are being worked out and orders of att- 
achment in respect of Rs. 16,518 are being finaliseb" 

. 3.54. The Committee consider it regrettable that though the offi- 
cer assessing the trust m this case had informed the Wealth Tax 
OflB.car times* the b e n ~ ~ e s  af the trust that, p ~ v s u ~ r t  b the 
directions of the Central Board of Direct Taxes, no assessment of 
the wealth of the be~befkisries in the hands of the trustees was being 



made from the asessnutntl yam 1985-66 onwards, shes of the 
two benefichuh in tSIs lPYst w w  not irrduded in theiba wealth. 
After giving credit for the taxes paid on behdf of the assessees by 
the trust and the taxes deducted at source, the short-levy of tax 
on account 09 this amisa'in works out to Rs. 70,174 in respect of botb 
the beneficiaries. It is evident that the relevant assessments had 
b n  completed without adequate scrutiny of the earlier records. 
While the Committee ndte that the concerned officer has been war- 
ned to be more careful in future, they have a feeling of disquiet over 
the recurring cases of such neghigence year after year. As pointed 
out elsewhere in this Report and also repeatedly emphasised in the 
past, only adequab debrrent steps can prevent such recurrence. 
The Com:ttee urge  the^ Central Board of Direct Taxes to analgse 
the reasdns for such repeated mistakes and implement remedial 
measures. 

3.55. The Committee have been informed that after adjusting the 
taxes already paid on behalf of the beneficiaries by the trust, there 
would still be a balance demand of Rs. 16318 and that while the 
modalities 'for adjusting the amount paid by the drust were being 
worked out, orders of attachment in respect of Rs. 16,518 were being 
Bnalised. The Committee trust that this protracted exercise has 
been completed by now and s(tx short-levied recoverad in a s  en- 
tirety. 

3 . a  Incidentlb, the Committee observe that in cases where 
assessments of the beneficiaries of a trust are made on the trustees 
under Section 21(1) o# the Wealth Tax Act, the tax burden would 
be comparatively less than what it would be if the assessmen6 were 
made directly in the hands of the beneficiaries, under Section 21(2) 
of the Act. In the former case, the beneficiaries' share of wealth 
would suffer tax only at the average rate whereas in the latter case, 
the same wealth would be subject to tax at the highest slab rate 
applicable to the total n d  wealth of ['he beneficiaries. As an option 
is ava'lable to the Wealth Tax OfRcer to complete such assessment 
under either of the Sections, the Committee would like to know 
whether any guidelines have been laid down by the Board speci- 
fying the circumstances in which the respective provisions are to 
be invoked by the W d t h  Tax Officers. The Committee fed  that 
this ought to be done in case this has not already ben done. 

Audit Paragraph 

3.57. Right to receive compensation for resumption of estates is 
an asset includible in nebwealth. In one case, where an smesWe 



63 
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was e~~ t i t l ed  to compensation of Rs. 2.78 laPrhs, the value of this right 
was omitted to be included in wealth fo!* the assessment years 1963- 
64 to 1969-70, thus resulting in total wealth of Rs. 14.10 lakhs es- 
caping tax. Further, though the value of agricultural lands became 
taxable from 1970-71, such properties valued at Rs. 80,000 were omit- 
ted to be included in this assessee's case in the assessment year 1970- 
71. Also, for the same asse5sment year, shares were undervalued 
by Rs. 1.62 lakhs and a deposit of Rs. 30,000 in a company was 
omitted to be taken into acount .  

3.58. Final reply from the Min;stry is awaited, although the 
draft para was sent to them on 14th November 1972.* 

[Paragraph 41(iv) of the Report of the Comptroller and Auditor 
General of India for the year 1971-72, Union Government (Civil), 
Revenue Receipts, Volume 11: Direct Taxes] 

3.59. The Committee learnt from Audit that the right to compen- 
sation for the resumption of an estate constitutes property and is 
includible in the net wealth and that in this particular case report- 
ed in the Audit paragraph, the estate of the assessee was acquired 
in Assessment Year 1963-64 and as such the assessee became entitl- 
ed to ompensation from the date of acquisition. The value of this 
right was, however, omitted to be included in the assessee's net 
wealth, resulting in the under-assesiment of wealth by Rs. 14.10 
lakhs, as indicated below: 

Asrcssmcnt Year 
Total Compensation Balance 

compensation pal d due 
due 

- - -- - - - . - . -- - -- . - . . . -- . - - -- - .. - -- 
Rs. Ks. Rs. 

TOTAL I490 ,SI  5 

to the infomution furnibbd to Audit, m a d d i t i d  dcmmd of Rs. 35,000 
ected IU this asc. bd'&Ord3 



3.60. V a r i w  High Courts h$ve pxonounced judgement on this 
question. For iRstance, in Sardar C. S. Angro (Vs.) C.W.T. (69 ITR 
336), the Madhya Pradesh High Court had held that 'the right to 
compensation arises on the date of resumption.' Again, the Patna 
High Court in Maharaj Kumar Kamal Singh Vs. C.W.T. (65 ITR 
450) held that 'the right to receive compensation was one relating 
to property and hence falls within the definition of asset in the 
Wealth-tax Act am3 its value has to be computed for inclusion in 
the net wealth'. The same Court, in Pandit Lakshmikant Jha Vs. 
C.W.T. (69 ITR 549), had observed that 'In computing the value 
of the net wealth of an assessee for purposes of assessment to Wealth 
tax the amount payable to the assessee as compensation fixed is 
liaable to ba included even though the amount is payable only in 
future instalments or at a future date. 

3.61. The Committee were further informed by Audit that in this 
case the following mistakes had also been committed: 

(i) 5 acres of plantations lands owned by the assessee, which 
were exempt from wealth-tax only upto Assessment Year 
1969-70, had not been included in the wealth from Assess- 
ment Year 1970-71. 

Gji) In the case of shares which are quoted on the stock 
exchange, the market price of. the shares as quoted on 
the stock exchange should normally be adopted as the 
value of the shares. As the market value had not been 
adopted in the case of the shares owned by the assessee, 
the value of such shares had been under-assessed by Rs. 
1.62 lakhs. 

(iii) Cash deposits of Rs. 30,000 in a company were not taken 
into account in computing net wealth. 

The total wealth thus under-assessed was Rs. 16.83 lakhs. 

3.62. The Committee learnt from Audit that while the objections 
relating to the omission to include the right to compensation and the 
value of the agricultural lands had been accepted by the Ministry 
in principle and that relating to the under-valuation of the shares 
had beep accepted in full, the objection in respect of the non-in- , 
clusion of cash deposits had not been accepted by the Ministry. The 
assessments were also stated to have been revised and an additional 
demand of Rs. 35,000 recovered. 



3.63. Since the Committee were informed by Audit that this case 
%ad tiem assegaed in an 'A' ward which should have I>een manned 
by a senior offlicial, the Committee enquired into the circurnstanceo 
3n which the mistakes had occurred. In a note, the Department of 
Revenue & Insurance replied: 

"The mmpensation amount was included by the two ITOs 
concerned in the net wealth for the assessment years 
1963-64 to 1965-66 but was omitted to be included by the 
two successor ITOs in the subsequent years hsessments 
for 1966-67 to 196#-69 and 1969-70 and 1970-71; the omis- 
sion was due to failure $3 properly interpret the relevant 
complicated circumstances for a correct conclusion." 

3.64. Asked whether the omission could be attributed to ai lack of 
knowledge of the legal position, the Department replied: 

"The omission was due to lack of care in proper interpreta- 
tion of circumstances, rather than lack of knowledge of 
legal position. Attention of officers is, however, being 
drawn to this matter." 

3.65. The Committee desired to know when the return for Assess- 
ment Year 1968-69 had been received and when the assessment was 
made. In a note, the Department stated: 

"The return for 196869 was received on 1-3-1969; and the 
assessment was made on 22-3-1969." 

3.66. The Committee enquired whether the Department main- 
-tained any liaison with the State authorities with a view to ascer- 
taining cases in which lands had been acquired and whether the 
right to compensation in such cases made the receipients assessable 
to wealth-tax. In a note, the Department replied: 

"There are general instructions that as part of survey opera- 
tions, the ITOs should keep liaison with the various 
State Government Departments and collect relevant data. 
The oflicers in the field are expected to maintain. such 
liaison with the Land Acquisition Department also, but 
their attention is being further invited to this." 

3.67. The Committee desired to know the basis on which the 
shares were valued in this case. In a note, the Department stated: 

"In his return, the assessee had declared the value of the 
shares in one company on the basis of break-up method 



and in another company at the rate at which the shares: 
were subsequently sold. The Wealth Tax Offlcer failed. 
to notice that these share; were quoted on the stock 
exchange on the relevant valuation date and at higher 
pxices. The Wealth Tax Officer has been cautioned." 

3.68. The Committee take a serious v:ew of the number ef avoid- 
able mistakes in the computation of the net wealth that have come 
to notice in this ease. According to various judicial pronounce- 
ments, the r&ht to receive compensation for property acquired by 
Government also constitutes properly fall'ng within the definition of 
'asset' in the Wealth Tax Act, and its value has to be computed for 
inclusion in the net wealth. Again, while computing the net wealth 
of an assessee for purposes of assessment tcr wealth-tax, the amount 
payable to the assessee as compenqat'on fixed is liable to be included 
even though the amount is payable only in future instdments or a t  
a future date. In this particular case, the Committee are concerned 
to note that though the assessee became entitled to con~penqatioh 
for the resumption of his eslnte right from the assessmcnt year 1963- 
64, when 'he estate was acquired. and the conipensation amoont had 
also been correctly included in his net wcalth for the assessment 
years 1963-64 to 1965-fiG hg the concwned officers, their successors 
m i t t e d  to include this asset in the subsequent asse\sments for t he  
years 1966-67 to 1920-71. Further, 5 acres of plantation lands owned 
by the assesse, which were exempt from wealth-tax only upto the 
assessment year 1969-70. had not been included in the wealth for the 
assessment year 1970-71. In the same assessmc~nt year, the value 
of the shares owned by the assessee which were quotod on the stock 
exchange and, therefore. should have been assessed at the prevailing 
market price on the relevant valuation date, had been incorrectly 
valned on the basis of the break-up method, which is only applicable 
to unquoted equity shares, in the case of shares in one company and 
a t  the lower rate at  which the shares had been subsequently sold 
in the case of shares held in another company. That such mistakes 

have occurred in an 'A' ward which is normally manned by 
senior officers causes some uneasiness to the Committee and is a sad 
dectim on the calibre of the officials assigned to an important 
ward. The Committee trust that Government would malyse care- 
fully the I'8asons for the recurrence of such simple bu. costly mkt 
ides and take appropriate remedial measures. 

3.69. Committee would Like to know if these assesamcarts were 
checked in Internal Audit In case the mistakes bad gone and*- 
ted evea in IntelFLal Audit, the Pailwe shotlld be dtabb & d t  with 



Audit paragraph 
m 

3.70. Certain lands owned by an assessee were acquired by Gov- 
ernment in 1961 and 1962 and ompensation of Rs. 2,36,680 was 
awarded. The assessee appealed against the quantum of compen- 
sation and the appelate authority, by orders dated 13th July, 1965 
and 25th September, 1968, enhanced the amount to Rs. 12,58,632 and 
allowed interest of Rs. 2,94,264 calculated from the respective dates 
of acquisit on. 

3.71. The Department, however, initiated action to include the 
difference of compensation and the a rn~unt  of interest from assess- 
ment year 1966-67 only and the assessments for earlier years were 
not reopened. 

3.72. This r c d t e d  in wealth of Rs. 53.13 lakhs escaping tax with 
consequent short levy tax of Rs. 60,000. 

3.73. This M'nistry have not accepted the objection and have 
stated that the claim for enhanced compensation is only a matter of 
mere chance. 

[Paragraph 41(vi) of the Report of the Comptroller and Auditor 
General - of India for the year 1971-72, Union Government (Civil), 

Revenue Receipts. Volume 11, Diret Taxes.] 

3.74. As has been pointed out in the preceding section of this 
Report, when any land is acquired by Government, thc right to 
receive compensation therefor accrues to its owner on the date of 
acquisition and such right to compensation is property whose value 
is to be included in wealth. After the compensation ie awarded by 
the Land Acquisition Officer, the right to compensatim is converted 
into a debt due from Government to the owner of the land. Where, 
however. the owner is not satisfied with the compensation awarded 
and goes in appeal. the balance value of the right still remains and 
should continue to be included in wealth fur purpo;es of levy of 
wealth-tax. 

3.75. As has been pointed out in paragraph 2.18 of ths Report, 
the question of the right to compensation has been authoritatively 
answered by the High Court of Andhra Pradesh in the ease of 
Khorshed Shapoor Chenai Vs. ACED (90 ITR 47). The mtio de- 
c m n d i  of. this judgement may be briefly summarised as follows: 

(i) The right to compensation accrues when the lands a r e  
acquired. 

(ii) This right is not an i l l w r y  right but a real right t~ pro-. 
perty- 



(iii) The right is one and indivigble and there is no such thing 
as 'right to extra compensation' as distinct fmm the 'right 
to compensation'. 

(iv) It would be wrong to conclude that the right to extra 
compensation arises only when the courts pronounce their 
orders. 

(v) The indivisible right accrues on the date of acquisition 
and its value is the fair market value on the date of acqui- 
sition. 

3.76. The Committee learnt from Audit that in this case decided 
by the Andhra Pradesh High Court, the stand taken by the Depart- 
ment was that the claim for additional compensation was property, 
which had been challenged by the assessee in the writ filed by him 
in the High Court in 1970 and the Department had contested the writ. 

3.77. According to the information furnished by Audit to the 
Committee, the case reported in the Audit paragraph had also been 
assessed in the Andhra Pradesh Charge. The Committee further 
learnt from Audit that though the intimation that the assessee had 
received additional compensation was received by the Wealth Tax 
Officer on 17 November, 1969, the assessments had not been reopen- 
ed till Audit pointed out the omission in July, 1970. As winted out 
in the Audit paragraph itself, the Ministry had not accepted the ob- 
jection and had stated that the claim for enhanced compensation 
was only a matter of mere chance. The Committee were also in- 
formed by Audit that the Ministry had subsequently (24 July, 1973) 
intimated that the assessments had been reopened as precautionary 
measure. 

3.78. The Committee further learnt from Audit that in this case 
five tracts of land belonging to the assessee were acquired by Cov- 
emment and the compensation notified as per details indicated 
below: 
* - 

S1. Date of acquisition Amount .of Date of 
No. compcnsat~on notification 

P 



3.79. 3lude a similar question had been decided by che Andhra 
Pradeslh High Court on 17 November, 1971, the Committee desired 
to know when the concerned Commissioner and the Ministry (had 
come to know of this judgement. In a note furnished to the Corn- 
mittee, the Department of Revenue & Insurance stated: 

"The case referred to was reported in 90 ITR 31 and 47. The 
Standing Council of the Department communicated the 
decision on 24-4-1972 to the Commissioner. The Commis- 
sioner did not bring the decision to the notice of the Mini- 
stry. A ccnpy a£ the judgement must have been received 
by him directly from the High Court in the normal course. 
This is being verified." 

3.80. The Committee desired to know when (i) the land in ques- 
tion had been acquired by Government, (ii) the compensation had 
been notified, and (iii) the compensation, originally awarded by the 
Acquisition Officer had been actually paid. In a note, the Depart- 
ment stated: 

"The land in question was acquired between the period 
1-3-1961 and 26-4-1963. The original compensation was 
awarded between 313-1963 and 11-10-1965. The enhanced 
compensation was awarded on 15-9-1967. The actual 
dates of payment are not known frrxm records at  present." 

3.81. Asked whether the value of the right to compensation was 
not includible in wealth as on the valuation dates falling between the 
date of acquisition and the date of payment of compensation and 
the reasons for the wealth-tax officer not calling fur the return of 
wealth for Assessment Year 1962-63, the Department, in a note, 
replied: 

"The issue was referred to the Ministry of Law who have 
recorded their view in notes dated 27-8-1973 and 14-9-1973 
the matter is to be further discussed in a tripartite meet- 
ing between Ministry of Law, Central Board of Direct 
Taxes and Audit. The I.T.O. did npt call for 196263 
return obviously because the Collector's award came only 
on 31-1-1963 after the valuation da te  31-3-1962; the assess- 
ment proceeding were later taken up for this year as a 
prercaultionary measure on /the basis of audit objection 
and these proceedings are pending till decision is reach- 
ed on the legal issue involved." 

The Department also furnished copies of the notes recorded on 
the subject in the Law Ministry which are reproduced in Appendix 
m. 



3.82. Since i t  had been stated by the Ministry in reply to the 
Audit objecthn that the claim for enhanced compensation was only 
a matter of mere chance, despite its earlier stand taken in  ~e case 
of Khorshed Shapoor Chenai, the Committee desired to know the 
circumstance; in which the Ministry had taken a different view in 
the present case. The Finance Secretar:; stated in evidence: 

"I am sorry to say that I am not able to support the stand 
taken by the Ministry that the question of additional 
compensation is a matter of chance, and therefore, should 
not be taken inbs account. So far as the High Court's 
decision is concerned and sa far as I am concerned, I 
would accept t h ~  v;ew that the value of the land as orz 
the date of acqusiiion was, what is determined by the 
linal Appellate Court. The on:? pain: where I had some 
doubt and where I thought we should take the Attorney 
General's upinion was in regard to the valuation of the 
right to compensation." 

3.83. The Committee desired to know the issues on which the 
Attorney General's opinion was considered necessary. In a note. 
the Department of Revenue Br Insurance stated: 

"The issue involved 1s whether right to receive enhanced 
compensat:on amounts to  an asset for wealth-tax purposes. 
This is presently under cansideration in concultation with 
the Ministry of Law and Audit; reference to Attorney 
General was indicated only as a latter possibility." 

3.64. The Committee enquired whether the interest on the enhan- 
ced compensation allowed t.2 the assessee had been subjected to in- 
come-tax. In a note, the Department replied: 

"The interest falls to be assessed in the assessment years 
1966-67 b 1969-70. Part of the interest has been assessed 
in the relevant income-tax assessments as under: 

Rs. 
f 

The assessment for the yea. 1967-68 has been r w e d  to 
inelude the interest and the reasdessment ia pending." 



3.85. Thtr ia yet another instance of omission Ja include in the 
wealth of an assessee ths compensatian awarded by the State Gov- 
amment fnr resumption of an estate, resulting in short-levy of tar 
fb the extent d R& 60,009. It is s u g i i n g  that tbough in another 
case relating to payment of additional compensation wsch  had been 
sssessed in the same Commissioner's charge, the Department had 
taken the view that the claim to additional compensations was pro- 
perty and hence (liable to wealth-tax, a different stand should have 
been taken in the present case that the claim for enhanced compen- 
sation was 'only a mattm of mere chance'. Happily, however, the 
Finance Secretary conceded during evidence that he was unable to 
support this stand taken by the Department and has accepted the 
view, which has also been confirmed by various judicial pronounce- 
ments, that the value of the land as on the date of acquisition is to 
be reckoned with reference to .be compensation finaLy determined 
by the appellate authorities. The Committee have also been infor- 
med that while assessment proceedings have been initiated, as a 
precautionary measure, for assessment year 196283 and 1963-64, re- 
assessment proceedings have been taken for assessment years 1- 
65 and 1965-66. The Committee trust that these proceedings would 
have been completed by now and the additiond, tax due recovered. 
Suitable instructions mag also bc issued to the lower formations 
clarifying !%e correct legal position in this regard. 

3.86. The Committee note that the interest allowed by the appell- 
late authority in this ca52 had been assessed to income-tax for the 
assessment years 1966-67, 1968-69 and 1969-70 and that the assess- 
ment for the year 1967-68, which had been reopened to include the 
interest, was pending. The Committee would like to be informed 
whether these reassessment proceedings have since then been com- 
pleted and the tax due thereon recovered. 



CfiAPTlER IV 
INCORRECT VALUATION OF ASSETS 

Audit paragraph 
4.1. According to the instructions of October 1967 issued by the- 

Central Board of Direct Taxes, the market value of unquoted equity 
shares of a managing agency company is to be taken to the high- 
er  amount arrived at (a) according to the break-up value method 
based on book-value of assets and liabilities disclosed in the balance 
sheet and (b) the capitalisation of income method. The provisions 
of Wealth-tax Rules under which the market value of the unquoted 
equity shares of other companies is to be determined, are not appli- 
cable to the valuation of the shares of a managing agency company. 

4.2. In two cases for the assessment years 1966-67 to 1969-70 the 
market value of the shares of a managing agency company was 
arrived at after in correctly allowing 15 per cent reduction from the 
break-up value of these shares by applying the provisions of Wealth- 
tax Rules. This resulted in under-assessment of the value of these 
shares by Rs. 2,15,531 with aggregate short levy of tax of Rs. 4,876. 

4.3. The Ministry have accepted the mistakes in part only and 
have stated that some of the campanies were investment companies 
and the Wealth Tax Officer had v a l u d  the shares in accordance 
with the instructions of the Board issued on 31st October, 1967. I t  
has also been reported by the Ministry that action for rectification 
h r  1966-67 and 1967-68 is time-barred. 

4.4. It is, however, seen that the circular dated 31st October, 1967 
does not mention that the break-up value on the basis of book value 
of assets and liabilities is to be reduced in accordance with the pro- 
visions of Wealth-tax Rules. Further, it has also been pointed out 
to the Board that consequent upon the deletion of thd definition of 
'unearned income' from the Finance Act of 1969 onwards, the defini- 
tion of investment company as given in the Wealth-tax Rules has 
become inoperative. 

paragraph 42(ii) of the Report of the Comptroller and Auditor 
@meral of India for the year 1971-72, Union Government (Civil), 

Volume 11, Direct Taxes]. 

B a c k p u n .  informution 
4.5. Section 7 of the Wealth-tax Act provides that subject to rules 

that may be framed for this purpose, the value of any asset other 



than cash shall be estimated to be the price which, in  the opinion 
of the Wealth-tax Officer, it would fetch if sold in the open market 
on the valuation date. The valuation of shares of joint stock com- 
panies was initially being made under executive instructions and 
for unquoted equity shares, the method adopted was the break-up 
method, i.e. the1 excesses of assets over liabilities divided by the paid- 
up capital. 

4.6. This method was, however, not found suitable for investment 
companies, which tended to undervalue their shares. Accordingly, 
for such companies a special method was laid down which is known 
as the 'capitalisation of maintainable profits'. Under this method,. 
the average profits of the preceding years were capitalised at 6 per 
cent ( i x .  multiplied by 16.67). This capital value was then divided 
by the share capital. 

4.7. The Wealth-tax Act was amended from Assessment Year 
1965-66 and rules were framed for the valuation of unquoted equity 
shares of companies 'other than investment companies and manag- 
ing agency companies'. The rules were effective from 6 October, 
1967, according to which the value of shares was the break-up value 
discounted generally by 15 per cent (i.e. the value of a share was 
85 per cent of the break-up value). 

4.8. Thus, with effect from 6 October 1967, all shares other than 
shares of investment companies and managing agency companies 
were to be valued in accordance with the method statutorily laid 
down in the rules. The shares of investment companies, however, 
continued to be valued in accordance with the executive instruc- 
tions. The method laid down in the executive instructions issued' 
on 31 October 1967 for valuation of the shares of 'investment com- 
panies' may be summed up as under: 

(1) take the average maintainable profits of the five preceding 
years. 

(2) Capitalise these profits at  9 per cent (i.e. multiply by 11.1)l 
and divide the results by the equity shares capital. 

(3) Work out the break-up value on the basis of balance 
sheet figures in the manner laid down in the Wealth Tax 
Rules. This break-up value is not to be discounted by 15 
per cent as in the case of other companies governed by: 
the Rules. 

(4) The average of (2) & (3) i.e. value ascertained by capital- 
isation method and break-up method is the value of the- 
shares. 



4.9. When, the rules were promulgated on 6 October 1967, a dis- 
:tmction was also for the f i s t  time made between a managing agency 
company and other companies and in the executive instructions 
issued on 31 October 1967, a special method was also laid down for 
valuing the shares of managing agency companies. This method 
.was:- 

(1) take the average maintainable profits of the five preced- 
ing years in respect of sources other than managing agen- 
cy. Capitalise these at 10 per cent (i.e. multiply by 10). 

(2) take the average profits of managing agency business for 
the five preceding years. This is to be discounted as 6 
per cent for the unexpired number of years of managing 
agency. 

(3) Add the two and divide by the equity share capital. This 
value or the value ascertained by the break-up method 
(without applying the discount of 15 per cent), which- 
ever is higher, is the value of the share. 

4.10. To sum up, therefore, unquoted equity shares of different 
types of campanies were to be valued as under with effect from 6 
October 1967: 

(a) Shares of companres other than Break-up value d scnunted generally by 
investment and managing agency 15  per cent. 
companies. 

(bj Shares of investnenr compan-es . Average of the value ascertained by adopt- 
Ing (.) the capitalisation of profit method. 
and ( i )  the break-up value method 
(without applying the dixount of 15%) 

(c) Shares of managing agency com- H gher of the values -ascerta:ced by ( I )  
panies. the capitalisat.on of profit method a1.d 

( i ~ )  the break-up value method (without 
applying the discount of 15%).  

4-11. 'Tnvestment company" and "managing agency company" 
have been defined a; follows in Rule IA of the Wealth-tax Rules: 

" 'Managing agency company' means a company the entire 
income of which or any part thereof is derived by way of 
managing agency.'' 

" 'Investment company' means a company whose total income 
consists mainly of inwme which, i i  it had been the income 
of an individual, would ha.:e been regarded as unearned 
income." 

~xpladt ion:  In  this clause, the expression 'earned incosne has 
t h e  meaning assigned to it in the Finance Act elf the relevant year. 



4.12- The Committee learnt f r o g  Audit that, the term 'unearaed 
incaqpe9 was being defined ih the Finance Acts upto the ,Finance Act, 
1!3$8!*4 However, the Finance Acts from 1969 onwards contained no 
definition of 'unearned incbbe' since the distinction between 'qarpqd! 
and 'unearned' income was abolished for the purpose of? ~ncome-tax.' 
Cons$quently, for the purposes of the Income-tax Act, reference to 
'unearned income' was omitted from the definition of 'investment 
company' as contained in clause (ii) of Section 109 of the Income-tax 
Act. A similar amendment had however, not been made in the cor- 
responding definition in the Wealth-tax Rules, for the purposes 
of Wealth Tax. Thus, from Assessment Year 1969-70 onwards. 
there being no definition of 'unearned income' in the Finance Act, 
it iq not possible to identify an investment company as distinct from 
other companies for the purposes of Wealth-tax Rules. 

4.13. The Committee further learnt from Audit that in the case 
reported in the Audit paragraph, the market value of the shares of 
a managing agency company owned by tw-o assesees was not deter- 
mined, for the assessment years 1966-67 to 1969-70, in accordance 
with the principles set out in the preceding paragraphs. The value 
of the shares had been determined on the basis of the break-up 
value method less a discount of 15 per cent instead of adopting the 
higher of (i)  the break-up value without allowing any discount and 
(ii) the value determined by the capitalisation of profit method. This 
had, according to Audit, resulted in a short levy of tax of Rs. 4,876. 

4.14. The Committee were also informed by Audit that the ob- 
jection had been accepted only partially by the Ministry, who had 
stated that some of the companies were investment companies and 
that the Wealth-tax Officer had correctly followed the instructions 
of 31 October 1967 issuod by the Board. The Ministry had also in- 
timated Audit that rectificatory action in respect of assessment years 
1966-67; and 1967-68 had become time-barred. 

4.15. The Committee enquired whether this was a case to which 
the definitions of both 'investment companies' and 'management ag- 
ency companies' would apply and, if so, how a company in such cases 
was to be categorised. In a note, the Department of Revenue & In- 
surance stated: 

"After scrutiny of the Balance Siheets the Department has 
repor td  that only two companies fall within the category 
of Managing Agency Companies." 

4.16. Since it had been stated by the Ministry, in reply to the 
Audit objection, that the Wealth Tax Olftcer had comt ly  followed 



the instructions bmed by the Bolard on 31 October 1987, the Cam- 
mitt& aslted whether, under these instructions, any dieount on the 
break-up value could be allowed. The representative of the Central 
Board of Direct Taxes replied in evidence: 

"The discount on the break-up method applies to the share of 
other companies; but as far as the investment companies 
and the managing agency companies are concerned, the 
valuation is made on the basis of the average of the 
break-up value and capitalisation of the 5 years main- 
tainable profits in the case of the investment companies; 
and in the case of managing agency companies, the higher 
of the two. What this particular IT0 has done is that he 
did not have the balance sheet before him; and he treated 
all the companies as ordinary companies, non-investment 
companies and made the valuation on that basis." 

Asked why the assessing officer should have committed the mistake, 
the witness replied: 

"He merely accepted it. The assessee had given a statement 
on a sheet. He should have gone into it! deeply." 

4.17. Even if, as claimed by the Ministry, some of the companies 
In which the assessees owned shares were investment companies, 
In terms of the Board's instructions, the Wealth Tax Officer had to 
compute the value of these shares as the average of the va.lues deter- 
mined by the break-up and the capitalisation of profits methods. 
The Committee, therefore, desired to know whether the assessing 
officer in this case had determined the value of these shares accord- 
ing to the capitalisation method. In a, note, the Department of 
Revenue & Insurance stated: 

"The Wealth Tax Officer had adopted the valuation by break- 
up value method, after allowing 15 per cent discount in 
all cases. He had not computed the value according to 
capitalisation method." 

618. Wnce the term "unearned income' had not been defhed in 
the Fhance Acts fmm 1969 onwards, the Committee desired to know 
the basis on which an investment company was to be identified. 
In 8 note, the Department replied: 

"The mattet is being examined and the result d l  be in% 
mated in due course." 



When the Committee pointed out that oompanies which did not 
declare divideab, gmmmabiy with a particular design, and accuma- 
Lated their profits in the form of reserves, appeared to derive art 
advantage in m far as their taxation was concerned, the Finance 
Secretary replied: 

"I am reviewing the whole rules relating to valuation of the 
shares. The point made by you, viz. that a company which 
goes on accumulating reserves, may get a tax advantage 
when it is not distributing dividends, is correct. But the 

. whole position will be reviewed." 

4.19. While the market value of unquoted equity shares of com- 
panies other than investment and managing agency companies is fo 
be determined, for purposes of wealth tax, in accordance 
with the method statutorily prescribed in Uhe Wealth 
Tax Rules promulga4ed on 6 October 1967, the value of s h a m  
of investment and managing agency companies is to be com- 
puted according to the methods laid down in this regard in the 
executive instructions issued by %he Central Board of Direct Trues 
on 31 October 1967. The Committee, however, regret to observe 
that in the present case reported by Audit, the provisions of the 
Wealth Tax Rules, instead ob tbe executive instructions, had k r t  
erroneously applied by the Wealth Tax m c e r  to d e t e d n e  the 
value of the shares held by two assessees in various investment an& 
managing agency companies. Admittedly, the assessing officer ha& 
not scrutinised the balance sheets of these companies to d e t e d n e  
their character but had treated all the companies, in which the 
assessees owned shares, as ordinary companies and made the valua- 
tion on that b e s .  The Committee are surprised that the officer 
concerned had failed to examine the matter more careftally, wbich 
he certainly should have done. Appropriate action should, t h e m  
fore, be taken against the officer for his lapse. 

4.20. The Committee would like to know whether the assessments 
in question were cheeked in Internal Audi4 and, if so, how the 
incorrect valuation of the shares had gone undetected. 

4.21. Incidentally, the Committee find that with the abolition of 
the distinction between 'earned' and 'uhearned' income for the 
p q w m  of I n m e - t a x  with &ect from assessment year 1969-70, 
the lFPnaurce Acts frvm 1- onwards mntahed no definition of 
'unearned income'. Howevez, an 'Investment Company' bas been 
defined, for the purpose of wealth-tax, in Rule IA of dhe Wealth Ta; 
Rules as a campany whose total income consists mainly of income 



which; if it had been the imome of aa indivridt&ii wodld have been 
ragadxl as uneamd hemme and in lems ~f the explanatlop bdm 
this clause, the expression 'unearned incomd ha$ Itbe Iheaning 
assigned to it in the Finance Act of tb relevant year. m e r e  being 
no ddnltion of 'unearned income' in the Finance Acts from 1869 
onwards, it is obvilous that an investment company can no longer be 
identified as distinct from other contpanies for purposes of wealth- 
Lax. Dn the attention of the Department of Revenue & Insurance 
&ing drawn by the Committee to this lacuna in the legal provisions. 
the Commitltee were told that the matter was being examined. 
There has been, since then, a long efflux of time and the Commithe 
would like to know whether this examination has in fact been com- 
detect. More important, the Committee would like to know 3f 
necessary steps have been taken to plug the loophole in this regard 
as well as to firmly guide the assessing officers and remove all 
ambiguities. 

4.22. Companies which do not declare dividends presumably with 
a particular design, and accumulate their profits in the form of 
teserves also derive a tax advantage. The Finance Secretary ,was 
good enough to tell the Committee that he was reviewing all the 
rules relating to the valuation of share when this aspect of the 
matter would also be examined. This was an important exercise and 
the Committee, still ,very much in the dark about it, would like to . 
know whether i t  has been completed and what remedial measures 
have been adopted in pursuance thereof. 



CHAPTER v 
INCORRECT RELIEFS AND EXEMPTIONS 

Audit paragraph 

5.1. Under the Wealth-tax Act, 1957, before its amendment by 
Finance Act, 1971, the value of shares held by an assessee in a com- 
pany established with the object of carrying on an industrial under- 
taking in India, is exempt from Wealth-tax if such shares formed 
part of the initial issue of equity share capital made by the com- 
pany after 31st March 1964. The exemption is available for a 
period of five years commencing with the assessment year next 
following the date on which such company commences operations 
for which it has been established. 

5.2. A private limited company incorporated in October 1963 
with an authorised share capital of Rs. 10 lakhs made up of 10,000 
shares of Rs. 100 each, issued initially 200 shares only by 31st March 
1964 to 4 members related or closely associated with the promoters. 
Since the issue and allotment of 200 shares was made before 1st 
April 1964 and the subsequent block of 7800 shares issued in 
January 1965 was not the initial issue of equity capitaI, none of the 
shares of the company qualified for the above exemption. 

5.3. In the assessment' of twelve persons for the assessment 
years 1966-67 to 1969-70 the value of 3,700 shares held by them in 
the above company was incorrectly exempted from wealth-tax, re- 
sulting in under-assessment of wealth of Rs. 11,91,716. 

5.4. The Ministry have replied that the initial issue comprised 
not only the shares allotted to promoters but also those allotted in 
January 1965 to other members of this group. In Audit's view, the 
provisions of Section 5( l)  (xx) of Wealtbtax Act are applicable 
only to a public limited company and do not apply to a private com- 
pany. As such, the exemption given in this and other cases would 
be irregular. 
[Paragraph 43(i)(a) of the Report of the Comptroller and Auditor 

General of India for the year 1971-72, Union Government 
(Civil), Revenue Receipts, Volume 11, Direct Taxes]. 

5.5 Under clause (xx) of Section 5(1) of the Wealth-tax Act, 
read with Section 45(d), the equity shares held by an  assessee in 



a company established with the objeek of carrying on an industrial 
udertaking in India are exempt from tax. This exemption is, 
'however, available only to those shares which 'form part of the 
initial equity share capital' made by the company after 31 March 
1964 but before 1 June 1971. 

5.6. The Committee learnt from Audit that in the caae rep&ed 
in the Audit paragraph, the company, which was incorporated on 
8 October 1963, had allotted only 200 shares c$ Rs. 100 each by 31 
December 1964 and that subsequently 7,800 shares were issued in 
January 1965. The exemption had, ,however, been granted to the 
.shareholders in respect of the second issue of 7,800 shares also 
which, according Bo Audit, is irregular. 

5.7. .The Committee were also informed by Audit that the 
'Ministry had not accepted the objection after consulting the Minis- 
try of Law w-ho had opined that if the first 200 shares were the pro- 
-meters' shares which the signatories to the memorandum of asso- 
ciation had agreed to take, this would not be the initial issue and 
.that the initial issue then would be the 7,800 shares. 

6.8. The Committee asked whether it had been specified in the 
'Memorandum of Association that the promoters of the company had 
.agreed to take 200 shares. In a note, the Department of Revenue & 
~ ~ n c e  replied in the afbmative and stated: 

"'On page 9 of the Article of the Memorandum of Association 
it is mentioned that the promoters had agreed to take 200 
shares." 

5.9. The Committee desired to know whether it was the inten- 
%+n to extend the benefit admissible under Section 5 (i) (xx) of the 
wdth- tax  Act to the shares of private companies also. In a note, 
the Department stated: 

"T;he Legislature does not appear to have made any distinction 
between private or public company in this regard. The 
exemption u/s 5(1) (xx) of Wealth Tax Act is intended to 
cover the shares of private companies also; Law Ministry 
also agree with this view." 

5.10. The Department of Revenue & Insurance also furnished to 
the Committee, in this connection, a copy of the note recorded in 
this regard in the Law Ministry, wherein the Ministry had, inter alia, 
suggested a tripartite discussion between the Finance Ministry, 
Audit and the Law Ministry. The Committee understood from 



Audit that their views on the subject had accordingly been commu- 
nicated to the Department of Revenue & burance for a trip&ite 
discussion as suggested by the Law Ministry. Copies of the notes 
containing the views of the Law Ministry and of Audit are reproduc- 
ed in A p d L  III .  

5.11. The CoanmiStee note that wMle A d t  is of the view that 
the prwidaes d M o n  S(l)(xx) of the W d t h  Tax Act, under 
which the value of shares held by an assessee in a company establish- 
ed nit& the object of carrying on an incbustrhl undertaking in India 
is exempt from Wdth-tax if such shares formed part af the initial 
issue of equity share capiiSd made by the company after 31 March 
1964, are applicable only to a public limited company and to a pri- 
vate company, the Department, of Revenue & Insurance and the 
Ministry af Law are of the view that the exempt4on from wealth-tax 
admissible under the ~ektion would apply to the shares of private 
companiee also. As there appears to be a genuine difference of 
opidon and the ma- is also not entirely free from dabti, the 
Committee desire that this may be reexamined in a tripartite meet- 
ing between the Department of Bevenue & Ins-, Ministry of 
Law and Audit, and d&e instructions issued for the guidaioce of 
the assessing officers. 

Audit paragraph 

5.12. Under the Wealth-tax Act, 1957 in determining the net- 
wealth of an assessee, deduction is to be allowed on account of tax 
liabilities provided that the tax outstanding on the valuation date 
is not disputed in appeal. In the case of an assessee, for assessment 
year 1959-60, deduction of Rs. 77,000 on account of income-tax liabi- 
lity was allowed though the assessee had contested the liability 
before the Appellate Tribunal. Further, for the assessment years 
1961-62 to 1963-64 the wealth-tax liability was computed erroneously 
inasmuch as the rebate admissible on foreign as- was not re- 
duced while estimating the tax payable. These mistakes resulted in 
aggregate under-assessment of wealth of Rs. 3,29,000 resulting in 
a short-levy of tax of Rs. 6,799. 

5.13. The Ministry have accepted the mistake and have reported 
that the additional demand of Rs. 6,799 has been collected. 

[Paragraph 43(iii) of the Report of the Comptroller and Auditor 
General of India for the year 1971-72, Union Government (Civil), 
Revenue Fteceipts, Volume 111, Direct Taxes], 

5.14. Under Section 2(m) of the Wealth Tax Act 1957, "net 
wealth" means the amount by which the aggregate value of dl the 
assets. .belonging to the assessee on the valuation date. .is in excess 



bf the aggregate value Iob all the debts OW by the awessee on &*.the 
valuation daC, other than L 

1 I 

(i) ............ 
(ii) ............ 

. (iii)?The amount of the tax, peqalty or interest payable in 
consequence of any order passed under or in pursuance 
of this Act or any law relating to taxation of income or 
.profits or the Estate Duty Act, 1953, Expenditure Tax Act, 
1957 or the Gift Tax Act, 1958, 

(a) which is outstanding on the valuation date and is 
claimed by the assessee in appeal, revision or other 
proceeding as not beMg payable by him or 

(b) which although not claimed by the assessee as not 
being payable by him is nevertheless mtstanding for 

.ri period of more than twelve months on the valuation 
date. 

Thus outstanding tax demand which has been appealed 
against or which has been outstanding for more than 12 months is 
not deductable as debt. 

5.15. Further, in cases where the net wealth of a resident 
assessee, who is a citizen of India, includes any asset located outside 
India, Wealth-tax on foreign assets is charged at half the average 
r&?e. In cases where an assessee is entitled to a rebate of tax in 
respect of foreign assets, the liability to be allowed as deduction 
is not the gross tax, but the net tax due after allowing the rebate. 

516. The Committee learnt from Audit that in this case deduc- 
tion of Rs. 77,000 on account of Income-tax liability had been allow- 
ed for Assessment Year 1959-60, though the assesee had contested 
the liability before the Appellate Tribunal. Besides, deduction on 
account of Wealth-tax liability for the Assessment Years 1961-62 to 
1963-64 had also been allowed for the gross amount without takjng 
into consideration the rebate due in respect of foreign assets of the 
assessee. The mistakes resulted in short-levy of tax of Rs. 6,799. 
The Committee were also informed by Audit that the wealth 
assessed in this case exceeded Rs. 4 crores. 

5-17. Since the assessed wealth exceeded Rs. 4 crores in this 
case md the assessment must, therefore, have been handled by a 
senior, experienced ofher,  the Committee enquired how the mis- 



takes cam& to bk domxhfited. In a note, the ~ e ~ a r t m e n t  of Revehue 
& Insurance replied: 

"The oilicers responsible for the mistake have no plausible ex- 
planation to offer and the Board feel that it occurred due to 
negligence of the assessing officers. Both the Wealth-Tax 
Officers have been warned for the lapse". 

5.18. The Committee desired to know whether there was any me- 
thod by which the Wealth-tax Officer can be apprised of the fact that 
the taxes due from an assessee have been contested in appeal. In a 
note, the Department stated: 

"The Wealth-tax Officer is expected in normal course to check 
up from Income-tax records etc. The relevant tax liabi- 
lity entitled for set off in wealth-tax assessment." 

5.19. Under Section 2(m) of the W d t h  Tax Act. 1957, out- 
standing tax demands which have been appealed against by an 
assessee ,as nat being payable by him or those which have been 
outstanding for a period od more than twelve months on the rele- 
vant valuation date, are not deductible as liabilities in computing 
the net leedth of the assessee. The Committee are concerned to 
note that despite this dear and unambiguous legal provision, a 
deduction of Rs. 77,000 on account of Income-tax liability bad been 
allowed in this case, for the assessment gear 1959-60, though the 
assessee had contested the liability before the Appeliate TribunaL 
Further, deductions on account of Ovealth-tax liabilities bad also 
been erroneously computed, for the assessment years 1961-62 to 
1963-64, without taking into consideration the tax rebate due to the 
assessee in respect of his foreign assets. The Committee have been 
informed by the Department of Revenue & Insurance that the 
officers responsible tor these mistakes have no plausible explana- 
tion to offer and that it was the view of the Central Board of Direct 
Taxes that the mistakes had occurred on account of negligence on 
their part. That such patent mistakes should have been committed 
in a case where the assessed wealth exceeded Rs. 4 crores and 
which, therefore, called for special attention from senior, experi- 
enced officers is an extremely serious matter. 

5.20. While the Committee note that the concerned officers have 
been warned for tbeir lapse, they cannot help observing th& the 
process of obtaining explanations from offcers whenever lapses are 
found and issuing 'warnings' has now become almost a rltnd i 
the Inecnse-tarn Depertment. The Committee would, in tbis context, 
& f i e  attention to their rdwnmendafbn contained in lparegmpb 



r9.16 af thrL 187a Baaart (Fi"Hh I& Sabha) thrt a more gosisdve 
a d  pracsd~rr, ahttld be e d v e d  in thb repvd re that 
P-L am SdCIMy grded rceordag to ths @tu& rrmd 

of the b ~0- *ch posiftive action taken 
evm in fWO Ob three dgnacl~t CCdlbs w d  act a I deterrent to 
~ c a n d a c t .  

.Audit paragraph 
5.21. In the case of five assessees for the assessment years 1965- 

$8 to 1W0-71 the value of shares amounting to Rs. 2,88200 for each 
,of the years, which were held by them in a company running an agri- 
cultural and stud farm was excluded from the net wealth of assessees 
on the incorrect view that the shares constituted agricultural pro- 
perty. This resulted in undercharge of tax of Rs. 12,632. 

5.22. The Ministry have accepted the omission and have intimat- 
ed that the assessments are being revised. 

'paragraph 43(v) of the Report of the Comptroller and Auditor Gene- 
ral of India for the year 1971-72, Union Government (Civil), Re- 
venue Receipts, Volume 11, Direct Taxes]. 

5.23. Upto and inclusive of assessment year 1969-70 the term 
"assets;' as defined in Section 2 (e) of the Wealth Tax Act, specifically 
excluded agricultural lands, growing crops, grass or standing trees 
on such lands, and any building owned or occupied by a cultivator 
atc., of agricultural lands. The other agricultural assets which were 
{exempted under Section 5(l) (ix) were the tools and implements used 
by the assessee for the raising of agricultural produce. However, 
&om assessment year 1970-71 onwards agricultural land has been in- 
cluded in the definition of assets and, accordingly, the value of egri- 
-cultural lands is now included in net wealth subject to a maximum 
.of Rs. 1.5 la&. The other exemptions in respect of growing crops 
,and tools and implements continue. 

534. The Committee were informed by Audit that the Supreme 
Court in the case of Mrs. Bacha T. Guzdar Vs. C .I. T. Bombay (27 
ITR 1) had held that the dividend income received by the assessee 
from a company, 60 per cent of whose income was exempt from tax 
as agricultural income, was not agricultural income but was income 
assessable under Section 12 of the Income-tax Act, 1922 (other 
murces). The Supreme Court had then observed: 

"There is nothing in Indian Law to warrant the assmflion 
that a share-holder who buys shares buys any intercst in 
the property of the company which is a juristic person en- 
tirely distinct from the shareholders. The true position of 



* a brehoMer in a corn- is  that on buying oharae he 
becones entitled to participate in the proftts of h ccwn- 
pany if and when the compttny declares that the profits 
should be distributed by way of dividend among ahare- 
holders. He has undoubtedly a further right to participata 
in the assets of the company which would be left over 
after winding up, but not in the assets as a whole." 

5.25. The Committee learnt from Audit that in this case, for 
assessment years 196588 to 1970-71, the value of -shares held by five 
assessees in a company running an agricultural and stud farm was 
excluded from the net wealth of the assessees on the incorrect as- 
sumption that the shares constituted agricultural property, which 
resulted in under-charge of tax of Rs. 12,632. The Committee were 
also informed that the Ministry had accepted the mistake and col- 
lected a tax of Rs. 7,183 as against Rs. 12,632, the difTerence being on 
account of the difference in the valuation of shares. 

5.26. The Committee desired to know whether, in this case, the 
Wealth-tax m c e r  was aware of the Supreme Court decision that 
dividends from a company which also had agricultural income was 
not to be treated as agricultural income in the hands of its share- 
holders. The representative of the Central Board of Direct Taxes 
stated in evidence: 

"Most of the officers are aware of that; he should ken 
aware of i t .  " \ 

The Committee, therefore, asked how the assessing officer had treat- 
ed it as agricultural income. The witness replied: 

"That was entiwly wrong." 

5.27. The Committee enquired whether there was any dividend 
fncome from the shares owned by the assessees and, if so, how this 
had bean treated in .the relevant income-tax assessments. In a note, 
the Department of Revenue aqd Insurance replied: 

'Income-tax assessments for 1965-66 and 1966-67 have since been 
rectified by including the dividend received in r e ~ ' ~ c t  of 
these shares; no dividends were declared in subsequent 
years. The company has gone in liquidation from 28-9:1968". 

5.28. Since it was likely that many companies also owned agricul- 
tural properties &om which income was derived by them, the Com- 



"mittee^a*ed whether *he Ministry bad veriflbd that the shares held 
by the shareholders h s u o h  companies bad been invariably included 
in their wealth, The witness replied: 

"We have not asked them so far." 

He aded: , 

"We will order it so." 

Subwquently, the Department of,  Revenue and Insurance informed 
the Committee, in a note, that a general review had since been order- 
ed in this regard for assessment year 1969-70 and earlier years jn 
Central Board of Direct Taxes letter No. F.326114174-WT, dated 25 
February, 1974. 

In November, 1974, the Department informed the Committee that 
the results of the review had since been received, which are indicat- 
ed below: 

( i )  No. of assessments reviewed - - Hs. 28,267 

(ii) No. of assessments out of (i) in which therc was omisswn 
to assess the value of the shares in cornpanla having 
agricultural income . 3 

(iii) No. of assessments out of ( i j )  above for which rect~ficatory 
action has been taken - 2 

{iv; addtt~onal demand ra~sed on rectificat~on . - Ks. 487 

(v) No. of assessments out of ( i i )  above In wh~ch rectificatory 
action has become t~me-barred 1 and Hs. 212. 

5.29. The Committee are surprised that in spite of a clear deck 
sion of the Supreme Court that dividends received by the sharehol- 
ders of a company which also had agricultural income was not to be 
treated as agricultural income in their hands but as inwme from 
other sources assessable under Saction 12 of the Income-tax Act, 
1922, the Wealth Tax Officers in this case had wrungly excluded the 
value of shares held by five assessees in a company running an agri- 
cultural and stud farm from their net wealth on the assumption that 
these shares constituted agricultural property. Since the mistake 
is due ta, misapprehension on the basis of principle, the Committee 
desire that the correct legal position s h d d  be ddhd W the as- 
~ i n g  otficers The Committee would also like to know if any 
&n bas been Wcen against the ollfcer concerned for his lapse in 
the present 'case. 



CHAPTER VI 

Audit paragraph 

6.1. Under the provisions of the Wealth-tax Act, 1957, in addi- 
tion to the wealth-tax chargeable at the prescribed rates, where 
the net wealth of an individual or Hindu undivided family includes 
buildings or lands (or any rights therein), situated in any urban 
area falling in specified categories, additional wealth tax is also levi- 
able on the value of urban assets. 

. 6.2. From the assessment year 1971-72, the scheme of categorisa- 
tion of urban areas was abolished and additional wealth-tax became 
chargeable on properties situated in urban areas having population 
of 10,000 or more, after allowing a basic exemption of Rs. 5,00,000, 
The rates of additional wealth-tax were also revised from the as- 
sessment year 1971-72. 

6.3. During the period under review, some cases of omission to 
levy the additional tax or incorrect levy of tax have come to notice. 
A few illustrative cases are given below. 

6.4. In 24 cases in 13 Commissioners' charges additional wealth- 
tax on urban assets valued at Rs. 391.36 lakhs was omitted to be 
levied. This resulted in under-assessment of tax of Rs. 2,50,179. 

6.5. The Ministry have accepted the omission in all the cases; 
out of the above demand an additional tax of Rs. 25,156 has since 
been collected. Report regarding recovery of the balance Is await- 
ed. 

[Paragraph 44(i) of the Report of the Comptroller and Auditor 
General of India for the year 1971-72, Union Government (Civil). 

Revenue Receipts, Volume 11, Direct T4xes) 

6.6. Additional wealth-tax on urban lands and buildings and on 
rights in such lands and buildings was introduced from the assess- 
ment year 1965-66. The object of this additional levy, as explained 
by the Finance Minister in his Budget Speech for 196546, was to 



curb 'exmmive investment in urban property which has been rlsl 
ing rapidly in value due to a variety of reasons'. The Fhmce 
Minister had then stated: 

'Witbut  such a curb, investment in more productive diree- 
tiom cannot be encouraged. There has also been a de- 
mand that there should be some ceiling on vast accumu- 
lations of urban property. I have considered this pro- 
blem from various angles and have come to  4.he conclu- 
sion that the best way of dealing with i t  through a fiscal 
measures is by way of an additional wealth-tax on such 
properties." 

6.7. Cases of omission to levy or short-levy of the additional 
wealth-tax have been reported year after year by Audit. While 20 
such cases, involving a tax effect of Rs. 60,328, had been reported in 
the Audit &port for the year 1969-70, as many as 67 cases, involv- 
ing a tax effect of Rs. 1,35,589, had been commented upon in para- 
graph 71 of the Audit Report for the year 1970-71. The Committee 
learnt from Audit that though there had been a decrease in the 
number of such cases (24) reported in the present paragraph under 
examination, there had been a substantial increase in the tax effect 
involved. viz. Rs. 2.50 lakhs. 

6.8. While examining similar cases of omission to levy addftion- 
al wealth-tax on urban properties reported in paragraph 71(iv) of 
tbe Audit' Report for the year 1970, the PuMic Accounts Committee 
(1971-72) had been informed by the Department of Revenue & In- 
surance [vide paragraph 2.40 of the 50th Report (Fifth Lok Sabha) ] 
that instructions had been issued on 25 September, 1971 regarding 
the levy of additional wealth-tax on urban immovable properties 
which, inter a h ,  contemplated a review by the assessing officers 
to find out if any other completed assessments in such cases requir 
ed rectification under Section 35 of the Wealth Tax Act. Dealing 
with t lab case, the Public Accounts Committee (1972-73), in para- 
graph 2.42 of their 5Mb Report (Fifth Lok Sabha) had, inter alk,  
recommended: 

"Under the 6chedule to the Wealth Tax Act, 1957, as amdnd- 
ed by Finance A d ,  1965, additional wealth-tax at graduat- 
ed rates Ss leviable on immwable properties other &an 
business premises situated In urban area8 with population 
of more than 1 lakh. Tjbe Committee are dietressed to 



m$e a number of cases of non-levy of the additional 
wealth-tax on immovable properties valued at  Rs. 54.m 
lakhs end incorrect levy leading to under-assessment of 
net wealth by Rs. 2 lakhs. This shows that the assessing 
oflimn, are not quite conversant with the relevant pro- 
visjons of the Act. The Committee, however, note that 
the assessments in all the cases have been recMed and 
add@hmal tax reawered. The fnsmctions dated 25th 
September, 1971 issued in this connection contemplating 
inter a k ,  a review by the assessing oflticers to find out 
if any other completed assessments in such cases require 
rectification under Section 35 of the Wealth Tax Act arc. 
to general in the sense that no target date for the com- 
pletion of review has been prescribed and that a rep& 
is also not required tr, be submitted to the Ministry. In 
order to ensure that the contemplated review is prompt- 
ly conducted and the assessments rectified wherever 
necessary, the Committee desire that a suitable target 
date should be Axed for the completion of the review and 
a report regarding the follow-up action taken should 
also be obtained by the Ministry. The Committee would, 
also like to be apprised of the outcome of the review.". 

In their Action Taken Note dated 7 January, 1973 on the above re- 
commendation [reproduced on page 29 of the lO3rd Report (F'iSth 
Lok Sabha)], the Department had informed the Committee that 
the review ordered in September 1971 had been conducted and that  
its results were as follows: 

(a) No. of cases chedred - . . . . . 1x49 

(b) NO. of cases out of (a) above where omission to levy additional 
wealth-nut was detected . . . . .  105 

(c) The mount of additional wealth-- involved in cases at (b) 
above . . . . . Rs. 335,286 

(d) No. of cases in which rectification hna since been dfcaed under 
Section35 . . . . . .  . . 68 

(c) NO. of cases where rcctificstian is still pending . 37 

The Department of Revenue & Insurance subsequently informed 
the Public Accounts Committee (1973-74) that rectificatory actisn- 
in respect of 26 out of the 37 pending cases had since then bcerr 
completed. 

6.9. The Committee desired to know in how many cases repod- 
ed in the present paragraph, mistakes had been committed after th& 



issue of %he instructions 5t-1 Septemben 1W1.. In a note, the Depart- 
ment of Revenue & Insurance stated: 

"In 3 cases of Praduman Kumar, Mohd. Umar and T. K. 
Dhake (involving 1 and 2 and 7 assessments respectively 
i.e., total 10 assessments) included in this para, the mis- 
take was committed after the issue of the instructions in 
question; in the last case of T, K. 'Dhake involving 7 as- 
sessments the assessments were completed on 13-10-1971 
close to the date of issue of instructions on 25-9-1971, the 
instructions addressed to the Commissioners taking time 
to reach the field officers." 

6-10 Explaining, at  the Committee's instance the reasons for the 
omission to levy the additional wealth-tax in these cases, the De- 
partment, in a note, shted: 

'Only in two out of 24 cases included in this Audit para the 
officers committed mistake clearly after the Board's cir- 
cular of September 1971. 'In the case of Praduman 
Kumar, the I T 0  did not give specific directions in the 
assessment order about levy of additional wealth-tax; he 
has been warned to be careful in future. In the case of 
Mohd. Umar, the WTO's explanation is being obtained 
for further necessary action." 

In another note furnished subsequently in this regard, the Depart- 
ment added: 

"The exphnation of the Wealth Tax OfFicer responsible for 
the mistake in the case of Mohd. Umar has since been 
received and considered by the Commissioner; the officer 
has been warned to be more careful in future." 

6.11. The Public Accounts Committee (1972-73), during the course 
of their examination of paragraph 71 of the Audit Report for the 
year 1970-71. had desired to know [vide paragraph 2.55 of the 88th 
Fkprt (Fifth Lok Sabha)] the revenue realised through the addi- 
tiooal wealth-tax on urban properties during the period 1968-69 to 
1$7&71. The Department of Revenue & Insurance had then in- 
formed the Committee that the requisite details hgd bekn called for 
from the Commissioners and would be furnished as soon as the in- 
fonagtwn was available. The Committee asked whether this in- 
fqk~pation bad since been collected and enquired into the details 



thereof, In a note, the Department furnished the foaowing psd- 
culars in this regard: 

Year Revenue d i s c d  
through a d d i t i d  

wealth-tax 

(Rupees in lalrho) 
I*&* . . . . .  . . . . 7 4' 91 
1969-70 . . . . . r * 9 8. 62 
1970-71 ' ' . . . . *  15'74 
- .- -- 

6.12. As stated earlier, this fiscal enactment was intended to 
curb excessive investment in urban property, as without such a 
curb, investment in more productive directions could not be en- 
couraged. In reply to a question by the Public Accounts Committee 
(1972-73) whether any review had been conducted to find out how 
far the said objectives had been achieved, the Finance Secretary 
had then informed the Committee that such a review had not been 
made and that he would have a discussion with Chief Economic 
Adviser on the question of devising a proper method for doing this. 
In this context, the Committee, in paragraph 2.60 of their 88th Re- 
port (Fifth Lok Sabha) , had observed: 

"Levy of additional wealth-tax on the urban lands and build- 
- ings owned by individuals and Hindu Undivided Families 

under the Finance Act, 1965 was intended to curb exces- 
sive investment in urban property as without such a curb 
investment in more productive directions could not be 
encouraged. The Committee find that no review has been 
conducted to find out how far this objective has been 
achieved. As eight years have elapsed, they desire that 
such a review should be conducted now after ascertain- 
ing the revenue realised through .the additional wealth- 
tax and the number of cases involved from year to year. 
The finding and further measures proposed to be taken to 
achieve the objective may be reported to the Committee." 

In response to this recommendation, the Committee was inform- 
ed by the Department of Revenue & Insurance, in the relwant 
Action Taken Note dated 27 October, 1973 [reproduced on page 9 of 
the Committee's 118th Report (Fifth Lok Sabha)], that the Chief 
Economic Adviser, to whom the matter had been referred, was of 
the view that the proposed review might be deferred till the urban 
immovable property ceiling laws were enacted and their impact on 
the additional wealth-tax on such property was known. 
1074 L.S.-17. 
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6.13. Reviewing the action taken by Government in (this regard, 

the Public Accounts Committee (1973-74), in paragraph 1.21 of 
their 118th Report (Fifth Lok Sabha) , had observed: 

"The Committee have noted the grounds advanced by Gov- 
ernment but reiterate their view that in spite of the 
dficulties involved the study of the position as recom- 
mended earlier continues to be urgent and would in fact 
be helpful to ra'tional implementation of ecoriomic mea- 
sures erivisaged 'by the kountry's national policy. The 
Committee would, therefore, invite the Ministry to give 
further consideration 40 this issue." 

6.14. In paragraphs 2.42 and 2.47 of their 50U1 Report (Fifth 
Lok Sabha), the Committee had occasion to comment on several 
cases of omission to levy the additiona1,wealth-tax, introduced with 
effect from the assessment year 1965-66, on properties (or any rights 
therein) situated in urban areas, valued at Rs. 213.92 hkhs. 67 
-re cases of mission to levy or )incorrect! levy of the additional 
tax, resulting in short-levy of Rs. 1.36 lakhs, iwas also reported sub- 
sequently in the Audit Report for the year 1910-71. That 24 more 
cases of omission. involving urban (assets valued at Rs. 391.36 lakhs, 
tressing is that the omission to levy the additional tax should have 
again been detected by Audit reinforces the Committee's earlier 
conclusion that such mistakes and omissions have been widespread 
and that the assessing officers have not been quite conversant with 
the rdevant provisions of the Wedth Tax Act. What is more dis- 
t ressb is that the omission to levy the additional tax should have 
occurred in 3 cases (involving 10 assessments) even after instruc- 
tions were issued by the Central Board of Direct Taxes, in Septem- 
k 1911, impressing on all wealth-tax officers that they should en- 
sure that the additional wealth-tax on urban properties was duly 
levied in a p p r ~ p h t e  cases. This is, to say the least, a far from 
satisfactory state of affairs. 

6.15. The Committee note the concerned Wealth Tax Officers 
have ben warned to be more careful in future. Elsewhere in this 
Beport, & Committee have stressed the need for ensuring tbat the 
budgetary changes introduced from time to t h e  and the relevant 
instructions thereon are promptly cammunicated to the field for- 
mations so that these may be gjven effect to without undue Loss of 
time and the assessing officers may keep themmlves abreast of the 
changes in the taxation laws. The Committee would once agah 
urge the Central Board of Direct Taxes to give s e h  thought to 
this problem aPd devise a system whereby inadvertence bacomsr 



virtually an impossibility and tEse various orders and h t r u c t i o m  
hsud by the Board reach the assessing ot?icers a t  the earliest possi- 
ble time. A suitable machinery should also be evolved bo ensure 
that the various instructions and orders have reached the field for- 
mations and have in fact been properly understood and implement- 
ed. Whad the Committee have in view is a continuous system of 
feew-back and regular flow of information between the field and the 
Central Bcrard d Direct Taxes, so that prompt corrective measures 
can be taken whenever simple mistakes like those reported by Audit, 
year aftkr year, come to light. 

6.16. According to the Audit paragraph an amount of Rs. 23,158 
out of the total shod-levy of Rs. 2,50,179 had been collected after 
Audit had pointed out the mission to levy the additional tax. Now 
that a considerable time has elapsed since then, the Committee trust 
that the balance would have also been recovered by now. Tbis 
needs to be confirmed. 

6.17. The Committee have also been informed that as a result of 
.a review orders in September 1971 to find out if any other complet- 
ed assessments in such cases req&red rectification under Section 35 
of the Wealth Tax Act, omission to Oevy additional wealth tax 
amounting Rs. 3.25 lakhs had been detected in 105 cases and that 
recti6catory action in respect of 94 of these cases has since then been 
completed. The Committee would like tcv know whether the ad&- 
ffional tax due in all those cases has been recovered and whether 
rectificatory action has been completed in the remaining 11 cases 
and the tax due recovered. 

6.18. Since the object of this additionall levy was 'to curb exces- 
sive investment in urban property which has been rising rapidly 
in value due to a variety of reasons', the Public Accounts C ~ m i t t e e  
(1972-73) had, in paragraph 260 of their 88th Report (Fifth Lok 
Sabha), inter alia, desired that a review should be conducted to find 
out how far the objective of this fiscal enactment had been achieved. 
This recommendatiion had also been reiterated by the Public Ac- 
counts Committee (1973-74) in paragraph 1.21 of their 118tb Report 
(Fifth Lok Sabha) wherein the Committee had requested Govern- 
ment to giive further consideration to this issue. More than two 
years have elapsed since then and tbe Committee lwould like to be 
apprised of the steps, long overdue, taken in pmuance  of this re- 
cammendatiog. I t  requires tb be stressed that the Andings ef the 
laoaiew could be rneaning£ully utilised for the implementation of eco- 
m d c  measures envisaged by the country's prese~rt natienal plicy. 



NON-LEVY OF PENALTY 

7.1. Under the provisions of Wealth . Tax Act, 1957, penalty is 
leviable on an assessee who has, without reasonable cause, failed 
to furnish the wealth-tax return within the time prescribed. 

7.2. An assessee filed his wealth-tax returns for the assessment 
years 1968-69 and 1969-70 (due on 30th October 1968 and 30th June 
1969) only in September 1970 after a delay of 22 months and 14 
months respectively for which penalty of Rs 22,411 was leviable. 
No penalty for the late submission of returns was, however, levied. 

7.3. While accepting the omission, Ministry have reported that 
penalty proceedings have been initiated. 

[Paragraph 45 of the Report of the Comptroller and Auditor 
General of India for the year 171-72, Union Government (Civil), 

Revenue Receipts, Volume 11, Direct Taxes] 

7.4. Under Section 18(l) (a) of the Wealth Tax Act, 1957, penalty 
is leviable on a person who has failed, without reasonable cause, 
to furnish the wealth-tax return by the due date. The quantum of 
penalty upto 31 March 1969 was fixed at 2 per cent of tax for every 
month of continuing default, subject to a maximum of 50 per cent 
of tax. The rates of penalty were enhanced in the Finance Act, 
1969 and with effect from 1 April 1969, penalty is leviable at 0.50 
per cent of the assessed net wealth for every month during which 
there was failure to furnish the return. 

7.5. No penalty is, however, leviable where the Wealth Tax Offi- 
cer is satisfied that there was a reasonable cause for not filing the 
return in time. The Committee learnt from Audit that with a view 
to ensuring that failure to levy penalty was not passed off as an 
exercise of discretion in the assessee's favour, the Central Board of 
Direct Taxes had issued instructions, on 4 July 1969, that where the  
circumstances are such that no penalty need be levied under Section 
18(l)(a) and the Wealth Tax m c e r  decides not to levy a penalty, 
a note should be recorded by him in the order sheet indicating the 
detailed reasons for not invoking the pmvisions of Section 18(l)(alb 



Q.6. The Committee were further informed by Audit that the 
sslwsment in the present case was completed on 18th February, 1971 
and that though the returns were Aled late and a request made by 
She assessee for extension of time had also been rejected, no penalty 
proceedings were initiated by the Wealth Tax Officer nor were the 
reasons for nut levying penalty recorded. 

7.7. Since the instructions issued in July 1969 in this regard by 
the Board were explicit, the Committee enquired into the reasons 
for the non-levy of penalty in this case and desired to know whether 
the concerned officer was not aware of the Board's instructions. In 
a note, the Department of Revenue & Insurance replied: 

"The Wealth-tax Officer's explanation is that the non-issue of 
penalty notice is due to oversight, and rush of work. 
The Wealth-tax Officer has not stated that he was not 
aware of the Board's instructions." 

The Department also furnished to the Committee the following 
details in regard to the penalty leviable: 

Assessment Year Net wealth Wealth-tax penalty 
leviable 

Rs. Rs . Rs. 

7.8. Asked why the assessing officer had not considered the ques- 
tion of penalty even thoug4h he had already refused the request for 
extension of time, the Department replied: 

"The non-issue of penalty notice is due to oversight. The 
CIT has, however, reported that no malafides could be 
attributed tu the Income-tax OfBcer." 

7.9. The Committee learnt from Audit that though the\ Jepart- 
ment had accepted the objection and initiated penalty pr&&gs, 
the assessee was reported to have filed a writ petition in the Higb 
Court and obtained a stay order. . - . - . - . I  . i  
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7.10. The Committee desired to know the name of the asseasee 
and the tax circle in which he was assessed and the latest position 
in regard k the writ petition filed by him. The Department of R e  
venue & Insurance, in a note, informed the Committee that the 
assessee was Nawab Gaji Jung Bahadur, assessed in J-Ward, Circle I, 
Hyderabad and added that the latest position of the writ petition 
in the Hyderabad High Court was being ascertained from the 
Commissioner. 

7.11. Asked whether the Central Board of Direct Taxes would 
consider having a general review conducted with a view to ensuring 
that in such cases of belated filing of returns either the penalty 
proceedings had been initiated or necessary reasons for the non- 
levy of penalty had ,been recorded in the files, the Department 
replied : 

"As penalty proceedings have to be initiated before the comple- 
tion of the assessment the issue of penalty notices in such 
cases after the completion of the assessment may not be 
sustained. Therefore, no purpose will be served by record- 
ing reasons for not initiating penalty proceedings, after 
the completion of assessments in similar cases. Hence 
no general review is considered neceslary." 

The Committee were informed by Audit in this connection that 
it had been held by the Madras High Court in the case of M. Rama- 
swamy Pillai Vs. State of Madras (22 STC 224). that where an assess- 
ment order is silent on the question of penalty, it could be revised 
under the revisionary powers of the Commissioner. 

7.12. Though a penalty of Rs. 21,082 was leviable in this case, 
under Section l&(l)(a) of the Wealth Tax Act, 1957, for the late fil- 
ing of returns for the assessment years 1968-69 and 1969-70, the Corn- 
mittee regret to find that the Wealth Tax Officer had neither initiat- 
ed penalty proceedings nor recorded any reasons for the non-levy 
of penalty as required in terms of the instructions of the Central 
Board of Direct Taxecs dated 4th July 1969. This failure has, as 
.sual, been attributed to 'wersight' and  rush of work' which, by it- 
seil does not appear to be a valid explanation, in the 
context of the rejection earlier by the assessing otRcer of a request 
made by the assessee for extension of time far the filing of returns, 
which ought to have been logically followed up by necessary penalty 
pro~esdings. Therefore, rather than offering the same familiar 
excuses, time and again, for the lapses of the officers, the Department 
would b v e  done well to have undertaken a pmposeful inves* 



7.13. The Committee have been informed that though the Depart- 
ment had accepted the Audit objection and initiated penalty proceed- 
ings, these have been stayed by the High, Court on a writ petition 
Ned by the assessee. The Caxnmittee would like to know the latest 
position of the case and the steps, if any, taken by the Department 
to get the stay vacated. 

7.14. To a query whether the Central Board of Direct Taxes would 
consider having a general review conducted with a view to ensuring 
that in such cases of belated filing of returns, either the penalty pro- 
ceedings had been initiated or necessary reasons far  the non-levy of 
penalty had been recorded in the files, the Department have replied 
that no purpose will be served by a general review in view of the 
fact that the issue of penalty notices in such cases after the comple- 
tion of the assessment may not be sustained. The Committee would, 
in this context, invite the attention of the Government to the legal 
posit?on as enunciated by the Madras High Court in llhe case of M. 
Ramaswamy Pillai Vs. State of Madras (22 STC 224), according to 
which where an assessment order is silent, on the question of penalty, 
the presumption in law being that the discretion has been exercised 
in favour of the assessee, this would by itself amount to an order. 
Thus, if the order is prejudicial to revenue, it can be revised by the 
Commissioner in exercise of his revisionary jurisdiction. The Com- 
mittee would also draw attention to the fact that even in the present 
case, penalty proceedings had been Tnitiated ad!; after the assess- 
ment had been completed, the omission being ~ointed  out by Audit. 
In the circumstances, the Committee are unable to accept the 
Department's contention in this regard and are of the view that such 
a general review would be worthwhile. However, having due re- 
gard to the difficulties likely to be ,involved in conducting a review 
of 8 large number of assessments spread over' several years, the Corn- 
mittee would recommend that, in the f i s t  instance, the review may 
be confined on a selective basis, to cases where the net wealth ex- 
ceeded Rs. 10 lakhs during the past three assessment year% 

7.15. For lack of t h e ,  the Committee have not been able to 
examine some af the paragraphs relating to Wealth Tax included in 
Chapter IV d the &ports of the Comptrolle. & Auditor General of 
India for the yean 1971-72 and 1972-73, Union Government (Civil). 
 venue Receipts, Volrms 11, Smt Taxes. The Committee e ~ p a f t ,  



however, that the JDeakartrmePlt of bvenue end Banking and the 
Central Board of Direct Taxes wil l  take necsssrrry remedial action in 
those cam, in consultation with Statutory Audit. 

H. N. M r n R J E E ,  
Chairman, 

Public Accounts Committee. 
NEW DEUII; 
August 19, 1976 - 
Sravana 28, 1898 (Saka) - 



APPENDIX-I 
[Vide Paragraph 3.1411 

Crn=respdence exchanged between the Commissioner of I n c m  
Tax, AndJLra Pradesh, Hyderabad and the '@ntral Board of Direct 
Taxes in regard to the Municripal vlalwctkm of properties assessed to .. wealth-tux. 

(i) Copy of C.I.T. Andhra Pradesh, Hyderabad's D.O. No. AGA 
No. VII (107) /72-73 dated 19-12-73. 

Please refer to your demi official letter F. No. 2361616172-A & PAC 
dated 28-11-1973. 

2. In the case of Messrs. Subhakaran Gangabishen, we have been 
informed that there is no municipal valuation for the relevant plots 
of land which had been subjected to wealth-tax in the assessments 
made for 1957-%, 1963-64 to 1967-68. In fact the plots of land in ques 
tion were found to be situated within the Cantonment area but the 
records of the Cantonment Board do not mention anything about 
the value of the land etc. However, it has been ascertained from 
the office of the Tahsildar (Urban) that the land revenue paid by 
the assessee is as follows:- 

Survey NO. Area Rupces 



3. In the case of Shri Raja Ramdev Rao, the position is even more 
vague. After a lot of running about between different ofices it has 
since been possible to find out that plot No. 8-2-2481A15 is an open site 
the rental value of which has been estimated as Rs. 15,282 and bear- 
ing an annual municipal tax of Rs. 4,529. These are the figures w,hich 
have been furnished to us by the Assistant Assessor and Collector 
Circle No. 5, Municipal Corporation of Hyderabad in his letter dated 
17-12-1973. We have also ascertained that this data has been furnish- 
ed with reference solely to a register, but the file in question is 
untraceable a t  present in the bffice of the Assistant Assessor. The 
basis on which the assessment was made and how the annual tax 
came to be levied at 30 per cent can be found out only by reference 
to the file which is missing now. The Inspector who had been sent 
on enquiries has further reported that no municipal tax has been paid, 
though according to aforesaid register maintained in the office of 
the Assistant Assessor demand notices seems to have been issued 
annually. It  is also reported by the Inspector on information gath- 
ered from the assessee's accountant, that as far as he recollects app- 
eals had been preferred against this assessment and this may explain 
the reasons for non-payment of annual municipal taxes. Since no 
papers, whatsoever, other than the register entries are available at  
this juncture, we are unable to apprise Board of the correct position. 

If the annual value of the municipal tax is as found in the regis- 
ter, referred to above, the value of the property would not be less 
than Rs. 2 lakhs; on the other hand, it has been assessed at a much 
lower figure. The WTO has accordingly been directed to complete 
an exhaustive and thorough enquiry to ascertain the true psition 
and come up with proposals under section 25(2) or Section 17(1) of 
the Wealth-tax Act if there has been some under-assessment. 

(ii) Copy of d.0. letter No. 2361616172 A&PAC dated 31st Decem- 
ber, 1973 from the Director Central Board of Direct Taxes to the 
Commissioner of Income Tax, Hyderabad. 

Plase refer to your D.O. letter No. AGA. VII(107) /72-73 dated 
19-12-1973. I "1 

2. It  is noted that with regard to the case of Shri Raja Ramdev 
Rao, y3u have directed the WTO to make complete and exhaustive 
enquiries and perhaps revisionary action with regard to the value of 
the land. Similar enquiry should also be got made in the case of 
Subhkaran Gangabishen. The results of the enquiry and the action 
taken may then be intimated to the Board for apprising the Public 
Accounts Committee. &, 



APPENDIX I1 
[Vide Paragraph 3.821 

Copies of notes recorded by the Joint Secretarg and Legal Adviser, 
Ministry of Law, Department of Legal Aflairs, on 27th August, 
1973 and 14 September, 1973 in regard t o  the valuation of the 
Right to compensatbn fm WeaZth-tax purposes. 

The present reference relates to wealth tax assessments for seve- 
ral assessment years. It  would, therefore, appear to be necessary 
to deal with them separately in the light of the factual position. 

2. The assessee possessed land which was acquired for a public 
purpose. The first question, therefore, would relate to the valuation 
of the lands prior to their acquisition. 

3. In awarding compensation under the Land Acquisition Act, the 
Court has inter alia to determine its market value as on the day of 
the issue of the notification u/s 4 ( 1 )  of the Land Acquisition Act of 
1894 or the corresponding provision in the local Act. The dekr-  
mination of the Court can therefore be regarded as a very good evi- 
dence as to what is the market value of the land at about the rele- 
vant valuation date. In this connection, attention is invited to the 
judgements of the Andhra Pradesh High Court in Mrs. Freny Rashid 
Chenai V .  Assistant Controller of Estate Duty (90 ITR 31 46)  and 
Mrs. Khorshed Shapom Chenai V .  AssiStant Controller of 'Estate 
Duty (90 ITR 47). 

4. I t  would, therefore, be open to the Department to adopt the 
compensation awarded by the Land Acquisition Court as constitu- 
ting the market value of the property at' about the date of the noti- 
fication. On that basis, the wealth tax assessments of the party 
prior to the date of the actual acquisition can be determined. The 
position, however, would be somewhat different after the Collector 
has made an award and take possession thereafter, for with effect 
from that date the land absolutely vests in the Government from all 
encumbrances. 

5. Thereafter, till the compensation m n e y  is finally determined 
by the Court, the assessee is only entitled to such enhanced corn- 



gensation as the court may choose to award on a reference made to 
i t  by the Collector. (It would not be correct to refer to the Court as 
the Appellate Court). 

6. The amount of compensation money awarded by the Collector 
would certainly be an asset in the hands of the party. The party 
has ceased to be the owner of the land. He is only entitled for 
subsequent period to his claim for enhanced compensation. 

7. I t  may not be predicted with any certainty as to whether the 
Court would accept the parw's claim for the full amount of compen- 
sation asked for by him when a reference is made to the Court, or 
whether it would award any sum a t  all in his favour and if so, what 
amount. 

8. The assessee at  the relevant time and a right to receive such 
sum of money as the Court might choose to award while applying 
the principles of valuation laid down in the Wealth Tax Act. This 
right was capable of fetching some price which might have been the 
value of the claim, the value actually awarded by the Court or some- 
thing less. This would essentially be a matter of estimate, but it 
may not necessarily be the same as to what was subsequently ascer- 
tained to be the market value of the land as a result of the judge- 
ment on reference. 

9. As on the valuation date subsequent to acquisition the right 
was only an inchoate and uncertain one, and would necessarily be 
valued on that basis, since it was not the value of any land as such 
but only a right to receive such unspecified sum of money as the 
Court might determine after taking into account all the relevant 
circumstances. 

10. The case might have to be further examined in the light of 
.the above. 

11. Ministry of Finance May please see. Thereafter we might, if 
necessary, discuss. 

The case was further discussed 'with Shri Balbir Singh, Director, 
and Shri S. Bapu, Under Secretary, CBDT. 

2. Advice was sought as to the manner in which the wealth is to 
be computed after the acquisition of land by the Collector and before 
t h e  award of enhanced compensation by the Land Acquisition Court. 



3. The scheme of the Wealth Tax Act is that tax is levied on t h e  
net wealth of the assessee. For the purposes of ascertaining the net 
wealth, it is necessary to take his assets into consideration and as- 
certain their market value, Le., the price which in the opinion of the 
Wealth Tax Officer they would fetch if sold in the open market on 
the valuation date. Artificial restraints on the poker to transfer the 
property would, I believe, be ignored. I t  is on this basis that the 
value of the asset would have to be ascertained. 

4. A distinction in this connection has to be kept. in mind taking 
into account the nature of the land acquisition proceedings. Even 
after a preliminary Notification under Section 4 of the Land Acquii 
sition Act is published in respect of a particular piece of land, the 
land would continue to belong to the owner. The date of the section 
4 Notification is material only because the compensation for the land, 
if it is acquired, has to be determined on the basis of its market 
value as on that date. Thereafter, after an enquiry, the Collector 
makes an award and takes possession of the land, which thereupon 
vests in the Government free from all encumbrances. Till such. 
vesting, the assessee is the owner of the land. 

5. Hence the Department would be justified in valuing the parti- 
cular asset, namely, the land in question, on the basis of its market 
value as ascertained by the Civil court after a full and elaborate 
investigation. That would be good evidence as to the m a ~ k e t  value 
of the land. There can, therefore, be no objection to valuing the lana 
as such on the basis of the compensation ultimately awarded by the 
civil court. 

6. The position, however, changes oqce possession of the land has 
been taken over by the Collector. Thereafter the assessee ceases t o  
hold the land. The land is not an asset which can be included in his 
net wealth. Therefore, the consideration of the market value of the 
land on the basis of the compensation awarded by the civil court is 
not Strictly relevant for the purposes of ascertaining the net wealth. 

7. After the land has vested in the Government, assuming that 
a reference has been made to the civil court, the individual is only 
entitled to such extra amount as may be awarded by the civil court, 
though the civil court would base its award on the market value of 
the land as on the date of the section 4 Notification. But it is mate- 
rial to remember that the assessee does not own any land as such.. 
His asset is a claim to the compensation that may be awarded by the 
Civil Court. Thus what the Wealth Tax Ofacer has to value is the 
right to receive compensation for the land, and not the land itself. 



This is clear from the judgement of the Andhn Pradesh High Court 
i n  Freny Rashid Chemi V, Assistant Controller of Estate Duty (90 
ITR 31). Therein, it is pointed out " . . . .that the right to r s e ive  the 
compensat5on for the land acquired by the Government was a valu- 
able right which could be sold in the open market" (at p. 47). It is 
the price which this right would fetch, that is to be assessed by the 
WTO. The civil court when it awards compensation would deduct 
the amount already received by the party under the Collector's 
award, from the market value of the land as determined by it. The 
decree would be for the balance. 

8. I t  may not be correct to assume that the amount which this 
right would fetch in the opm market would be the same sum which 
i s  ultimately awarded by the court. Apart from the uncertainties 
inherent in litigation ard the possibility of the court not increasing 
the compensation awarded by the Collector, the party would neces- 
sarily have to incur expenditure In establishing his czse before the 
court by way of counsel's fees and other expenses. He would also 
have to take time and t r o ~ b l e  to collect evidence. Further, the 
date on which the court would award compensation is also uncertain. 

The  court may take its own time in giving juifrement. Further, there 
is the risk of any such decree in fa1 our of the uarty being challeng- 
ed by the Government by way of appeal with tke attendant risk of 
the Appellate Court reducing the compensation awarded by the 
civil court. The payment also would be received only on a future 
date. 

9. Hence, in calculating the market value, some allowance would 
necessarily have to be made for these factors and the amount of com- 
pensation awarded discounted on this basis. I t  would be unrealistic 
to equate the market value of the right to receive compensation for 
land which has been acquired with the amount of compensation 
which may ultimately be awarded by the court. 

10. If the present reference arises out of a specific audit objection, 
it may then be desirable to discuss this case with the Director of Re- 
venue Audit also. 



(Vide Paragraph 5.10) 

Views of the Ministry of Law and Audit on the applicability of 
Section 5(1) (xx)  of the Wealth-tax Act, 1957 $o private companies 

(i) Copy of Ministry of Law Note No. 22894/73Adv. F. dated 
4th August, 1973 recorded in F. No. 236/413/721A&PAC. 

The present reference relates to the scope of the exemption 
available under section 5 (1) (xx) of the Wealth-tax Act. The first 
question raised is whether the exemption granted by the said clause 
would be available cete<rb paribus to equity shares in a private 
limited company. 

2. Clause (xx) only speaks of a company of the type referred to 
in clause (d) of section 45. Section 45(d) deals only with the 
objects of the company and does not purport to make any distinc- 
tion between a private limited company or a public limited com- 
pany a 

3. The term 'company' for the purposes of Wealth-tax Act has 
been defined in section 2(h). Though this definition has been 
amended from time to time, it has always covered a company as 
defined in section 3 of the Companies Act. Section 3 of the Com- 
panies Act defined the terms 'company', 'existing company', private 
company' and 'public company'. Even a private company is a com- 
pany within the meaning of that section. 

4. In the absence of anything to the contrary in sec. 45(d) and 
sec. 10(1)(x) of the Wealth-tax Act or the scheme thereof, there 
is no reason for exbluding equity shares i n  private limited com- 
.panics which otherwise satisfy the requirements from the benefits 
offered by section 5(1) (xx). 

5. The second question relates to the meaning of the term 'the 
initial issue of share capital made by the company. .' [It appears 
to have been suggested .that in the present case the benefit is avail- 
able only to the 200 shares which the four promoters subscribing 
to the memorandum of association agreed to take while signing the 



memorandum. I presume that this is the factual position with re- 
gard to the 200 shares namely, that the signatories to the memoran- 
dum had specified that they would between themselves take 200 
shares, or 50 shares each. 

6. In that event, the question arises as to whether the shares 
which were subscribed to subsequently and allotted can be con- 
sidered to form part of the initial issue. The term 'issue of capital' 
or 'issue of shares' cannot be given one meaning. Thus, it has been 
observed in Buckleys on Companies (18th Edn.) that it is a mis- 
apprehension to assume that it  has been decided that the term 
"issue of shams" means the issue of certificates for the shares. 
According to the learned editors of that book 'the expression "issue" 
with regard to shares may bear various meanings according to the 
context' (p. 129). It is true that when a person subscribes to a 
memorandum of association of a company and on the registration 
of the company he becomes the actual and legal owner of the shares, 
the said shares can be said to have been issued to him a t  dhat 
moment. This, however, is something different from the scheme 
of share capital made by a company. Any such issue is possible 
only after the company has come into existence and in that con- 
text it would be more appropriate to give to the term 'issue' the 
meaning given to it by the court of appeal in re: London-Paris 
Financial Mining Corporation Ltd. (1897 13 TIR 569) wherein i t  
was held that the meaning of the expression that the company 
agreed to issue shares was that the company agreed to offer to the 
public those shares, agreed to place them on the market in tho 
usual way, agreed to invite the public to take them in the usual 
way, i.e., by prospectuses, circulars, advertisements and such like. 

7. A company can come into existence on its registration but 
public limited companies cannot allot shares unless the minimum 
subscription specified in the prospectus has been received. Ob- 
viously, in the case of such companies, the question of the issue 
of capital would arise only after the offer has been made to the 
pubIic to subscribe to it. To Iimit the term 'initial issue' of share 
capital made by the company to shares which the signatories to the 
memorandum of association have agreed to take would well be 
to nullify the object of the exemption, namely, to promote invest- 
ments in new issues. 

8. A public limited company can be formed with a memoran- 
dum signed by seven persons and i t  is sunlcient if each subscriber 
to the memorandum takes one share. It is only thereafter that the 



campany i s  registered and invites subcriptions fqom the public. 
Thus, after the issue is made and subscriptions are received, s h a m  
are allo-tted. 

9. This being the scheme of the Companies Act, it would not 
appear to be correct to restrict the term 'initial issue' of equity share 
capital to these shares which the subscribers to the memorandum of 
association agreed to take. 

10. I t  is true that in the case of a private limited company, there 
is no question of making an offer to the public. But there would be' 
no basis for making distinction in this regard, Wtween priva+i 
limited companies and public limited companies for the section 
.applies equally b both. 

11. Attention in this connection is also invited to .the provisions 
of section 81 of the Companies Act which speaks of further issue of 
capital implying that involves a general offer to persons other 
than the promoters and the signatories to the memorandum. 

12. The above appears to be the legal position. 

13. Since the present reference arises out of an audit objection, 
normally, the case should have been discussed with the representa- 
tives of Audit before the view was expressed, but it would seem 
that the audit paragraph to that effect has already appeared in the 
audit report and that the Department is now concerned with the 
finalisation of its brief for the meeting of P.A.C. 

14. In view of this. possibly Audit may decline to discuss the 
issue and it is on this basis that the above opinion has been m r d -  
ed. But if the audit authorities are agreeable to this course, the 
case can be discussed along with their representatives by the Min- 
istry of Finance. 

(ii) Note containirrg the Views of Audit 

The case relates to the scope of the exemption available under 
Section 5(1)(xx) of the Wealth-tax Act, and concerns the construe- 
tion to be placed on 'the initial issue of share capital made by the 
company'. 

2. h u e  of share capital has not been defined in the company's 
Act. But in capital issues control Act, 1%7, it has been defined 
as under:- 

"Issue of capital" means the issuing or creation of any securi- 
ties whether for cash or otherwise. 

1974 LS-8. 



As stated by Calcutta High Court in Shri Gopal Paper Mills Ltd., 
Vs. C.I.T. (64 GTR 2331, a share is either in its shell as part of the 
capital or resides in a share holder. The High Court had held that. 
'issue' is completed when it  makes an exit from the shell. 

An appeal was made to Supreme Court against this judgement. 
The Supreme Court held as under:- 

1. Share for which the memo. of association has been subscrib- 
ed are issued when the company is registered. 

2. (a) First, capital is created; till i t  is created it does not exist 
at all. 

(b) After it is created, i t  may not be issued for years4.e. till 
the market allows of a favourable opportunity of placing it. 

(c) After it  is issued, it is allotted. 

(d) The shares come into existence on allotment. The allot. 
m n t  of shares p~ecedes the issue of shares. 

The Supreme Court thus made a clear distinction between "issue 
of capital" "allotment of shares/issue of shares". 

3. The question now is, what is 'issue of share capital'? 

Wharton's Law Lexcon discribes it as the amount which is issued 
for subscription to the public for the time. 

Sur's dictionary of Company Law defines it as that portion of 
authorised capital of a company which is actually oifmed for sub- 
scription. 

According to R. S. Sim, issued capital is that part of nornind 
capital which has been subscribed for. 

The Court of Appeal Decision (Mosly Vs. Koffy fountain) cited 
by Supreme Court in Shri Gopal Jalan's case does not make it clear 
whether i t  is the capital offered, for subscription or the capital 
actually subscribed. 

Within the Companies Act, 1956, too, the position is not free from 
ambiguity. In Section 69 two distinct expressions "offer to public" 
and "issue of capital"-are used "issue of share capital" could be 
construed as "subscribed". 

4. If "issue" means "offer to public", the heading of Section 81 
would become partly unrepresentative, Sub-section (1) of Section 
81 applies whenever it is proposed to increase the submibed capital. 



There may be cases where capital offered is not entirely taken 
up and 'subscribed capital' is lees than the 'issued' capital. When 
the 'not-taken up' capital is again placed on the market, Section 
81 would apply, though, if 'issued' is interpreted in the source of 
'offered' this capital had already been 'issued' when i t  was first 
offered. The heading of Section 81 would then be inappropriate. 

Some confusion is created if Sections 88 and 89 are read together. 
Section 88 applies where capital is issued after the commencement 
of the Act and would thus not apply where 'capital was issued' be- 
fore commencement of the Act but 'shares were issued' thereafter. 
On the other hand, Section 89 extends the prohibition even to shares 
which were there at the commencement of the Act. If as held by 
Supreme Court shares come into existence only on allotment, Sec- 
tion 89 would not apply in cases where capital, was 'issued' befare 
the commencement of the Act, but shares were issued after such 
commencement because the shares were not in existence at the 
time of commencement of the Act. This would create an anomaly 
unless the term 'issue of capital' and 'issue of shares' the Section 88 
are taken synonymous terms. Further whereas Section 81 suggests 
that 'issued' means 'subscribed', Schedule VI of the Act clearly says 
that 'issued' is something anterior to 'subscribed'. 

The same distinction is maintained in the Schedule to the capital 
issue (exemption) order, 1969 and Schedule to the capital issues 
(Application for consent) Rules, 1 W .  

5. If 'issue of capital' means 'placing on market' or 'offering to 
public' i t  is evident that the shares of a private company cannot 
be issued in this sense. They will be straightaway subscribed/taken 
UP. 

6. The implication of interpreting issue of 'capital' as 'capital' 
offered to public', would be that the Wealth-tax exemption would 
not be available to:- 

(i) shares of private companies. 

(ii) shares taken up by promotors, friends, relations even in 
the case of public companies. 

(iii) shares of public companies where capital was 'issued' 
before 31-3-1964, though the shares may have been allot- 
ted after 31-3-1964. 

The exemption will however, be available to the shares not 
taken up at the time of offer but offered again subsequently. 



7. If 'issued capiW means 'subscribed capital' exemption would 
not be available to any shares (public or private companies) which 
are issued subsequent to the issue of promoters shares. The rea- 
son is that the promoter's shares alone w o M  be the 'original' 
issued capital. And in this case too, the exemption would be avail- 
able only to those promotors shares where companies were regis- 
tered after 31-3-1964. 



APPENDIX IV 

Statement s h i n g  Conclusions/Recommendations 
-- 

S. Para Ministry/ Department Conclusion lRecornmendations 
No. No. 

- -- - - - - - -- - - - - - - - - - - - - 
1 a a 4 - - -  - 

I I 14 Min. of Fin. (Deptt . of Rev. The Ccmmittee regret thc lack of adequate care on the part of 
81 Banking) the Wealth Tax Officers in the fourteen cases of mistakes in the 

allowance of+ basic exemption commented upon by Audit and in- 
volving a tax effect of Rs. 36,155. It is surprising that though the 
initial exemption (Rs. 1 lakh of net wealth admissible in the case 
of an individual and Rs. 2 lakhs in the case of a Hindu Undivided 
Family) is in-built in the rate schedule itself, the assessing officers 
should have allowed the exemption in two separate processes with 
the result that the exemption was conceded twice. As the assessing 
officers are expected to have a clear grasp of the Taxation Laws and 
keep themselves abreast of the changes and amendments made from 
time to time, the Committee cannot accept the plea that such mis- 
takes could be attributed to the assessing officers continuing to 
follow the old practice of allowing the initial exemption in the 
assessment .orders despite the change in the rate schedule. The 
Committee have, in the past, repeatedly commented on such lapses. 



-- - -- - - - - - -- 

1 a 3 4 
-- ..--.-- 

It remains to be seen how far with the steps now stated to have 
been taken by the Department, such mistakes would be eliminakd. 

2 Min. of Fin. j1)eptt of Rev. & The Committee would also like to know whether these cases 
Banking) were checked either by the Inspecting Assistant Commissioner or 

by Internal Audit and, if not, the reasons therefor. 

3 I .  16 Do. The Committee are concerned that the mistakes in three of the 
aforesaid cases occurred in the charge of the same Commissioner 
of Wealth Tax and that the Commissioner had apparently not con- 
sidered it necessary to review generally the calculations of tax in 
these wards. As the mistake is one of principle and the old practice 
of allowing the initial exemption in the assessment order seems to 
have continued unchecked for quite some time, the Committee em- 
phasise the importance of such a review. The Committee, however, 
note that with reference to the eight cases commented upon in the 
Audit Report for the year 1971-72, a review of cases where the 
assessed wealth exceeds Rs. 10 lakhs has been ordered with a view 
to correcting similar mistakes. Much time has elapsed since then 
and the Committee expect that the proposed review has been com- 
pleted by now and its outcome should be inimated early. 

This is one more instance where the mistakes pointed out by 
Audit could have been prevented with a little more care on the part 
of the assessing officer. Admittedly, it was known that the assessee 



Do. 

'hiniself had claimed the basic exemption of Rs. 1 lakh in the stat&- 
ment accompanying the return. The totalling error committed by 
the nssessee in computing the net wealth ought also to have been 
apparent to the officer concerned. That such patent mistakes went 
unnoticed by responsible officers implies, in the Committee's view, 
a slur, which should have been easily avoided, on the administration. 

The Finance Secretary himself was good enough to concede that 
he was also not very happy with this state of affairs, but he added, 
in extenuation, that the officers in the Income-tax Department are 
so over-worked that it was 'well nigh impossible' for them 'not to 
commit mistakes'. He told the Committee that he was trying to 
take a comprehensive view of the personnel requirements of the 
department in the light of a proposal made by the Chairman of the = 
Central Board of D i r e ~ t  Tax- for the recruitment of 700 additional w 
officers. The Committee consider that the plea of overwork does 
not appear strong, particularly in view of the simplifications recently 
introduced in assessment procedures, so that in most cases much 
effort is not required on the part of the assessing officers. As pointed 
out in paragraphs 1.18 and 1.19 of the Committee's 87th Report 
(Fifth I-lok Sabha), business cases having income over Rs. 15,000 
(which might conceivably pose certain problems to the assessing 
offlcers) accounted for only 13 per cent of the total assessments 
completed during 1970-71, while the simpler small income cases, 
Government salary cases, etc. accounted for nearly 25 per cent of 
the total assessments completed. Again, while 'Companies' account- 
ed for less than 1 per cent of the total number of income tax paying 

--- --- -- -- 



assessees in the books of the department as on 31 March 1972, busi- 
ness cases having income of over Rs. 15,000 accounted for a meagre 
11 per cent of the assessments completed during 1971-72. I t  is also 
significant that out of 38,44,219 assessments completed during the 
year, as many as 23,12,347 were summary assessments and 7,51,129 
'Nil assessment' and filed cases, In the circumstances, the familiar 
excuse nf overwork would appear exaggerated. The Committee feel 
that rather than increasing the strength of the officers on general 
considerations, the Department would do well to review carefully 
the methods and procedures of work followed by the assessing offi- 
cers and adopt necessary remedial measures such as paper and ade- 
quate planning of work, allocation of proper priorities, avoidance 
of hasty disposals, etc. so as to improve, qualitatively and quantita- 
tively, the performance 06 the existing officers. The Committee 
learn that a study of this question has already been entrusted to the 
Director, Organisation & Management Services, and would like to 
be apprised of its outcome and the mexures, if any, taken as a 
sequel thereto. 

6 1.33 Min. of Fin. (Deptt. of 
Rev. & Banking) 

Another factor which, according to the Finance Secretary, might 
perhaps account for the 'ignorance' of the officers, is the inability 
of the department to provide the officers fully with the various Acts, 
Manuals, literature, etc. The Committee take a grave view of this 
surprising shortcoming and would ask Government to rectify an 
impermissible situation without loss of time, 



7 1 *54 Do, 

8 1 -55 Do. 

The Cornmitee deplore the failure to apply the increased rates 
oP wealth-tax effective from the assessment year 1969-70, in as many 
as nine cases spread over seven Commissioners' charges, resulting 
in a short-levy of tax of Rs. 35.458. Since the net wealth of the 
assessees in these cases exceeded Rs. 10 lakhs it obviously called 
for greater attention on the part of the assessing officers who ought 
to have kept themselves abreast of the changes in the rates of taxa- 
tion and carefully counter-checked the tax calculations. Now that 
instructions have been issued by the Central Board of Direct Taxes 
prescribing an additional check of tax calculations by the officers in 
all cases where the net wealth exceeds Rs. 10 lakhs, the Committee 
expect that such inexcusable mistakes will not recur. In so far as a 

the specific cases of failure reported in the Audit paragraph are 
concerned, he Committe. would like appropriate action to be taken 5 
against the officers responsible. 

The Committee note that with a view to minimising mistakes 
in the application of the correct rates of tax, the Central Board of 
Direct Taxes propose to make available to the asses~ing officers 
separate rate cards for all taxes every year which would eliminate 
the reliance hitherto placed on one's memory. Earlier in this Re- 
port, the Committee have also commented on the Department's in- 
ability to make available to the officers sufficient copies of the 
various Acts, Manuals and other literature. These irritating defi- 
ciencies should never have been allowed to mar our tax administra- 
tion. The Committee would once again ask the Central Board of 



Direct Taxes to remedy the situation forthwith, if i t  has not already 
been done, 

9 1 . 5 6  Min. of Fin. (Deptt. The Committee are astonished that, as the Finance Secretary Rev. & Bankingj. stated, the practice hitherto had been to circulate amongst the staff 
the budget papers, but that no clear explanations and instructions 
were issued in order to apprise the officers with the important 
changes introduced in the budget. Rather belatedly, the practice 
has begun of apprising the officers of the contents of the budget 
within a fortnight of its presentation. While this is a helpful step, 
the Committee wish that the Central Board of Direct Taxes cons- 
tantly review the implementation of these instruction and their irn- 
pact, and take timely corrective measures as necessary. The Com- 
mittee are constrained to make this observation in view of the fact 
that they have found, on many occasions in the past, that though 
there was no dearth of instructions from the Board, their actual 
implementation left much to be desired. 

Do. Apart from the carelessness on the part of the assessing officers 
dealing with the cases reported by Audit, the Committee are con- 
cerned that though five of the none cases were checked in Internal 
Audit, the mistakes in tax calculation had escaped detection. Time 
and again, the Committee have had occasion to comment upon the 
lapses and inadequacies of Internal Audit and it is disconcerting 



that such errors of omission and commission should continue to 
persist. A number of measures such as improving the .cop? and 
content of Internal Audit, induction of better qualified personnel 
and association of officers, introduction of an 'Immedia!e Audit' 
scheme, training of. Audit staff, strengthening of the Audit parties, 
etc. are mid to have been taken or are proposr d to be taken. The 
Committee have also, in their earlier Reports i:ldicat?d the iines 
on which Internal Audit could be more efficient and iruly capable 
of handling the responsibilities cast on it. The Committee would 
like the Department Ministry of Finance to shed all complacency 
in this regard and move seriously to bring about much needed im- 
provement in the often unhappy performance of Internal Audit. 

c. 
In pursuance of their earlier observations in paragraph 2.37 of $ 

their 88th Report (Fifth Lok Sabha) in regard to similar mistakes 
of incorrect application of rates of tax reported in the Audit Report 
for the year 1970-71, the Committee have learnt that a review of 
all wealth-tax cases relating to the assessment years 196970 and 
1970-71, in which the net wealth determined was over Rs. 10 lakhs, 
had disclosed that such mistakes had occurred in 75 cases involving . 

revenue of Rs. 2.55 lakhs. 'Details in regard to the recovery of the 
tax short-lievied and the action taken against the erring officials as 
well as intimation of the results of the aforesaid review were also 
awaited from five Commissioners' charges. The Committee pre- 
sume that this information is now available and should be intimated 
forthwith. 



12 I . jp Ministry ot Finance Incidentally, the Committee find tfiat this review had been con- 
( ' of and ducted by the same officers who had handled the assessment earlier. a i k j  The Committee would have been happier if the review had been 

entrusted to an independent agency like Internal Audit or the Direc- 
torate of Inspection. When this was pointed out during evidence, 
the Finance Secre'tary had agreed to h w c  the review done again by 
an Audit party. The Cornmitt= wo;ild like to know if this review 
has since been completed and, if sc), its outcome. 

83 2.Y Do. 
v Year after year, cases of failure to correlate the assessments made 

under one dilect tax law with assessments under other direct tax 
laws have been ~epor ted  in successive Audit Reports. The Public 
Accounts Corxnittee have 31.3 been emuhasising repeatedly the need 
for effecfive coordination and ccl- elation between the assessments 
relating to the different direct tases and for greater vigilance in 
this regard on the part of the assessing officers. The case under 
examination is onc more instance of a deplorable failure to correlate 
the wealth-tax assessmcnt of an assessee with his income-tax assess- 
ment, as; a result of whwh tho non-agricultural lands owned by the 
assessee had escaped assessment. This default had led further to 
the under-assessment ?f wealth bv Rs 21.53 lakhs for the assessment 
years 1958-59 to 1961 -52 and consequential short-levy of tax of 
Rs. 19, 238 



Do. The Committee observe that while the capital gains accruing te 
the assessce by the acquisition of the land by Government had been 
assessed to incorne-tax in the assessment for the year 1962.63 made 
on 21 March 1963, the assessee had not filed any wealth-tax returris 
un,til p~wxedings ut~der Section 1 7  of the Wealth Tax Act had b 
jnitiated. for the assessment year 1958-59, on 31 March 1966. As the 
assessing autho~ ity is colnnlon for both income-tax and wealth-tax, 
the assessing officer could have, at the time of assessing the capital 
gains, shov;n sufficient initiative and simultaneously examined the 
case from the wealth-tax angle. Had this been done, the proceedings 
under Section 17 could have been set in motion earlier and the as- 
sessee's wealth brought within the tax not for the assessment year 
1957-58 also, which had become 6ime-barred by the time necessary 
act~on was ultimately taken in March 1966. It  is  also significant that 
the wealth-tax assessinents for all the foul- years. returns in respect 
oC which had been filed after a delay ranging from over 9 years to 
,,vel ti years, were completed, in apparent haste, on 29 February 
I%& the day after the receipt of the returns in respect of three 
assessment years and on the very dav the return relating to the 
fourth assessment year had k e n  1-eceived. It is, therefore, obvious 
that the scrutiny of the returns and the checks, if any, exercised- 
must have b e n  routine and desultory. Unfortunately, the concerned 
ofllcer is reported to have died subsequent to his retirement and 
consequently, the reasons for the strange and unsatisfactory handling 
of the case and fw the failure to include the subject lands in the 
assessee's wealth will have to remain ~nexplained. 



15 2.26 Ministry of Finance (Deptt. of The Finance Secretary, however, assured the Committee during 
Revenue Banking) evidence that. 11; so far as the omission of this land was concerned, 

it would be examined whether the assessee had declared the land as 
part of his wealth with a view to fixing responsibility for the lapse. 
The Committee trust that this investigation would have been com- 
pleted by now and would like to be apprised of its outcome and 
the subsequent action, if any, taken. 

Thls case and other similar cases reported in the present and 
earher Audlt Reports only serve to reinforce the Committee's ear- 
lies cu~iclusions that the omission to correlate the wealth-tax 
assessments with the income-tax assessments is fairly widespread 
and that the periodical instructions issued in this regard by the 
Cent~al  Board of Direct Taxes have had little or no effect on the 
assessing officers. The Committee note, in this connection, that 
certain measures aimed at ensuring better coordination in matters 
conncctcd with the administration of Income-tax and Wealth-tax 
have been taken and are propmed to be taken by the Central Board 
of Direct Taxes. While the Committee wish success to these endea- 
vours, they would reiterate once again an earlier suggestion of 
theirs contained in paragraph 1.89 of the 117th Report (Fourth Lok 
Sabha) and paragraph 1.21 of the 25th Report (Fifth Lok Sabha) 
that Government should examine the feasibility of prescribing an 



integrated tax return for .income-tax and wealth-tax for assessees 
liable to both the taxes so as to ensure a more effective coordina- 
tion in the administration of these two direct taxes. 

The Committee have been informed that the non-agricultural 
lands in question had been purchased by the assessee in 1942 and 
continued to be in his possession till they were acquired by Govern- 
ment on 19 March 1962. in the accounting year relevant to assess- 
ment year 1962-63, when an initial compensation of Rs. 4,36,547 had 
bcen awarded to the assessee. The assessee, not being satisfied' 
with the quantum of compensation had succeeded, on appeal, in 
obtaining an additional cmpensation of Rs. 2,34,856 which was 
awarded in the accounting year relevant to the assessment year 
1967-68. This right to extra compensation as an asset was not in- g 
eluded in the wealth-tax assessment from the year 1962-63 and it 
1s only subsequently that the assessments for the years 1964-65 to 
1967-68 have bcen reopened, as a preventive measure, under Sec- 
tion li'(l) (a)  of the Wealth Tax Act for making good this omis- 
sion, ~vh i l e  action under this Section for the assessment years 1962- 
63 and 1963-64 is stated to be barred by limitation. The Committee 
find that the nature of the 'right to extra compensation' had come 
u p  for consideration before the Andhra Pradesh High Court in the 
case of Khorshed Shapoor Chenai Vs. ACED (90 ITR 47) and that, 
in its judgment dated 17 November 1971, the Court. had inter alia. 
held that the 'right to receive compensation' and the 'right to extra 
compensation' are one and indivisible and that the right to receive 



market value as compensation for the lands acquired by the Gov- 
ernment under the Land Acquisition Act, 'is not ap illusory right, 
but a real right to property'. The Court had also held that the right 
to extra compensation accrued to the assessee as soon as the lands 
were acquired and not when the Civil Courts pronounced then  
orders. In  view of this clear exposition of the nature of this right 
by the High Court, the very fact that the assessee in  the present 
case had not accepted the original award but had gone in appeal 
shows that, according to the assessee, the right had.a greater value 
than the value initially computed by the land acquisition authori- 
ties. This additional compensation should have also been, there- 03 

fore, treated as a valuable right from the assessment year 1962-63 
onwards and accordingly assessed to tax till the amount was receiv- 
ed by the assessee and included in his wealth. 

18 2.29 IMinistry of Finance (Deptt. of While conceding that, in this case, since the additional cornpen- 
Revenue and Banking sation related to the value of the lands as on the date of their 

acquisition by Government, the earlier wealth tax assessments 
should have taken into account the total value of the lands as deter- 
mined subsequently, the Finance Secretary has, however, pointed 
out that there appeared to be some doubt in regard to the vaIua- 
tion of an assessee's 'right to compensation' which would have to 
be determined on the basis of the market value of that right to 



Do. 

tonipensation. Since i t  was likely that there might be many moPg 
cases of this nature, he had suggested that it would be better to 
obtain an  authoritative view on the subject and had proposed to dis- 
cass it wifh the Law Ministry and Audit and obtain also the Attor- 
ney General's opinion, if necessary. The Committee trust that these 
deliberations have been completed by now and the correct position 
in law clarified to the assessing officers. The present position in 
regard to the reopened assessments for the years 1964-65 to 1967-68 
should a h 3  be intimated to the Committee. 

This is yet another instance of under-assessment arising out of 
failure to correlate the assessments under the different direct tax 
laws. It would appear from repeated instances of such failures , 
that either the inter-relationship between the provisions of the & 
different direct tax laws has not been properly appreciated by the 
assessing officers, despite oft-repeated comments in this regard by 
the Committee and the issue of a plethora of instructions by the 
Central Board of Direct Taxes, or that the instructions have not 
been effectively implemented. 

The Committee find that in the present case, the assessee's Estate 
Duty assessment was completed on 31 January f966, and the value 
of the assessee's immovable properties was adopted, 'on w e d  
basis', as Rs. 1.40 lakhs. Strangely enough, when the wealth-tax 
assessments for the assessment years 1964-65 and 19%5-66 were made 
subsequentl~y, on 13 May 1966 and 5 February 1969 respectively, a 



lower value of Rs. 0.92 lakh was adopted in respect of the same 
properties. While the Assistant Controller of Estate Duty had a p  
parently correlated the value of the properties disclosed for pur- 
poses of Estate Duty with that estimated in the wealth-tax assess- 
ments and adopted the higher value of Rs. 1.413 lakhs with the con- 
currence of the executor of the estate, the Committee are doubtful 
whether the Wealth Tax Officer was, in fact, aware of. the differ- 
ence in the value adopted for Estate Duty and that adopted in the 
wealth-tax assessments. The explanation offered by the Depart- 

).. ment of Revenue & Insurance is that the Wealth Tax Officer, though g 
aware of the difference in valuation, had not considered i t  neces- - 
sary to go into this matter further, apparently because he prefer- 
red to follow the earlier valuation made in the wealth-tax assess- 
ments which was based on a particular principle whereas 
the value adopted in the Estate Duty assessment was ad 
hoc. This sounds slightly mysterious and is, in any case, 
not convincing. As the value of a property under both 
the Acts is to be determined on the basis of the estimated price 
which the property would fetch if s d d  in the open market (vide 
Section 7 of the Wealth Tau Act and Section 36 of the Estate Duty 
Act). the reply furnished by the De~artment  would imply that a& 
cording to the Wealth Tax Oficer the E s t a t ~  Duty assessment had 
pot been made in accordance with any principle or law. me Cclm3 



mittee, therefore, desire thst the circumstances in which a lower 
value had been adopted in the wealth-tax assessment should be re- 
exatnined with a view to taking necessary remedial measures. The 
C~mmit tee  would also like to be informed whether the Wealth Tax 
Officer, while completing the assessments for 1964-65 and 196546, 
had, in fact, taken due notice of the difference in the values by re- 
f.erence to the Estate Duty assessment and, if so, whether he had 
recorded in the relevant assessment files that he was not adopting 
the Estate Duty valuation because it was ad hoc and not based on 
any principle. 

Do. This relates to the under-assessment of wealth to the tune of 
Rs. 11.74 lakhs point~d o i ~ t  bv Audit in two cases. In  both cases, 
the lands owned by the assessees had been initially treated as agri- 
cultural land and exempted from wealth-tax. Though the assessing 
officers themselves had subsequentlv come to the conclusion that 
the lands were, in fact. non-agricultural and hence taxable. the 
asspssments alreadv com~lcted were not r~opened to subject these 
assets t n  wealth-tax. This is surprising. What causes further per- 
turbation is that in the first case the lands continued to be treated 
as a ~ i c u l t ~ ~ r a l  and, t h~ re fo re  exemoted from tax even in the as- 
sescments for the vears 1965-66 to 1%7-68 which were completed 
aftw the character of the land \ad been determined as non-agri- 
cultural bv the officer hims~\lf The lapse has, 2s usual, been attri- 
buted to cnr~lessness. The Committen are constrained to observe 
that such carelessness at  thc cost of the r x c h q u ~ r  is inexcusable 
and must cease. - --- ------ - 



22 3.21 Railways The Department contends that not all the land in an  urban s e a  
under the jurisdiction of a Municipal Corporation can be ipso facto 
treated as non-agricultural land and that it was only when non- 
agricultural development took place in the area in which the land 
was located that the land ceased to be agricultural land and beeame 
non-agricultural land liable to tax. It has, therefore, been argued 
that even if a land was treated as non-agrricultural in a particular 
year, it did not automatically foll~ow that it bore the same charac- 
ter in the previous years also. While this may conceivably be so, 
the Committee find, a t  least in respect of the f i s t  case, that the land 
had been held to be non-agricultural right from the assessment year 
1957-58 both by the assessing officer and the Appellate Assistant 
Commissioner. Besides, the assessee's representative had also given 
up, at  the time of. hearing 3f the appeal which related to the assess- 
ment years 1957-58 to 1958-59, the earlier contention that the land 
was agricultural, and had only contested its valuation. The Com- 
mittee are, therefore, inclined to take a serious view of the lapse 
and desire that appropriate action should be taken against the 
assessing officer for his negligence. 

Do. It  appears peculiar that, in this case, the assessee, after relin- 
quishing before the Appellate Assistant Commissioner his earlier 
claim that the land was only agricultural, went up on appeal before 
the Tribunal contesting the decision in regard to the character of 



the land. Whether even after giving up a particular contention the 
assessee could raise it again on appeal may or may not be a matter 
for legalistic hair-splitting, but such ingenious hurdles in the way 
of the tax administration should be examined and removed. The 
Committee will be surprised if the appeal has 'not yet been disc 
posed of by the Tribunal and in any case would like to know how 
it stands at present. 

The Committee note also in this case an omission to include in 
the assessee's wealth, for the assessment years 1966-67 and 1967-68, % 

debts valued at Rs. 2,36,985 after having rejected the assessee's 
plea that they were bad debts and, therefore, exempt. The Com- 
missioner, it appears, has been asked to looked into the Wealth Tax 
Officer's explanation and decide if any action was necessary. The 5 
Committee would like to know whether the officer's explanation 
has been found to be satisfactory. 

As regards the second case reported in the Audit paragraph, an 
investigation undertaken, at the Committee's instance, to determine 
whether the assessee's land had been valued by the Municipal 
Corporation for purposes ofc levy of local taxes, has disclosed that 
the land in question was an open site, the rental value of which 
had been estimated as Rs. 15,282, bearing an annual municipal tax 
of Rs. 4,529 and that though demand notices appeared to have been 
Issued annually, no municipal tax had been paid. The Committee 
have learnt that the value of the property, computed on the basis 



of the municipal tax, would not be less than Rs. 2 lakhs, while it 
had been assessed f,or wealth-tax purposes a t  a much lower value. 
The Wealth Tax Officer had, therefore, been directed to make a 
thorough enquiry to ascertain the true position and come up with 
proposals under Section 25(2) or Section 17(1) of the Wealth Tax 
Act in case there had been an under-assessment. A similar enquiry 
was also proposed to be made by the Central Board of Direct Taxes 
in the first case. More than two years have elapsed and the Com- 
mittee presume that these enquiries have been completed by now 
and conclusive action taken. The Committee would like to be in- 
formed of the precise action taken to reover  the Government dues s 
as also the general instructions which may have been issued by 
Government to correctly assess the value of such lands falling in 
the jurisdiction of municipalities. 

3 . 9  M i n i ~ i y  dFin6nce (Dept. o f  This is a case of undervaluation of an immovable property due 
Etevoaua md Bankiag) to the adoption of different values for different assessment years. 

The Committee find that when the assessments for the years 1 M  
and 196586 were completed on 29 Jlanuary 1969 and that for the 
assessment years 196667 and 1967-68 on 30 January 1969, valuer's 
certificate indicating the value of the property in question aa 
Rg. 12.21 lakhs, on the basis of which the share of the assessee would 
work out to Rs. 6.10.500. was available with the Wealth Tax Officer. 
Yet, strangely enough, in spite of this evidence being with him, the 



b&cer adopted the vaiue determined by the value& ody for the 
assessment years 1966-67 and 196743 and aceepted lower values of 
Rs. 2.07 lakhs and Rs. 2.35 lakhs respectively for the earlier bwc 
assessment years. Though the Audit objection had been initially 
accepted by the Department and action had also been taken to 
set aside the relevant assessments under the revisionary powers 
of the Chmmissioner, the Committee have now been informed that 
before the assessments could be reopened, the Income-tax Appellate 
Tribunal had cancelled the revisionary orders, against which a 
reference application has been filed in the High Court by the De- 
partment. While the Committee concede that the value of a pro- 
perty might vary for different assessment years on account of 
difference in the conditians prevailing at the relevant time, it is ,. 
not clear, in the absence of any recorded reasons, whether the; 
Wealth Tax Officer had proceeded on the basis of such facts and 
applied his mind to satisfy himself that there was adequate justi- 
fication for not valuing the property on the basis of the valuer's 
certificate. Besides, the fact that the Department has contested 
the orders of the Appellate Tribunal would indicate that the value 
of the property had, perhaps, been under-estimated for the earier 
years. In the circumstances, the Committee desire that the reasons 
for the Wealth Tax Officer ignoring the valuer's certificate and 
adopting lower values should be ascertained. 

27 3.4' DO." In this context, the Committee would reiterate an earlier re- 
commendation contained in paragraph 5.22 of their 211th Report 



(Fifth Lok Sabha) that the assessing officers should be required 
to invariably record their reasons for arriving at a particular con- 
clusion so that the rationale for the adoption of a particular point 
of view is spelt out clearly and is also available on record for future 
reference, if necessary. 

28 3'41 Min. of Finance (Deptt, of Another distressing feature of this case is that the Demand 
Revenue and Banking) Notices for the tax due had been issued only after a mnsiderable 

lapse of time and the reason is said to be 'inadvertence'. While 
the Committee, learning that the Commissioner has been asked to 5: fix responsibility for the delay, would like to be apprised soan of - 
the action taken, they fail t3 understand why such delays should 
occur a t  all. In response to a suggestion made by them that a 
suitable system should be devised to ensure the prompt issue of 
demand notices, the Committee were informed that this had been 
referred to the Directorate of 0 & M Services for consideration and 
f.or making suitable recommendations to the Board. The Com- 
mittee would like to know what further steps have, been taken in  
this regard in the light of the recommendations of the Directorate 
of 0 & M Services. 

Do. The Committee consider it regrettable that though the officer as- 
sessing the trust in this case had i n f m e d  the Wealth Tax Officer 
ass~s ing  the beneficiaries of the trust that, purSuant to the dire- 



tions of the Central Board of Direct Taxes, no assessment of the 
wealth of the beneficiaries in the hands of the trustees was being 
made from the assessment year 1965-66 onwards, the shares of the 
two beneficiaries in the trust were not included in their wealth. After 
giving credit for the taxes paid on behalf of the assessees by the 
trust and the taxes deducted at source, the short-levy of tax on ac- 
count of this omission works out to Rs. 70,174 in respect of both the 
beneficiaries. It is evident that the relevant assessnrents had been 
completed without adequate scrutiny of the earlier records. While 
the Committee note that the concerned officer has been warned to - 
be more careful in future, thev have a feeling of disquiet over the 
recurring cases of such negligknce year after year. k b  pointed out 
elsewhere in this Report and also repeatedly emphasised in the past, 
only adequate deterrent steps can prevent such recurrence. The ti 
Committee urge the Central Board of Direct Taxes to analyse the 
reasons for such repeated mistakes and implement remedial 
measures. 

The Committee have been informed that after adjusting the 
taxes already paid on behalf of the beneficiaries by the trust, there 
would still be a balance demand of Rs. 16.518 and that while the ' 
modalities for adjusting the amount paid by the trust, were being 
worked out, orders of attachment in respect of Rs. 16,518 were being 
finalised. The Committee trust that this protracted exercise has 
been completed by now and tax short-levied recovered in its entirety. 



31 3 g8 Ministry d Finance (Deptt. Incidentally, the Committee observe that in cases where assess- 
6fRe\mue and h k h )  ments of the beneficiaries of a trust are made on the trustees 

under Section 21(1) of the Wealth Tax Act, the tax turden would 
be comparatively less than what it would be if the assessments were 
made directly in the hands of the beneficiaries, under Section 21(2) 
of the Act. In the former case, the beneficiaries' share of wealth 
would suffer tax only at the average rate whereas in the latter case, 
the same wealth would be subject to tax at the highest slab rate 
applicable to the total net wealth of the beneficiaries. As an option 
is available to the Wealth Tax Officer to complete such assessment 
under either of the Sections, the Committee would like to know 
whether any guidelines have been laid down by the Board specifying 
the circumstances in which the respective provisions are to be in- 
voked by the Wealth 'I'ax m c e r s .  The Committee feel that this 
ought to be done in case this has not already been done. 

The Committee take a serious view of the number of avoidable 
mistakes in the computation of the net wealth that have come to 
notice in this case. According to various judicial pronouncements, 
the right to receive compensation for property acquired by Govern- 
ment also constitutes property falling within the defition of 'asset' in 
the Wealth Tax Act, and its value has to be computed for inclusion 
in the net wealth. Again, while computing the net wealth of an as- 
sessee for purposesof assessment to wealth tax, the amount payable 



to the assessee as compensation fixed is liable to be included even 
though the amount is payable only in future instalrnent or a t  a 
future date. In this particular case, the Conmittee are concerned to 
note that though the assessee became entitled to compensation for 
the resumption of his estate right from the assessment year 1963-64, 
when the estate was acquired, and the compensation amount had 
also been correctIy included in his net wealth for the assessment years 
1963-64 to 1965-66 by the concerned ofRcers, their successors omitted 
to include this asset in the subsequent assessments for the years 1966- 
67 4.0 1970-71. Further, 5 acres of plantation lands owned by the asses- 
see, which were exempt from wealth-tax only upto the assessment 
year 1969-70, had not been included in the wealth for the assessment 
year 1970-71. In the same assessment year, the value of the shares 
owned by the assessee which were quoted on the stock exchange fi 
and, therefore, should have been assessed at the prevailing market 
price on the relevant valuation date, had been  incorrect!^ valued on 
the basis of the break-up method, which is only appLicable to un- 
quoted equity shares, in the case of shares in one company and at 
the lower rate at which the shares had been subsequently sold in the 
case of shares held in another company. That such mistakes should 
have occurred in an 'A' ward which is normally manned by senior 
oMcers causes some uneasiness to the Committee and is a sad reflec- 
tion on the calibre of the officials assigned to an important ward. 
The Committee trust that Government would analyse carefully the 
reasons for the recurrence of such simple but costly mistakes and 
take appropriate remedial measures. 



33 3 - 69 Ministry of Finance (Deptt . The Committee would like to know if these assessments were 
of Revenue and Banking) checked in Internal Audit. In case the mistakes had gone undetected 

even in Internal Audit, the failure should be suitably dealt with. 

34 3'85 Do. This is yet another instance of omission to include in the wealth 
of an assessee the compensation awarded by the S t a k  G o v e r m m t  
for resumption of an estate, resulting in short-levy of tax to the 
extent of Rs. 60,000. It  is surprising that though in another case re- 
lating to payment of additional compensation which had been asse- 
sed in the same Commissioner's charge, the ~ e ~ a x t m e n f  had &&en 
the view that the claim to additional compensation was property and 
hence liable to wealth-tax, a different stand should have been taken * 
in the present case that the claim for enhanced compensation was 
'only a matter of mere chance'. Happily, however, the Finance %- 
retary conceded during evidence that he was unable to support this 
stand taken by the Department and has accepted the view, which 
has also been confirmed by various judicial pronouncements, thai 
the value of the land as on the date of acquisition is to be reckoaed 
with reference to the compensation finally determined by the appel- 
late authorities. The Committee have also been informed that while 
assessment proceedings have been initiated, as a precautionary mea- 
sure, for assessment years 1962-63 and 1963-64, reassessment pra- 
ceedings have been taken for assessment years 1 9 W 5  and 1965-66. 
The Committee trust that these proceedings would have been corn- 



Do. 

Do. 

pleted by now and the additional tax due recovered. Suitable instruc- 
tions may also be issued to the lower formations clarifying the copfeet 
legal position in this regard. 

The Committee note that the interest allowed by the appellate 
authority in this case had been assessed to income-tax for the 8ssesS- 
ment years 1966-67, 1968-69 and 1969-70 and that- the assessment for 
the year 1967-68, which had been reopened to include the interest, 
was pending. The Committee would like to be informed whether 
these reassessment proceedings have since then been completed and . 
the tax due thereon recovered. 

While the market value of unquoted equity shares of companies - 
other than investment and managing agency companies is to be de- 8 
termined, for purposes of wealth-tax, in accordance with the method 
statutorily prescribed in the Wealth Tax Rules promulgated on 6 
October 1967, the value of shwes of investment and managing agency 
companies is to be computed according to the methods laid down in 
this regard in the executive instructions issued by the Central Board 
of Direct Taxes on 31 October, 1967. The Committee, however, regret 
to observe that in the present case reported by Audit, the provisions . 
of the Wealth Tax Rules, instead of the executive instructions, had 
been erroneously applied by the Wealth Tax OfRcer to determine the 
value of the shares held by two assessees in various investment and 
managing agency companies. Admittedly, the assessing omcer had 
not scrutini~ed the balance sheets of these companies to determine 
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their character but had treated all the companies, in which the asses- 
sees owned shares, as ordinary companies and made the valuation on 
that basis. The Committee are surprised that the officer concerned 
had failed to examine the matter more carefully, which he certainly 
should have done. Appropriate action should, therefore, be taken 
against the officer for his lapse. 

37 4'20 Ministry of Finance (Deptt. The Committee would like to know whether the assessments in 
of Revenue and Banking) question were checked in Internal Audit and, if so, how the incorrect 

valuation of the shares had gone undetected. 

Do. Incidentally, the Committee find that with the abolition of the 
' 

distinction between 'esrned' and 'wearned' income for the purpose 
of Income-tax with effect from assessment year 1969-70, the Finance 
Acts from 1969 onwards contained no definition of 'unearned income'. 
However, an 'Investment Company' has been defined, for the purpose 
of wealth-tax, in Rtlle IA of the Wealth Tax Rules as a company 
whose total income consists mainly of income which, if i t  had been 
the income of an individual would have been regarded as unearned 
income and in terms of the explanation below this clause, the ex- 
pression 'unearned income' has the meaning assigned to it in the 
Finance Act of the ~c levant  year. There being no definition of 'un- 
earned income' in the Finance Acts from 1969 cnwards, it is obvious 



Do. 

Do. 

that an  investment company can no longer be identified as distinct 
from other companies for purposes of wealth-tax. On the attention 
of the Department of Revenue & Insurance being drawn by the  Com- 
mittee to this lacuna in the legal provisions, the  Committee were 
told that the matter was being examined. There has been, since then, 
a long efflux of time and the Committee would like to know whether 
this examination has in fact been completed. M o ~ e  important, the  
Committee would like to know if necessary steps have been taken 
to plug the loophole in this regard as well as to firmly guide the 
assessing officers and remove all ambiguities. 

Companies which do not declare dividends presumably with a 
particular design, and accun~ulate their profits in the form of reserves 
also derive a tax advantage. The Finance Secretary was good enough 5 
to tell the Committee that he was reviewing all the rules relating 
to the valuation of shares when this aspect of the matter would also 
be examined. This was an impartant exercise and the Committee, still 
very much in the dark about it, would like to know whether i t  has 
been com~)leted and what remedial measures have been adopted in 
pursuance thereof. 

The Committee note that while Audit is of the view that the pro- 
virions of Section 5(1)(xx) of the Wealth Tax Act, under which the 
value of shares held by an assessee in a company established with 
the object of carrying on an industrial undertaking in India is exempt 
from wealth-tax if such shares formed part of the initial issue of 



equity share capital made by the company after 31 March, 1 W ,  are 
applicable only to a public limited company and not to a private com- 
pany, the Department of Revenue & Insurance and the Ministq of 
Law are of the view that the exemption from wealth-tax admissible 
under the Section would apply to the shares of p r i v ~ t e  companies 
also. As there appears to be a genuine difference of opinion and the 
matter is also not entirely free from doubt, the Committee desire that 
this may be re-examined in a tripartite meeting between the Depart- 
ment of Revenue & Insurance, Ministry of Law and Audit, and deci- 
sive instructions issued for the guidance of the assessing officers. 

5 
41 5.19 Ministry of Finance (Deptt. Under Section 2(m) of the Wealth Tax Act, 1957, outstanding tax 

ofkvenue Banking) demands which have been appealed against by an assessee as not 
being payable by him or t hok  which have been outstanding for a 
period of more than twelve months on the relevant valuation date, 
are not deductible as liabilities in computing the net wealth of the 
assessee. The Committee are concerned to note that despite this clear 
and unambiguous legal provision, a deduction of Rs. 77,000 on accoant 
of Income-tax liability had been allowed in this case, for the a a s e  
ment year 1959-60, though the assessee had contested the liability 
before the Appellate Tribunal. Further, deductions on account of 
wealth-tax liabilities had also been erroneously computed, for the 
assessment years 1961-62 to 1963-64, without taking into c o n s i d e r a h  
the tax rebate due to the assessee in respect of his foreign assets. 



The Committee have been informed by the Department of Revenue 
& Insurance that the officers responsible for these mistakes have no 
plausible explanation to offer and that it was the view of the Central 
Board of Direct Taxes that the mistakes had occurred on account 
of negligence on their part. That such patent mistakes should have 
been committed in a case where the assessed wealth exceeded Rs. 4 
crores and which, therefore, called for special attentian from senior, 
experienced officers is an extremely serious matter. 

While the Committee note that the concerned officers have been 
warned for their lapse, they cannot help observing that the proass 
of obtaining explanations from officers whenever lapses are found 
and issuing 'warnings' has now become almost a ritual in the Income- 
tax Department. The Committee would, in this context, invite atten- ;;; 
tioil to their recommendation contained in paragraph 6.16 of their 
187th Report (Fifth Lok Sabha) that a more positive and purposeful 
procedure should be evolve3 in this regard so that punishments are 
suitably graded according to the magnitude and seriousness of the 
lapse committed. Such positive action taken even in two or three 
significant cases would act as a deterrent to misconduct. 

The Committee are surprised that in spite ai a dear  decision of 
the Supreme Court that dividends received by the shareholders of a 
company which also had agricultural income was not to be treated 
as agricultural income in their hands but as income from other SOW- 
ces assessable under Section 12 of the Income-tax Act, 122, the 
Wealth Tax Officer in this case had wrongly excluded the value of 
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shares held by five assessees in a company running an agricultural 
and stud farm from their net wealth on the assumption that thew 
shares constituted agricultural property. Since the mistake is due to 
misapprehension on the basis of principle, the Committee desire that 
the correct legal position should be clarified to the assessing officers. 
The Ccmmittee would also like to know if any action has been taken 
against the officer concerned for his lapse in the present case. 

. ~ 1  6 . 1 4  Ministry of Finance (Deptt. In paragraphs 2.42 and 2.47 of their 50th Report (Fifth Lok Sabha), 
of Revenue and Ba*ir.g) the Committee had occasion to comment on several cases of omission 

to levy the additional wealth-tax, introduced with effect from the 
assessment year 1965-66, on properties (or any rights therein) situa- 
ted in urban areas, valued at Rs. 213.02 lakhs. 67 more cases of -~mis- 
sion to levy or incorrect levy of the additional tax, resulting in 
short-levy of Rs. 1.36 lakhs, was also reported subsequently in the 
Audit Report for the year 1970-71. That 24 more cases of omission, 
involving urban assets valued at Rs. 391.36 lakhs, leading to under- 
assessment of tax of Rs. 2.50 lakhs, should have again been detected 
by Audit reinforces the Committee's earlier conclusion that such mis- 
takes and omissicns have been wide~pread and that the assessing 
officers have not been quite conversant with the relevwt provisions 
of the Wealth Tax Act. What is more distressing is that the omis- 
sion to levy the additional taq should have occurred in 3 cases (in- 
volving 10 assessments) even after instructions were issued by the 



Central Board 9f Direct Taxes, in September 1971, impressing on all 
wealth-tax officers that they should ensure that the additional wealth 
tax on urban properties was duly levied in appropriate cases. This' 
is, to say that least, a far from satisfactory state of affairs. 

The Committee note that concerned Wealth Tax Officers have 
been warned to be more careful in future. Elsewhere in this Repart, 
the Committee have stressed the need for ensuring that the budge- 
tary changes introduced from time to time and the relwant instruc- 
tions thereon are promptly communicated to the field formations so 
that these may be given effect to uT i tbu t  undue loss of time and the 
assessing officers may keep themselves abreast of the changes in the 
taxation laws. The Committee would once again urge the Central 

G. Board of Direct Taxes to give serious thought to this problem and + 

devise a system whereby inadvertence becomes virtually an impos- 
sibility and the various orders and instructions issued by the Board 
reach the assessing officer at the earliest possible time. A suitable 
machinery should also be evolved to ensure that the various instruc- 
tions and orders have reached the field formations and have in fact 
been properly understood and implemented. What the Committee 
have in view is a continuous system of feed-back and regular flow 
of information bytween the field and the Central Board of Direct 
Taxes, so that prompt corrective measures can be taken whenever 
simple mistakes like those reported by Audit, year after year, come 
to light. 



46 6. r6 Ministry of Finance (Deptt. According ta the Audit paragraph an amount of Rs. 23,156 out 
of Revenue and Banking) of the total short-levy of Rs. 2,50,179 had been collected after Audit 

had pointed out the omission to levy the additional tax Now Ulat 
a considerable time has elapsed since then, the Committee trust 
that the balance would have also been recovered by now. This needs 
to be confirmed. 

The Committee have also been informed that as a result of a re- 
view ordered in September 1971 to find out if any other completed 
assessments in such cases required rectification under Section 35 of 
the Wealth Tax Act, omission to levy additional wealth tax amount- 8' 

ing to Rs. 3.25 lakhs had been detected in 105 cases and that recti- 
ficatory action in respect of 94 of these cases has since then been com- 
pleted. The Committee would like to know whether the additianal 
tax due in all these cases has been recovered and whether rectifica- 
tory action has been completed jn the remaining 11 cases and the tax 
due recovered. 

Since the object of this additional levy was "to curb excessive 
investment in urban property which has been rising rapidly in value 
due to a variety of reasons" the PuMic Accounts Committee (1972-73) 
had, in paragraph 2.60 of their 88th Report (Fifth Lok Sabha), inter 
alia desired that a review should be conducted to h d  out how far 
the objective of this fiscal enactment had been achieved. This recorn- 



mendation had also been reiterated by the Public Accounts Commit- 
tee (1973-74) in paragraph 1.21 of their 118th Report (F'ifth h k  
Sabha) wherein the Committee had requested Government to give 
further consideration to this issue. More than two years have elaps- 
ed since then and the Committee w d d  like to be apprised of the 
steps, long overdue, taken in pursuance of this recommendation. I t  
requires to be stressed that the findings of the review could be 
meaningfully utilised for the implementation of economic measures 
envisaged by the country's present national policy. 

Though a penalty of Rs. 21,082 was leviable in this case, under 
Section 18(l) (a) of the Wealth Tax Act, 1957, for the late filing of 
returns for the assessment years 1968-69 and 1969-710, the Committee 
regret to find that the Wealth Tax Officer had neither initiated penal- ,r 
ty proceedings nor recorded any reasons for the non-levy of penalty 
as required in terms of the instructions of the Central Board of Di- 
rect Taxes dated 4 July, 1969. This failure has, as usual, been attri- 
buted to 'oversight' and 'rush of work' which, by itself, d m  not 
appear to be a valid explanation, particularly in the context of the 
rejection earlier by the assessing officer of a request made by the 
assessee for extension of time for the filing of returns which ought 
to have been logically followed up by necessary penalty proceedings. 
Therefore, rather than offering the same familiar excuses, time and 
again, for the lapses of the officers, the Department would have done 
well to have undertaken a purposeful investigation of the lapse in 
the present case with a view to ensuring that no naulafides were 
involved. - -- - - - - - - . - -  - - 



50 7 x 3  Alinistry of Finance (Deptt. The Committee have been informed that though t h e ~ e ~ a r t b e n t  
of Revenue and Ranking) had accepted the Audit objection and initiated penalty prb&GIings, 

these have been stayed by the High Court on a writ petition filed by 
the assessee. The Committee would like b know the latest position 
of the case and the steps, if any, taken by h e  Department to get 
they stay vacated. 

To a query whether the Central Board of Direct Taxes would 
consider having a general review conducted with a view to ensuring 
that in such cases of belated filing of returns, either the penalty pro- 
ceedings had been initiated or necessary reasons for the non-levy of 9, 
penalty had been recorded in the files, the Department have replied 
that no purpose will be served by a general review in view of the 
fact that the issue of penalty notices in such cases after the comple- 
tion of the assessment may not be sustained. The Committee would, 
in this context, invite the attention of the Government to the legal 
position as enunciated by the Madras High Court in the case of M- 
Ramaswamy Pillai Vs. State of Madras (22 STC 224), according to 
which where an assessment order is silent on the question of penalty, 
the presumption in law being that the discretion has been exercised 
in favour of the assessee, this would by itself amount to an order. 
Thus, if the order is prejudicial to revenue. it can be revised by the 
Commissioner in exercise of his revisionary jurisdiction. The Com- 
mittee would also draw attention to the fact that even in the present 



case. penalty proceedings had been initiated only after the assess- 
ment ha? been completed, on the omission being pointed out by 
Audit. In the circumstances, the Committee are unable to accept the 
Department's contention in this regard and are of the view that such 
a general review would be worthwhile. However, having due regard 
to the difficulties likely to be involved in coniliucting a review of a 
large number of assessments spread over several years, the Com- 
mittee would recommend that, the first instance, the review may be 
confined on a selective basis, to ca se  where the net wealth ex- 
ceeded Rs. 10 lakhs during the past three assessment years. 

For lack of time, the Committee have not been able to examine 
some of the paragraphs relating to Wealth Tax included in Cfiaptkr 
IV of the Reports of the Comptroller 3r Auditor General of Inrlia , 
for the years 1971-72 and 1972-73, Union Government (Civil) Re- & 
venue Receipts, Volume 11, Direct Taxes. The Committee expect, 
however, that the Department of Revenue & Banking and the Cen- 
tral Board of Direct Taxes will take necessary remedial action in 
these cases in consultation with Statutory Audit. 

------ - .- - - - --- --- - - - -- - -  




