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I, the Chairman of the Public Accounts Committee, as a r thorkd  
by the Committee, do present on their behalf this Thirty-sixth Report on 
action taken by Government on the recommendations/observ~tions of thk 
Public Accounts Committee contained in their 178th Rqmrt (7th Lok 
Sabha) relating to incorrect valuation of unquoted equity shares. 

2. In this Action Taken Report, the Committe have expressed concern 
over the manner in which the case relating to estate duty assessment of 
Shri Hemant B. Mafatlal was conducted. The Committee have observed 
that after the notice for re-opening of the estate duty assessment had been 
quashed by the single judge of High Court of Bombay in October 1982, an 
appeal was filed with the Division Bench of that High Court on 8 July, 
1983. That appeal was dismissed by the Prothonotary of the High Court 
on 13 December, 1983 for want of prosecution. The Senior Central Govern- 
ment Advocate of the Ministry of Law took about 13 months in informing 
the IAC (Judicial) Bombay about the dismissal. The attitude of the Minis- 
try of Finance also remained indifferent to the case as they did not keep 
track of it. After the order of the Prothonotary was got revoked, the Divi- 
sion Bench of the High Court heard and dismissed the appeal against the 
order of the Single Judee of the High Court on 3 June, 1985. The Ministry 
is understood to be considering filing of special leave petition with the 
Supreme Court. From all these facts and reprehensible delay involved in 
the finalisation of tbe case, the Committee have inferred that there was 
some collusion with the accountable persons. The Committee have, there- 
fore, desired that various aspects of the matter be thoroughly gone into by 
a Committee consisting of the Secretaries of the Ministry of Finance 
(Department of Revenue) and the Ministry of Law and responsibility fixed 
for the lapses. 

3. The Committee considered and adopted the Report at their sitting 
held on 27 February, 1986. The Minutes of the sitting form Part 11 of the 
Report, 

4. For facility of reference and convenience, the recommendaticns 
and observations of the Committee have been printed in thick type in the 
body of the Report and have also been reproduced in Appendix II to tbt 
Report. 



5. The Committee place on record their appreciation of the assistance 
rendered to them in this matter by the Office of the Comptroller and Audi- 
tor General of India. 

New DaLu1; 

April 4, 1986 

E. AYYAPU REDDY 
Chairman, 



CHAPTER I 

REPORT 

This Report of the Committee deals with the action t d d h  b$ &M&- 
ment on the Committee's recommendstions/observa1~ons c o n t w d  in their 
One Hundred and Seventy Eighth Report (Seventh Lok SabbaJ, on Para- 
graph 4 35(i) of the Report of the Comptwller and ~ u d i t o r  General of 
India for the year 1980-81, Union Government (Civil), Revenue Receipts, 
Volumt 11, Direct Taxes relating to haorreat  Valuatim or Utquoted 
Equity Shares. 

1.2 The Committee's 178th Report was presented to Loll Sabha on 
6 March, 1984. It contained 18 recommendations and observations. Action 
Taken Notes have been received in ttspect of all the i ' e ~ ~ ~ e l t t f a t i o n s ~  
observations. These have been broadly carcgorised as fol't'd~j': ' I 

(i) Recommendations ond observations hbich have been atcepted by 
3 Government : 

SI. Nos. 2-5, 7-9, 11, 13, 14 and 16-18. , 

' I 

(ii) Recommendations and observations which the Committee do  not 
desire to pursue in view of the repli& of Government, : 

Sf.  Nos. 6, 12.and 15. 

(iii) Recommendation and observations replies to which savk not been 
accepted by the Committee and which require reiteration : 

I !  / 

St. No. 10. 

(iv) Recommendation and observation in respect of which Oovernment 
have furnished interim reply : 

t: 
SI. No. 1. 

1.3 The Committee hope that Bnri reply in regard to  recommendation 
to which only interim reply has been furnished wi l l  be submitted to tbem at 
r n  early date after getting the same vetted by Audit. 

1.4 The Committee will now deal with the action taken by Govern- 
inent on somt of their recommendations, 



Re-opening of estate duty assessment of Shri Hemant B.  Mafatlal 

(Sl. No. 10 and Para 1.115) 
9 ,  

1.5 Expressing doubt over the representation before the Bombay High 
Court, of the Government's case relating to  re-opening of estate duty 
assessme; of Shri Hemant B. Mafatlal, the Committee in Paragraph 1.1 15 
dqjred , , tqe Ministry of Finance to investigate ; 

(i) ! W%tthrr there was any deliberate move 'in the Ministry/Board to  
delay the finalisation of  t he  re-assessment in the instant case 
with a view to benefit the accountable person; 

, (ii) Whether there was any slackness/laxity in the MinistryIBoard to  
safeguard the interest of revenue in this case; and 

(iii) If so, t o  fix responsibility thereof. 

1.6 In thsir actioh taken note dated 8 March, 1985; the Ministry of 
Finance (Department of Revenue) have stated :- 

"It may be recalled tbat on the directions of the Hon'ble Public 
~ c c b u n t s  Committee the then Secretary (Revenue), in the Ministry 
of Finance looked into the matter and submitted a note to the 
Committee vide his 9.0. letter No. 8/SR/83-1 dated 12th January, 
1983 addressed to the then Chairman of the Public Accounts Com- 
mitt& In this note, the then Secretary (Revenue) expressed the 
view that in June 1978 it would have been appropriate, viewing 
the matter in retrospect, for the Under Secretary and the Director 
(ED) to have taken the matter up to  the Member concerned. 
However, there does not appear to be any evidence of any deli- 
berate move in the MinistrylBoard to delay the finalisation of the 
re-assessment in the instant case with a v ~ e w  to benefit the 
Accountable Person. It also appears that references made by the 
Board t o  the Ministry of Law on various occasions were also not 
witbout justification, although there has been delay in having the 
matter sorted out. In this case the High Court of Bombay grant- 
ed Ad-Interim relief to the Accountable Person, in the Misc. Peti- 
tion No. 941 of 1979 under. Article 226 of the Constitution of 
India, on 23rd April, 1979. In vlew of the stay having already 
been granted by the Bombay High Court, the finalisation of the 
re-assessment in the instant case was not possible thereafter. 

It  is submitted that the single Bench of the High Court of Bombay 
has since quashed the notice under Section 59 (b) of the Estate 
Duty Act for re-opening of tbe assessment in this case vide order 



dated 8th October, 1982. The Controller of Estate Duty, Bombay 
was immediately requested to take up the matter with the Ministry 
of Law, Branch Scctt., Bombay, for filing an appeal against that 
order, and the appeal was accordingly filed with the Division 
Bench on 8th July, 1983. Unfortunately on the 13th December, 
1983, the Prothonotary and Senior Master of High Cbhrt, Bombay, 
dismissed this appeal, as the compilation containing various rele- 
vant documents were not then filed. Immediately on receiving in- 
formation to this effect from the Ministry of Law, the letters were 
addressed by the Member (WT&J), Central Board of Direct Taxes, 
to the Controller of Estate Duty, Bombay, the Chief Commissioner 
(Admn.) and Commissioner of Income-tax, Bombay City-I, 
Bombay, Shri P.K. Kartha, Additional Secretary, Ministry of Law 
and Justice, New Delhi and Shri J.G. Sawant, Joint Secretary, 
Ministry of Law, Branch Sectt., Bombay, to make every effort to 
get the order of Prothonotary revoked on top most priority and 
matter was followed by C.B.D.T. on day to day basis. The case 
was to be heard on 30th January 1985 but was adjourned to 31st 
January, 1985 and was finally heard on 1st February, 1985. The 
matter was also discussed by the Member (WT&J) with the Chief 
Commissioner (Admn.) and Commissioner of Income-tax, Bombay 

PD City-I, Bombay, Controller of Estate Duty Bombay and the Joint 
Secretary, Ministry of Law, Branch Secretariat, Bombay on a 
number of occasions and specific directions were given. As a 
result of these efforts the High Court of Bombay have on the 1st 
February, 1985 accepted our plea for condonation of delay in fil- 
ing of relevant documents and the matter will come up for regular 
hearing on 18th February, 1985." 

1.7 On a further clarification sought from the Ministry of Finance, 
the Committee were informed on 3 December, 1985 that : 

"The appeal in this case was originally filed in time on 8.7.1983. 
The Compilation of the earlier Court's proceedings was to be filed 
subsequently. The Prothonotary fixed the hearing on 13.12.1983. 
There was no intimation of this from the Ministry of Law. The 
Prothonotary passed order on 13.1 2.1983 dismissing the petition 
for non prosecution as no body attended before him on behalf of 
the Law Ministry. The fact was not intimated by the Ministry of 
Law to the Department until 3.1.1985. 

Miss S.G. Shah, Sr. Central Government Advocate, Ministry of 
Law informed the IAC Judicial, Bombay on 3.1.1985 vide her 
letter No. F. 1/941/79 that the &earned Prothonotary has dismis- 



sed appeal field in the High C6urt for want of prosecution the 
previous year. The Board was informed abortt this by the CED, 
Bombay vide his D.O. letter No. ED/PAC/81-82 dated 4.1.1985. 

The CED,  Bombay was telegraphically informed on 19.1.1985 
(F.*No. 309116176-ED Vol. 11 (Pt.) that the procedural difficulty 
should be settled by getting the order of the Prolhonotary revok- 
ed. Again the then M (WT&J) wrote a D.c'. letfer dated 21.1.1985 
to CED, Bombay stating that he should make every effort to  get 
the order of the Prothonotary revoked on top priority. Copy of 
the said D.O. wa5 also endorsed to  Shri P.K. Kartha, Additional 
Secretary, Department of Legal Anairs, with a copy of the letter 
of the CED, Bombay dated 4.1.1985 with its enclosure for infor- 
mation and immediate necessary action. 

In this respect D.O. F. No. 309116176-ED-Vol. 11 dated 25.1.1985 
were also sent by the then M (WT&J) to  the CC (Admn.) and CIT, 
Bombay City-1 and to Shri J.G. Sawant, Joint Secretary, Ministry 
of  Law, Branch Sectt. Bombay to make every effort to get the 
order of the Prothonotary revoked on top most priority basis. 

The CED, Bombay vide his letter No. ED/PAC/81%2 dated 
24.1.1985 informed that the Sr. Central Government Advocate 
filed a petition on 19.1.1985 to get the Prothonotary's order 
revoked. 

The Appeal was dismissed by the Prothonotary o n .  13.12.1983 and 
the Sr. Central Government Advocate, Ministry of Law informed 
of the same to the IAC, Judicial, Bombay vide their letter dated 
3.1.1985 and the appeal was filed on 19.1.1985. Thus there was a 
delay in filing the appeal of about one year and one month." 

The Committee have learnt from Audit that the appeal against the 
order of the Single Judge of the Nigh Court of Bombay was dismissed by 
tbe Court on 3rd June 1985, and that the Central Board of Direct Taxes 
was considering the filing of special leave petition in the Supreme Court 
against the Judgemerit of the Bombav High Court. 

1 8 In their earlier Report, the Committee had observed that allhongb the 
Assistant Controller c,f Estate Duty bad issued a notice for reopening the 
estate duly assessment of Shri Hemant B. Mafatlal, prompt action was not 
taken to  complete the revised asecnsment nor were timely efforts made to 
get the stay order issued by the Bsmboy High Court vacated. The Com- 
mittee had further noted that the sqld mtiw wu, qmmhed' by Obe Single Judge 



of tba High Court in October 1982. Tbe Committee ha8 entertafwd doubts 
about the propel conduct of the case on behalf of the Govement  Befsre t k  
High Court. 

1.9 According to the information furnished by the Ministry of Finance 
(Department of Revenue) on 3rd December 1985 an appeal agalnst the order 
of the Single Judge of the High Court of Bombay, filed with the Division 
Bench of that Court had been listed for admission on 18 February. 1985. 
However, the Committee have since learnt from Audit that the appeal against 
the order of the Single Judge of the High Court of Bombay was dismissed by 
that Court on 3rd June, 1985. The Ministry of Finance (Department of 
Revenue) is understood to be considering filing of a special leave petition 
to the Supreme Court against this order of the Bombay High Court. The 
Committee regret to observe that the Ministry did not inform them 
of the developments that followed the date (18.2.1985) fixed for admi- 
ssion of the appeal by Division Bench of Bombay High Court, which they 
should have done while furnishing their notes to the Committee on 3rd 
December, 1985. The Committee strongly deprecate withholding of this 
information by the Ministry of Finance. The Committee take a serious view 
of the matter and would like the Ministry of Finance to investigate the cir- 
cumstances in which this vital information was withheld by them. The 
Committee would like to have a report in this regard within a period of three 
months of presentation of this Report. 

1.10 The Committee would also like to be apprised of the latest posi- 
tion of the case. 

1.11 From the information furnished by the Ministry of Finance 
(Department of Revenue), the Committee find that while the appeal filed 
against the order of Single Judge of the High Court of Bombay was dismis- 
sed by the Prothonotary of the High Court for want of prosecution on 13th 
December 1983, the Senior Central Government advocate of the Miuistry 
of Law informed the Inspecting Assistant Commissioner (Judicial), Bombay 
about the dismissal only on 3rd January, 1985 i.e. about 13 months after the 
dismissal of the appeal. This is a very serious lapse on the part of the 
Senior Central Government Advocate. Equally reprehensible is the failure 
of the Ministry of Finance to keep track of the appeal Right from the date 
of filing of the appeal on 8th July 1983 till the date (3.1.1985) on which 
tbey were informed of the dismissal, the Ministry of Finance appear to have 
remained indifferent to the prosecution of the case in the Bombay High Court. 
There has been obviously gross negligence and reprehensible drlay in finalis- 
ing this case, which involves substantial revenue, despite the audit objection 
having been accepted as early as 1977. The chronology of the case as shown 
i~ the Appeodix-I will speak for itself. The Committee consider tbat the 



case has not been handled properly at variouc stages on behalf of 
Government, which gives room to infer that there was some collusion 
with the accountable persons. The Committee, therefore, desire that 
various aspects of the matter be thoroughly gone into by a Committee 
consisting of the Secretaries of the Ministry of Finance (Department 
of Revenue)*and the Ministry of Law and responsibility fixed for tbe 
lapses. The Committee would like to be apprised of the findings and the 
action taken against the persons found responsible as soon as possible and, 
in any case, witbin a period of three months. 



RECOMMENDATIONS/OBSERVATIONS WHICH HAVE BEEN 
ACCEPTED BY GOVERNMENT 9 

Recommendation 

The Committee find that the Board, in their instruction No. 25A/3/65- 
ED dated 3 May. 1965 and 5 July, 1965 had clarified that  in applying the 
break-up value method under Section 37 of the Estate Duty Act the market 
value, and not book value, of assets were to  be taken. In a subsequent 
instruction dated 26 March 1968 the Board, however, extended the method 
of valuation prescribed under the Wealth-tax law based on book value of 
assets to estate duty assessments. It was pointed out in para 72 of the 
Audit Report 1972-73 that this was not correct, because of the special pro- 
visions of section 37 of the Estate Duty Act. The matter was referred to 
the Ministry of Law who gave their opinion in July 1974 supporting the 
views of Audit. The advice of the Ministry of Law was accepted by the 
Ministry of Finance with the approval of the Finance Mir~ister. In the wake 
of this and in pursuance of the recommendations of the Public Accounts 
Committee contained in para 5.51 of their Ll lth Report (Fifth Lok Sabha), 
the Board in their instructions dated 29 October, 1974 concelled the instruc- 
tions of 26 March, 1968 and restored those of May, 1965 and July 1965. 
In their further instruction No. 309/16/76-ED dated 5th November, 1976 
the Board directed the Estate Duty Officers to review the Estate Duty 
assessments completed during the period from 1 November, 1973 to 29th 
October, 1974 and rectify the same under Section 59 (b) of the Estate Duty 
Act treating the Board's instruction No. 771 of 29 October, 1974 as "infor- 
mation" with Estate Duty Officer. 

One of the assessments re-opened pursuant t o  the instructions issued by 
the Central Board of Direct Taxes on 29.10.1974 relates to the case of Shri 
Hemant B, Mafatlal who died on 16.8.1971. In this case, which was the 
subject matter of an audit para of 1975-76 Report, even according to the 
company's own balance sheet as on 31.3 1971, the market value of the 
assets was Rs. 18.17 crores against its book value of Rs. 4.43 crores. In 
the Estate Duty assessment (28-3-74), the shares were valued on yield basis. 
One of the companies in which the deseased held shares was MIS Mafatlal 
Gagalbhai & Co. Private Ltd. The face value of a share of this company 



was Rs. loo/-. The Assistant Controller of Estate Dnty adopted the 
value as returned at Rs. 1611-per share on the yield basis. On the basis 
of the value of the total assets of the company, the valuation came to  Rs. 
1033 per share. Audit pointed out that under Section 37 of the Estate 
Duly Act, these shares had to  be valued on the basis of market value of the 
total assets of the company. On that basis, a short levy of Rs. 175.43 
lakhs was pointed out. The Audit objection was accepted by the Ministry 
in principle and they issued a notice for re-opening the assessment under 
Section 59(b) of the Act on 5.11.1976. Thereupon, the accountable person 
made a representation to the Assistant Controller (as well as to the 
Board) saying that the re-opening was not valid. Later, the assessee filed 
two legal opinions before the Central Board of Direct Taxes to the effect 
that the special rule of valuation in Section 37 of the Estate Duty Act was 
applicable only to such private companies as are controlled companies and 
not to non-controlled private companies of the type iuvolved in the instant 
case. 

In March 1978, the Ministry of Finance referred the case to the Mini- 
stry of Law. In the reference, with which the two aforesaid legal opinions 
were forwarded, the Ministry of Finance expressed a doubt as to the appli- 
cability of the first method laid down in Section 39 of the Estate Duty 
Act to  the instant case as M/s  Mafatlal Gagalbhai & Co. Private 
Ltd. was an investment company and as such it would be holding 
shares in other private companies which in turn would be holding shares 
of other companies; and thus it was virtually impossible to work out tbe 
value of the shares of the deceased in the said company 'by reference to the 
value of the total assets of the company.' The Ministry of Law were reques- 
ted to  advise whether in the instant case it would be possible to  say that 
the value of the shares could not be ascertainable by a reference to 
the value of the total assets of lhe company. In May 1978 the 
Ministry of Law gave detailed opinion as to the meaning of the expre- 
ssion 'if not ascertainable by reference to  the value of the total assets of 
the company'. In their opinion, which they recorded after taking into ac- 
count the aforesaid two legal opinions, the Ministry of Law in effect reite- 
rated their earlier view that an effort should be made in the first intance to 
ascertain the value of shares by reference to the value of the total assets 
of the company. It is only after that the value of the shares could npt 
be ascertained by reference to  the value.of the total assets of the comany 
that their market value may have to be determined in accordance with the 
later part of Section 37. 

In June 1979 and in March 1980 the case was referred again by the 
Ministry of Finance to  the Ministry of Law with the same two legal opi- 



nioas. Om bobh & b e  w c a s h n s  agaia the Miais t~y  of Law reiterated tbeir 
eariiec views. 

[S. Nos. 2 to 4 (Paras 1.107 to  1.109) of the 178th Report of Public Ac- 
counts Committee (1983-84) (7th I@k Sabha)] 

Action Taken 

The facts that enumerated by the Honourable Committee in Paras 
1 .lo7 t o  1.109 of their 178tb Report, (1983-84) are cofinrmed. 

[M/o Finance (Deptt. of Revenue) O.M. No. 24112184.A & PAC-I 
dated 8.3.1985)] 

Recommendations 

Although there were no fresh cases and no new evidence or further 
legal opinion before the Ministry of Finance, they nevertheless referred the 
case again to the Ministry of Law in July, 1980. On this occasion, a 
Deputy Legal Adviser with the conourreme of a Joint Secretary, expressed 
an opinion which was totally inconsistant with all earlier opinions. Accor- 
ding to this opinion, Section 37 applied only to  controlled companies and 
not to all private companies. The Ministry of Finance then considered the 
question of revising their instruction of October 1974 so as to revert to the 
1968 instruction in respect of non-controlled private companies. The board 
asked for the comments, if any, of Revenue Audit before actually doing so. 
Audit suggested a reconsideration of the last opinion of the Law Ministry 
(29.12. 198111.1.1982) at a more senior level. The views of Audit were 
considered in a tripartite meeting among the Ministry of Finance, Ministry 
of Law and Audit on 29.1J.1982. The Ministry of Law thereafter recorded 
a further opinion on 1.12.1982 reversing their opinion of 29.12.1981/1.1. 
1982 and reiterated the views held by them all along from 1974 to 1980. 
The opinion expressed by the Deputy Legal Adviser (29.12.198l/l.l.l982) 
was reversed on the ground that while interpreting Section 37 of the Estate 
Duty Act the concept of the controlled companies did not come into the 
picture as special provisions regarding the valuation of controlled compa- 
nies had been made in Section 17 to 20 of the Estate Duty Act. 

While testifying before the Committee in evidence the Secretary, 
Ministry of Law stated that the Ministry of Law had been uniform in their 
opinion except only on one oocasim (1.1.1982) which they were 'Bambooz- 
lod in some way'. 



In the opinion of the Committee, the Deputy Legal Adviser, who had 
given the opinion on 29.12.1981/1.1.1982 and the Joint Secretary, Ministry 
of Law who had concurred with the Deputy Legal Adviser had also not acqu- 
itted themselves creditably. Apart from the fact that the legal opinion given 
by here wasiotally inconsistant with the opinion expressed by the Ministry 
of Law all along, she had failed to see that in the interpretation of Section 
37 the concept of controlled companies did not come into the picture as 
there were special provisions regarding the valuation of shares of controlled 
companies in Section 17 to 20 of the Estate Duty Act,. Also,the language 
of Rule lO(2) of the Gift Tax Rules was identical to the language of Sec- 
tion 37 of the Estate Duty Act. However, there was no concept of con- 
trolled companies under the Gift Tax Act. The least which could have 
been done in this case was that as the opinion expressed on 1.1 .I982 was 
at total variance with all earlier opinion, it should havc been put up the 
Secretary of the Ministry who incidentally had given the original opinion 
in 1974 as the then Joint Secretary. But unfortunately, this was not done. 

[S. Nos. 5 and 9 (Paras 1.110 and 1.1 14) of Appendix VI to the 178th 
Report (Seventh Lok Sabha)]. 

Action Taken 

The opinion given by Shri P.S. Venkatasubramanian, the Joint Secre- 
tary and Legal Adviser, in 1974, and the general iustructions issued by the 
Department on 29.10.1974 and 24.5.75 were not brought to  the notice of 
this Ministry when the Ministry of Finance made a reference to us on 21. 
7.1980, pursuant to which the Deputy Legal Adviser recorded a note on 
29.12.1981. The Joint Secretary and Legal Adviser, who agreed with the 
conclusions drawn in the note of the Deputy Legal Adviser on 1.1.1982. 
however, reconsidered the matter after discussion at a tripartite meeting 
held on 29.11.1982 which was attenended by the representatives from the 
Comptroller and Auditor General's O5ce and the Department of Revenue. 
During the tripartite meeting, it was pointed out that the previous opinions 
and instructions had not been brought to our notice. After discussing the 
matter with Dr. M.B. Rao, the then Additional Secretary, the same Joint 
Secretary and Legal Adviser, recorded his note on 1 12.1982 which in subs- 
tance, reiterates the earlier opinion given by Shri P.B. Venkatasubraman- 
iaa in 1974. It was also pointed out by him in his note dated 1.12.1982 that 
the p;evious opinion given in 1974 was not brought to our notice in 
1980. 

2. The observations made, by the Committee that the matter should 
have been put up to the Secretary of the Ministry has been noted. Suit- 



able instructions heve been issued to the OfRcers in this regard for their 
guidance (Copy enclosed). 

(Approved by the Law Secretary to the Government of India). 

(Audit have vetted this Action Taken Note without offering' any com- 
ments). 

[Ministry of Finance (Deptt. of Revenue) O.M. Nos. 24112184-P & PAC-I. 
dated 22.8.19841. 

MOST IMMEDIATE 

Government of India 
Ministry of Law, Justice and Company Affairs 

Department of Legal Affairs/Lagislative Department 
Internal Work Study Unit 

New Delhi, the 4th June, 1984. 

OFFICE ORDER 

Law Secretary has taken note that Public Accounts Committee has adverse- 
ly commented upon the disposal of a reference received from the Ministry of 
Finance without showing the same to the Law Secretary. In that case, an 
opinion has been given without showing the same to the L a w  Secretary, 
though it subsequently come to light that this Ministry had consistantly 
expressed a different view on earlier occasions. The Department had also 
issued instructions based on our previous opinion. The previous opinion 
and the instructions were not, however, brought to our notice when the 
later reference was made. 

2. Instructions on the subject are already contained in para 21 of the 
0 & M Instructions No. 103 (Revised) (1975) according to which before 
giving an opinion, it should'also be checked up whether there are any opi- 
nions or precedents of this Ministry on the point under consideration. 

3. An Office Order has already been issued by the Law Secretary on 
5th May, 1984 to the effect that the Advice Section concerned should make 
it a point to put up relevant precedents without fall while submitting the 
files to the Officers. 

4. Para 108 of the 0 & M Instructions No. 103 (Revised (1975) enu- 
mqratcs the types of cases yhiqh ~hogld  invariably be submitted to t h ~  &,ltq, 



Secretary. By an amendment No. 1-34(6)/83-IWSU dated 18/28,1.1883, 
cases where the opinion given by the Ministry earlier is sought to be m e r -  
sed and which will have huge financial implications are also to be submi- 
tted to the Law Ssccdaoy. 

5. mcwi ~~~~~~be circampeetr in d d i s g  with lmch m a w s  :and it 
&ouM invariably be varified by them as well as by the Advice Section con- 
cerned whether on the same subject this Ministry had recorded opinions on 
earlier occasims and whether there is any audit para or audit objection in 
regard to the subject matter of the reference. In case there is any audit 
para or objection in regard to the subject-matter of the reference or where 
the financial stakes of the Government are considerable, the matter should 
invirably be discussed in s ~ t r i p r t i t e ~ m o c t h g  hetween the Officers of the 
Department and the C & AG,s Office in the first instance and the opinion 
recorded thereafter should also be shown to the Law Secretary. 

6. All concerned are requested to comply with the instructions. 

Sd/- 
(V. B. Saxena) 

Deputy Secretary to the Govt. of India 

1. All Oficers and Sections' h thd Department of ,Legal Affairs and 
Lagislative Department. 

2. Branch Secretariats at Bombay, Calcutta, Madcas and Bangalore. 

3. Advice 'A', 'B' and 'C': 

4. Guard file. 

5. IWSU with 20 spare copies. 

b o t h e r  point which has surprised the Committee is that while the 
reference i~ March 1977 was made with the approval of a Member of the 
Board, subsequent references were made at a fairly junior level-level of an 
Under Secretary with the approval of a Director. The* Committee in this 
connection note the view expressed by the Secretary,'Departrnmt of ~Reve- 
nue, "It would have been appropriate, viewing the matter in rttrospect, for 
the Under Secretary and the Director, to have taken up the matter to the 
Member concerned. This would probably have facilitated a much quicker 
and$ tidier dispooal of tho matter by ensuring attentioa at-a sufficiently higher 



~ k v e l  in tbe Central Board of Direct Taxes as well as in the Law Minirtrlp". 
T k  Committee trust that i n  future such cases would be dealt with in a 
manner that would carry conviction with all concerned and not generate- a 
cloud of suspicion, 

S.No. 7 (Para No. 1.1 12) of the 178th Report of public Accounts 
Committee (1983-84) (7th Lok Sabha). 

Adim taken 

The observations made by the Hon'ble Committee at para 1.1 12 have 
been noted. The matter is under Consideration of the Central Board of 
Direct Taxes for laying down the guidelines at the level at whicb reference 
may have to be made to the Ministry of Law so as to carry conviction with 
everybody without generating dovds of suspicion. 

[Ministry of finance (Department of Revenue) 0. M. No. 24112184- 
A & PAC-I. dated 8-3-1985] 

Kind attention of the Hon'ble Committee is invited to this minis try,^ 
0. M. of even number dated the 8th March, 1985. 

On a consideration of the observations of the Public Accounts 
Committee, it was decided that all referral notes to the Ministry of Law 
including subsequent clarifications sought from them by the Board will be 
formulated with the approval of the Member concerned. 

(This issues with the approval of Chairman, Central Board of Direct Taxes). 

[Minist~y of Finance (Department of Revenue) 0. M. No. 241/2/84- 
A & PAC-I. dated 30-4-19851. 

The Committee also note that although the Assistant Controller had 
issued a notice for re-opening the assessment of Shri Hemant B. Mafatlal 
under section 59(b), prompt action was not taken to complete the revised 
awss~eut  nor were U t r  timely eEorts made to get the stay order issued by 



the Bombay High Court vacated. The Committee further note that the 
notice for re-opening of the assessment has been quashed by the Bombay 
High Court in October, 1982. It is doubtful if Government's case was 
properly represented before the High Court. 

During evidence, the Finance Secretary stated that according to the 
view of the Law Secretary, "it is a fit case for going up in challenge". The 
Committee would like to be informed of the further action taken in the 
matter. 

[S. No. 8 and 11 (Paras 1.113 and 1.1 16) of the 178th Report of Public 
Accounts Committee (1983-84) (7th Lok Sabha)]. 

Action taken 

After the notice was quashed by the Bombay High Court, as observed 
by the Hon'ble Committee at para 1.1 13 of the Report, an appeal has been 
filed, which was listed for admission on 18-2-1985. 

[M/O. Finance'(Department of Revenue) 0. M. No. 241/2/84-A & 
PAC-I. dated 26-3-1985]. 

Recommendation 

Under Section 59(b) of the Estate Duty Act, an assessment can be 
reopened if the Controller of Estate Duty has, in consequence of any 
information in his possession, reason to believe that there has been 
some escapement of Estate Duty. This provision is analogous to the pro- 
vision contained in Section 147(b) of the Income-tax Act. It has been held 
that 'inf~rmation' may be as to a fact or as to the state of the law (35 ITR. 
1 SC). In the context of the Board's instructions of November 1976 about 
reopening of the Estate Duty assessments a plea was also raised that the 
assessments could not be reopened because the Supreme Court had held in 
the Indian and Eastern Newspaper Society's case (119. ITR. 996) that 
opinion of an audit party would not be 'information' on a point of law. 
Actually, in that case the Supreme Court had drawn a distinction between 
the source of the communication and the content of the communication and 
held for a communications to be 'information' on a point of Law its con- 
tent must be law, which means a legislative enactment or a determination 
by a judicial or a quasi-judicial body. In other words, communications 
from non-Judicial bodies like the Ministry of Law, the Central Board of 
Direct Taxes or the Revenue Audit, would be 'information' on a point of 
law only if the content was Law. The Ministry of Law to whom this point 
was referred also drew attention to the Supreme Court's observation in that 
case that' that part of the note of an audit party which mentions the law 
wbich escaped the notice of the Jn~ome-tag Qffice~ ~onstitptes 'jnfgf4)atjon' 



within the meaning of Section 147(b)". A communication pointing out a 
statutory provision which has been overlooked might constitute 'information' 
on a point of Law and the fact that the communication has emanated from 
the Revenue Audit would not make any difference. 

IS. No. 13 (Para No. 1.1 18) of the 178th Report of ~ubl ic '  Accounts 
Committee (1983-84) (7th Lok Sabha)]. 

Action taken 

In pursuance of the observation of the Honourable Public Accounts 
Committee and the opinion of the Ministry of Law, the Central Board of 
Direct Taxes have issued Instruction No. 1591, from F. No. 309/23/84-ED 
dated the 5th/29th January, 1 9 8  to all the Controllers of Estate Duty 
directing them that the contents of the recommendationjobservation of the 
178th Report of Public Accounts Committee and the advice of the Miuistry 
of Law, should be brought to the notice of all the officers working in their 
charge for their guidauce in the matter. A copy of the Board's Instruction 
No. 1591 in F. No. 309123184-ED dated the 5th/29th January, 1985 is 
enclosed. 

(Approved by the Additional Secretary to  the Government of India). 

[Ministry of Finance (Department of Revenue) 0. M. No, 24112184-A 
& PAC-I. dated 8-3-1985] 

INSTRUCTION No. 1591. 
F. NO. 309/23/84-ED 

Government of India 
Ministry of Finance 

(Department of Revenue) 
Central Board of Direct Taxes 

New Delhi, the 5th/29th January, 1985. . 

To  
All Controllers of Estate Duty/ 
Commissioners of Income-tax. 

Sir, 

Subject :-Valuation of shares U/s 37 of the Estate Duty Act, 1953- 
Recommendation contained in para 1.1 18 of the 178th 
Report of Public Accounts Committee (1983-84) 

The Public Accounts Committee in para 1.1 18 of their 178th Report 
(1983-84) have made the following recommendations/observations :- 



"Para 1.118 : 

Under Section 59(b) of the Estate Duty Act, an assessment can be 
reopened, if the Controller of Estate Duty has, in consequence of 
spy information in his possession reason to believe that there has 
been some escapement of Estate Duty. The provision is analogous 
to  the provision contained in Section 147(b) of the Income-Tax 
Act. It has been held that 'information' may be as to a fact or as 
to the sta!e of law (35 JTR 1. SC). In the context of Board's 
instructions of November, 1976, about the reopening of Estate Duty 
assessments a plea was also raised that the assessments could not 
be reopened because the Supreme Court had held in the Indian 
and Eastern Newspaper Society's case (1 19.1TR.996) that opinion 
of an audit party would not be 'information' on a point of law. 
Actually, in that case the Supreme Court had drawn a distinction 
between the source of' the communication and the content of the 
comn~uoication and held "for a communication to be 'informa- 
tion' on a point of law its content must be law", which means a 
legislative enactment or a determination by a judical or a quasi- 
judicial body. In other words communications from non-judicial ' bodies like the Ministry of Law, the Central Board of Direct Taxes 
or the Revenue Audit, would be 'information' on point of lawqpnly 
if the content was law. The Ministry of Law to whom this point 
was referred also drew attention to the Supreme Court's observa- 
tion in that case that "that part of the note of an audit party which 
mentions the law which escaped the notice of the I.T.O. constitutes 
'information' within the meaning of Section 147(b)". A communi- 
cation pointing out a statutory provision which has been over- 
looked might constitute 'information' on a point of Law and the 
fact that the communication has emanated from the Revenue Audit 
would not make any difference". 

2. Keeping in view of the abnve observations/recommendations 
of the Public Accounts Committee, the matter was referred to the Ministry 
of Law for their advice/opinion. Ministry of Law's advicelopinion 
dated 20-10-1984 in the matter is reproduced below : 

"Para 1.1 18 of the PAC's Report as reproduced above refers to  
the opinion given by this Ministry regarding the decision of the 
Supreme Court in Indian & Eastern Newspaper Society's case. 
Referring to the observations contained in tbat judgement, we had 
stated that communication pointing out a statutory provision 
which has been overloo~ed might constitute "information" on a 



point of law and the fact that the communication has emanated 
from the Revenue Audit would not make any difference. 

It is confirmed that the above interpretation is correct and 
can be accepted". . 

3. One copy of Board's Instruction of November, 1976 (viz. F. No. 
309/16/76-ED dated 5th November, 1976) and Ministry of Law's earlier 
opinion dated 22.6.1983 referred to in para 1.1 18 of the 178th Report of 
PAC (1983-84) are enclosed for ready reference as Annexure-I and 
Annexure-I1 respectively. 

4. The Board desire that the contents of the recommendations/observa- 
tions of the 178th Report of the PAC (1983-84) and the above opinion of 
the Ministry of Law dated 20.10.1984 may be brought to the notice of 
all officers working in your charge for their guidance in the matter. 

Yours faithfully, 

(A. K. Fotedar) 
Under Secretary, 

Central Board of Direct Taxes. 
Copy to :- 

All Directors of Inspection. 
All Registrars of Jncome-tax Appellate Tribunals. 
Comptroller and Auditor General of India-40 copies. 

Bulletin Section. Directorate of Inspection (RS & P). 6th Floor, 
Mayur Bhawan, New Delhi-10 copies. 
Statistician (Income-tax)-6 copies. 
Director of Inspection (0 & MS), Aiwan-e-Galib, Mata Sundri 
Lane, N.D. 
Director of Inspection (R & S), Mayur Bhawao, New Delhi- 
6 copies. 
Chief Engineer (Val.) 4th Floor, Chordia Bhawan, No. 123D, 
Mount Road-Madras-6 copies. 
Chief Engineer (Val.), 1 lth Floor, Rohit House No. 3, Tolstoy 
Marg, New Delhid copies. 
Inspecting Assistant Commissioner of Income-tax (Inspection Div.) 
Vikas Bhawan-D Block, New Delhi-3 copies. 



11. The Directorate of Inspection (Publication and Public Relations), 
2nd Floor, Hans Bhavan, Near Tilak Bridge, New Delhi 
5 copies. 

Sd/- . 
(A. K. Fotedar) 

Under Secretary, 
Central Board of Direct Taxes. 

ANNEXVRE-I 

PAC MATTERlIMMEDIATE 

F. No. 309/16/76-ED 
Government of India 

Central Board of Direct Taxes 

New Delhi, the 5th November, 1976. 
To  

All Commissioners of Income-tax/ 
All Controllers of Estate Duty. 

Sir, 
s > 

Subject :-Valuation of shares U/s. 37 of the ED Act, 1953- 

In the Board's circular No. * ID/ED of 1968 dated the 26th March, 
1968 it was stated that subject to certain condilions, the basis of valuing an 
asset for estate duty shocld be the same as the one adopted for the wealth- 
tax assessment in respect of the year immediately proceeding the death of 
an individual. The inslructin:~s contained in this circular were modified 
by Board's Instruction No. 771 dated the 29th October, 1974 issued from 
F. No. 313/88/74-ED. The instruction No. 771 directed that valuation of 
shares under section 37 of the E. D. Act, 1953, would be governed by 
Board's latters dated 3.5.1965 and 5.7.1065 issued from F. No. 25A/3/65- 
ED. Thc Pourd again issued instruction No. 855 dated the 24th May, 
1975 from F. No. 313188174-ED la) ing down furlher guidelines for valua- 
tion of shares u/s. 37 of the E.D. Act, 1953. 

2. Thus valuation of shares u/s. 37 of the E.D. Act is governed by 
the guidelines contained in the Board's instructions dated 3.5.1 965 and 
24.5.1975. The guidelines in brief are :- 

(a) firstly, it should be seen whether the value of shares is ascertainable 
by reference to the value of the total assets of the company ; 
and 



(b) if it is not so ascertainable, then it shall be estimated to  be what 
it would fetch if sold in the open market on the terms of the 
purchaser being entitled to be registered as holder subject to the 
articles, disregarding any special price that might be paid by a 
special buyer. 

If clause (a) applies, the value of shares should be determined by 
break-up method taking the market value of assets of the company and not 
the book value, if that does 11ot happen to be their market value. If clause 
(b) applies when the assessing officer need not necessarily adopt the break- 
up method but may also adopt some other method of valuation based on 
the yield or profits etc. 

3. It is likely that during the period between the issue of Board's 
Circular No. ID/ED of 1968 dated 26.3.1968 and receipt of the instruction 
No. 771 dated 29.10.1974, the assessing officers might have followed Cir- 
cular No. lD/ED of 1968 while valuing shares covered by section 37 of the 
Estate Duty Act, 1953. The Board are advised that it will be permissible 
for the  Asstt. Controller of Estate Duty to reopen such assessments u/s. 
59(b) of the E.D. Act on the ground that the Board's instruction No. 771 
dated 19.10,1974 constituted inforn~ation, within the meeting of Section 59(b) 
of the E.D. Act, 1953. 

4. The Board, therefore, desire that all the Estate Duty assessments 
which were completed during the period from 1st November, 1973 to the 
date of receipt of Instruction No. 771 dated 29.10.1974 and in which the 
instructions contained in the Board's Circular No. ID/ED of 1968, dated 
26.3.1968 were applied should be reviewed and reopened, if necessary, 
under section 59(b) of the Estate Duty Act so as to correctly value the 
shares in terms of the Board's existing instructions. 

5. The Board would like to have a report in the proforma enclosed. 
Your report may kindly be sent by 31st December, 1976. 

Yours faithfully, 
Sd/- 

(D. B. AHUJA) 
Director, 

Central Board of Direct Taxes. 

PROFORMA 

Name of tbe Cbrrge 
1. Number of estate duty assessment completed during the period 

from 1st November, 1973 to the date of receipt of Instruction No, 
771 dated 20.10.1974, 



Out of (1) above, the number of assessments in which Board's 
circular No. IDIED of 1968, dated 26.3.1968 was applied. 

Out of (2) above, number of assessments reopened pursuant to the 
review u/s. 59(b) of Estate Duty Act, , 

Otrt of (3) above, number of estate duty assessments completed. 

The amount of additional demand raised in the assessments men- 
tioned at (4) above. 

The amount of additional demand out of (5) above realised. 

ANNEXURE-11 

Ministry of Law, Justice and Company Affairs, 
Dy. No. 23370183-dated 22-6-1983. 

The question for consideration is whether an appeal may be filed 
against the judgement of the single judge of the Bombay High Court in 
Miscellaneous Petition No. 941 of 1979 (Arvind N. Mafatlal & Another 
Vs. S. V. Naik. It appears that the Department has applied for a certified 
copy of the judgement but the same has not yet been received and, there- 
fore, there is still time for preferring the appeal. 

2. The main issue arising out of the judgement is whether the reopen- 
ing of the assessment pursuance to the Audit pointing out certain errors in 
the matrer of valuation of certain equity shares of MIS. Mafatlal Gangabhai 
& Co. Pvt. Ltd. and Surat Cotton Spg. & Wvg. Mills Pvt. Ltd. was legally 
permissible in view of the Supreme Court decision in the Indian & Eastern 
Newspaper Society Vs. CIT (1 19 ITR 996). In the latter of the office of the 
C & AG. it had been stated that those shares should have been correctly 
valued according to the provision of section 37 of the Estate Duty Act 
in the matter of valuation on the shares of these companies. 

3. As rightly observed in the referring note, the same issue was raised 
in a tripartite meeting held in November, 1982 and it also figured during the 
discussions of the Public Accounts Committee. In the IENS case, the Sup- 
reme Court held that the opinion of an internal audit party of the Income-tax 
D ~ t t .  on a point of the law cannot be regarded as 'information' within the 
meaning of section 147(b) of the IT Act. However, the Court had also observ- 
ed that "that part alone of the note of an audit party which mentions the 
law which escaped the notice of the I T 0  constitutes 'information' within the 
meaning of section 147(b)". In the instant case, the Revenue Audit had 
merely ponited out that the E.D. Act contains a special provision in Section 
37 for the valuation of unquoted shares of private companies and that pro- 



vision had been overlooked by the Department having gone on the %a is of 
merely the general principles of valuation contained in s ec t ih  3~ of the 
E.D. Act analogous to section 7 of the W. T. Act. A communicationpbint- 
ing out a statutory provision which has been overlooked would constitute 
'information' on a point of Law and the fact that t b  communication has 
emanated from the Revenue Audit Would not make any differcnm! 

4. In view of the above, the reasoning and conclusion bf the Single 
Judge do not appear to be sustainable. We have also g o ~ k  through the 
opinion given by the Standing Counsel. Perhaps the Counsel 'was, not aware 
of the developments of the case, particularli the discussions in the PAC on 
this issue. These discussions should also havy been brought, f o  his notice 
before he recorded his opinion. Having regard to the huge states involved 
in the case, the Department should not only file an appeal before the Divi- 
sion Bench but also pursue the matter in the Supreme Court in the event of 
the Division Bench also upholding the judgement of the Single Judge. This 
should be done expeditiously. 

Sd/- 
J r .  Sccretarj3 & Legal Adviser 

22-6-1983 

Recommendatton 

The Committee understand that a large number of cases reopened on 
the basis of audit objections are being set aside probably on the authority 
of the Indian and Eastern Newspaper Society's case without really under- 
taking the enquiry called fcr by that case as to whe:her the content of the 
audit objection is fact or law, in which case it would be 'information'. The 
distinction drawn by the Supreme Court is very important, and it would 
save a lot of litigation to Revenue as well as tbe taxpayers if the relevant 
provisions of the law were suitably amended to make the position clear 
beyond doubt. The Committee recommend that action may be taken 
accordingly. 

[S. No. 14 (Para 1.1 19) of the 178th Report of Public Accounts C h -  
mittee (Seventh Lok Sabha)]. 

Action Taken 

The Board has issued instruction No. 1344 dated 7.8.1980 bringipg to 
the notice of the Commissioners of Income-tax a gist of the observations 
made by the Supreme Court in the case of Indian and Eastern Newspaper 
Society 119. ITR. 996. The Board has also set up a Study Group to gd into 
th$th-ovisions of Sections 117 to 153 of the Income-tax Act, 1961. The 
cpestion of amendment of the provisions of Section 147 of the Incove-ta8 



Act, 1961 will be considered by the Board in the light of the report of the 
Study Group. 

[M/o Finance (Department of Revenue) O.M. No. 24112184-A & PAC-I. 
dated 23.1.19851 

# 

t Recommendation 
The Committee find that the number of cases of estate duty assessments 

pending was 35,362 at the end of 1980-81 and 37,578 as on 31 March, 1982 
as against 32,607 and 32,428 assessments completed in the respective years. 
The arrears of demands locked Up in 25,270 assessments as on 31 March. 
1981 aggregate to Rs. 27.65 crores. The Committee have been informed 
that apart from issuieg citculars to the Controllers of Estate Duty. emphasis 
has also been placed by the Department in its annual action plans on dispo- 
sal of assessments from year to year. In spite of this the number of pending 
assessments (35,862 Nos.) exceeds the assessments complcted (32,428 Nos.) 
during she year 1980-81. The Committee had expressed concern at this 
phenomenon in the past. The Committee cannot emphasise to strongly 
the urgent need for clearing the backlog of assessments under n time bound 
programme. 

[S. No. 16 (Para 1.121) of the 178th Report of Public Accounts Com- 
mittee (1983-84) (7th Lok Sabha)] 

Action Taken 
In the pursuance of the above recommendation, a D.O. letter F. No. 

309/25/84-ED dated 19125th September, 1984 (copy enclosed) was issued from 
member (WT & J) to all the concerned Controllers of Estate Duty, where- 
in they were informed that in the aforesaid paragraph the Committee had 
expressed concern over the large pendency of estate duty cases and inade- 
quate pace of disposal thereof. The Controllcrs of Estate Duty were also 
requested to  reduce the pendency of the Estate Duty cases t u  at least 33% 
less than that brought forward. They were also told that i n  case there was 
any paucity of manpower available with them, the same should be commu- 
nicated the member (WT & J) immediately so that the Administration 
Brqoch of the Board could be moved to give the necessary manpower for 
compliance with the recommendation of the Public Accounts Committee in 
the matter. 

2. The Controller of Estate Duty was also asked to intimate the 
action proposed t o  be taken by them to achieve the targets mentioned in 
the 43. 0. letter referred to  above and a planned programme in relation 
thereto; as also the position regarding the manpower requirements. 

[M/o Finance (Deptt, of Revenue) F. No. 24112184-A & PAC-I daQd 
8.3.19851 



G. A. JAMES 
MEMBER WT & J 

MOST IMMEDIATElPAC MATTER 
D. 0. F. NO. 309/25/84-ED. 
GOVERNMENT OF INDIA 

CENTRAL BOARD OF DIRECT TAXES 

NEW DELHI, the 19th Sept., 84. 

My dear 

SUBJECT :-PAC- 178th Report of PAC (1983-84) on para 4.35 (i) of 
Audit Report, 1980-81-Processing of recommendation a t  
para 1.121 regarding. 

The recommendation contained in para 1.121 of the 178th Report of 
the Public Accounts Committee (1983-84) read as under :- 

"Para 1.121. The Committee find that the number of cases of estate 
duty assessments pending was 35.862 as at the end of 1980-81 and 
37,578 as on 31st March, 1982 as against 32,607 and 32,4 8 assessments 

. completed in the respective years. The arrears of demand locked up  
in 25,270 assessment as on 31st March, 1981 aggregates to  Rs. 27,65 
crores. The Committee have been informed that apart from issuing 
circulars to the Controllers of Estate Duty, emphasis has also been 
placed by the Department in its annual action plan on disposal of 
assessments from year to year. In spite of this the number of pending 
assessments (35,862 Nos.) exceeds the assessments completed (32,428 
Nos.) during the year 1980-81. The Committee had expressed concern 
a t  this phenomenon in the past *also. The Committee cannot emphasis 
too strongly the urgent need for checking the backlog of assessments 
under a time-bound programmes". 

2. In the above paragraph the Committee have expressed concern 
over the large pendency of estate duty cases and tlie inadequate pace of 
disposal thereof. Keeping in view the observations made by the Hon'ble 
Committee, I would request you to reduce the pendency of the Estate 
Duty cases to a t  least 33% less than that brought forward. In case there 

* 34th Report (7th Lok Sabha) (Para 1.32 to 1.39) . lOlst Report(7th 
Lok Sabha) (Para 2.58-2.59) 



is any paucity in the manpower available with you, the same should be 
communicated to me immediately so that the Administration branch 
of the Board can be moved to give the necessary manpower for com- 
pliance, with the renommendations of Public Accounts Committee in the 
matter. 

8 

3. Please let me koow immediately the action proposed to be taken 
by you to achieve the targets mentioned above and a planned programme 
in relation thereto, as also the position regarding the manpower require- 
ments. 

Yours Sincerely 

Sd/- 

(G. A. JAMES) 

.Shri 
Controller of Estate Duty/ 
Commissioner of Income-tax 

Recommendation 

From the data of completed and pending Estate Duty assessments 
furnished by the Ministry, the Committee find that in respect of estare duty 
exceeding Rs. 20 lakhs as against 25 assessments completed during 1981-82, 
74 assessments were pendin; as on 31.3.1982. Likewise, as against 67 
assessments between Rs. I O  lakhs and Rs. 20 lakhs completed during 1981- 
82, 335 assessments were pending as on 31.3.1982. The corresponding 
figure for the assessments between Rs. 5 lakhs and Rs. 10 lakhs were 534 
and 1162 and for the assessments upto Rs. 5 lakhs 25663 and 31517 
respectively. The Committee observe that while in absolute terms there is 
a heavy pendency of Estate Duty assessments taken as a whole, the 
pendency relative to the assessments made in a year is very high in the case 
of bigger assessments. For each case of assessment of Over Rs. 20 lakhs 
disposed of during 1981-82, as many as 3 cases were pending and for each 
case of assessment in the range between Rs 10 lakhs and Rs. 20 Iakhs dis- 
posed of during 1981-82, as marly as 5 were pending. The Committee 
desire the Ministry to give e serious thought as how to  quicken the pace 
of disposal of bigger assessment cases. They also desire that while chalk- 
ing out Q time-bound programme for clearing the backlog of Estate Duty 



assessments, as suggested in the proceeding paragraph, particular attention 
should be paid to  bigger cases. They also desire that the Special Cell, 
which has been created with the specific purpose of looking after bigger 
cases, should play a more effective and meaningful role than hithertofore. * 

[S, No. 17 (Para 1.122) of the 178th Report of Public Accounts 
Committee (1983-8411 

Action Taken 

The Ministry have circulated the recommendations of the Hon'ble 
Committee amongst all Controllers of Estate Duty and directed them to 
draw a time bound programme for the disposal of bigger pending estate 
duty assessments where the principal value was over Rs. 20 lakhs; between 
Rs. 10 lakhs and Rs. 20 lakhs and between Rs. 5 lakhs and Rs. 10 lakhs as 
on 31.3.1982. The Controllers of Estate Duty have also been requested 
to furnish the quarterly reports in the prescribed proforma for the quarters 
ending 31st Debember, 1984 and 31st March, 1985. 

[M/o. Finance (Deptt. of Revenue) O.M. No. 24112184-A & PAC-I. 
dated 8.3.851 

Recommendat ions 

Similarly, from the data of Estate Duty, appeal and revision petition 
cases, the Committee find that as many as 4,963 cases with a total 
estate duty effect of Rs. 810.51 lakhs are pending. The Committee desire 
that effective steps should be taken to  reduce the number of such cases so 
that large amounts of Revenue do not remain locked up in appeal and 
revision petition cases for unduly long periods. They will also like the 
Ministry to make an indepth study of such heavy pendency of appeal and 
revision petition cases and take such measures, administrative as well as 
legal, as may be necessary, with a view to  reducing the pendency of such 
cases to the barest minimum. 

(S. No. 18 (Para No. 1 . I  23) of the 178th Report of Public Accounts 
Committee (1983-84)] 



Action Taken 

The attention of all Controllers of Estate Duty has been drawn to the 
recommendations of the Hon'ble Committee and they have been directed 
to take effective steps to reduce the number of such cases so that large 
amounts of revenue do  not remain locked up in appeals and revision peti- 
tions for unduly long period. With a view to monitoring the pendency 
of such cases the Board have also prescribed a quarterly proforma report 
for the quarters ending 31.12.1984 and 31st March, 1985. 

[M/o Finance (Dcptt of Revenue) O.M. No. 24112184-A & PAC-I. 
dated 8.2.19851 



CHAPTER 111 

RECOMMENDATIONS/OBSERVATIONS WHlCH THE COMMITTEE 
DO NOT DESIRE TO PURSUE IN VIEW O F  THE REPLIES 

RECEIVED FROM GOVERNMENT 

Recommendation 

It is not clear to  the Committee when in May, 1978 the Ministry of 
Law. after considering 311 the relevant factors, had given thcir considered 
opinion as to the meaning of the expression 'if not arcel tainable by refe- 
rennce to the value of the total assets of the company', why the Depart- 
ment should have persisted in referring the same matter again and again 
to the Ministry of Law over the next 3k years without ajducing any new 
facts or evidence. The Committee feel that if the Deparlment still conti- 
nued to have any doubts, which in the opinion of the Committee they had 
no valid reasons to  have, even after the Ministry of LBw had given their 
considered opinion in May, 1978, the proper course for them was to request 
for a tripartite meeting between the Bosrd, Audit (who had raised the point) 
and the Ministry of Law. Unfortunately, however the Department d ~ d  not 
adopt the course and went on making references to the Ministry of Law 
till the notice for re-opening the assessments of Shri Hemsnt B. Mafatlal 
was quashed. The reason given by the Board for not holding the tripartite 
meeting to resolve their doubts, viz. there were no difference between the 
Ministry and Audit as the Department of Revenue had Sormed no opinion 
at all, is totally unconvincing to the Committee, 

[S. No. 6 (Para 1.1 11) of the 178th Report of Public Accounts 
Committee (1983-84) (7th Lok Sabha)] 

Action Taken 

In  pursuance of the observation made by the Hon'ble Committee, it is 
submitted that in our view, while giving opinion in May, 1978 the Law 
Ministry had not considered all the relevant facts. While referring the - 
matter to the Ministry of Law on 9th March, 1978 a reference was made to  
the opinions of the two exchief  Justices which had been relied upon by the . 
Accountable Person to the deceased. But in the advice given i n  May, 1978 
there was no diszussion on the detailed opinions given by S/Shri M. Hida- 
tayullah and J.C. Shah. Further in the advice the Deputy Legal Adviser 
did not elaborate the reasoning for his opinion and the references made by 
him in the foregoing part of his note also did not particularly support the 



advice given. The advice therefore did not fully meet the requirements 
and thrrefcre i~ June, 1978 the Director (ED) appears to  have rightly con- 
cluded that a comprehensive note be sent to the Law Ministry since the 
matter was very important. In our view the further references made to  
the Minist-y of Law were also without justification. The following appear 
to be the circumstances in which references came to be made to  the Minis- 
try of Law repeatedly. 

(a) There has never been any doubt that in the cases where the value 
of the shares is ascertainable by reference to  the value of the total 
assets, it is this method or &ay the first part of the Section which need 
necessarily to  be adopted. The crux of the matter was the actual 
operation of the words "if not ascertainable by reference to the value 
of the total assets of the company". If these words are to be inter- 
preted and taken literally, there may not be even a single case where 
the value of the shares is not ascertainable by a reference to the value 
of the total assets of the company. Since the words appear in Taxation 
statute they have to  be interpreted in an acceptable commercial sense. 
Although, at one stilge the opinion was expressed that if in all cases 
the value can be ascertained by a reference to the value of the total 
assets, the second method need not to be resorted to at all. But even this 
advice did not categorically answer the basic question as to what the 
expression ' ascertainable" really means in the context; and whether 
it is operational on the basis of an arithmatical possibility alone, or  
there is any concept of reasonability involved. 

(b) In spite of Board's requests, it was not indicated as to in what 
kinds of circumstances/situations it could be said that the value of the 
shares was not ascertainable by a reference to the value of the total 
assets of the company. 

(c) The opinion of Shri J. C. Shah and Shri M. Hidayatullah ex-Chief 
Justice of the Supreme Court were required to be considered. The 
issue related to not merely the Estate Duty assessment of late Shri 
Hemant B. Mafatlal, but also the interpretation of the substantive pro - 
visions of the Act which had a wide application. One of the reasons 
for making reference to the Mafatlal case specifically was the fact 
that in the earlier note, the Ministry of Law did not like to  answer a 
hypothetical question and observed that if the Ministry felt difficulty 
in any particular case, then a reference could be made to them. The 
issue of the assessment in the case of the Estate of late Shri Hemant 
B. Mafatlal was also of considerable magnitude. If a good case for 
revenue had to  be made out, it was almost obligatory to deal with the 
views expressed io the.opinions relied upon by the Accountable Person 



of the deceased. In their earlier opinion there was no specific dis- 
cussion on these two opinions. 

(d) In spite of the specific request, it was not categorically stated as 
to whether in the case of late Shri Hemant B. Mafatlal, the first part 
of Section 37 would apply or the second part. 8 

2. It is submitted that while the matter was being sorted out in consul- 
tation with the Ministry of Law, the Board had not formulated any pro- 
position or taken any stand, as such. The question of tripartite meeting 
would have more clearly arisen if there was any difftrcnce of opinion bet- 
ween the Audit and the Board. As a matter of fact the Board did not 
follow, without consulting the Audit, any of the advice includiug the 
one dated 29th December, 198111st January, 1982. On the contrary 
on 5th March, 1982 the Board only forw~rded this opinion to  the 
Receipt Audit for their comments but also simultaneously made a reference 
to the Ministry of Law as to how the advice given by them could be 
reconciled with the provisions of Rule lO(2) of the Gift-Tax Rules. Thus 
the Board had already requested the Ministry of Law for a second look 
at the January 1982 advice, before such a requisition was made by the 
Receipt Audit. 

[M/o Finance (Deptt. of Revenue O.M. No. 241/2/84-A & PAC-I 
dated 8.3.19851 

Recommendation 

1.117. The Committee also note that while giving their opinion as to 
the meaning of the expression by reference to the value of the total assets 
of the conlpany as far back as July 1974, the Ministry of Lsw had sugges- 
ted to  the Ministry of Finance to frame rules on matters coming within the 
purview of Section 37. The Ministry of Law had also pointed out that 
such action would be in accordance with the suggestions made by Audit. 
The Committee regret to observe that although 9 years have elapsed, rules 
relating to valuation of shares of the companies coming within the purview 
of Section 37 of the Estate Duty Act have not yet been framed. The c o r n 4  
mittee desire that rules in the matter should be framed without any further 
loss of time. 

[S.No. 12 (para No. 1.1 17) of the 178th Report of the Public Accounts 
Committee (1983-84)J 

Action Taken 

The question as to whether any rules should be framed regarding valu- 
ation of shares for the purposes of Section 37 of the Estate Duty Act was 



considered by the Board. The Board felt that the method of valuation was 
laid down in Section 37 of the Estate Duty Act and that there was no need 
to frame rules for the purpose. 

2. Th: Board has issued instructions from time to time explaining the 
scope of section 37 of the Estate Duty Act, Instructions were issued on 
3.5.65. 5.7.65, 29.1@74& 24.5.75. 

3. In para 88 of his Budget Speech for the year 1985-86, the Finance 
Minister announced the Governn~ent's decision to abolish the levy of estate 
duty in respect of estate passing on deaths occurring on or after 16th March, 
1985. In view of the foregoing, it has been decided with the approval of 
the Finance Minister that it is not necessary to frame rules for valuation of 
shares under section 37 of the Estate Duty Act. 

[M/o Finance (Deptt. of Revenue) O.M. No. 24112184-A & PAC-I 
dated 16.8.851 

The Committee find that in pursuance of the earlier recommendations 
of the Commitlee contained in their 21 1tb Report (5th Lok Sabha) and 
77th Report (6th Lok Sabha), the Ministry of Finance had conducted a 
review of 16,945 estate duty assessments completed during the period 1.1 1. 
1973 to 29.10.1974. The total number of cases liable for action as a result 
of the review having been assessed by extension of Rule 1 D of the Wealth 
Tax Act, was reported to be 91 out of which reopening was not considered 
necessary in 10 cases on account of very small value of the share. In one 
case, the enhancement was made by the Appellate Controller of Estate 
Duty. The Committee have heen informed (January 1983) that out of the 
balance 80 cases, assessments have been completed in 47 cases and an 
additional demand of Rs. 1,23,765 has been raised. However, the additio- 
nal demand realised is only Rs. 27,199. The Committee are concerned over 
the abnormal delay in completing the re-assessments. The Committee 

esire that the remaining 33 cases should be finalised early. They further 
desire that the outstanding demand and completed cases -amounting to Rs. 
96,566 should be realised without delay. 

[S.No. 15 (para 1.120) of the 178th Report of Public Accounts 
Committee (1983-84) (7th Lok Sabha)]. 

Out of the 80 Estate Duty cases which were re-opened in pursuance of 
earlier recommendations of the Hon'ble Committee contained in their . 



21 1th Report (5th Lok Sabha) and 77th Report (6th Lok Sabha), assess- 
ments in 50 cases have heen completed and an additional demand of Rs. 
1,44,619.33 raised out of which an amount of Rs. 33.4701- has been realised. 
In respect of the remaining 30 cases it is mentioned that 28 cases are pend- 
ing with the Controller of Eastare Duty, Bombay because in 'one of the 
re-opened assessments the Single Judge Bench of High Court viz. Writ 
Petition No. 941 of 1979 in the case of Shri Arvind N. Mafatlal has held 
that the re-opening of the assessment was not valid. In another case of late 
Smt. Hemanalini N. Mahadevia in Writ Petition No. 361 of 1981 also, the 
High Court has allowed the writ Petition and held that the re-opening of the 
assessment was illegal. Although we have already filed appeals, it appears 
that while the aforesaid judgement of Bombay High Court subsists 
it may not be proper to proceed with the assessments in other cages. One 
case is pending with the C. E. D. Deihi because in that case viz. in the case 
of late Smt. Savitri Devi, stay has been granted by the Hon'ble High Court. 
In another case the assessment proceedings are in progress and the C. E. D. 
Ahmedabad, has been instructed to complete the assessment proceedings 
at the earliest. 

2. In respect of the remaining additional demands of Rs. 1,1l,l49. 33 
(out of Rs. 1,44,619.33) it is mentioned that the same are also outstand- 
ing due to the stay granted by the Court in various cases or they are being 
disputed before the various appallate authorities/Courts. 

[M/o Finance (Deptt. of Revenue) O.M. No. 24112184-A Bt PAC-I 
dated 8.3.19851 



RECOMMENDATlONS/OBSERVATIONS THE REPLIES TO WHICH 
HAVE NOT BEEN ACCEPTED BY THE COMMITTEE AND WHICH 

REQUIRE REITERATION. 

Recommendation 

In view of what has been stated above, the Committee could like the 
Ministry t o  investigate- 

(i) whether there was any deliberate move in the MinistryIBoard 
to delay the finalisation of the re-assessment in the instant case 
with a view to  benefit the accountable person; 

(ii) whether there was any slackness/laxity in the MinistryIBoard to  
safeguard the interest of revenue in this case; and 

(iii) if so, to  fix responsibility thereof. 

[S. No. 10 (para No. 1.115) of the 178th Report of Public Accou~ t s  
Committee (1983-84) (7th Lok Sabha)]. 

Action Taken 

It may be recalled that on the directions of the Hon'ble Public . 
Accounts Committee the then Secretary (Revenue), in the Ministry of 
Finance looked into the matter and submitted a Note to  the Committee 
vide his D . 0  letter No. 81SR83-I dated 12th January, 1983 addressed to the 
then Cbairman of the Public Accounts Committee. In this note, the then 
Secretary (Revenue) expressed the view that in June 1978 it would have 
been appropriate, viewing the matter in retrospect, for the Under Secretary 
and the Director (ED) to have taken the matter up  to  the Member concer- 
ned. However, there does not appear t o  be any evidence of any deliberate 
move in the MinistryIBoard to delay the finalisation of the re-assessment 
in the instant case with a view t o  benefit the Accountable Person. It  also 
appears that references made by the Board to  the Ministry of Law on 
various occasions were also not without justification, although there has 
been delay in having the matter sorted out. In this case the High Court 
of Bombay granted Ad-Interim relief to the Accountable person, in the 



Misc. Petition No. 941 of 1979 under Article 226 of the Constitution of 
India, on 23rd April, 1979. In view of the stay having already been gran- 
ted by the Bombay High Court, the finalisation of the re-assessment in the 
instant case was not possible thereafter. 

2. It is submitted that the single Bench of the High Court of Bombay 
has since quashed the notice under Section 59(b) of the Estate Duty Act 
for re-openii~g of the assessment in this case vide order dated 8th October, 
1982. The Controller of Estate Duty, Bombay was immediately requested 
to take up the matter with the Ministry of Law, Branch Sectt., Bombay 
for filing an appeal againyt that order, and the appeal was accordingly 
filed with the Division Bench on 8th July, 1983. Unfortunately on 13th 
December, 1983, the Prothonotary and Senior Master of High Court, 
Bombay, dismissed this appeal, as the compilation containing various 
relevant documents were not then filed. Immediately on receiving 'infor- 
mation to this effect from the Ministry of Law, the letters were addressed 
by the Member (WT & J), Central Board of Direct Taxes, to the Controller 
of Estate Duty, Bombay, the Chief Commissioner (Admn.) and Commissi- 
oner of Income-Tax, Bombay city-1, Bombay, Shri P. K. Khartha, Additio- 
nal Secretary, Ministry of Law and Justice, New Delhi and Shri J.G. Saw- 
ant, Joint Secretary, Ministry of Law, Branch Sectt., Bombay, to make 
every effort to get the order of Prothonotary revoked on top most priority 
and matter was followed by C.B.D.T. on day to day basis. The case was to 
be heard on 30th Janucry 1985 but was adjourned to 31st January, 1985 
and was finally heard on 1st Feruary, 1985. The matter was also discussed 
by the Member (WT & J) with the Chief Commissioner (Admn.) and Com- 
missioner of Income-Tax, Bombay City-I Bombay Controller of Estate 
Duty Bombay and the Joint Secretary, Ministry of Law, Branch Secretariat, 
Bombay on a number of occasions and specific directiots were given. As a 
result of these efforts tbe High Court of Bombay have on the 1st Febuary 
1985 accepted our plea for condonation of delay in filing of relevant docu- 
ments and the matter will come up for regular hearing on 18th Febuary, 
1985. 

[M/o Finance (Deptt. of Revenue) O.M. No. 241/2/84A & PAC4 
dated 8.3.1%5)] 



CHArnER V 
b* 

RECOMMENDATIONS/OBSERVATIONS IN RESPECT OF WHICH 
GOVERNMENT HAVE FURNISHED INTERIM REPLIES 

Recommendition 

In regrad to unquotcd shares of private companies, a special provision 
has been made in Section 37 of the Estate Duty Act which provides for two 
alternative modes of valuation viz. (i) by reference to the value of the total 
assets of the company; and (ii) the price which the shares "would fetch if 
they could be sold in the open market." The second mode of valuation has 
to be resorted to only in cases where the value of the share is not ascertain- 
able under the first mode of valuation. 

In the case cited in Audit Paragraph, the deceased held 1000 unquoted 
equity shares in a private limited company named MIS. J. D. Bytco 
Cosmetics Pvt. Ltd. The Estate Duty Officer, while valuing these shares 
under Section 37 of the Estate Duty Act, 1953, made an incorrect allow- 
ance of 15 pec cent from the break up value arrived at by him at Rs. 732 
per share following the principle enunciated under Wealth Tax Rules 

which were not applicable to Estate Duty. This incorrect allowance 
resulted in under-assessment of the estate duty by Rs. 44,000. The 
Committee have been informed that the Audit objection had been 
accepted by the Ministry (February 1982). The Assistant Controller 
of Estate Duty had requested the Commissioner of Income-tax (Appeals) 
for enhancement of the assessment by withdrawing 15 per cent deduc- 

tion allowed. The Commissioner of Income-tax (Appeals) has also 
served a notice of enhancement in this behalf on the accountable 
person (s). Thp accountable person has filed an appeal to the Commissioner 
of Incometax (Appeals), Nasik. The order of CIT (Appeals) is pending 
(Januwy.1983). The Committee would like to be informed of the latest 
position in the matter. 

[S. No. 1 (Para No. 1.106) of the 178th Report of Public Accounte 
Committee (1983-84) (Seventh Lok Sabha)] 

Action Taken 

The Commissioner of Income-tax, Nasik, has reported that the appeal 
has not yet been decided. 



(Approved by the Addl. Secretary to the Government of India). 

Audit have vetted this Action Takep Note without offering any com- 
ments. 

[M/o Finance (Deptt. of Revenue) O.M. No. 24112184-A&PAC-I dated 
22 August, 19841 

April 4,1986 
~hoirra  13,1908 (S) ' 

E. AYYAPU REDDY, 
Chairman. 

Public Accounts Committee. 



PART 11 

MINUTES O F  THE 47TH SITTING O F  THE COMMITTEE O N  PUBLIC 
ACCOUNTS HELD ON 27 FEBRUARY, 1986 (AN) 

The Committee sat from 1530 hours to 1645 hours. 

PRESEN I' 

Shri E. Ayyapu Reddy -Chairman 

MEMBERS 
Lok Sabha 

2. Shri J. Chokka Rao 
3. Shri Amal Datta 
4. Shri Ranjit'Singh Gaekwad 
5. Shri Vilas Muttemwar 
6. Shri G. Devaraya Naik 
7. Shri Rajmangal Pande 
8. Shri H.M. Patel 
9. Shrimati Jayanti Patnaik 

10. Shri Simon Tigga 
11. Shri Girdhari La1 Vyas 

Ralya Sabha 

12, Shri K.L.N. Prasad 

SECRETARIAT 
1. Shri K.H. Chhaya-Chief Financial Committee Oflcer 
2. Shri Krishnapal Singh-Senior Financial Commft tee Oficer 
3. Shri Brahmanand-Senior Financial Committee Oficer 
4. Shri 0,P. Babal-Senfor Financial Committee Oflcer 

1, Shri T.M. George-Addl. Dy. CIAG of India 



2. Shri D.K. Chakrabarty-Director of Audit (Central Revenue) 
3. Shri M. Parthasarathy-Director of Audit (Defence Services) 
4. Shri V. Sundaresan-Director of Receipt Audit-I 
5. Shri Gopal Singh-Joint Director of Audit 
6. Shri B.S. Gill-Joint Director of Audit (Defence Services) 
7. Shri P.N. Misra-Joint Director (Railways) 

2. The Committee considered the following draft Action Taken Reports 
and adopted them with certain modifications as shown in Anoexure 
I1 

Draft Rrport on Action Taken on recommendations contained in 
178th Report (Seventh Lok Sabha) regarding Incorrect Valuation of 
Uoquoted Equity Shares. 

The Committee authorised the Chairman to finalise the draft Reports in 
the light of the above modifications and other verbal and consequential 
changes arising out of factual verification by Audit and present them to the 
Parliament. 

The Committee then adjourned. 



ANNEXURE I1 

(See para 2 of the Mioutes) 
r 

MODIFICATIONS/AMENDMENTS MADE BY THE PUBLIC 
ACCOUNTS COMMITTEE AT THEIR SITTING HELD ON 

27 FEBRUARY, 1986 IN THE DRAFT REPORT ON ACTION 
TAKEN ON 178TH REPORT (7TH LOK SABHA) ON 

INCORRECT VALUATION OF UNQUOTED 
EQUITY SHA RES 

For the existing paragraphs 1.8 to 1.9 substitute : 

1 8 In their earlier Report, the Committee had observed that although the 
Assistant Controller of Estate Duty had issued a notice for reopening the 
estate duty assessment of Shri Hemant B. Mafatlal, prompt action was not 
taken to complete the revised assessment nor were timely efforts made to  
get the stay order issued by the Bombay High Court vacated. The Committee 
had further noted that the said notice was quashed by the Single Judge of 
the High Court in October 1982. The Committee had entertained doubts 
about the proper conduct of the case on behalf of the Government before 
the High Court. 

1.9 According to the information furnished by the Ministry of Finance 
(Department of Revenue) on 3rd December 1985 an appeal against the 
order of the Single Judge of the High Court of Bombay, filed with the Divi- 
sion Bench of that Court had been listed for admission on 18th February 
1985. However, the Committee have since learnt from Audit that the appeal 
against the order of the Single Judge of the High Court of Bombay was 
dismissed by that Court on 3rd June, 1985. The Ministry of Finance, (Depart- 
ment of Revenue) is understood to be considering filing of a special leave 
petition to the Supreme Court against this order of tbe Bombay High 
Court. The Committee regret to observe that the Ministry did not inform 
them of the developments that followed the date (18.2.1985) fixed for admi- 
ssion of the appeal by Division Bench of Bombay High Court, which they 
should havedone while furnishing their notes to the Committee on 3rd 
December, 1985. The Committee strongly deprecate withholding of this in- 
formation by the Ministry of Finance. The Committee take a serious view of 
the matter and would like the Ministry of Finance to investigate the circum- 



stances in which this vital information was withheld by them. The Committee 
would like t o  have a report in this regard within a period of three months 
of presentation of this Report 

1.10 The Committee would also like to  be apprised of the latest posi- 
tion of the case. 

1.11 From the information furnished by the Ministry of Finance 
(Department of Revenue), the Committee find that while the appeal against 
the order of Single Judge of the High Court of Bombay was dismissed by 
the Prothonotary of the High Court far  want of prosecution on 13th Decem- 
ber 1983, the Senior Central Government Advocate of the Ministry of Law 
informed the Inspecting Assistant Commissioner (Judicial), Bombay about 
the dismissal only on 3rd January, 1985 i.e. about 13 months after the dismi- 
ssal of the apeal.This is a very serious lapse on the part of the Senior 
Central Government Advocate. Equally reprehensible is the failure of the 
Ministry of Finance to keep track of the appeal. Right from the date of 
filing of the appeal on 8th July 1983 till the date (3.1. 1985) on which they 
were informed of the dismissal, the Ministry of Finance appear to have 
remained indifferent to the prosecution of the case in the Bombay High 
Court. There has been obviously gross negligence and reprehensible 
delay in finalising this case, which involves substantial revenue. despite the 
audit objection having been accepted as early as 1977. The chronology of 
the case as shown in the Appendix *will speak for itself. The Committee 
consider that the case has not been handled properly at various stages on  
behalf of the Government,which gives room to infer that there was some 
collusion with the accountable persons. The Committee, therefore, desire 
that various aspects of the matter be thoroughly gone into by a Committee 
consisting of the Secretaries of the Ministry of Finance (Department of 
Revenue) and the Ministry of Law and responsibility fixed for the lapses. 
The Committee would like to be apprised of the findings and the action 
taken against the persons found responsible as soon as possible and, in any 
case, within a period of three months. 

*See Appendix J of the Report, 



APPENDIX I 

(vide Para 1.1 1 of the Report 

CHRON~LOGY OF THE CASE REGARDIMG ESTATE DUTY ASSESS- 
MENT OF SHRI HEMANT B. MAFATLAL 

Death of Shri Hemant B. Mafatlal. 

Return of estate duty filed by the accountable person suo 
motto. 

Provisional assessment of the estate duty completed. 

Final assessment completed and demand of Rs. 62,05,295 raised. 
Payment of Rs.42,59,115 made by the accountable persons them- 
selves on May 1972 and 30 March 1974. Balance of Rs. 19,46,170 
paid before May 1974 

Audit pointed out mistakes in the assessment of estate duty of 
Shri Hemant B. Mafatlal 

Consequent to the Audit's observations, assessment proceedings 
were re-opened under Section 59 of the Estate Duty Act 

Writ petition was filed by the accountable person in the High 
Court of Bombay against the re-opening of assessment 
proceedings 

The writ was allowed and the notice of re-opening of assessment 
quashed by the single judge of High Court of Bombay 

The appeal against the decision of the single judge filed 

The appeal was dismissed by the prothonotary of the High 
Court of Bombay for want of prosecution 

The Sr. Central Government Advocate, Ministry of Law 
informed the Inspecting Assistant Commissioner (Judicial) 
Bombay about the dismissal of the appeal by the Prothonotary 



19.1.1985 A petition filed by the Sr. Government ~dvocate to get the 
order of Prothonotary revoked 

18.2.1985 Hearing of appeal by the division bench of the High Court of 
Bombay 

3.6.1985 The appeal aga,inst the arder of the single judge df the High 
Court dismissed 

11.12.1985 The relevant file was sent to the Ministry of Law for filing 
special leave petition 

It is informally learnt that the file has been cleared by the 
Ministry of Law and is at present at Central Agency Section 
who are awaiting the certified copy of the High Court's order 
for filing special leave petition. 



APPENDIX 11 

Statement of Recommendations/Observations 

SI. No. Para MinistryIDeptt. 
No. concerned 

1. 1.8 Finance (Deptt. of Revenue) In their earlier Report, the Committee had observed that 
although the Assistant Controller of Estate Duty had issued a 
notice for reopening the estate duty zssessment of Shri Hemant 
B. Mafatial, prompt action was not taken to complete the 
revised assessment nor were timely efforts made to get the stay 
order issued by the Bombay High Court vacated. The 
Committee had further noted that the said notice was quashed 
by the Single Judge of the High Court ifi October 1982. The 
Committee had entertained doubt about the proper conduct of 
the case on behalf of the Government before the High 
Court. 

d o -  According to the information furnished by the Ministry of 
Finance (Department of Revenue) on 3rd December 1985 an 
appeal against the order of the Single Judge of the High Court 
of Bombay, filed with the Division Bench of that Court had 
been listed for admission on 18th February, 1985. However, the 



Committee have since learnt from Audit that the appeal 
against the order of the Single Judge of the High Court of 
Bombay was dismissed by that Court on 3rd June, 1985. The 
Ministry of Finance, (Department of Revenue) is understood 
to be considering filing of a special leave petition to the 
Supreme Court against this order of the Bombay High Court. 
The Committee regret to observe that the Ministry did not 
inform them of the developments that followed the date 
(18.2.1985) fixed for admission of the appeal by Division 
Bench of Bombay High Court, which they should have done 
while furnishing their notes to the Committee on 3rd Decem- 
ber, 1985. The Committee strongly deprecate withholding of 
this information by the Ministry of Finance. The Committee 
take a serious view of the matter and would like the Ministry 
of Finance to investigate tbe circumstances in which this vital 
information was withheld by them. The Committee would 
like to have a report in this regard within a period of three 
months of presentation of this Report. 

3 1.10 Finance (Deptt. of Revenue) The Committee would also like to be apprised of the 
latest position of the case. 

From the information furnished by the Ministry of 
Finance (Department of Revenue), the ~ o r n m h x  find 
that while the appeal filed against the order of Single 
Judge of the High Court of Bombay was dismissed by the 



Prothonotary of the High Court for want of prosecution 
on 13th December, 1983, the 'Senior Central ~overnment 
Advocate of the Ministry of Law informed the Inspecting 
Assistant Commissioner (Judicial), Bombay about the dismissal 
only on 3rd January, 1985 i. e, about 13 months after the dis- 
missal of the appeal. This is a very serious lapse on the part 
of the Senior Central Government Advocate. Equally repre- 
hensible is the failure of the Ministry of Finance to keep track 
of the appeal. Right from the date of filing of the appeal on 
8th July, 1983 till the date (3.1.1985) on which they were 
informed of tht dismissal, the Ministry of Finance appear to % 
have remained indifferent to the prosecution of the case in the 
Bombay High Court. There has been obviously gross negli- 
gence and reprehensible delay in finalising this case, which in- 
volves substantial revenue, despite the audit objection having 
been accepted as early as 1977. The chronology of the case 
as shown in the Appendix-I will speak for itself. The Committee 
consider that the case has not been handled properly at various 
stages on behalf of Government, which gives room to infer that 
there was some collusion with the accountable persons. The 
Committee therefore, desire that various aspects of the matter 
be thoroughly gone into by a Committee consisting of the 
Secretaries of the Ministry of Finance (Department of Re- 



venue) and the Ministry of Law and responsibility fixed for the 
lapses. The Committee would like to  be apprised of the 
findings and the action taken against the persons found respon- 
sible as soon as possible and in any case, within a period of 
three months. 
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