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

by the Committee do present on their behalf this Fiftieth Report of 
the Public Accounts Committee (Fifth Lok Sabha) on Chapter V of 
Audit Report (Civil), Revenue Receipts, 1970 and Report of the 
Comptroller and Auditor General of India for the year 1969-70, 
Central Government, Revenue Receipts, relating to Other Direct 
Taxes. 

2. In the past a Combined Report on Income Tax and Other 
Direct Taxes was presented. In view of the importance of the 
subject the Committee considered it appropriate to present a separate 
Report on "Other Direct Taxes" from this year onwards. 

3. The Audit Report (Civil) Revenue Receipts, 1970 was laid on 
the Table of the House on the 19th May, 1970 and the Report of the 
Comptroller and Auditor General of India for 1969-70, Central Gov- 
ernment, Revenue Receipts was laid on the Table of the House on 
21st July. 1971. The Public Accounts Committee (1971-72) examined 
the paragraphs relating to Other Direct Taxes at their sitting held 
on 14th October, 1971 (FN). This Report was considered and finalis- 
ed at the sitting held on the 17th August, 1972 (FN). Minutes of 
the sittings form Part 11" of the Report. 

4. A statement showing the summary of the main conclusioni 
recommendations of the Committee is appended to the Report 
(Appendix VI). For facility of reference. these have been printed 
in thick type in the body of the Report. 

5. The Committee place on record their appreciation of the assist- 
ance rendered to them in the rsamination of these paragraphs by 
the Comptroller and Auditor Gencral of  India. 

6 .  The Committee would also like to express their thanks to the 
officers of the Ministry elf Finance for the cooperation extended by 
them in giving information to the Committee. 

ERA SEZHIYAN, 
Chawman. 

Public Accotcnts Committee. 
NEW DELHI; 

August 17, 1972. 
~ t a v a , - 1 8 9 4  - ( ~ i k a i i -  
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CHAPTER I 

Super Profit TaxISur Tax 
General 

1.1. During evidence the Committee pointed out the Super Profit 
Tax was introduced in 1963-64 as a disincentive to excessive profits 
and to help keep down the prices. As these considerations will be 
valid for a long time to come, the Committee desired to know 
whether Super Profit TaxISur Tax could form part of a separate 
Corporate Tax Act so that there may not be any need to have a 
separate return etc. The Finance Secretary stated: "Originally these 
Acts were brought as an emergency measure in 1963-64 and you will 
have noticed that the Super Tax was in operation for only one year. 
Then it was withdrawn and then reimposed. The history of this 
has been somewhat fluctuating, but I think the idea that you have 
raised, that is, if there is to be a permanent measure of disincentive' 
to excessive profits or a permanent measure to keep down the prices, 
it would be helpful if these can be integrated into one. We will 
examine this suggestion." 

1.2. The Committee feel that in case Sur Tax is going to be a 
permanent measure to provide a disincentive to excessive profits 
and to keep down prices, i t  would be helpful both to the Department 
and the assessees if it is integrated into the general tax structure, 
as stated by the Finance Secretary. They would accordingly suggest 
as a step towards simplification and rationalisation that there could 
be a separate Corporate Tax Act incorporating therein the vovisions 
relating to Sur Tax. 

Super Profits Tax/Sur Tax 
Audit Paragraph 

1.3. As per the Super Profits Tax Act. 1963'Sur Tax Act. 1964 
and instructions of the Central Board of Direct Taxes of October 
1963, reserves which are designed to meet any liability, contingency. 
commitment or dimunition in the value of assets known to exist as 
on the date of the Balance Sheet should not be included in the 
computation of capital. 

1.4. In the assessments of four companies, for the assessment years 
1963-64 to 1967-68, it was noticed that the following reserves which 
should not have been treated as capital were incorrectly taken as . 



capital and consequently there was short-levy of tax of Rs. 15,94,959 
in all the four cases: 

(1) Provision for repairs and replacement; 
(2) Provision for capital redemption; 
(3) Provision for plant renovation; 
(4) Provision for stores and sales tax; 
(5) Reserve for retiring gratuities; 
(6) Reserve for revaluation of plant: 
(7) Inventory reserve; 
(8) Reserve for doubtful debts; and 
(9) Surplus in Profit and Loss account. 

1.5. The Ministry have accepted the mistake in one case involv- 
ing tax of Rs. 3,10,618. Reply of the Ministry in the remaining three 
cases is awaited (March 1971). 

[Paragraph 61(b)(i) of Report of the Comptroller and 
Auditor General of India for the year 1969-70:-Central 

Government (Civil), Revenue Receipts.1 

1.6. The Committee enquired whether the assessments in all the 
cases under reference had been retified and if so, desired to know the 
additional tax demanded from the assessees and recovered so far. 
The Ministry, in a note furnished to the Committee, submitted the 
following information : 

"In the case of two assessees involving four assessment pro- 
ceedings. the Audit had objected to the inclusion of certain 
reserves in the capital computation of the concerned as- 
sessee companies. The Ministry found that none of the 
reserves. which the Audit had in view, had been created 
to meet any known liabilities and these were only appro- 
priations out of the profits for various purposes. Hence, 
in view of the Supreme Court ruling in the case of the 
Metal Box Co. of India Ltd. 173 ITR 531, the Ministry 
disagreed with the Audit view. The assessments in the 
case of these two companies have not been revised. 

The Audit objected in the case of another company involving 
two assessment years, that the capital base should not 
have included the following reserves: 
(i) Reserve for renovation of plant; 

(ii) Inventory reserve; 
(iii) Reserve for doubtful debts; and 
(iv) Surplus in profit and loss account. 

d -. , . 
_/- : . 



The abjection relating to (i), (ii) and (iii) was not acceptable, 
because none of the three reserves had been created for 
specified, ascertained or known liability and not one of 
these reserves had been created by allowing a deduction 
in the computation of total income. But the objection 
relating to (iv), was acceptable in view of the Supreme 
Court decision in the case of Century Spinning and Weav- 
ing Mills Ltd., [24 ITR 4991. The SPT assessment for 
1963-64 and Sur Tax assessment for 1964-65 will have to be 
made afresh by the Income-tax OHicer. At present, he is 
presccupied with disposal of income-tax assessments 
which would soon be reaching limitation. The revised 
SPT and Sur Tax assessments are expected to be complet- 
ed by him by May, 1972. 

The Audit objection in the fourth case involving three assess- 
ment ~roceedings'has been accepted in principle. The Sur 
Tax assessments for the assessment years 1965-66 to 1967- 
68 will be revised after the end of the current financial 
year." 

1.7. The Audit objection regarding the treatment of certain re- 
serves as capital for the purpose of levy of Super Profit TaxISur 
Tax in the case of four company assessees is based on the instruc- 
tions issued in October 1963 by the Central Board of Direct Taxes 
themselves. The Ministry have, however, contended that in the 
case of two companies the reserves referred to by Audit. which 
were appropriations out of profits, had not been created to meet 
any known liabilities and that in view of a Supreme Court ruling 
the assessments need no revision. In another case. the Ministry 
have pointed out that the reserve vlz. ( i )  Reserve for renovation 
of plant; (ii) Inxentory reserve; and (iii) Reserve for doubtful 
debts, had not been created for specified. ascertained and known 
liability and by allowing deduction in the computation of total 
income. The objection relating to 'surplus in profit and loss 
account' has been accepted in accordance with the judicial view on 
the subject. The Committee further note that the objection in the 
fourth case has been accepted in toto. They would like to await 
a report on the rectification of assessments and the details of re- 
covery of tax in the case of the two companies. 

1.8. The Committee desire to suggest that the treatment of 
various reserves should be examined carefully on the basis of judi- 
cial view and in consultation with Audit and Ministry of Law for 
issue of detailed revised instructions for the guidance of assessing 
olflcers. 



Audit Paragraph 

2.1. The actual receipts under the Wealth-tax ~ c t '  during the 
year 1969-70 amounted to  Rs. 15.62 crores. The receipts under the 
Wealth-tax Act for the last five years are compared with the Bud- 
get estimates in the table below: 

(In Crores of rupees) 
... ... -- ..... ............ 

Year Budget Actual 
Estimates Receipts 

2.2. The total number of assessees in the books of the depart- 
ment as on 31st March, 1969 and 31st March. 1970 were as follows: 

As on As vn 
3 1 s  316t 
March, March, 
1969 1970 

-- -_I__ --_- .__ - --.I.-.----.- 

. . . . . . . . .  In.3ividuals 94,961 1,239522 

Hindu Undivided Family . . . . .  11,551 5,113 

- -.- - - 
[Paragraph 62(i) and ( i i )  of report of the Comptroller and 

Auditor deneral of India for the pear 1969-70, Central 
Government (Civil) Revenue receipts.] 

2.3. As per paragraph 33(iii) of the Audit Report there wele 
3,21,494 assessees having business income over Rs. 15,000 in each 



case. The Committee p i n t e d  out that to earn an  income of 
Rs. 15,000 a person should not have less than Rs. 1 lakh of wealth 
which is the limit laid down for purpose of wealth tax. Excluding 
about 27,000 company assessees about 2,94,000 assessees are to be 
borne on the rolls of th? department for purposes of Wealth-tax. 
The number of assessees furnished by the Ministry and included in 
this paragraph, as  on 31st March, 1970, is only 1,28,635. The Com- 
mittee asked for the reasons for such a large variation. The Committee 
also desired to know what efforts were made to conduct an external 
survey and bring in more assessees into the' books of the depart- 
ment. The Ministry furnished the following reply: 

"Persons assessed to Wealth-tax are entitled to quite a num- 
ber of exemptions under Section 5 of the Wealth-tax 
Act, the chief amongst which is an exemption upto Rs. 1 
lakh in respect of a house belonging to him and exclu- 
sively used by him for residential purposes. The person 
would be liable to Wealth-tax only on the net wealth 
arrived a t  after allowing these deductions. The gross 
figure before such deductions should in most of the cases 
be about Rs. 2 lakhs. Working on the same basis as  
adopted by the Committee, it would mean that a person 
earning an income of about Rs. 30,000 per year would be 
a wealth tax assessee. 

The number of assessees having business income of over 
R;. 25.000 on 31st March, 1970, was l,61,485 against 1.28,635 
wealth-tax assessees on the same date. There was, there- 
fore. not much of variation between the expected and the 
actual number of assessees. 

The variation is chiefly explained by the following factors: 

(a)  Firms and Association of Persons are not liable to wealth- 
tax, and 

(b) The exemption limit of wealth-tax for Hindu Und iv idd  
Families is Rs. 2 lakhs. 

The Board have asked the Commissioners of Wealth-tax to 
conduct an extensive survey to bring more assessees into 
the books of the Department. They were asked to start a 
planned programme of survey from 1st April, 1971. This, . they have been able to do  on a selective basis, because of 
a shortage of Inspectors. " 



2.4. The Committee were informed by Audit that the total num. 
'ber of assessees and the tax collected during the years 1961.62 to 
1969-70 were as fol130ws: 

Year No. of Tax 
assessees collected 

(in crores of 
Rs.1 

2.5. On 31st March, 1970, though the number of assessees had 
gone up by more than four times to what it was on 31st March, 1962. 
the tax collection had gone up by less than two times only. Com- 
menting on the fact that the proceeds from wealth-tax had been 
almsst stationary in spite of rise in number of assessees the Public 
Accounts Committee recommended in paragraph 2.7 of their 117th 
Report (4th Lok Sabha). 

"This suggests that there is a large scope for improving the 
administration of tax. In  the Committee's opinion, this 
would call for efforts in tw:, directions. In the first place. 
it would be necessary to make concerted efforts to bring 
down the arrears in assessments. Later in this Report, the 
Committee have drawn attention to the fact that there 
are pending assessments dating back to 1963-64 and even 
earlier years. A programme for their expeditious clear- 
ance would have to be drawn up. Secmdly, the procc- 

. . . . . .  dures for valuation will have to be streamlined . "  

2.6. To which, the Ministry replied as follows: 

"The Arst recommendation of the Committee that concert~d 
efforts should be made to bring down arrears in assessment 
has been followed. During the recent cmference of the 



Commissioners of Income-tax held in May, 1970 special- 
emphasis was laid by the Board on the need for liquidat- 
ing the arrears of wealth tax assessments. The Commis- 
sioners were asked to deploy more Ofllcers for the dispo- 
wl of wealth-tax assessment during the financial year and 
to fix separate targets .3f disposals for such assessments. 
The Commissioner of Income-tax have since reported that 
they have taken proper action in the matter. Accordingly 
it is hoped that by the end of this financial year the num- 
ber of such pending assessments would substantially come 
down . . . . , t 

2.7. Asked about the target dates fixed for the clearance of arrears. 
in assessments, the Ministry stated: "The Board have not fixed any 
target dates for the completion of arrear assessments as during 
1971-72 the same set of officers have to complete 3 time-barring in- 
come-tax assessments. Besides, greater stress is being laid on the 
quick completion of revenue yielding income-tax cases and on collec- 
tions of arrear demands." 

2.8. The Committee enquired whether there were any checks over 
the work of valuers to ensure that valuation is done correctly and 
fairly. The Ministry, in a written reply stated: 

"Under the existing provisions of law, no control over quality 
of valuation work done by Valuers appointed under Sec- 
tion 4(3) of the Estate Duty Act is possible. However, 
wherever the Wealth-tax Officer suspected the valuation 
made by such Valuers, the matter was referred for proper 
valuation to the Valuation Cell of the Central Board of 
Direct Taxes. manned by Engineers on deputation from 
the Central Public Works Department. It may be stated 
that under the Taxation Laws (Amendment) Bill, 1971. 
which is before the Parliament. adequate provisions are 
propxed to ensure proper valuation by private (reglster- 
ed) valuers." 

2.9. The Committee feel that there is scope for improving tbe 
Wedth Tax administration especially to ensure that all the asses- 
sees lhble to pay Wealth Tax are borne on the books of the Depart- 
ment. They would accordingly like to suggest that the lneomolhx 
returns of all the ~ssessees having busbass income of over RE. 15,460 
should be reviewed to see whether all those havfag taxable wealth 
are submitting returns of wealth. Sudr a review is called for in vitw 
of the fact that as against 2,44,000 Income-tax wmse!e~ ( U U d i r y  
companies) having business income of over Rs. 15,000 as on 31st 
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March, 1970, the number of wealth tax assessees was only 1,28,635. 
St con be reasonably presumed that to earn an income of Rs. 15,000 
per annum a person should have wealth of not less than Rs. 1 lakh, 
which is the limit laid down for the purpose of wealth tax. In this 
aonnection the Committee wish to observe that the exemption of 
Bs 1 lakh for self occupied houses referred to by the Ministry does 
not appaar to be relevant to cases of purely business income. As 
regards house property, the Committee would urge Government to 
intensify the survey on the basis of municipal records etc. 

2.10. The Committee would further wish to reiterate their earlier 
observation contained in their 117th Report (Fourth Lok Sabha) that 
It is necessary to make concerted efforts to bring down the arrears 
in assessments and that the procedures for valuation will have to be 
streamlined as the increase in wealth tax revenue has not been even 
two-fold with a four-fold increase in the number of assessees during 
the past 9 years. They observe that no target dates for the comple- 
tion of arrm assessments have been fixed. They expect that the 
arrears should be cleared as early as possible under targetted p m  
gramme so as to get the taxes due. The concrete steps taken to 
str88111line the procedures for valuation of assets and bring down 
the arrears in assessments may be reported to the Committee. 

Mistakes in calculation of tax or in the computation of net wealth. 

Audit Paragraph 

2.11. (a) The wealth tax assessments of an individual assessee 
for the asessment years 1959-60 to 1961-62 and 1964-65 to 1967-68 
were completed on 24th January, 1968. The total wealth tax pay- 
able for all these years according to the rates laid down for the 
respective years worked out to Rs. 36,920. However, the Wealth-tax 
Officer calculated the demand as Rs. 22,450 only and issued notice 
for the same. Thus there was a net under-charge of wealth-tax of 
Rs. 14,470 due to incorrect application of rates. The department 
have accepted the mistake. Report regarding rectification and re- 
covery of the tax is awaited. 

(b) For the assessment year 1967-68 completed on 1st December, 
1967 the total net wealth of an assessee worked out to Rs. 4,48,012. 
However, the assessing ofRcer computed the net wealth as Rs. 2,48,012 
resulting in under-charge wealth of Rs. 2 lakhs from tax. 

(c) In another case for the assessment year 1965-66 total net 
wealth assessable worked out to Rs. 3,26,487. However, the Wealth 
tax M c e r  took the net wealth as Rs. 2,26,487 resulting in unaer 
charge of wealth of Rs. 1 lakh from levy of tax. 



(d) While computing the net wealth of an assessee for the assess- 
ment year 1962-63 the Wealth-tax OfEcer inadvertantly assessed the 
wealth as comprising 5,000 shares of a company as against 50,000 
shares of Rs. 10 each of that company. The error in adopting the 
number of shares resulted in under-assessment of wealth by 
Rs. 4,50,000. The department have since accepted the mistake and 
raised additional demand Report regarding recovery is awaited. 

[Paragraph 71(ii) oi' Audit Report (Civil), Revenue Receipts, 
1970.1 

2.12. Referring to sub-para (a ) ,  the Committee enquired whether 
all the assessments have been verified and additional demand re- 
covered. It was stated, in a written note, that the assesssments had 
been rectified as a pro:ective ,measure but recovery had not been 
pressed for. The Committee pointed out that the assessments for 
all the 7 years from 1959-60 were completed only in January, 1968 
and desired to know the reasons for such an inordinate delay in  the 
completion of assessments. The Ministry, in a note, explained that 
the delay was due to the litigation regarding the ownership of the 
property in question. 

2.13. To a question as to how the mistake occurred in this case. 
the Ministry stated that it occurred in adopting an incorrect rate of 
tax. The Committee asked whether the assessments were looked 
into in Internal Audit. According to the reply of the Ministry, the 
assessments were not checked by the Internal Audit. 

2.14. As regards sub-para (b), the Committee were informed in 
a note that the assessment had since been rectified and additional 
demand of tax recovered. Asked whether there was any arrange- 
ment in regard to check of assessments before the demand notice was 
issued, the Ministry stated that there was no such arrangement. 

2.15. To a query whether the assessment had been checked in 
Internal Audit, the Ministry, stated that this information was not 
readily available. 

2.16. The Committee referred to sub-para (c) and enquired about 
the present position of the recovery of additional demand. 1f was 
stated by the Ministry that rectification of the assessment and re- 
covery of additional demand had since been done. 

2.17. The Committee desired to know the steps proposed to be 
takep by the Ministry so as to avoid recurrence of such mistakes in 
future. The Ministry, in a note, stated that suitable instructions 
would be issued for the avoidance of such mistakes. 
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2.18. Asked whether additional demand in  respect of sub-para 
(d) had been recovered, the Ministry replied in the affirmative. As 
regards the total wealth returned by the assessee, it was stated that 
the net wealth declared was Rs. 1.28 crores. The Committee were 
further informed that the assessments for 1962-63 and 1963-64 were 
completed on 11-10-1967 and 17-10-1967 respectively and on 16-4-1969, 
the Audit objection was received. The Committee were informed by 
Audit that the assessment was not subjected to check by the Inter- 
nal Audit. Asked as to why the Internal Audit did not take up the 
case for review in time, the Ministry, in a note, replied that the 
explanation of the Internal Audit Party for its failure to review 
this case in time was being called for. 

2.19. The Committee find that in two out of four cases mentioned 
in the Audit paragraph although the total net wealth worked out to 
Rs. 4,48,012 and Rs. 326,487 respectively, the asvessing oflicer com- 
puted the net wealth as  Rs. 2,48,012 and Rs. 2.26,487. In another case 
a mistake in computation of net wealth ieading to underassessment 
of wealth by Rs. 4,50,000 was committed in taking the number of 
shares owned by the assessee as 5,000 instead of as 50,000. Such mis- 
takes could have been prevented with a little more care on the part 
of the assessing officers and hence the Committee desire that res- 
ponsibility should be fixed for appropriate action. The Committee 
further feel that these point to the need for counter-check of assess- 
ments before they are finalised and demand notices issued. This 
is all the more necessary in the case of big assessments such as 
the one reported in sub-para (d), the net wealth declared in which 
being Rs. 1.28 crores. They trust that Government will take effec- 
tive steps to avoid recurrence of such mistakes. 

2.20. In one case. the Ministry are unable to :late whether the 
assessments were looked into by Internal Audit whereas two cases 
were not checked by them although the assessments were completed 
in October, 1967 and January, 1968 respectively. All these suggest 
that Internal Audit have not been giving importance to the check 
of Wealth-tax assessments that it deserves. The Committee hope 
that the situation will be remedied. 

2.21. The wealth-tax return form provides several columns to in- 
dicate the various kinds of assets owned by an assessee, located 'n 
and outside India, such as movable and immovable property, busi- 
ness assets, stocks, shares, bank balances etc. The form also requires 
the assessees to draw up an abstract and indicate the total wealth. I t  
was noticed that in eleven cases assessed in five Commissioners' 



charges the wealth-tax officers did not charge to tax total wealth 
of Rs. .27,35,294 shown by the assessees in their returns of wealth. 
The resultant under-assessment of tax was Rs. 33,349. The depart- 
ment have accepted the mistake in six cases and their reply in regard 
to the remaining three* cases is awaited (March, 1971). 

[Paragraph 62 (a) (ii) of Report of the Comptroller & Auditor 
General of India for the year 19'69-70, Central Govern- 

ment (Civil), Revenue Receipts.] 
2.22. The Committee were informed by Audit that three assess- 

ments out of eleven mentioned herein, were checked by the Internal 
Audit but the omission remained undetected. The Committee desir- 
ed to know the scope and extent of Audit conducted by Interna; 
Audit Party on Welath-tax assessments. The Committee also en- 
quired whether the omission in the 3 cases were looked into by the  
Ministry. The Ministry have submitted the following reply: 

"The scope and extent of the Internal Audit check was enlarg- 
ed in June. 1969 as detailed in the annexure. (Appendix 
I of this. Report). 

In the instant case the I.A.P. had checked the case before June. 
19F9, when they were required to check only the arithme- 
tical calculations." 

3.23. In this connection, .Audit have made the following com- 
ments: 

"The Ministry have indicated duly the scope of internal audit 
but not extent of internal audit. For instance, the income-tax, the 
following qunnum of audit is prescribed: 

(a )  all company cases 
(b) other cases: 

income of Rs. 20.000 and above 1 4  of cases 
Rs. 20,001 to Rs. 50.000 10% of cases 
Rs. 50.001 and above 100% of cases 

Similarlv on the wealth-tas side anv percentages prescribed by 
the Board for check bv the Internal Audit are required to be inti- 
mated to the Public Accounts Committee." 

2.24. The Ministry, in a note. intimated the present position of 
rectificr,tion of assessments and their subsequent recoveq as  fol- 
lows 

" fhe  objection in d l  the eleven cases has been accepted by 
the Ministry. All the relevant assessments, excepting 

8 three which were set aside in appeal, have been revised 
-- - - - -  -- -- --- - - - - -  - - -  

*Shodd be fivc. 
1723 L.S -2. 



and an aggregate additional demand of Rs. 19,336 raised. 
Out of this, a sum of Rs. 16,273 has been collected. Infor- 
mation regarding the collection of the balance demand oi 
Rs. 3,063 and completion of three set-aside assessments is 
awaited." 

2.25. With reference to the above reply, Audit have stated that: 
(a) "Only two assessments for the years 1957-58 and 1958-59 were set 
aside by the Appellate Assistant Commissioner and in the freah 
assessments made the audit objections were taken into account ;nd 
the demand created included the tax of Rs. 8,924 pointed out in 
Audit. Only in the case of the revision appears to be still pendinq 

(b) Hence the additional demand created in the ten cases eggre- 
gated to Rs. 28,260 and not as Rs. 19,336 as stated in the Ministry's 
reply. 

(c) SO far as collection of tax is concerned, Audit has stated 
that recovery was Rs. 10,309 only. In one case with tax efrect r d  
Rs. 5.944 the Ministry's file indicates that refunds due were to be 
adjusted against the demand. Completion of action in this regard 
is not evident from the file." 

2.26. The Committee referred such widespread omissions which 
were reported in the paragraph as well as in para 71 (iii) of Audit 
Report, 1970, and asked what action the Ministry proposed to take 
to prevent recurrence of such lapses. To this, the Ministry stated 
(February, 1972) that the Board were considering simplification of 
the return form so as to avoid such mistakes. 

2.27. The Audit paragraph brings out omission on the part of the 
welath-tax offleers to assess variotts kinds of assets returned by the 
assesseer in their wealth-tax returtle. In eleven cases total wealth 
of Rs. 27,3&294 was not charged to tax. The MLnlstrg have accepted 
the lapse in all these cases. The Committee would l i e  to leave the 
recovery of additional demands to be watched by the Minisiry/Audit. 
The Committee And that such lepsw are falrly widesprd. The 
Ministry have informed that simplification of wealth tax return is 
stated to be under consideration to avoid recurrence of such lapses. 
The Committee await a further report in this regard. 

2.28. TI& Committee were informed by Audit that thret out of 
eleven ~ s e ~ l h N I t a  were ehedmb by the Internal Audit but tjte 
Wrsian remained undbteeted. l%e Ministry have e*plained tbat 
the cases were checked k o r e  June, 1969 when the Intend Audit 



Parties were required to cheek only the d m e t i e a k  calculations. 
The Comimttee note that the scope of the Enternal Audit check has 
since been enlarged. In this connection they deshe to urge that the 
quantum of check by Internal Audit of various categories of wealth 
tax assessments should also be laid down specifically in consultation 
with statutory Audit. 

Audit Paragraph 

2.39. The wealth-tax assessments of an assessee for the years 
1963-64 to 1967-68 revealed the fnllowing mlstakes leading to under- 
,~ssessment of wealth by Rs 1420,880 with consequent short-levy of 
tas of Rs. 71,395 - 

( i )  The vaiuc of a divcli!ng house was taken as Rs. 3.61.640 
for the a s e : ~ m e n t  y a r s  1963-64 to 1967-Gtl. The -4ppellate 
Assistant Commissioner while deciding the Income-tas 
assessment for the assesment pear 1963-64 determined the 
value of t!le property as Rs. 4,01,880. The enhanced value 
of the property decided by the appellate aut!2ority was 
n u t  adupte-l in thch i\ taalth-tax assessments for t he  ye2r.- 
1963-64 to 1967-68. 

( i i )  Vacant land valued at Rs. 41.220 referred to In the appellate 
ordcrs was not considered in the computation of tasab!e 
lvealth for the four assessment years. 

( i i i )  House property valuecl ct Rs. 5.13.580 for the assessment 
year 1964-65 to 1967-68 was not included In the computa- 
tlon 3f wealth. 

2.30. Ministry's reply to thc audit paragraph forwarded in 
October, 1970 is awaited (March, 1571). 

[Paragraph 62(a) (iii) of Report of the Comptroller 8r Auditor 
General of India for the year 1969-70, Central Go~.err.- 

ment (Civil), Revenue Receipts.] 

2.31. The Committee pointed out that the assessee in this case 
appeared to fall in the category of "big wealth-tax a i sessees 'and  
wanted to know whether there were any arrangements for exercising 
counter-check before assessments are finalised and for a check 
before demands actually raised, and whether such checks were 
'exercised in the case under examipatian. The Ministry, in a written 
reply, W e d  tW: 

"The checking is  conflned to the calculation of taxes and not 
the computation of net wealth. The Wealth-tax Officer 



himself is expected to exercise proper caution in handling 
big cases. Such cases are also looked into by the Assistant 
Commissioners of Income-tax a t  the time of inspection. 

In the case in question, the under-charge reported by the Audit 
is based on a mode of computation different from that of 
the Wealth-tax Officers in computing the net wealth of tht, 
assessee. " 

2.32. Asked whether the same wealth-tax oficer completed th(s 
assessments for all the five years, the Ministry stated that the assesz- 
mer.ts werc made by three different officers. 

2.33. According t~ Audit, the reply to the paragraph, which wa:. 
f.::-warded to the Ministrv in October. 1970 had not yet been sent. 
The Committee ivanted to know the reasons for the dclay. Tht3 
J:::.;-+ ..s,ry furnished the following written reply. 

'The reply In thls case was sent on 19-11-1971 after a l~l t i r  
over one year from thc r ~ c e l ~ t  of the object~on Thi 
delay, mainly caused by settling the pn~n t s  o f  d~ffert~ncc. 
between the Audit and thc M~nlstry, is regretted ' 

2.34. As regards the additional demand of tax raised and recovered. 
i t  \:-as stnted. in a note, that the assessments had been re-opcncic! 
under section 17 and were pending. 

2.35. In this case a number of mistakes have been committed in  
the assessments for the years 1963-61 to 1967-68 involvinr: short-lrw 
of wealth-tax of Rs. 71,195. The Committee understand that tho 
assessments had been reopened under Section 17 of the Wealth Tax 
Act. A report regarding rectification of the assessments and rcl- 
corery of additional demand may be sent to the Committee. 

2.36. The Committee have earlier in this Report stressed the need 
to have counter-check of assessments before they are finalised and 
demand notices issued. Such a countercheck should not be con- 
fined to calculations of tax only but should also cover computation 
of net wealth. 

2.37. Incidentally, the Committee would Like to Impress upon tht' 
Ministry the need to give prompt replies to Audit paragraphs for- 
warded to them before their inclusion in the Report of the CqAG. 
as in this case it took, regrettably, more than a year to furnish thr 
replies. 



,Omission w levy or incorrect levy of additional wealth-tax on 
immovable properties 

Audit Paragraph 

2.38. (a)  In seven cases relating to four Commissioners' charges, 
additional wealth-tax on immovable properties ( s r  rights therein) 
i-alued at Rs. 54.40 lakhs situated in large cities and towns was 
omitted tu be levied. In all the cases the department have accepted 
the omission. Report regarding rectification and recovery of t a s  is 
~wa i t ed .  

(b)  An assessee, owned in a city having a population exceeding 
4 lakhs but not exceeding 8 lakhs, immovable properties valued a t  
Ks.  69.73 lakhs as sn 31st March 1965. He was entitled to exemption 
;ram the additional tax on property of Rs. 3 lakhs. Contrary to the 
pr.ovlslons in the .4ct, the assesscc was glven exemption on Rs. 5 
i:ikhs value of such property and this resulted in under-statement 
tf net ivealth assessed to tax by Rs. 2 lakhs for the assessment year 

5 -  R ~ ~ p o r t  regarding rectification and reccrvery si' additional 
Lay is awaited. 

[Paragraph 71 ( i ~ . )  of Audit Report ( C i ~ i l ) ,  Reve~ut .  Receipts, 
1971.] 

3.41. The Comm~ttee \vew d o m e d  by the M~nls:ry that such 
mistakes might not occur in future. To a question xvhether any 
~nstructions were issued for the guidance of the Internal Audit Part?. 
w q ~ i r i n g  them to look into the aspect of levy of this additional 
ivealth tax, the Ministry replied that no such instruction had been 
! w e d .  
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2.42 Ullrler tlre deeWe bs the W d f h  *a% Act, 1851, as -deb 
by F'inance Act. 1W, additional wealth-tax at gmha0cd nh is 
leviable on immovable properties other than business premises 
situated in urban areas with population of more than 1 lakh. The 
Committee are distressed to note a number of cases of non-levy of 
the additional wealth-tax on immovable properties valued a t  Rs. 54.50 
lakhs and incorrect levy leading to under-assessment of net wealth 
by Rs. 2 lakhs. This shows that the assessing omcers are not quite 
conversant with the relevant provisions of the Act. The Committee, 
however. note that the assessments in all the cases have been rectified 
and additional tax recovered. The instructions dated 25th Sep- 
tember, 1971 issued in this connection contemplating inter-alia a 
review by the assessing ofecers to find out if any other completed 
assessments in such cases require rectification under Section 35 of 
the Wealth Tax Act are too general in the sense that no target date 
for the completion of m i e w  has been prescribed and that a report 
is also not required to be submitted to the Ministry. In order to 
ensure t t a t  the contemplated review is promptly conducted and the 
assessments rectified wherever necessary. the Committee desire that 
a suitable target date should be fixed 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. 

2.43, The Committee further desire that the Internal Audit should 
be specifically instructed to look into the levy of additional tax on 
urban immovable properties in the course of tkeir check in view of 
the large scale omissions which have been brought to the notice by 
Statutory Audit. 

Son-levy/Inconect levy of additional wealth-tax on immovable 
urban properties. 

Audit Paragraph 

2.44. Under the Wealth-tax Act from assessment year 1965-66. in 
addition to the wealth-tax chargeable a t  the prescribed rates, whew 
the net-wealth of a n  individual or Hindu Undivided Family includes 
building or land (other than business premises) or any right on such 
building or land situated in any areas falling in specified categories. 
additional tax worked out with reference t s  the value of assets deter- 
mined in the prescribed manner is chargeable. Where an assessw 
owns land or building falling in areas covering more than one (ate- 
gory, additional wealth-tax is to be charged on the aggregate value 



of building: a d  lands in all catqorie: after allowing statutory 
exemptio%. 

( i )  Ln the case of. two assessees wh'3 during the assessment year 
1965436 owned assets falling in two categories, the additional wealth- 
tax on assets falling in each category was charged separately instead 
of charging the same after aggregating their values. This resulted 
In under-charge of tax of Rs. 23,032. The audit paragraph was for- 
warded to the Ministry m October, 1970 and their reply is awaited 
(March, 1971). 

(ii) In eighteen cases the additional wealth-tax was not levied 
on urban immovable properties valued ,a t  Rs. 158.62 lakhs and the 
tax invdved was Rs. 37.296. 

[Paragraph F2(b) ( i )  8. (ii) of Report of the Comptroller &: 
Auditor General of India for the year 1969-70, Central 

Government (Civil), Revenue Receipts.] 

2.45. Finding the omission to levy or incorrect levy of additional 
Wealth-tax on immovable property t~ be widespread. the Committee 
cnquircd whether a review of all cases in which additional wealth- 
t a s  on urban property arc lcviable to find out whether taxer; had 
been properly levied having regard to the classification of the city 
and additional tax leviable on properties situated therein. The 
Ministry have submitted the follon-ing reply in this regard 

' Yrs The Ministry feel that the desrred revie\v can be taken 
up only after 31-3-1972, when incsrne-tax assessments for 
a,; many as three assessment years would be reach~ng 
I~mrta t~on 

2.46. To a query about the present posltlon of the case.; in the 
matter of recovery of additronal dcrnands, the Ministry of Finance 
subnutted a note whrch 1s reproduced below 

" Assessrncnts in respect of thirtecm asiessees have been 
rewsed and an aggrcbgatc. add~tional demand of Rs. 35.011 
ralsed. In one case t h ~  Appellate Assistant Con~missioner 
has cancelled the rectificatory order and the Department 
has filed a second appeal. In the remaining sis  cases 
information regarding the amount of additional demand 
raised is awaited." 

-7. I\be CoaLmmee have. in the mecedbg saation of this Report. 
demlt with the norr-levy/hrcorpert levy of d i t i e d  tax on urban 



immovable properties. That such omissions and mistakes are wide- 
spread is dear  from the fact that this Audlt paragraph has brought 
out further 18 cases of non-levy of additional tax on properties valued 
a t  Rs. 158.62 lakhs and two cases of incorrect levy. The Committee 
note that an aggregate additional demand of Rs. 35.011 has been 
raised in thirteen cases The recovery of this additional demand 
as also the rectification of assessments and recovery in other cases 
may be reported to the Committee. 

2.48. The Committee wish to stress the need to expeditiously 
camplete a review to find out whether taxes had been properly levied 
in such cases. They would await the outcome as indicated earlier. 

Incorrect exemptions and deductions allowed to assessees. 

Audit Paragraph 

2.49. Wealth-tax is not payable by an assessee on the value of ?(:st 
Office National Plan Certificates, Treasury Savings Deposit Certi- 
ficates, Post Office National Savings Certificates, etc. subject to the 
following conditions: 

(1) The exemption is limited to the extent to which the 
amount of the ct>rtificates does not exceed In each csse 
the maximum amount permitted to be ~nvested. ;ni 

( 7 )  the inveytments are held by the nsricsscc in his narnt: 

2 50 In a case the excess value of the crrtlficates of Rs 7 50 U l N  
over the prescribed maximum amount hild by an ~nd~v ldud l  n,aL 
not lncluded in net wealth for the assessment years 1961-63 to 196849 
The wealth-tax under charged was Rs. 14,563 Reply :)I. the M~nistr:: 
to whom the matter wa5 reported in Augu5t 1970 15 awaltrd (March .  
1971). 

:Paragraph 62(c) (1)  of Keport of t h ~  Comptroller & Audltrr 
Gcneral of I n d ~ a  for the year 1969-70, Central Government 

(Civil). Revenue Rece~pts 

2.51. The Committee asked how the Govcrnment kept watch that 
investments, individually or jointly were made only upto the maxi- 
mum limits laid d3wn. The Ministry stated in a note that in the 
course of assessment proceedings, the wealth-tax officers checkcd 
up whether the maximum limits of investments had been exceeded. 
Asked further whether there were any penal provisions under the 
schemes mentioned in the paragraph if investments were made in 
excess of the limits laid down, the Ministry intimated that no penal 



provisions under the Wealth-tax Act have been provided to d i e  
courage the investments exceeding the prescribed limits; but when 
a n  assessee exceeded the maximum amount permitted to be invested 
in the relevant certificates, the balance was not allawed exemption. 

2.52. Asked if the assessments in the first case for the years 
1962-63 to 1968-69 had been revised, the Ministry furnished the 
following information: 

"The audit objection in this case covers the assessment peai-s 
1962-63 to 1968-69, out of which rectificatory action can be 
taken only for the last two assessment years for which 
the Inc~mr.  Tax Officer has been directed to take action 
under Section 35 as a precautionary measure. It is. hou- 
ever, not clear at  this stage whether the assessee should 
be assessed in the status of an H.U.F. and if so, whether 
any such rectification under Section 35 would be possible." 

2.53. The incorrect tax exemption allowed for the investments in 
certain small savings in excess of the permissible limit, referred to 
in the Audit paragraph. raises a basic question as to how it is ensured 
that such investments are made only upto the maximum limits laid 
down in the relevant schemes. The Ministry's statement that no 
penal provisions under the Wealth Tax Act have been provided to 
discourage investments exceeding prescribed limits does not meet 
the point raised by the Committee. 'Such a penal provision can only 
be in the relevant savings schemes. The Committee would, there- 
fore, like Government to consider this aspect taking into account 
the purpose of fixing the limits. 

Onlission to correlate wealth-tax assessments with income tax 
assessments. 

Audit  Paragraph 

3.54. While completing ~vealth-tax assessments. the assessing 
o f  cer is expected to look into the income tas  assessments of the 
assessew with a view to e n w ~ i n g  that no sources from which 
incomes is assessed to income-tas are left out of wealth-tax assess- 
ments. This primary check was found to have not been exercised 
by the Wealth-tax Officers in some cases. A few such cases are 
illustrated below : 

(a) As per the instructions of the Central Board of Direct 
Taxes issued in October 1965, intangible additions made 
in the Income tax assessments of a firm are to be consi- 
dered for purposes of assessment of individual partners 



under the Wealth-tax Act unless it is proved that any part 
of such addition has acutally been gifted. As per the 
original assessment of a firm for the assesment year 
1963-64, the share income of six partners thereof amounted 
to Rs. 1,11296. The assessment of the ' firm was subse- 
quently revised upwards and as a result of revision the 
total share income of the six partners went up by 
Rs. 25,05,705. Though the revised share income was com- 
municated by the Income-tax Officer assessing the firm 
to the Income-tax Officer assessing the partners in August 
1965 the wealth-tax asssessments of the partners for the 
assesssment years 1963-64 to 1966-67 were not revised 
charging the difference in the share income due to addition 
of intangible items in the revised assessment of the firm, 
till the omission was pointed out in November 1968. The 
Ministry have accepted the mistake. Report regarding 
recovery is awaited. 

[Paragraph 7l(v)  ( a )  of Audit Report (Civil). R e v e n ~ ~ e  
Receipts. 197(1. 1 

2.55. The Committee enquired whether this case was checked- by 
Internal Audit. The Ministry, in a note, have stated that it was not. 
Asked why the Board's instruction; were not followed by Wealth 
Tax 'Officers, the Ministry replied that the Wealth Tax Officers failed 
to follow the instructions of the Board due to inadvertence. The 
Ministry further stated that the assessments were completed by eight 
different Wealth Tax Officers. 

3.56. The Committee were informed bv Audit that a settlement 
was effected between the firm and the C.I.T. concerned in 1968-69 
and in accordance with the settlement. the additions made in the 
six partners' asssessments were brought down from Rs 25,051,705 to 
Rs. 2.47,653. The Committee desired to know the circumstances 
leading to the settlement arid the Derson who gave the final approval 
for the settlement. The Ministry submitted the following informa- 
tion in this regard: "The six persons mentioned in the audit para- 
graph belonged to a group which included two limited companies 
and a number of other partnership firms. All the six were partners 
in one such firm. During the course of investigations carried out by 
the Department, the group came forward with a disclosure af con- 
cealed income, as a result of which an additional income of 
Rs. 43,87,863 was assessed in the hands of various units constituting 
the group. The assessments of this additional income were done on 
settlement basis whiuh necessitated the ~sadjuetment  of some of 'the 
LLEeeOUgents already made. 



Originally, in the assessment of the firm in question lea the year 
1963-64, the following additions >had been made : - 

Rs. 
(i) Value of Closing stock . . . . . . . 1383,820 

(ii) Inflation in shandy parchase . . . . . . . 3,89312 

(iii) Other smrces . . . . . . . . . 748,049 

On settlement, the addition of Rs. 7,28,049 was deleted, as the 
amount was found to represent the income of only two individuals 
belonging to the group. Actually, the same was considered in work- 
ing out the overall peak'deficit in the cash transactions in relation 
to the bank accounts of the various concerns of the group. I t  was 
this peak deficit which was to be taxed in the hands of the two 
individuals belonging to the group. 

The addition on account of inflation of purchases in shandy also 
was reduced on settlement by 50 per cent., because it was thought 
reasonable to ascribe a part at least of, the higher cost to the better 
quality of skin purchased. 

Against Rs. 13,93,820 added by the IT0 on account of under- 
valuation of closing stock. the IAC found in the course of the penalty 
proceedings that an addition of only Rs. 46,979 could be maintained. 
Thc assessee agreed to the addit~on of a round sum of Rs. 47.000. 

The additions to be made finally as a result of the settlement 
were, therefore, as under: 

[ i '  \'she of closing . ; t ~ c k  . . . . . . . 17.000 

--- - . -- - - - - -- - - - - - - -- - -- 
The first approval for the settlement was given by the concerned 

Comm~ssioner of Income-tax. 

2.57. To a question whether there are enabling powers in the 
Income-tax Act for effecting such settlements by the officers con- 
cerned, the following reply has been furnished by the Ministry: 

"The Income-tax Act as such does not contain any term called 
'settlement' nor is there any procedure prescribed for 



:settlement of income. What the Act provides for is assess- 
ment on the basis of evidence produced by the assessee 
or those in the possession of the Department. Quite often. 
however, the quality or quantum of such evidence is not 
adequate enough for enabling a firm assessment to be 
made. In such cases, it has been the practice of the 
Department to arrive a t  what may be termed as 'agreed 
assessments' on the assessee acquiescing to be assessed on 
certain income, which would have little chance of being 
sustained but  for such acquiescence. Such agreed assess- 
ments are made. invariably with the concurrence of the 
Commissioners of Income-tax. I t  has been the Depart- 
ment's experience that such agreed assessments are ulti- 
mately in the interests of revenue, because expensive 

tigation is avoided and the tax too is collected pramptl:. 
The assessees also feel that it is perhaps better to arrive 
at such settlements rather than expend energy and 
resources on prolonged litigation." 

2.58. As regards the present position of recuvcry of additions! 
demand, the Ministry stated that the assessments had been rectified 
and that out of the additional demand of Rs. 11,330 LI-I 

amount of Rs. 11,021 had been collected. 

2.59. The Audit paragraph has brought out omission to charge as 
wealth in the hands of six partners certain intangible addition\ 
made in the income-tax assessments of the firm for the year l!Xi-fil 
which resulted in under-assessment of wealth of Rs. 25,05,705 for the 
years 1963-64 to 1366-67. The Committee regret that no action wa% 
taken to revise the Wealth Tax assessments till the omission was 
pointed out by Audit in November, 1968 although the revised sharc 
income was communicated by the Incomr-Tax Officer assessing thc 
firm to the Income-tax Officers assessing the partners in August, 
1965. The non-observance of the instructions of the Board in thi- 
regard by as many as eight Wealth-tax Officers associated with this 
case is deplorable. Further, the case was not at any time checked 
by the Internal Audit. The Committee would like to be informed 
of the action taken against the erring officials and the remedial 
steps taken to prevent recurrence of such mistakes. 

2.60. The Committee were informed that the group of two limited 
companies and a number of partnership firms in one of which the 
six assessees mentioned in the Audit paragraph were partners, c4mr 
forward in 1968-69 with a disclosure of concealed income as a resrrlt 
,of which an additional income of Rs. 45,87,963 was assessed in the 



hands of various units. The assessments of this additional incomes 
were done on a settlement basis which necessitated the readjust- 
ments of some of the assessments already made. Accordingly, rhe 
additions originally rr~ade in the six partners' assessments were 
brougtt down from Rs. 25,05.105 to Rs. 2,47,653. Although there are 
no enabling powers in the Income-tax Act for effecting such settle- 
ments, the Ministry stated that "it has been the practice of the 
Department to arrive a t  what may be termed as 'agreed assessments' 
on the assessee acquiescing to be assessed on certain income, which 
would have little chance of being sustained but far such acquies- 
cence." The Committee would suggest that suitable guidelines in 
this regard should be written into the Income-tax laws in order that 
there may be no scope for abuse on either side-the assessee's or 
the Departn~enl's. 

2.61. The Committee note that the Wealth-tax assessments of the 
six partners have been rectified. 

2.62. They hope that on the basis of disclosure of concealed 
income by the group of two limited companies and a number of 
Pnrtncnrship firms, wealth-tax assessments of all the partners would 
have been revised and additional demand recovered. 

2.63. An assessttc \i.as assc~sed 10 income-tas on income from 
!:cbu.;r property with effect from assessment year 1961-62. Thc net 
\vc.nlt!l comprising the house property was not charged to ~veal th-  
t ~ s  for the years 1961-62 to 1983-6-1. Neither the assessee filed the 
rctilrns of \vcalt!l for these years nor were :hey called for by th- 
iVvrtlth-tax OfYicer. Thus  a nct n'ealth of Rs. 1,96.414 for the yea: 
1.461-62. Rs. 2.71.450 for the y e a r  1962-63 and Rs. 2.95.444 for the year 
1963-64 cscnpcd assessment. 

[Paragraph 71 ( v )  (c)  o f  Audit Report (Civ i l ,  &venue 
Rece~pts,  1970.1 

2.64. Thc Committee askcd about the present position of the 
revi>io:~ of asseisments and recovery of additional demand from the 
assessec. The Ministry stated that all the three asessments had 
been revised raisin? demands of Rs. 120. Rs. 405 and Rs. 1,128 for the 
years in question. It was further stated that no report regarding 
rect~very had been received so far. To a question whether eny 
action had been taken on the assessee for concealing the particulars 



of wealth for the assessment years 1951-62 to 1963-64 the following 
reply was given by the Ministry: 

"The wealth-tax assessment of the assessee was made for the 
first time for the year 1964-65. He had not filed any return 
for the assessment years 1961-62 to 1963-64. An action 
for concealment can be taken only if an assessee files a 
return and understates his net wealth. This was not such 
a case." 

2.65. 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 case, though the WeaHh Tax 
Officer completed the wealth-tax assessment for the year 1964-65, he 
failed to notice that the wealth returned for 1964-65 was also exist- 
ing in the earlier years from 196142 to 1963-64 and that the assessre 
had failed to file the returns of wealth. The Committee desire tha! 
in addition to taking suitable action for the failwc, remedial 
measures should be taken to prevent recurrence of such omissions 
and lapses. 

2.66- Further, the Committee find from the explanation of the 
Ministry that an assessee who has not declared the wealth of all 
initially is in a favourable position when compared to another who 
has declared a part of his assets inasmuch as action for concealment 
can be taken a t  present only if an assessee files a return and under- 
states his net wealth. The Committee would, therefore, like Goo 
ernment to examine this lacuna in the Act and take appropriate 
measures including proposals for the amendment to the Act to deter 
effectively evasion of tax by not filing return of wealth. 

Incorrect valuation of assets 

Audit Paragraph 

2.67. (a) Partners of a firm are assessable to wealth-tax on their 
interest in the net wealth of the firm. Under the Wealth-tax rules 
the value of their interest is determined with reference to the excess 
of the firm's assets over its liabilities. The rules inter alia provide 
that reserves of all kinds should not be cansidered as liabilities for 
this purpose. 

2.68. In the wealth-tax assessments of eleven partners of two 
'firms assesmi in different Cmrnisaioner's charges, the balance in 
the Development Rebate reserve appearing in the Balance Sheets of 



the firme was incorrectly allowed as liability in computing the value 
of the partners' interest in the firms. The consequent under-assess- 
ment of net wealth was Rs. 75,97,270 for assessment years 1962-63 
to 1967-68. 

[Paragraph 71 (vii) (a) of Audit Report (Civil), Revenue 
Receipts, 1970.1 

2.69. Having learnt that assessments were completed during the 
years 1962 to 1968, the Cornmittec desired to know whether the 
assessments were at any time subjec:ed to check by Internal Audit. 
The Ministry in a written reply stated that this was being verified 
from the concerned commissioners of Wealth Tax. 

2.70. The Committee learnt from Audit that instead of arriving 
at the surplus of assets over liabilities of the two firms in the manner 
prescribed in Wealth-tax rules to find out the interes: of the partners 
In the partnerships, only the balances outstanding in the capital 
accounts were taken into account. In this process the amount out- 
standing under "development rebate reserve account" were not con- 
sidered by the assessing offlcers The Committee pointed but that 
the fact that the interest in partnership firms was not correctly detcr- 
mined bv all the officers indicated that the officers were not familiar 
with the rules laid down for its valuation. The Committee desired 
to know whether the Board have issued any detailed instructions 
with examples regarding valuation of interest of partners in partner- 
ship Arms. The Ministry in their replv stated as follows: 

"The Ministry were concerned to note in a large number of 
cases, the interest in partnership firms had not been 
correctly determined. This suggested a lack of acquain- 
tance of the concerned Wealth Tax Officers with the r ~ l e -  
vant Rules laid down for valuation. Therefore, the 
attention of the Wealth Tax Officers was drawn to the rule 
which lays down the procedure for the valuation of interest 
in partnership or association of persons. It  was parti- 
cularly emphasised that reserves, like the balance in the 
development rebate reserve, shown in the balance sheet of 
a Arm is not to be treated as a liability in computing the 
value of interest. This was done by Instruction No. 364 . dated 28th December 1971 issued from F. No. 328/80/71- 
WT." A copy of the instruction is reproduced at 
Appendix 111. 



2.71. As regards the present position of rectification of assess- 
ments, the Ministry in a note stated: "Tne number 01 assessmenth 
involved is 66. Information regarding rectification and recovery of 
additional demand is not readily available; it has been called for 
from the field offices and will be furnished to the Committee when 
received." 

2.72. To a question during evidence the Finance Secretary stated 
that the mistakes committed needed investigation. Asked whether 
the case had been investigated with a view to fixlng responsibility, 
the Ministry, in the following note stated, 'The Ministry feel that if 
the officers follow the Rules correctly, mistakes of the type reported 
by the Audit can be avoided. However, the Board will consider the 
removal of any possible lacuna in the Rules." 

2.73. The under-assessment of net wealth to the tune of 
Rs. 55,97,270 caused by an incorrect determination of the partners 
interest in the wealth of the firms cannot be taken lightly Instead 
of arriving at  the surplus of assets over liabilities of the firms in the 
manner prescribed in the wealth-tax rules to find out the interest of 
the partners, only the balances outstanding in the capital P.ccount\ 
k'ere taken into account. The Committee note that the Central 
Board of Direct Taxes have issued instructions on the 28th December, 
1971, clarifying the relevant provisions of the rules. The Com- 
mittee would appreciate if a review of all completed assessments in 
such cases is made for rectification wherever necessary before it 
becomes time-barred. 

2.74. The Committee note that according to the Board's instruc- 
tions defaults of assessing officers should always be examined in 
detail and appropriate action taken against them. The Con~mittrr 
would like to know whether in the above case the reasons for the 
failure of the assessing officers concerned were examined and if so. 
what action was taken against them. 

Audit Paragraph 

2.75. An assessee purchased a house for Rs. 43,000 during thi. 
year ending 31st Marrh, 1957. He had been exhibiting the value of 
house property at Rs. 43,000 in his Balance Sheet till the assessmcnt 
year 1961-62 and was assessed to wealth-tax accordingly. In an 
appeal filed by him the assessee claimed that municipal valuation 
of the house being lower, the value of the house for the purpose of 
wealth-tax assessments also should be reduced; but this contbntion 
was not accepted. The Wealth-tax Officer, however, valued the same 



house a t  Rs. 26,000 for the assessment years 1963-64 and 1965-66 to 
1967-68 whereas he valued it for Rs. 30,000 for the assessment years 
1968-69 and 1969-70. This resulted in short computation of net 
wealth by Rs. 93,680. While accepting the mistake, the Ministry 
have stated that the Wealth-tax Officer has bcen advised to initiate 
action for recification. 

I 

[Paragraph S l ( v i i f  (bi of -4uclit Report (Civil), Revenue 
Receipts, 1970. ; 

2.76. Drawing attention to the fact that the Wealth-tax m c e r  had 
not carried out thc elemc.ntary duty reqcired of him of perusing the 
earlier assessments, appellate orders etc., before taking up a fresh 
assessment, the Committee enql~ired whether there were p.ny stand- 
iny instructions for the assessing officers in this regard. In a note, 
the Ministry have stated: "No specific instructions have been issued 
in this regard. However. before completion of assessments, an 
Inrome-tax Officer or a Wealth-tax Officer. as the case may be, is 
expected to peruse assessment orders and appellate orders of at 
least one preceding year." 

2.77. Asked whether the under-assessment which was iepeated 
in six ass? smen! years. was complc~tc~d by the same officer. the  
Ministry have stated that it was so. 

2.78. The Committee desired to know the value returned by the 
assessee for the assessment year 1963-65 and the valu,e adopted in 
the assessment. The Ministry have submitted the following note 
ir. this regard "T11c value ol* the house retur.nec! by the assessee for 
the assessment year 1964-65 was Rs. 26.080/- and this was ac .epted 
in the original assessment dated 26th December. 1965. The assess- 
ment proceedings were later reopened under Section 17 and the 
value of the house was taken at Rs. 43.000/- in the assessment com- 
pleted on 26th March, 1970. In appeal, the AAC has reduced it to 
RY. 26.080/- as adopted in the original assessment. The AAC's deci- 
sion has been accepted." 

279. In this case the house was actuallv purchased for Rs. 43.000. 
The appeal filed by the assessee to have the lower municipal valua- 
tion adopted for wealth-tax purposes was not upheld earlier. Ttc 
undervaluation of the asset during the subsequent gears pointed out 
by Audit was also accepted by the Ministry. However. the Conlmittee 
have now been informed that revision of the assessment for the 
year 11114-65 was rejected by the Appellate Assistant Commissioner 
1723 I..S.-3. 



and that his decision was accepted. There has thus been no con- 
M c y  either in appellate orders or in the stand taken by the 
Ministry. In the opinion of the Committee the later orders of 
Aplpellate Assistant Commissioner should have been challenged hav- 
ing regard tcv the purchase price, the earlier appellate orders and the 
acceptance of the Audit objection by the ~ i n i s h y .  *he Committee 
would recommend issue of suitable instructions to the Commission- 
ers that where an Audit objection has been accepted by the Depart- 
ment either at the Commisioner's level or at the Ministries level 
any order of an Appellate Assistant Commissioner contrary to such 
acceptance should be examined carefully at a high level and appeals 
preferred if such contrary findings of the Appellate Assistant Com- 
missioner are not justified either in law or on facts. 

Escapement of wealth from tax 
Audit Paragraph 

2.80. In paraaraph 71(v) of the Audit Report on Revenue Rece- 
ipts. 1970 the need for correlating wealth-tax assessments with in- 
come-tax assessments w ~ t h  a wcw to prevent escawemcr;: of wealth 
from tax was pointed out. A few cases of escapement of wealth in 
the absence of correlation, noticed during the period under review, 
are detailed below. 

2.81. A voluntary dl~closurr of Rs. 5.50,000 of concea1f.d income 
for the assessment years 1957-58 to 1962-63 was made by three 
assessees in 1967. The income-tax and wealth-tax assessments upto 
the assessment year 1962-63 were revised and the disclosed income 
and the corresponding wealth were charged to tax. The amount 
of Rs. 5,50,000 disclosed and interest of Rs. 5,122 accrued thereon, 
though included in the wealth-tax assessments of the three assessees 
for the assessment years 1964-65 (except in one case ) to 1967-68 
was not charged to tax for the assessment year 1963-64 in respect 
of all the three assessees and for 196465 in respect of one of them. 
The omission resulted in escapement of wealth of Rs. 5.55,122 involv- 
ing a tax of Rs. 8,627. 

[Paragraph 62(d)(ii) of Report of the Comptroller and 
Auditor General of India for the year 1969-70. Central 

Government (Civil), Revenue Receipts.1 

2.8% The Ministry, in a note, intimated that the assessments in 
the  three c a s p  for the ygars ment ion4 in the paragraph had been 
compieted ;$ the agge $k,pdditioqkl detpGd r@ql and colldct~d 
&& #s. 7$27/- &inst 8s.  8,b!2727/- ki%d by the Revenue ~ u d .  



As there have been omissions to revise the wealth tax assessments 
i n  the light of the subsequent disclosure of income, the Committee 
wanted to know whether the C.B.T.D. would order a review of all 
such cases where disclosures were made under the two Finance 
Acts, 1965, and intimate the results to them. The Ministry, in a 
written reply, stated that a review of such cases would be under- 
taken in July-August, 1972. In this connection Audit have obser- 
ved that instructions to that effect have not so far been issued to 
the Commissioners . 

2.83. This is yet another case of omission to correlate wealth-tax 
assessments with Income-tax asessments The Ministry have agreed 
to undertake a review of all cases where disclosures were made 
under the two Finance Acts, 1965 to see if there was escapement 
of wealth Prom tax. The Committee expect that necessary instruc- 
tions should be (sued forthwith pn dthd results of the review 
intimated to them within six months. 

Valuation of shares in companies 

Audit Paragraph 

2.84. Shares in joint stock companies constitute property and their 
value which in the opinion of Wealth-tax Officer they would fetch 
if sold in open market on the valuation date is includible in net 
wealth. It was noticc that  ir. :'IC nssessmezt: of seventeen persons 
due to incorrect valuation of shares. net wealth of Rs. 33,63,490 was 
under-charged with resultant short-levy of ;ax of Rs. 36,748. Brief 
details of the cases are given below: 

( I )  In the assessments of six persons made in the same ward, 
the value of shares held by them in the same companies 
were taken at different rates in the hands of each person 
though the valuation date was the same for all the asses- 
sees. This resulted in under-assessment of wealth of Rs. 
11,80,989 for the assessment years 1957-58 to 1964-65. 

(2) The value of 5,000 shares held by an asaessee in a com- 
pany was taken at the nominal value of Rs. one per share 
for the a m e n t  years 1957-58 to 1964-65 while the 
break-up value of sharesof the same company as worked 
out in the mse of ano&r assessee in the same ward was 
found to range from Rs. 10 b Rs. 31.15 for the various 
assessment years. Consequently wealth of Rs. 9,27,800 
was under charged for the eight years. 
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(3) Nine assessees owned 27,438 shares in a company. A s  

the shares were not quoted in the Stock exchange, their 
value determinable on the basis of their break-up value. 
The Wealth-tax Officer however completed the assess- 
ments for the years 1983-64 to 1967-68, on the basis of face 
value of the shares The under-assessment of wealth was 
Rs. 10.23,629. 

(4 )  While comput~ng nc.t wealth of an assessee for the asses.- 
ment years 1966-57 and I.c)!T-(i& 870 shares held by her 111 

a company were valued by the department at the face 
value of Rs. 100 eazh though for the assessment year 1965- 
66 the value was taken at  Rs. 232.80 each. If the shares 
for the years 1986-67 were valued at Rs. 532.80 each, in 
the absence of break-up value of the shares, the under- 
assessment of wealth would work out to Rs. 2.31.072. 

2.85. The cases were referred to the Ministry in October, 1970 
and their reply 1s awaited. (March. !?71). 

'Paragraph 62(e) (11) of Rep w! of Cornptrc~llt~r and Auri~Ltr 
General of India for thp w d t  1969 T O  Cen t r J  Govt~r?-  

me,>: (Clvil), Revenut Receipts 7 

2.86. As regards their present position, the Ministry, in a note 
submitted the following information: "The objection is ngain;t the 
assessment of 7 persons'. In two ceses, the assc?smmts wcrc 
rectified raising a demand of Rs. 1':,61:I. This has been full:! 
collected. In nine other cases of a particular group. the adr'itional 
demand raised came to Rs. 8,931. Out of which Rs. 4,000 
has been collected and the assessees have promised to pay the 
balance of Rs. 4,931 shortly. In the remaining six cases. where the 
Audit had raised objections on the basis of different valuatioil of 
shares of the same concern, the assessments were set aside Lg the 
AAC. As a result of the re-assessments made, the additional demand 
raised in the case of five assessees ccmes to Rs. 937 only. The re- 
assessment in one case is still pending." The Committee desired to 
know how for the same set of shares different values were adopted 
as mentioned against item (i) of the Audit Para. The Ministry in 
a written reply stated as follows:-"In this case, the assessee had not 
furnished before the Income-tax offlcer materials for the correct 
valuation of unquoted shares and the IT0 took some ad hoc figures. 
His action was found to be quite arbitrary and the AAC had to ?et 
aside the assessment in this case to be made afresh." -- . ------ -- --. -.-- 

*Shodd be 17 persons. 
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The Committee learnt from Audil that the Board had made 

elaborate rules regarding valuation of unquoted shares. The Com- 
mittee wanted to know whether it was not the experience of the  
Board that the formulae prescribed were complicated and were 
likely '.o be misapplied by thc wealth-tax oficers. The Ministry 
stated that "the Board wciuld t.saminc whether the prcsent rules 
may be simplified." 

2.87. Asired during evic~twce as to whether it would not be possi- 
ble to have a centralised arranzement for the valuation of unquoted 
shxes ,  t h r  Finance Secretary ststea "They are foilowing the pce- 
sent Manual on making assessments and there may be a difference. 
This is a very good suggestion as to whether we can have a Cell 
in t!-!t. Soa rd  Eut thc Chairm:ln (of C.B.D.T.) was saying that pro- 
bably the work will bc better done by the I.T.O. who is making an 
assessment of the cornpan!. itself and that when making the assess- 
ment of thr  company. he can arrive at the value of the shares." He 
further stated that i f  the work is centralised "it would be much 
mtre  clirficult to get i'. cc~rtified by the Income Tax Oficers." and 
added: "Onc of thc t\\-\;o suggestions will be taken up so that there 
are no such differences." 

2.88. The Comn~ittee are concerned to note incorrect valuation 
of shares in a number of cases which resulted in undercharge of 
weolth to the rtvtent of Rs. 33.63 lakks. Of partirular i n t e r e ~ t  i q  

the lark of uniformity in the mntter of valuation of shares even in 
the 92me word. It is obvious that the assessing offirer eoncemrxl 
*ho\ved lark of care for which responsibility should be fixed. 

2 89. While the Committee desire to leave the recovery of addi- 
tional demand on rectification of  the assessments, wherever not 
donc. to he watched by the Mini.;try,'Audit, thry like to urge 
that rules regarding valuation of unquoted shares which appear to 
he conlplicated and are not being fully followed, should be simpli- 
fied. 

2.90. Further the present a r ranement  of valuation of shares of 
bhe =me company hv different Wealth-tau officers assessinq the 
share-llolders cannot be deemrd as satisfactory as it does not niakc 
for nniformitv. The C'ommittre, therefore. recommend that snnic 
workahle system should hc evolved to ensure uniformity in valua- 
tioq of :hares. In this cnnnertinn. it is worthwhik consicterin:: 
whether the work of fixinr value of s h a m  for taxes could be 
rentralised either in the IT0'9 ICommissioner9s charges assessing 
thes:. crrxpanies o~ tn the RII-73 for all the comganies whose shares 
are not quoted, arrangements being made to inform all Inromt?-tax/ 
Wealth-tax Omcers of it periodically. 
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Other topics of interest 

Audit Paragraph 

2.91. Under the Wealth-tax Act, transporters' route permits ccns- 
titute "property" and the value thereof as on the valuation date is 
chargeable to wealth-tax. In their circular of May 1963, the erst- 
while Central Board of Revenue issued instructions, based on an 
appellate Tribunal s decision datrd 27th July, 1962 in a caw that 
the value of route permits should be considered for assessment to 
wealth-tax. In the assessments of an assessee for the years 1967-68 
and 1968-69 i t  was observed that the value of mute permits to the 
extent of Rs. 40,000 in each of the years was not charged to tax. 
When the case was brought to their notice, the Ministry in their 
reply citing a Supreme Court decision sated that the Commissioner 
of Income-tax had been asked to examine whether the route permits 
could be assessed to wealth-tax in view of the decision. This deci- 
sion, however, did not deal with the question of assessability of route 
permits. 

[Paragraph 71(x) of Audit Report (Civil), Revenue Receipts, 
2970. i 

2.92. The Committee were informed by Audit that wealth of 
route permits were charged to tax during the earlier assessment 
years namely 1965-66 and 1966-67. The Committee desired to know 
the circumstances in which the Board's instructions (reproduced il; 
Appendix IV) were not followed by the Assessing Officer while 
completing the Wealth-tax assessments in the case under reference 
for the assessmen! years 1967-68 and 1968-89. The information was 
furnished by the Ministry- 

"The Board's instructions contemplate the inclusion of the 
value of route permits in appropriate cases. In the pre- 
sent case the value of route permits was not included as 
these were valid for five years only in the Mysore State 
and were non-transferable, and as such did not have m y  
market value. This is in consonance with the provisions 
of section 2(e) (v) of the Wealth-tax Act and the Board's 
Instructions. Tbe question of contravention of Board's 
instructions, therefore, does not arise." 

2.93. The Committee desired to know the details of the Sureme 
Court decision referred to and sought clarification as to how i t  was 



applicable in the case under reference. The Ministry furn:shed the  
following details in this regard: 

'The Supreme Court held in the case of Shrimati- 
(70 ITR 15 SN) that a lease from the Government which 
is revocable in nature is exempt from wealth tax under 
section 2(e) (iv) of the Wealth-tax Act, 1957. It  was noti- 
ced that under the Motor Vehicles Act (IV of 1939) :he 
route permit granted to a bus-owner was valid cnly for 
a period of 5 years. I t  appeared to the Board that the 
ratio* of the Supreme Court's derision may be applicable 
in this case also and it was, therefore, suggested to the 
Inspecting Assistant Commissioner of Income-tax (Audit), 
Bangalore that this aspect may be examined. The JAC 
(Audit), after reexamination of the case, intimated that 
the route permit was only for a period of 5 years. The 
fact that the period could be extended or that the assessee 
had enjoyed for over 5 years was not material since t h e  
extension was dependent on various circumstances. The 
assessee could not claim the extension as a matter of 
right. Accordingly, the provisions of section 2 (e) (iv) 
would apply, i.e. the value of the route permit could not 
be considered to be an "Asset" for purposes of the Wealth- 
tax Act." r -<hi 

2.94. Based on an Appellate Tribunal's decision, the erstwhile 
Central Board of Revenue issued instrucfions in May, $$63 to the 
eff& that route permits constituted "property" within the meaning 
of the Wealth-tax, Gift-tax and Estate Duty Acts. The Committee 
have been informed by the Ministry that the Supreme Court have 
ruled in a case that a lease from Government which is revocable in 
nature is exempt from wealth-tax under Section 2(e$(iv) of &e 
Wealth-tax Act, 1957 and that the rationale of this decision may he 
applicable in the case of route permits also. As the route permits 
are valid only for a period of five years and extension cannot be 
claimed as matter of right. the Ministry have held that the valne 
thereof cannot be considered to be an 'Asset' for the purpose of 
Wealth-tax Act. It is not clear to the Committee whether in the 
light of the foregoing, revised instructions have been issued hy the 
Board to all the Commisdoners. The Committee would. however. 
suggest that the opinion of the Attorney Gel?eml mao be taken 
rqarding the applicability of the Supreme Court decision to the 
case under reference. 



Valuation of immovable properties 

' 2.95. Due to incorrect valuation of immovable properties in two 
cases, net wealth was under-charged by Rs. 11,69,960 leading to 
short-levy of tax of Rs. 9,060 in the circumstances narrated below: 

(1) Immovable property beloricing to an assessce was vdiued 
based on approved valuer's report at Rs. 4,38,850 on 28th 
March, i970 for the asscssmeqt year 19'68-69. Even though 
assessments for the years 1964-65 to 1967-68 were also 
completed on the same day, the property was valued at 
Rs. 2,69,695 in each of the four years as returned by the 
assessee, leading to short-assessment of net wealth by 
Rs. 6,76,620 in the four years. 

(2) For thc a ~ j e s s m e ~ t  years 1964-65 and 1965-65 an aGsessec 
returned a sum of Rs. 33.330 as the vduc  of three house 
properties situated at different places in the status of an 
individual. The value returned was accepted bv the 
Wealth-tax Officer and charged to tax in April 1967. For 
the assessment year 1966-67 the assessee returned a value 
of Rs. 2,80.000 for one property alone. When the gross 
under-valuation of the property for the years 1964-65 and 
1965-66 was pointed out in July 1969, the wealth-tax OfFicer 
revised the assessments allowing the status of Hlndu 
Undivided Family as claimed by the assessee and charged 
to tax adchtional wealth of Rs. 4,93,340. 

2.96. The audit paragraphs in regard t n  the above cases urere 
forwarded to the Ministry in October 1970 and their reply is awaited. 
(March, 1971). 

[Paragraph 62(e)(11i) of the Report of the Comptroller and 
Auditor General "if !r?dia fx  the y rz r  1959-70. C?:~tral 

Government (Civil), Revenue R e c ~ ~ p t  5. 

2.97. The Committee enquired whether the assessments in the 
first case for the years 1964-65 to 1967-68 had been rectified and if so, 
desired to know the additional demand of tax raised and recovered. 
In a note, the Ministry stated that assessments for 1964-65 to 1967-68 
had been set aside under Section 25(2) of the Wealth Tax Act and 
that fresh assessments had yet to be finalised. 

2.98. The Committee asked whether any instructions were issued 
by the Central Board of Direct Taxes for the valuation of immov- 
able properties. The Ministry, in a note, replied that instructions 



had already been issued by the Board for the valuation of immov- 
able property. Asked whether these instructions were followed by 
the Wealth-tax Officer when he completed the assessments for the 
years 196465 to 1967-68, the Ministry, stated as follows:- 

"In this case the Wealth Tax Officer should have adopted the 
value of the property for the earlier years on the basis of 
the approved valuer's Report. The Wealth-tax Officer's 
failure to follow the instructions laid down by the Board, 
is being looked into." 

2.99. To a query whether the Income-Tax Officer carried out the 
comparison of valuatmn rrcumed ior the latest year with the one 
shown in the earlier years and whether the large discrepancies were 
investigated, the Ministry in a written reply. intimated that this was 
being enquired into. 

2.100. The Committee pointed out that when the rate of penalty 
for concealment of wealth was stepp-d up in l96C-69. it was clarified 
by the Board that if the valuation adopted in the returns was sup- 
ported by a valuer's report, the  penalty provisions mould not be 
attracted. Accordingly, wealth tas  returns from the assessment year 
1968-69 were being nccomnnnicd by a~prcl..cd v?;ser. Z!cpcr:s. The. 
Committee enquired whcthcr a n .  instructions werc issued for the 
rcopening of earlier asr3ss?ncnts if it w a s  t'oxnd th:.: o:. :kr. bas!< , , i  
valuer's report, the ear!icr cal:~r\:ion sho~vn by the assessees and 
adopted by the Wealth-tns OWcer. xsu!ted in large scale under- 
valuation. The Committee also dosired to knmv w!iether these 
instructions were follo\vtd hl, the  Wealth-t .?s Officer in the ca-se 
under examination. In a n,,: ,, the Xinistry stated as  follows:-- 

"Yes: vide instructions No. 184 dated 22-6 1950 issued from 
F. No. 619169-WT the Board directed that if the difference 
is due to the assesscc havinq furnished incorrect particu- 
Iars of his wealth. such as  the art,,? of the land 2nd the 
building, its situation. c t  r... :!:tion ~hoiild be takcn to re- 
open the past assc3ssmcnts. In case the \valuation arrived 
a t  by the Valuer for any h t c r  yc)ar csceeds lh:it adopted 
for the earlier years. thc differencc having arisen on ac- 
count of a different ttasis of r.al!~ation a n d  sue.!? a differencc 
exceeds 25 per c:mt of +hs. v?1!1tb ac!optd f o r  the earlier 
years, the officrr ?!m~ld e:-;.m~i>c mhcthrr or  nnt the asses- 
sre can plnusibly csplnin t h e  variation. In the absence cf 
any plausible explanation only the earlier assessments 
should be re-opened." 

'2.101. Referring to the second cast.. wherein the asscssee had 
shown th2 value of thrc.p hollsv 1. .yrtics at Rs.  :~?J.:I:{O/- for the 



assessments years 1964-65 and 1965-66, the C0mmitte.e desired to know the places where the properties were situated and the value 
shown for each property separately by the assessee. The Ministry 
in a note, submitted the following information: 

"The properties are situated at  Madras, Waltair and Ootaca- 
mund. In the statements accompanying the original re- 
turns filed by the assessee for the assessment years 1964- 
65 and 1965-66 against the three properties the figure of 
Rs. 33,330/- was indicated. Actually as a result of a 
compromise decree dated 27-9-1963 the assessee was en- 
titled to 1/3rd s h q e  in the 'Admiralty House' situated at 
Madras the other two properties were inadvertently listed 
in the statement and the valuation of Rs. 33,300/- referred 
only to the properties situated at  Madras." 

2.102. Asked whether the Wealth-tax Officer took any steps to 
revalue the properties for any of the two years, the Ministry stated 
that he dld not tlll the omlssion was po i~ ted  out by the Revenue 
Audit. 

2.103. The Committee asked whether the valuation made by the 
assessee for the two years in respect of the three properties was in 
accordance with the instructions issued by the Board, if any, for the 
valuation of immovable properties. If not, the Committee asked 
why the Wealth-Tax Officer did not compute the value of the pro- 
perties separately and arrive at  correct valuation. The Ministry, in 
a note, stated that the Wealth-tax Officer evidently accepted the 
value as returned by the assessee. 

2.104. Drawing attention to the fact that the assessee, for the 
year 1966-67. returned valuation of Rs. 2,80,000/-for one property 
alone, the Committee desired to know the value returned and asses- 
sed in respect of the two other properties. In reply, the Ministry 
stated: 

"The assessee had surrendered his rights in the property situa- 
ted at  Waltair and Ootacamund as a result of a compron~ise 
decree dated 27-9-1963. In the circumstances for the 
assessment year 1966-67 and later years the assessei. did 
not return the value of the properties situated at Waltair 
and Ootacamund." 

2,105. Asked whether the properties had been correctly valued 
for the assessment years 1964-65 and 1965-66 and whether the asses- 
ments were rectified, the Ministry informed that the value of pro- 
perties situated at Madras required reconsideration and this had been 



done by revising the assessments for the assessment years 196465 
and 1965-66. The Ministry further stated that an additional demand 
of Rs. 5,6761- as reported in the Audit paragraph was raised and col- 
lected. The Committee enquired whether the assessments for the 
years earlier to 1964-65 required any revision in the light of the 
concealment of true value of properties. If so, the Committee asked 
whether any action was taken to revise the assessments. The Minis- 
try submitted the following note in this regard: 

"The assessments for the years earlier to 1964-65 do not reouire 
any revision because of the following facts: - 

The assessee was inter alia returning the value of his 113ra 
share in the three properties for the assessment years 
1957-58 to 1965-66. The Appellate Assistant Commissioner 
while disposing of the assessee's contention that until the 
compromise decree was drawn up on 27-9-1963 the value 
of these properties could not be included in his net wealth 
and he held that till the date of compromise decree the 
properties in question were in the possession of the asses- 
see's brother in whose assessment they had already been 
included. A.A.C. also gave the finding that the assessee 
came into possession of the assets allotted to him under 
the compromise decree only from the date of the decree 
and that they formed part of his net wealth only with 
efTect from 1964-65. He accordingly directed the W.T.O. 
to exclude the value of 1/3rd share of the assessee in the 
three properties from his net wealth for the assessment 
years 1957-58 to 1960-61 and in respect of assessment years 
1961-62 to 1963-64 the A.A.C. set aside the assessments 
directing the W.T.O. to make fresh assessments according 
to law in the context of findings which he had already 
given for the earlier years. The orders of the Appellatt 
Assistant Commissioner have been accepted by the De- 
partment. As such no action is necessary for revising 
the earlier assessments. However, the Ministry is seeking 
further clarification in the matter." 

2.106. The Committee desired to know whether any action was 
taken to invoke the penal provisions in the Wealth Tax Act in the 
two cases for having concealed true value of wealth. The Ministry, 
in a note, stated: 

"Since the assessments have been set aside, the Wealth Tax 
Officer is being asked to consider the initiation of penal 
proceedings at the time of making the fresh assessments. 



Penal proceedings were initiated for concealment of wealth 
in the reassessments made for the years 1964-65 and 1965- 
66 in the second case." 

2.107. The Committee need hardly point out that incorrect valua- 
tion of immovable properties would adversely affect the revenues 
due to Government under the Wealth Tax Act. The two cases of 
gross undervaluation of properties that went undetected as pointed 
out by Audit are symtomatic of the casual manner in which asses+ 
ments are completed. In one case though for the assessment year 
1968-69 the Wealth Tax Officer accepted the valuation of immovahlr 
property a t  Rs. 4.38,850 on the basis of approved va l~~e r ' s  report. i f !  
the assessments for the preceding four gears completed on the same 
day he accepted the value of Rs. 2,69,695 returner1 by the assrssrc [or 
the same property. In another case the valuc of the property \vhich 
was returned and accepted as Rs. 33,330 for the assessment yt-ai.5 

1964-65 and 1965-66 was shown as Rs. 2,80,000 for the yeor l!M-(ii 
and yet the Wealth-tax Officer did not notice the undervaluation in 
the earlier years. In this connection the following lapses of the 
assessing officers concerned require examination for appropriate 
action:- 

(i) Non-observance of the instructions regarding valuation of 
immovable properties; 

(ii) Non-comparison of value returned for the iatest year with 
that  shown in the earlier years for investigation of dis- 
uepancies: and 

(iii) Non-compliance with the :nstructions dated 22nd Junv. 
1970 regarding reopening of nart assessment on the I#;:$i-. 
of valuer's report in the first rase. 

2.108. Incidentlly the Central, Board of Direct Tnsw will tio 
well t o  have a test check conducted in all the Commis~ionrrs' 
charges to see whether there were any similar lapses in c.ornplyiw 
with their instructions dated 22nd June, 1970. 

2.109. Further the Committee would like to know the D P I I : ~ ~  
action taken against ?he assessees in these rases for having concealed 
true value of wealth. 

2.110. One more point the Committee wish to refer to is  wl;c.th~- 
there was undervaluation of the assets prior to 1M4-65 in recard f o  
the second case although it was not chargeable in the hands of h(- 
same assessee. The Committee await a report a.: t h ~  Ministrv hm.:. 
intimated that they are seeking further rlarificution in thr maticr. 



CHAPTER 111 

Gift Tax 

Audit  Paragraph 

3.1. The actual rcceip:~ under the Gift-tax during the year 1969-70 
ainvunted to Rs. 2 03 c r o r ~ \ .  The recelpt: under the Gift-tax for the 
last five years are compared with the budget estimates in the table 
below : 

'In crorcs of rqees ,  

' Paragraph ii'i c ~ f  thr Rcp ~ r t  :tf the Comptroller and Atiditor 
General of India f o r  the year 19fG-'70. Central Gcwern- 

mcnt ( C I V I ~ ) .  Revenue Receipts. : 
3.2 Durlng cvlriencc, the Cornrnitter desired to know whether the 

Glft tax served any useful purpose commensurate with the cost of 
collec'lon In thls connection the Committee drew at tent~on to para- 
graph 63 of C&A.G'5 Report 1969-70 which disclosed that the revenue 
on t h ~ s  accounts had ranged from Rs 130 crores to Rs 2.2 crores 
only durlng 1965-(35 to 1969-70 The Financc Serretary stated that 
Gift tbs was a part of three or four measures to check avoidance of 
tax. Asked as :o hdw far  it clircked avoidance of tax, he continued: 
"It will escape assessment under estate d u t y  To escape under 
wealth tau. at lens!. a portion of the duty would be realised under 
the gift tax. If there is any gift tax. even though the yield under 
the,q~ft tax should be less, hut I feel it is necessary adjunct both t o  
the wealth tax and to the es'ate duty." 

39 



3.3. To a question whether there was a provision in the Income- 
tax return to indicate the details of gifts made, the witness replied: 
"I think one could add a small clause if any gift was made." 

3.4. Explaining the difficulty in bringing all cases of gifts of agri- 
cultural land to tax, the Finance Secretary stated: 

"This is a very difficult question. What I was wondering 
was, that in the case of agricultural land transferring, since 
there is no income return filed by the person concerned 
and so many transactions are taking place, how to assess 
those people to gift tax." 

3.5. As regards wealth tax on agricultural land the witness conti- 
nued: 

"Wealth-tax is somewhat easier and that would concern the 
big people and estate duty is also possible and that ~ o u l d  
concern the very big people " 

3.6. The Committee desired that the leakage of revenue under 
Gift-tax on account of non-levy of ta:: on all gifts of agricultural 
lands should be looked into. The Finance Secretary deposed: 
"Of course. there might still he a ~~o:.sibi!ity that  in  :i lawe 
nurn'xr of rural areas, thcrc m2y r c~ l i s  not he a ~ i l t  
froni father to son. because the !znd 15 hrld .indm the 
concept of Hindu Joint Family; unless there is a partition. a 
gift as such does not take p i a x ,  and even if the son is there, he is 
glven a share in the origins! property from t l i c ,  da te  oi h ~ -  birth 
under the Hindu mitakshara law. But I agree that this is a point to  
be investigated. But I certainly see many difficulties in the case of 
agricultural property." 

3.7. The Committee enquired whether it was possible to assess 
the cost of collection of gift tax. The witness stated: "It is possible 
to assess. But, I do not think that the cost will be high, because it 
is the same ofacer who does the same work." The Committee desired 
to know the assessment of cost of collection for each of the years 
1967-68 to  1969-70. In a note (April 1972) the Ministry replied that 
the cost of collection of gift tax was being worked out and would be 
furnished to the Committee in due course of time. 

3.8 Gift Tax is oae d the meamm% derigned to cheek avoidance 
of tax. !t Is, therefore, aecelwrg to enaub that asmmes liable to 
pay Gift Tax promptly &le rekw. En thb oomectlon the Corn 
mittee suggest that a provirim be made in Incomatax return 
form to inbide whether any gift w a s  made and i f  so, the nature 



Zhereof, which would facilitate correlation of incantotax returns with 
thow of gift tax bf the assessees. 

3.9. The Committee note that revenue from gift tax rqnged from 
Rs. 1.30 crores to Rs. 2.27 crores dating f&-66 f e  1%9-@. In  order 
to evaluate the cost-collection ratio, the Committee desire that the 
cost of collection of gUt tax should be assessed. It is better to bring 
about some refinement in the system of apportion the cost of conec- 
tion of various taxes vlz. Income-tax, Wealth 'fax. Estate Duty, Gift 
Tax etc. 

3.10. The Committee have reasons to believe thnt the Board have 
not taken steps to ensure that all cases of gifts of agricultural land 
are brought to tax. In this connection they would refer to the 
position in law as decided by the Supreme Court ia Nazareth Case 
[AIR 1910. SC-999 (V. 57 C-208) ' that gifts of agrirultural land are  
subject to tax under the Gift  ax' Act. The Committe? would, there- 
fore, urge Government to issue strict instructions to the lower forma- 
tions and to devise measures to ensure that there is no evasion of 
tax in this regard. They would also like to have 21 review of the 
position conducted with a view to ascertaining the extent of non- 
levy of tax on such gifts in the past. The results of such a review 
mag be reported to the Committee. 

3.11. While scrutinising the income-tax assessment records it was 
noticed that gifts of Rs. 1.46.700 which should have h e n  charged to 
tax under the Gift-tax Act esraned assessment. B:+ief details of the 
cases are given below: 

(1) The accounts submitted by a firm alongwith its income-tax 
returns for the assessment years 1967-68 and 1968-69 show- 
ed that two partners made a gift of Rs. 25,000 each but 
neither the assessees filed returns of gift nor the Gift-tax 
OfRcer issued notices calling for the returns of gift. Thus 
gift of Rs. 50,000 escaped assessment in the two years. The 
department has replied that proceedings for gift-tax assess- 
ment have since been initiated. Report regarding demand 
raised and its recovery is awaited. 

(2) From the income-tax records i t  was noticed that an 
aesessee transferred half of his capital and share of good- 
wil l  in a Arm, valued a t  %. 27,700 to, his son newly admit- 
ted to the partnenofiip. The gift of Rs. 27,700 was neither 
returned by the assessee nor the Gift-tax Officer initiated 



any action to call for the return and assess the gift to tax. 
Thus the gift of Rs. 27,700 escaped assessment for the year 
1966-67. 

(3) Two individual: invzsted Rs.. 40,000 as their capital in a 
fhn fn June 1965. The Income-tax records showed that 
the source of the funds was a gift of Rs. 40,000 made by 
their grandmother in May 1965. The gift of Rs. 40,000 was 
not however charged to gift-tax. The paragraph was for- 
warded to the M-irlistr:~ in October, 1970 and their reply 
is awaited. (March, 1971). 

(4) From the income-tax return for the assessment year 1968- 
69 filed by a firm it was noticed that the assessee made a 
donat~on of Rs. 29.000 to a pollt~cal during the year ended 
31st December, 1967. The gift was not however charged 
to gift-tax for the assessment year 1968-69. Ministry's 
reply to the audit paragraph forwarded 1n October. 1970 
is awaited. (March, 1971). 

[Paragraph C 2  t b)  ( i .  of Ropor! oi' 13e Colrpt~.o!lt; 3r.d 
Auditor Cc.wral (I:' India fc~r thc vCb:lr 1969-70, Ccntrd 

Gover.-.n~cnt ( Civii ) , Revenue R-reipts. 

3.12. The Committee enquired whethe,. the assessmerlts in all the 
cases had been rectified. If so. the Committe. ciesired to know the 
additional demand raised in all the Sour casl-s and the amount re- 
covered. In their written reply, the Ministry stated: 

"There are actually five cases, t u )  of which have probably 
been clubbed together as one case. The objections have 
been accepted in respect of all the cases excepting the 
case of Shr i .  . . . . .hecause wheq proceedings to assess the 
gifts mentioned by the Audit were initiated, it  came to light 
that the transfer of capital to the son had been effected by 
debiting the father's account and crediting the newly 
opend account of the son. As such this was claimed to 
be a mere loan. The father is assessed to wealth-tax 
assessments. The Revenue Audit reported subsequently 
that the assessee had shown the amount of Rs. 25,000/- in 
his wealth-tax return under the head 'movable assets' 
(non-business) ; they arc of the view that had this amount 
represented a loan it should have been shown in the 
wealth-tax return under the head 'moneys lent out by way 
of loans and advances'. Since this was not done, Che 
Audit are of the view that it does not seem appropriate 
to treat the transfer of Its. 25,000/- as a loan. Moreover, 



no terms and conditions of repayment of the alleged loan 
were settled nor any interest was charged on the loan. 
The Ministry are examining the facts now brought to 
their notice. 

Additional demand raised and collected in respect of the other 
cases is as below:- 

Hs . 
( i )  Shri--- _- . _ - -  750 
( i i )  Shri--- 759 

(iii) Skimati 1950 

(IV) Mis. --- 8 1 a" 

3.13. Drawing attention to the fourth case which related to dona- 
tion made to a political party, the Committee enquired whether any 
mstructions had been issued regarding levy of gift tax on such dona- 
tions for the guidance of the assessing officers. The Ministry submit- 
ted the foll3wing note in this regard 

"Vide C~rcular No. 1 GT of 1960 dated 5-1-1960. the Board had 
issued instructions that in cases where a gift to a political 
party is made by a company under the authority of a 
specific clause in the Memorandum and Articles of Asso- 
ciation of the company, the gift has to be held as having 
been made in the course of carrying on the business of the 
company and exempted from gift :ax. A copy of the 
circular i s  enclosed." 

3.14. Asked whether the instructions were examined with refer- 
ence to the correct legal position, the Ministry stated: "The ques- 
tion is being re-examined in the light of a reference received from 
the C&AG and also in view of the recommendations made by the 
Wanchoo Committee." A copy of the revised instructions issued on 
9-6-72 furnished by the Ministry subsequently is reproduced a t  
Appendix V. 

3.15. m e  Committee desired to know whether action had been 
taken to levy penalty for the cmcealment of gift. The Ministry 
intimated as follows: "This is beifig ascertained from the field 
officers and will be intimated to the Committee in due course of 
time." 

3.16. The Committee areconcerned to flnd large-scale omissions 
to carrelate Income tax records with Gift-tax returns, which re- 
sulted in non-levy of Gif't-bx OD gitts a~gregatinp Rs 1.47 bkk 
1723 L.S.-4. 



They have earlier in this Report indicated how such a currela- 
tion could better be effected by making a provision in the Income- 
tax returns for indicating the gifts made by the assessees. The 
Ministry have stated that the Audit objections have been accepted 
in all the cases except item No. 2 of the Audit para and that the addi- 
tional demand has been collected. In the case of item No. 2, the 
Committee note that although the transfer of assets to the son was 
claimed as loan, the facts brought out subsequentlp by Audit, which 
questioned this claim, are under examination by the Ministry. The 
Committee would like to know'the outcome of this examination. 

3.17. In respect of item 4, the Committee wonld like to know 
whether any action had been taken to levy penalty for the conceal- 
ment of gift. 

3.18. Incidentally, the Committee find that the Board had issued 
instructions in January, 1960 that in the cases wherc a gift to a 
political party was made by a company under the authority of a 
specific clause in the Memorandum and Articles of Association of the 
company, the gift had to be held as having been made in the course 
of carrying on the business of the company and exempted from gi f t  
tax. Section 293(A) of the Companies Act. 1956 inserted in 196!). 
however, prohibits contributions to political parties by a company. 
Only after the matter was taken up by the Committee with the 
Ministry in February, 1912, revised instructions were issued in June. 
1972 taking into account tlie amendment to the Companies' Act as 
well as the decisions of High Courts holding that donations paid to a 
political party are not allowable as a business expenditure. The 
Committee do not appreciate this delay. According to the revised 
instructions in all cases in which action was not taken to bring such 
donations to gift tax on the basis of earlier in5tructions. proceedings 
should be initiated under the Gift Tax Act. The Committee would 
await a report on the action taken in this regard. 



CHAPTER IT 
ESTATE DUTi7 

Estate escaping asseisment 

Audit Paragraph 
4.1. Property passing under any settlement made by settler 

whereby interest in the property for life or any other period deter- 
minable by reference to death is reserved to the settler either 
expressly or by implication is liable to charge of estate duty on the  
settler's death. A settler reserving an i Iterest in the settled Fro- 
pcrty for the maintenance of h~mself snd any of his relatives is 
deemed to reserve an interest for himself. 

4.2. A settler. wh3 died in October 19C0. settled movable and im- 
movable properties valued a t  Rs, 413,850 in a trust in 1954. Th,ough 
the trust deed did not contain any express provision reserving the 
right of res~dence to the settler in any of the settled property, the  
settler continued t o  reside till his death ir! a residential house in- 
cluded in the settlement. In addition. the trust-deed contained a 
provision for appropriation during the life time of the settler snd lor  
hls wife of an  amount of. Rs. 1.200 per annum towards presents to 
the married daughter; of the settler and/or  their husbands and/or  
tht.~r children. As the settlement of property was one with reserva- 
tion. thc value of the settled property should have been included 
in the deceased's estate and charged to estate duty on the settler's 
dcath in 1960. The omission to include the settled property in total 
estate led to undercharge of estate duty of Rs. 55,753. The audit 
paragraph was forwarded to the Ministry in October, 1970 and their 
reply is awaited. (March. 1971). 

[Paragraph N ( c )  ( i )  3f Report of the Comptroller and Aud~tor  
General of India for the year 1969-70 Central Govern- 

ment (Civil). Revenue Receipts.; 

1.3. The Committee dt>sired to know the value of the  properties 
of t h ~  settler as on the date of his death. In reply, the  Ministry 
furnished a note. which is reproduced below. 

"Thr total value of the movable and immovable properties 
scattlcd by the Trust Deed In 1954 was Rs. 4.13.850. It  has 
not b w n  possible t~ get the value of the properties as on 
the date of the settler s death In October 1960.'' 



4.4. Asked why the 
ment from the records, 
stated as follows: 

department could not find about the escape- 
, when Audit were able to do so, the Ministry 

"The facts of the case were quite involved and the Ministry 
feel that it could not have been possible t3 come to a 
correct finding on the 'basis of merely the assessment 
records." 

4.5. Referring to the delay in replying to the audit para, the Com- 
mittee desired to know the reason therefor. and enquired about the 
present position of the rectification . ~ f  the assessment. The Ministry. 
in  a written reply, stated as follo\vs: 

"The delay, which is regretted, occurred in collecting the basic 
data about the deceased person who had been living in his 
village home before his death. On the basis of the facts 
reported by the Commissioner of: Income-tax on 4-10-1971, 
the Ministry feel that the audit objection will have to be 
reconsidered in view 31 the following factors - 

(1) In the Trust Deed dated 11-3-1954, it was clearly stated 
that the settler's o;vn res~dcnce a t  Kanchanpur, Farm, 
Post OfEce, Bankur, would not be affected by the Trust 
Deed. 

(2) The village Pradhan had certified that the deceased was 
living permanently at his Farm house. 

(3) The attending physician has certified that the deceased 
stayed in the settled property for only la months prior 
to his death, for facilitating medical attention. 

(4) In the face of the facts stated at (1). ( 2 )  and (31, it 
may not be reasonable to conclude that the mere fact 
of the deceased using the address of the property settlrd 
by him establishes that he had rrserved an interest in 
such property. 

(5) Even if it is proved that the assessee was residing in the 
settled property, the case would not fall within the 
purview of Section 12 of the Estate Duty Act, because 
the settler had not expressly or impliedly reserved any 
interest in the settled property either for life or any 
other period determinable by reference to his death. 

(6) The deceased had not reserved any right to restore t o  
himself or to reclaim the settled property in any manner. 



(7) The fact that the deceased created an over-riding charge 
during his and hi: wlfe's life-time for providing seasonal 
presents or pifts to his married daughters or their 
husband or children on the occasion of family festivals 
or any other pumoses carinot be equated to the settlers 
reserving any interest in the property for himself. 

In the circumstances stated above. the assessment made 
has not been rectified.' 

4.6. On the basis of the explanation furnished by the Ministry, 
the Committee would deal with only one aspect of the case. The 
trust deed contained a provision for appropriating sum of money for 
making gifts and to this extent the settlement of property could be 
deemed to be one wtih reservation. The Ministry have held the 
view that such a provision cannot he equated to the settler's reserving 
any interest in the property far himsrlf. The Committee would 
advise the Ministry to get the opinion from the Ministry of Law in 
the matter. 

Audit Paragraph 

4.7. In a case the deceased was the owner, inter alia of a house 
and some vacant land which was lcased out  for a period of thirty 
years fr2m Anril 1937. The lease-deed did not contain any provision 
for extension of. the period of the lcsase beyond the said thirty 
years. While calculating the deceased's reversionary interest in 
the leascd property on the date of  dcath (1st May, 1965) the depart- 
ment assumrd that the original Ieasr would be extended for a 
further pcriod of thirty year; though there was no provision f x  
such extension in the Icaw deed and thc lease also expired by the 
time whcn the estate duty assessment was. made in March-April, 
1969. The incorrect valuation (:( the ~.eversionary interest led to 
escapement of estate of R.;. 1.62.702 \f.ith conscctuent under-charge 
of duty of Rs. 53,838. Rcply of thr Ministry is awaited &March, 1971). 

[Pnragrnph 64(c) (ii) of Report of the Comptroller 8: Auditor 
General of India for the gear 1969-7bCentral Govern- 

ment (Civil), Revenue Receipts.] 

4.8. The Committee d w r c d  tt) know the circunlstences in which 
estate duty officer over-looked the fact that the lease \vas to terminate 
in epri l ,  1967. The Ministry. in a nolc.. stated that as the assessment 
was completed on 23rd April. 1969, i.e., two years after the expiry 
of. the lease, the Assistant Controller was aware of this fact. 



4.9. The Committee pointed out that even after a lapse of a year, 
the Ministry had not replied to Audif on this para, and enquired 
what action was proposed to be taken to expedite replies to Audit, 
within six weeks of their receipt. In a note, the Ministry sent the 
following reply:- 

"The Ministry very much regret the delay in replying to the 
Revenue Audit. They have already takcn steps for 
preventing a recurrence of similar delay.;." 

4.10. To a querv about the present position of the recovery of 
additional demand, the Minlstry stated as follo~v.;:-- 

"The objection has not been accruted because oI thc following 
reasons:- 

(i)  The value of a property is to be estimated at the prlw 11 
would fetch, if sold In the open market, on the date of 
the death. In the p r s e n t  case at the t ~ m c  of death the 
unexpired perlod c ~ f  lease v,.as onlv 9 ycwx As such, no 
prospective buvei would have takcn for granted that the 
lessees would vacate the property on clspiry of the leasc 

(ii) Experience shows that no lessee surrendtm a valuablc 
property on the expiry of the Icbase and seldom 1s it 
possible to evict a lessecx without incurring heavy espendl- 
ture on litigation. 

(iii) In this case. the lessee, a limited company. did not vac.atcx 
the property on the expiry of the leasc and is still in 
possession of the same. A suit for the evictic~n of thc. 
lessee is pending before the court. 

(iv) At mpts arc being made to come to a compromise by 
ex if ending the lease for anothcr pcmod of 30 years. 

(v)  The lessees have verbally informed the A.C.E.D. that they 
have no mtention oi vacating th(, property. 

Having regard to the above facts, the A.C.E.D dctcrm~nrd the 
value on the assumpt~on that thr lease may be cxtcndcd for anothrv 
30 years. In the circumstances of the case, thr  v a l w  fixcd bv hlm 
was reasonable. Even ~f it were posslble to takc nocs~ssion of.tht' 
property after evicting the Icsiee, litigation cxpcnscas would ha\.(, 
to be allowed against thtl value of the property. 



The assessment in qucrtion hac not been rectified." 
4.11. In this case while calculating the deceased's reversionary 

interest in the leased property on the date of death, the Department 
assumed that the original lease would be extended for a further 
period of 38 years though the lease expired by the time when the 
estate duty assessment was made and there was no provision for 
extension. It  appears from the explanation of the Ministry that a 
suit for the eviction of the lessee was also pending before the court 
a t  the time when the assessment was made. The Committee do not, 
therefore, consider that the assumption of the Assistant Controller, 
Estate Duty, was fully justified. The Committee, however, note that 
the ACED had been informed by the lessees that they had no  inten- 
tion of vacating the property and that attempts were being made to 
come to a compromise by extending the lease for another period of 
30 years. The Ministry are of the view that even if i t  were possible 
to take possession of the property after evicting the lessee, litigation 
expenses would have to be allowed against the value of the property. 
I1nder the circumstances the Committee consider i t  desirable to lay 
down suitable guidelines, if not already done. to regulate the deter- 
mination of the deceased's reversionary interest in the leased 
properties. 

Audit Pnragraph 

4.12. Undcr thr Estate Duty Act. 1953 no proceedings to  the levy 
of c,str;tt du ty  shall be comn~enced In the case of first assessment 
oftrr the esplrotlon of fi\.c yews from the date of the death of the 
deceased in respect of whosc death estate duty  becomes payable. 

4.13. On the death of an asscssec, on 18th March, 1961 the account- 
ahlc person filcd the rrturns of income and net wealth on 17th 
May 1961 Thr income-tax and wealth-tas assessments were com- 
plrtcd on 26th May.  1961. No intimation was however sent by the 
Income-tax Oficer/Wenlth-ins Officer to the estate duty authorities 
regarding the dcxath of thc nsscssce The return of the estate of the  
deceased was filed by the authoriscd representative of the accountable 
person on 3rd January. 1967 A provisional duty of Rs. 4.055 was 
lcv~cd and the same wns paid by the accountable person on 10th 
Februnrv, 1967. The rcgulnl- assessment was completed on 2g4& 
December. 1967 on thr net prlnc~pnl value of the estate of Rs. 4,62,500 
rgisinq A demand of Rs. 43 375 (the correct demand worked out to 
Rs. 46,375). Thc nrcomtnble person, however, preferred an appeal 
for thr concc~llation of thp  nsscssn\cnt on the ground that i t  was 



barred by limitation. The appeal was allowed on 26th August, 1968 
and the assessment was set aside; even the demand of Rs. 4,055 paid 
by the accountable person on the basis of provisional assessment 
had to be refunded. Thus the Government had to forego a revenue 
of Rs. 46,375. The loss of revenue could have been prevented had 
the Income-tax Officer/Wealth-tax Officer sent an intimation of death 
to the estate duty authorities after the income-tax and wealth-tax 
assessments were over in May, 1961. 

[Paragraph 73 (v) (b) of Audit Report (Civil)-Revenue Re- 
ceipts, 1970.1 

4.14. The Committee desired to know the provisions of the law 
regarding the time limit fixed for the completion of the estate duty 
assessments from the inception of the Act. The Ministry, in a writ- 
ten note, stated that once the assessment or re-assessment proceed- 
ings were initiated within time, there was no time limit for com- 
pletion of fresh assessments. The Committee enquired whether 
instructions were issued to the Estate Duty Officers that the time 
limit fixed was for initiation or proceedings and not for compl2tinn 
of assessment. The Ministry stated that such instructions wcrc 
i s s u d  only after the receipt cf the aodlt objection vide instructions 
No. 172 dated 15-5-1970 from F. No 4/F9/69-ED. Asked how the de- 
partment arranged to collect the particulars of death of pcrsons so 
that necessary proceedings could be started In time to call for ?he 
returns of estate duty and assess the estak duty, the Ministry re- 
plied as follows: "Instructions already exist to thc effect that 2111 

Income-tas Offi-ers/Wealth-tax Officers should send intimation 
promptlv to the Assistant Controllers of Estntn Duty about thc dent11 
of heir assessees. These instructions wrrc not acted upon in thc 
instant case." 

4.15. During evidence the Finance Secretary informed the Com- 
mittee: "As we mentioned. there is the responsibility of each in- 
come-tax officer to inform the conc~rned officer of any action that 
may be there. If the death occurs. he should inform the estate duty 
officer. We will take action and we will pull him up and ask him 
why he failed to inform him." To a question as to whether thew 
is any check in such cases to see that the fact of death cornea t o  
notice and proceedings of estate duty are started in time, he replied. 
'There is an indirect check that the probate on property is not 
allowed by a court unless estate duty has been paid. That again is  3 
very difficult problem. In fact, we have been discussing as to hyw 
we can check this. I thought of wealth tax, but the wealth tax 
limit is higher than the estate duty limit." 



4.16. The Committee were informed by Audit that the case was 
referred to Law Ministry for ad~llce as to the validity of the assess- 
ment on the basis of the voluntnry return. During evidence the 
Committee enquired what the Law Ministry's advice was. The 
Finance Secretary replied: "Thc L'aw I th is t ry  have said that the 
assessment was correctly made by the Assistant Controller. Their 
advice is that in the case of voluntarv return, the provision under 
section 73(a) would not apply But unfortunately, no action was 
taken to go in appeal." 

4 17 Asked whether the order of  the Appellate Controller in 
cancelling the assessm~nt was In 0 1  dcr thr Flnance Secretary stated: " . .what happened wns that on the appellate order they said that 
the five years' rule even for ,! voluntary return would apply. W e  
should have gone in appeal against that " 

4.18. In this rase there was regrettable lack of coordination 
between the Income-tax Offlcer who completed the Income tax and 
Wealth-tas assessment\ of the decea5ed and the Estate Duty Ofacer 
who had to complete the estate dutv assessment. Owing to the  
failure of the Income-tax Officer to intimate t t e  necessary parti- 
culars of the case to the Estate Duty Officer. the proceedings for the 
levy of estate duty could not be commenced within a ~ e r i o d  of five 
years from the date of death of the deceased. The Committee ex- 
pect that the Income-tax Officer concerned will br suitably dealt with 
for his lapse which has cost a loss of Rs. 46,3i5 in tax collection to 
the exchequer. 

4.19. The Cormnittuc would also like the Minktry of Finance to 
consider as  to what further rhwk could he introduced to ensure 
that the fact of death comes to notlce and proceeding% of estate duty 
are started in time. 

4.20. The Committee note that according to the .Ministry of Law 
the timc-limit prescrihecl w d c r  Section 73(A) of the Estate Duty 
Act would not apply in the case of voluntarv return. It is un- 
fortunate that due to ignorance of ihi\ position the appellate 
authorities ordeis were not appealed against in the case under 
examfnation. The Committee desire tha t  suitable instructions clari 
tying the position should he issued to all the Estate Duty Omcers. 

Under-charge due to excess nllowenr~ of rebate of estate duty 

Audit Paragraph 
4.21. Under the Estate Duty Act, a~ricwltural  land is liable to 

estate duty only if it is situated In a State includccl in the First 
Schedule to the Act. Agricultural land situated in States not m 



included is aggregated with the value of the estate for rate purposes 
only and rebate a t  the average rate of duty is allowed on the value 
of land so included. The Act also provides that in determining the 
value of an estate for the purpose of estate duty, allowance shall be 
made for debts and incumbrances and any debt or incumbrance for 
which an allowance is made shall be deducted from the value of 
the property liable thereto. 

4.22. Since agricultural income-tas is a tax on 3gricultural in- 
come which in turn relates to agricultural property, the liability on 
account of the agricultural income should properly be deducted from 
the value of agricultural property and the net val~ie of thc agricul- 
tural property so arrived at should be included in the value of ',he 
estate for rate purposes and then rebate allowed a t  the averagc 
rate of duty. 

4.23. In a case, the deceased had agricultural land in a State not 
included in the First Schedule to the Estate Duty Act. He r,wed LI 

sum of Rs. 1,27.3'68 on account of agricultural income-tas This lia- 
bility was deducted from the value of his chargeablc cstatr instcad 
of from the value of the agricultural land as a result of which rebate 
of duty was allowed on the gross value of the aqricultural land 
instead of on its net value leading to excess rebate of Rs. 17,304 with 
a corresponding under-charge of estate duty Thz Ministrv have 
stated that section 44 of the Estate Duty Act does not authorise any 
apportionment of liabilities towards properties chargeable to estntr 
duty and properties which are exempt from estate duty. Under t l i c b  
prov!sions of the Act, the value of agricultural land is not to be In-  

cluded in the principal value of the estate, though it is taken int~l  
account only for rate purposes Neither sectwn 4.1 nor snv othrr 
provisions in the Act authorise deduction of a linhil!ty in respect of 
a pror~ertv which is exempt from estate duty. 

[Paragraph 73(vi) (a) of Audit Report (Civil). Revenue Recei- 
pts 1950.1 

4.24. The Committee desired to know the position of law rcp rd -  
ing inclusion of the value of agricultural lands in the estate duty 
assessments In a note furnished to the Committw, the Ministrv 
stated. "Under Section 5(1) of the Estatr Dutv Act, estate dutv 
levied on the principal value of all propcrty nassing on the death 
of the deceased including agricultural land situated in the tcrritorirc 
which immediatelv before the 1st November, 1956 were cornprisc~ 
in the States specified in the First Srhcvlule to the Act. Tn +erm\ 
of Section 34(I)(b). agricultural land passing on the drvth of th(. 



deceased, if situated in any State not specified in the First Schedule, 
is aggregated with the value of the estate for rate purposes only, i.e. 
rebate at the average rate of duty is allowed on the value of agri- 
cultural lands so included." 

4.25 The Committee asked about the provisions of law regarding 
allowance of debt and incumbrances while computing the principal 
value of estate for Estatr Duty purposes. The Ministry replied as 
follows: "Under section 44(a), in determining the value of the estate, 
allowance have to be made for debts incurred bv the deceased or  
incumbrances created by a disposition made by the deceased, unless, 
suhject to the provisions of section 27. such debts or incumbrances 
were incurred or created bona jide for full consideration wholly for 
t!le decezsed's own use and benefit and take effect out of hi. interest. 
It is further provided that any deb: or incumbrances for which an  
allowance is made shall be deducted from the value of the property 
liable thereto." Asked whether section 44 of the Act permitted de- 
duction of a liabilitv in respcet of propertv which is exempt from 
Estate Dutv from the value of property w7hich is not so exempt. the 
Ministry, in a note. replied "Section 44 of the Estate Duty Act does 
not authorise anv apportionment of liability towards properties 
chargeable to Estate Duty and properties which are to be included 
only for rate purposes. The agricultural incomr-tax payable by the 
deceased was his personal liabilitv and was as wuch a charge on the 
free <*state as on the immovable property." 

4 26 During evidence i t  was pointed out that in equity it  was 
not correct to allow deduction perta~ning to a non-taxable asset and 
that it should be cxnmined whether a n r  further clarification of Sec- 
tion 44 was required The Finance Secretary stated: "We will con- 
s ldw that Rut the view has been taken that becal~se this is a per- 
snnal liahilitv it was n charce on :he free asset as on immovable 
property. We will examine this matter." 

4.27. The Committee note that a sun1 of Rs. 1.27 lakhs on account 
of agricultural income-tax pertaining to agricultural land on which 
Estate Duty was not leviable. owed by the deceased was allowed as 
deduction from the value of the Estate under Section 44 of the 
Estate Duty Act. When it was pointed out that it was not correct 
in equity to allow deduction pertaining to non-taxable asset and 
that it should he examined whether any clarification of Section 44 
war required. the representatirc of Ministry of Finance promised to 
esamine the matter. The Committee would like to await the result 
of the csa~nination nnd the action taken on the hasis thereof. 



In correct exemption of gifts made in contemplation of marriage 

Audit Paragraph 

4.28. According to the Estate Duty Act, gift made 'in considera- 
tion of marriage' subject to a maximum of Rs. 10,000 in value shall 
not be taken into account :n computing the principal value for the 
levy of estate duty. A case was noticed in which while computing 
the prindpal value on 20th November, 1967 a sum of Rs. 10,000 given 
away by the deceased to his daughter in August 1965 as gift 'in con- 
templation of marriage' was excluded based on the instructions of 
April 1957 of the erstwhile Cen'ral Board of Reven~~e .  The instruc- 
tions of the Central Board are contrary to the provisions in the 
Estate Duty Act and the exclusion of the said amount made 'in 
contemplation of marriage' was not in order. 

4.29. The Ministry have, however, justified their instructions of 
April 1957 on the ground that the Board had taken into account the 
hardships that would be caused if the exempior. m d e r  the Estate 
Duty Act were to be restricted only to gifts 'in consideration of 
marriage' and were not to be extended to the cases of gifts 'in cnn- 
templation of marriage'. 

[Paragraph 73 (vi) (b) of Audit Report (Civil) Revenue Recei- 
pts, 1970.1 

4.50. The Committee pointed out that the Estate Duty Act pm- 
vided for exemption only in respect of gifts made 'in consideration 
of marriage', and enquired whv gifts made 'in ccmternplntion of 
marriage' were excluded from the levy of Estate Duty. The Chair- 
man. CBDT, stated: ". . . . . . . . . . . .The purnose of scction 9 of tht. 
Esta'e Duty Act is to bring to charge gifts made by the deceased 
within a specified period before death. Under sub-section (2). any 
gift made in consideration of marriage, subject to a maximum of Rs. 
10.000 in value, will not be dutiable as property is deemed to pass 
on the assessee's death. This section is based on section 2(l)(c) of 
the Finance Act of 1894 of the United Kingdom." He added: ". . . . . . 
The Board seems to have taken the view that in view of the economic 
conditions prevailing in this countp ,  thev should consider this 
aspect and follow the pattern in the U.K.". To a query about the 
difference between contemplation and consideration of marriage, the 
witness replied: "This has a little genesis. In India there is the 
dowry system, and therefore, the father would be anxious to provide 
for the girl, though at the time that he provides there is no i q d i -  
ate consideration of marriage. We have, therefore, extended the 
meaning a little." 



4.31. When i t  was suggested that the relevant provision of the 
Act might be amended suitably, the Chairman, CBDT stated that the 
suggestion had been noted. 

4.32. The Committee learnt from Audit that in another section 
of the Estate Duty Act, provision was made for reliei on moneys 
earmarked for marriage of relatives dependent on the deceased. 
Asked to clarify the legal position and the exact purpose which of 
two sections is intended to serve, the Ministry submitted the follow- 
ing: "The reference appears to be to the provisions contained in 
section 33(l)(k) of the Estate Duty Act, in terms of which moneys 
earmarked under policies of insurance or declarations of trust or 
settlements effected or made by a deceased parent or natural guardian 
for the marriage of any of his female relatives dependent upon him 
for the necessities of life to the extent of Rs. 10,000 (it was Rs. 
5,000 prior to 1st July, 1960) in respect of the marriage of each of 
such relative. In terms of section 34(l)  (a) the exemption under 
section 33(l)  (k) is available only by way of a rebate on average rate 
as against a full exemption available u/s 9(2) relating to a gift in 
consideration of marriage." 

4.33. Although under Section 9 of the Estate Duty Act only gift 
made in consideration of marriage is exempted from the levy of 
Estate Duty, it has been extended to cover gift made in contempla- 
tion of marriage by executive instructions. While the Committee 
feel that the relevant section of the Act requires suitable amendment, 
they would like Government to consider whether the existing pro- 
visions of Section 33(1)(K) would not be enough to rover cases of 
gift in contemplation of marriage. 

Incorrect exemption of the value of lands appurtenant to house 
property 

Audit Pamgtcrph 
4.34. Under the Estate Duty Act. 1953 no estate dvty shall be pay- 

able in respect of one house or part thereof exclusively used by 
the deceased for his residence, to the extent the principal value 
thereof does not exceed Rs. one lakh if such !louse is situated in a 
place with a population exceeding ten thousand and the full prin- 
cipal value thereof in any other case The exen~ption is restricted 
to "one house or part thereof" and no exemption would be available 
in fespect of the value of land appurtenant to the house as :he law 
does not specify that the exemption would be available to "one house 
or part thereof with lands appurtenant thereto." 



(i) In a case the deceased had one-fourth share in a house pro- 
perty which was exclusively used by him for residential purposes. 
The total land area was 28 cottahs of which three cottahs of land 
was covered by the building. Instead of limiting the exemption 
from estate duty to the value of the building and three cottahs ol 
land on which it was situated, the department allowed exemption to 
the value of building and lands (about twenty five cottahs) appur- 
tenant to the building As exemption from estate duty is not nvail- 
able to value of lands appurtenant to the house, the incorrect exclu- 
sion of value of lands from the principal estate resulted in short- 
assessment of value of estate by Rs. 20,819. 

(ii) A deceased person (died in June, 1964) was in possession of 
lease hold land of 1.02 acres on which a house was constructed and 
was used as residence. Instead of excluding lhc value of the l~ousc 
together with the land covered by it from the deceased's estate 
for the purposes of levy of estate duty, the whole value of the lease 
hold land was given exemption. The unexpired pcriod of lease at 
the time of the death of the person was twenty-two years. Thc 
incorrect exclusion of the value of lands appurtenant to the build- 
ing resulted in short-assessment of estate of about Hs. 20,000 charge- 
able to estate duty. 

[Paragraph 64(e) (i) 8: (ii) of Report of the Comptroller and 
Auditor General of India for the year 1969-70. Central 

Government (Civil), Revenue Receipts.] 

4.35. The Committee desired to know the provisions in the law 
regarding exemption of hnuse property from Wealth Tax and Estatc 
Duty under the Wealth Tax A!? and Estate Duty Act respectively. 
In a note, the Ministry stated: "Under the Wealth-tax Act one housc 
or part of a house used exclusively for residential purposes is esr -  
mpted from Wealth-tax Act upto a limit of Rs. 1.00,000. Under t!w 
Estate Duty Act also one house or part thereof used exclusively by 
the deceased for his residence upto a value of R s  1,00,000 is exe- 
mpted provided the house is situated in a place with population 
exceeding 10,000." 

4.36. As regards the provisions in respect of assessment of incornt. 
from house properties and the land appurtenant thcretn, the Minitry 
stated that the annual value of property consisting of "any buildings 
or lands appurtenant thereto" was chargeable to income as incomc 
from house property." 

4.37. Asked whether there was any difference between the Fro- 
visions of the Income-tax Act and those in the Wealth-tax Act and 



Estate Duty Act in this regard, the Ministry intimated: "The provi- 
slons of the Income-lax Act relate to the chargeability of the annual 
value of property and land appurtenanl thereto whereas Wealth-tax 
and Estate Duty Acts relate to the chargeability of property as part 
of wealth and as part of a deceased's Estate." 

4.38. The Committee were informed by Audit that the issue was 
examined by Law Ministry also. Asked what their opinion was on 
the issue, the Ministry of Finance replied that the matter was exa- 
mined by the Ministry of Law who were of the opinion that the use 
af the term 'house' in the Estate Duty Act would also include lands 
nppurtenant thereto." 

4.39. During evidence it was pointed out :.hat supposing a man 
had got a I00 acres plot and a small farm house, it would be stret- 
ching the law too far to treat the entire 100 acres as appurtenant 
to the house. To a suggestion that the Board might issue some rules 
to give guidance as to how much land can be taken as being appur- 
tenant to the house. the Chairman, CBDT reacted saying: "Other 
wise, this leads to a\roidance. I quite agree" 

4.40. According to the opinion of the Ministry of Law communi- 
cated to the Committee, the tern1 'house' in the Estate Duty Act would 
also include lands appurtenant thereto for the purpose of exemption 
of the value from Estate Duty. As admittediy, a liberal interpreta- 
tion of the 'lands appurtenant to the house' would lead to avoidance 
of tax. the Committee would suggest that the Central Board of 
Direct Taxes might issue some guidelines under the rules as  to how 
rnuch land can be reasonably taken as being appurtenant to the 
house. 

Incorrect allowance of cxemption/rehate 

4.41. Under thc Estatc Duty Act. a house or a part thereof exclu- 
sively used by the deceased for his residence is exempt from estate 
duty up to 3 value uf Rs. 1 lakh. 

(a)  In a case the deccascti ivas the owner of half share in three 
house properties one of which tvas used by him as residence. Accor- 
dingly t h e  deceased's share in the residential house alone valued at 
Its. 2,000 urns eligiblc for escmpt~on from estate duty and his shares 
In the other two houses valucd at Rs. 10.000 were liable to be char- 
&d. But in the assessment dated 20th November, 1967 his shares in 
all the three houses were incorrectly exempted from estate duty. The 



Ministry have accepted the mistake and the assessment has been 
rectified. Report regarding recovery is awaited. 

(b) In another case the deceased was a part-owner of two pro- 
perties with different shares therein. They also bore different mu- 
nicipal numbers. In the assessment completed on 26th April, 1967 
both the properties valued at Rs. 26,817 were allowed exemption 
from estate duty on the ground that the two properties were one 
and the same with two municipal numbcm. The Ministry have 
accepted the mistake and intimated that additional demand has been 
raised for the same. Report regarding recovery is awainted. 

[Paragraph 73(iv) (a) K: (b)  of Audit Report (Civil) Revenue 
Receipts, 1970.1 

Sub-para (a) 
4.42. The committee desired to know whether the assessee at 

any t'me brought to the notice of the Estate Duy Officer, the parti- 
cular house which was esclusively used by him for his residence. 
The Ministry, in a note stated that the authorised representative of 
the accountable person wrote in his letter dated 15th November, 
1967, that Tika No. 312 Survey No. 28 was exclusively used for resi- 
dential purposes by the de~eased.  Asked how the exemption was 
allowed on the value of all the three properties, the following in- 
formation was furnished by the Ministry: "It appears that the 
exemption was allowed on the value of all the three properties due 
to in-advertence but the Ministry is ascertaining the circums:ances 
under whizh this was done." The Committee asked whether the 
assessment was checked by internal audit party. According to the 
informaS.ion furnished by the Ministry. "The IAP had checked 
the assessment on 1st June, 1968 but had failed to detect the error. 
The reasons for this are being ascertained." 

4.43. As regards the additional demand recovered, the Ministr?; 
stated that the additional demand raised wa: adjusted against the 
refunds due. 

Sub-para ( b )  
4.44. The Committee enquired whether the return of the de- 

ceased person showed the particulars of the two houses and if so. 
how the exemption was allowed for both of them. The Ministry 
submitted a written note which is reproduced below: 

"The acmuntable person had shown in the estate duty return 
the particulars of thc two residential houses. Tn th r  
authorised representative's letter dated 8th June, 1967 it 
had been stated that "there are two numbers of one 



'building which is a residential house, whose total cover- 
ed area is about 2 cottahs in the ground floor". It appears 
that due to oversight the ACED took this to mean that  
both the houses constituted a single residential house. 
He apparently overlooked the fact that in addition to a 
single building having two numbers the deceased also 
owned another building." 

4.45. To a question about the present position of the cases, the 
Ministry stated that the demand was kept outstanding pending 
completion af some further enquiry directed by the Appellate 
CcrntroIler. 

4.16. I11 the case dealt with in sub-para (a), although the deceas- 
ed used as his residence only one of the three house properties in 
all of which he awned half share, exemption was allowed on the 
value of all the .three properties due to 'inadvertence'. The Minis- 
try have also intimated that the circumstances under which this 
was done is being ascertained. The Committee would like to have 
a report in this regard as also the action, if any, taken against the 
officer concerned at fault. 

4.17. Incidentally, the Committee find that although the assess- 
ment in question was checked by the Internal Audit, they had fail- 
ed to detect the error. The reasons as also the action taken for the 
failure may be intimated to the Committee. 

4.48. The Committee regret to find that in respect of the case 
dealt with in suh-para (b) also similar mistake was committed due 
to 'oversight'. The Committee expect that negligence on the part 
of the officer concerned would be suitably dealt with. 

449. The Committee note that the additional demand in this 
case has been kept outstanding pending completion of some further 
enquiry directed by the Appellate Controller. Further develop- 
ments 01 this rase may be reported to the Committee. 



CHAPTER V 

Wealth-tax, Gift-tax and Estate duty 

Arrears of demands*. 

Audit Paragraph 

5.1. The following table shows the year-wise arrears of demands 
pending without recovery and the number of cases relating there- 
to under the three directed taxes, wealth-tax, gift-tax and estate 
duty as on 31st March, 1969. 

(Amounts in lakh\ nf rripcesl 
------ - ---.- -- 

Wealth-tax Gft-tax Estate dut)  

Arrears of - 
No. of Arnw~nt h.0. of Amount No. of Arnc+rmt 

cases cases cases 

1964-65 and earlier 
years . 2,739 151 902 7 736 209 

[Paragraph 75(a) of Audit Report (Civil), Revenue Receipts, 
1970.J 



Arrears of demands*. 

Audit Paragr~ph .  

5.2. The following table shows the year-wise arears of demands 
pending without recovery and the number of cases relating thereto 
under the three direct taxes, wealth tax, gift-tax and estate duty as 
on 31st March, 1970. 

I Amount i n  lakhs of rupees') 

10h.1-6c and carlicr 
\cars . . 

rufis-66 . . 
I cjht>-h: . . 
1uh--6R . . 
~ u h u - 6 9  
luhU--c> . . 

5.3. The number of assessments in which tax war stayed on 
app.als and Revision petitions as on 31st March, 1970 are indicated 
below: - 

IkSWc Supreme Court. J 7 . oc) . . . . . . . . 
Hcv~sion petitions be- 

f ~ c  Commiss;oncrs d 0 . 0 5  I 0.07 . . . . _ _ - - - - - - - - - _ - - _ - - - - - - -  

[Paragraph 65(b) of the Report of the Comptroller and Audi- 
tor General of India for the year 1969-70. Central Govern- 

ment (Civil), Revenue Receipts.] * - ------ --- ----- .---" - .- -- - ------- 
*Pjmrn furnimhd by the Ministry. 



5.4. The Committee desired to know whether the arrears of tax 
shown as outstanding as on 31st March, 1970 were correct. The 
Ministry stated: "Since there appears to be discrepancy in the 
figures already furnished, the Ministry are having figures leconciled 
and a further report will be sent in due course of time." Suhsc- 
quently, the Ministry stated: 'The figures earlier supplied pertain- 
ing to arrears of Wealth-tax, Gift-tax and Estate Duty, on further 
check up, have been found to be incorrect. Revised figures are 
given in the statement attached and may kindly be taken into ccnsi- 
deration.' The statement referred to by the Ministrv is given 
below: 

Wealth-tas G111-tas  Estate Jutv 
.%.rears of --------- 

No.\ of ;\rn~unl X I  1 '  Amour1 No. of .4mounl 
cases W L C \  caws 

-- ---- 

5.5. Tho following table shows t h r  cor?pnrnAi~e position t f 
arrears in Wealth-tax, Gift-tax and Estate Duty: 

W'ealt h-ras (;if[-tax Iistntc Duty 
Years - ---- 
to whch 
relate A\ o n  X\on As on A? cm As  on A h  t ; n  A!, < , n  As tin As on 

31-3-68 31-3-69 31-3-7G 31-3-(>X 31 ->-+ 31 -3-7C '1-3-6H 3 1-3-69 31-3-'0 - ---- ---- 
1964-65and 209 I 102 14 7 y 235 209 142 
earlier years 

1965-66 68 67 32 22 13 5 62 4 5 4 0  



5.6. The following table compares the total receipts under the 
three heads Wealth-tax, Gift-tax and Estate Duty during 1968-69 
and 1969-70 with the outstandings as on 31st March, 1969 and 31st 
March, 1970: 

- - -- - -- --- - - -- - 
Receipt d u r ~ n g  Arrears as on 

- -- 
1968-69 1969-70 31-3-69 31-3-70 

(In lakh of rupees) 

Estate Duty . . . 674 694 954 1,331 
- --- -- -- . - -- 
The arrears under estate duty as on 31-3-70 represent nearly 2 
times of the collections made durlng 1969-70. 

5.7. In para 2.13 of their 117th Report (1969-70). the Committee 
made the following observations: - 

"The Committee are concerned over the steep rlse In the arrears 
of demands under the Wealth-tax, G~ft-tax and Estate duty 
. . .The Committee note that instructions have been 

issued by the Board to the Commissioners of Income-tax 
to ensure that arrears under these taxes are reduced ry 
at  least 50 per cent by the end of current financial v w  
(t.e. 313-70). The Comm~ttee consider this to be a 
modest target. They would like all out efforts to be made 
for the clearance qf ?;regs _wore  the .clo~e of the finan- 
cial year." 

5.8. Asked whether the Minlstry were able to enforce recovery 
of 50 per cent of the outstanding as on 31-3-1969 by 31-3-1970, the 
Ministry intimated: "The Minlstry regret that lnspjte of efforts ~t 
has not been possible during 1969-70 to ensure reduction of the 
arrear demand of estate duty, wealth-tax and gift-tax to the extent 
of 50 per cent over the arrears as on 1st April, 1969." The Committee 
desired to know whether special steps had been taken to speedily 
recover the outstandmgs. In the following note, the Mmistry stated: 

"The Commissioners have been asked to request the Appellate 
Assistant Commissioners concerned to take up the appeals. . in which substantial revenue is involved, out of turn and 
also to request the rruthorised representatives to similarly 



move the Income-tax Appellate Tribunals. They 
also been asked to ensure that the Tax Recovery Officers 
give particular attention to the recovery certificates 
covering demands relating to wealth-tax. The same steps 
which are being taken for the recovery of arrears of 111- 

come-tax are also being taken for recovery of arrears ot 
wealth-tax and gift-tax. As regards the recovery of 
arrears of estate duty the recovery work in respect of 
certificates issued by the Assistant Controllers is still with 
the State Governments!' 

5.9. The Committee wanted to know about the provisions of tht  
law under the Estate Duty Act in regard to levy of interest on the 
outstandings due to Government, the Ministry replied: "In term, 
of Section 70(1) of the Estate Duty Act interest not exceeding 4 
per cent or any higher interest yielded by the property has to bc 
charged if the Controller of Estate Duty allows the payment of duty 
to be postponed for any period. Under the provisions of Section 70 
(2),  if estate duty in respect of immovable property has to be pad  
in four equal yearly ins tahents  or eight equal half-yearly instal- 
ments, interest has to be charged at  the rate of 4 per cent o r  a n y  
higher interest yielded by the property." Asked whether the pro\]- 
'sions under the Estate Duty Act were analogous to the provisions 
of the Income-tax Act, 1961 regarding levy of penalty interest on 
the  outotandings due to Government, the Ministry stated that t h e ~ c  
was no provision in the Estate Duty Act analogous to Section 220 (2 )  
of the Income-tax Act, 1961. 

5.10. The Committee note that the arrears of demands in respect 
of Wealth-tax, Gift Tax and Estate h t y  as on 31st March, 1969 
were Bs. 801 Jakh8, B.. $72 l.Lbs and Bs. 954 lllths against the total 
receipts during the year 1968-69 of Ba 1,111 Wrbs, Rg 151 lakhs 
and BQ. 674 laLhs respectively. As per the report of the CaAG fur  
the g w  1969-70 that the arrears in respect of Wealth-tax, Giift-1;1\ 
and Estate duty as on 31d March, 1970 were Rs. 4,653 lakhs, Rs. 351 
lakbs and Rs. 2,582 lakhs respectively. This suggested that the 
arrears have increased many fold during the course ot one year 
(1969-70). However, the Ministry stated that the figures furnish- 
e d  by them to Audit in this regard were being reconciled as thcrr 
appeared to be discrepancy. The figures wbsequently furnishrtl 
a r e  Ra 1,011 lakhs, Rs. 188 lakhs and Rs. 1,331 lakhs against the 
total receipts during the year 1969-70 of Rs 1562 lnkhe, Bs. 202 
lakhs and Us. 694 lakhs respectively. The Committee take a,seriull. 
view of the incorrect position given to Audit end of the dday i n  
getting i t  reconciled. 



5.U. The arrears in respect of Estate duty as on 31st March, 1970 
.were nearly 2 times of the collection made during the year 1969-70. 
Jq this connection the Committee find that the recovery work in 
.respect of ceriificates issued by the Assistant Controller of Estate 
.duty is still with the State Governments. In case the lack of co- 
.ordination between the tax recovery officers of State Governments 
.and the Estate Duty OBcers is responsible for the huge pendency 
.of Estate duty arrears, the Committee would suggest that the Minis- 
try, in consultation with the State Governments, should devise 
*effective ways for expeditious recovery of the dues. 

5.12. The expectations that the arrears as on 31st March, 1969 
.woqld be reduced by at  least 50 per cent by the end of the year 
1969-70 regrettably did mot materialise. Further arrears at the end 

$of 1969-70 show significant deterioration in the position. The Com- 
nittee hope that concerted efforts would be made to considerably 
reduce the arrears by the end of the current year 1972-73. 

5.13. Incidentally, the Committee note that there is no provision 
in the Estate Duty Act analogous to Section 220(2) of the Income- 
tax Act, 1961 for the levy of penal interest for non-payment of 

,duty within the prescribed period. As the u t m t  of a n e a r s  of 
Estate duty is particularly alarming, the Committee would like 

Government to consider the feasibility of making similar provisions 
in  the Estate Duty Act in order to effectiveiy deter any attempt to 
delay payment of duty. 



CHAPTER VI 

Arrears of Assessment. 
Pendency of Excess Profits Tan and Business Profits Tax assess- 

Ments.* 

Audit Paragraph 

6.1. The number of assessments disposed of during 1968-69 and 
of those pending on 31st March, 1969 under the Excess Profits Tax 
Act, 1940 and Business Profits Tax Act, 1947 are shown below: 

Excess 
Profits 
T3s 

(I) Total number of cases pending for diryo:al l. y u sy offinnl 
assessments on 1st  April, rg6R . . . . . 5 1  

(2) Total number of cases out of ( I )  in which provisional assessmenlz 
have been made . . . . . . . . . 

b) Number of cases in which re-assessment roceedinps. if any, 
started during the year 1968-69 (Excess &fits Tax Act,~gdo, 

7. i s . ,  number of cases added during the pcricd) - 
(4) Total number out of (I) and (3) disposed of during the p a r  4 

( 5 )  Total number pending as on 3rst March, 1969. . . 49 

(6) The amount of tax (approximate) involved in ( 5 )  22.69 
RS. lakhst 

Business 
Profits 
Tw 

20 

. . 

'1 

9 

'4  

3 . 6 8  
Rs. lakhst 

6.2. The excess Profits Tax Act, 1940 and Business Profits Tax 
Act, 1947 have ceased to be in force in the years 1947 and 1950 res- 
pectively. 

[Paragraph 74(a) of Audit Report (Civil), Revenue Receipts 1970.1 

6.3. The Committee were informed, in a note, by the Ministry 
that as on 1st March, 1972, the number of pending excess-profits- 
tax cases and business-profits-tax cases were 19 and 4 respectively 
Asked what action was proposed to be taken by Government to 
clear the arrears, the Ministry stated as follows:- 

"These (EPT cases) relate to only 5 assessees. The cases 
involve complicated and disputed points. The cases of 
4 assessees involving 18 EPT proceedings are nearing 

- - -- -- - - ----- -- -- 
*The 6gures:were furnished by the Ministry. 
f(kovisional). 



completion. These are being processed under the per- 
sonal direction of a Member of the Central Board of 
Direct Taxes. In the remaining one EPT case, there is 
no likelihood of an early settlement, because the matter 
is now before the Supreme Court. 

The 4 BPT proceedings relate to only one assessee. These 
also are being processed along with the EPT assessments 
of the same assessee." 

6.4. The Committee note that as on 1st March, 1972, all but 23 
cases of pending excess profits tax and business profits tax assess- 
ment have been cleared. Of these 23, there is stated to be no likeli- 
hood of early settlement in one excess profit tax case as the matter 
is before the Supreme Court. The Committee desire that all the  
remaining 22 cases should be cleared within a period of six months 
and the Committee informed. 

Arrears of assessments*. 

Audit Paragraph 

6.5. The table below shows the year-wise details of assessments 
pending as on 31st March, 1970 and the approximate amount of 
tax/duty involved thereon. 

No. of assesrments pcrdirg Approximate arrount of tax 
invcdved (in l rk t s  ~f R$.: 

Year ---- - 
Wealth- Gift-rax Estate Tealrh-  Gift- tax Estate 
fax duty tax duty 

1964-65 arid earlier 
yeam 7.086 4 54 351 I ~ I ' I I  8 . 7 1  1x4 -6 

A -  .- - - - - -- - . - . - -- . - - - - - - -- - -- - ---. 
*Figures furnished by tlic hlinisrry. 



6.6. The number .of assessments completed during 1968-69 and 
1969-70 and the approximate demands raised are indicated below:-- 

No. of assessments completed Approximate amount of demnnd 
raised (in lakhs of Kapecs) 

Wealth Gift-tax Estate Wealth- Gift-tax Estate 
tax duty , tax duty 

~Individuals) 
(Individuals and H.U.F. and H.U.F.)  

[Paragraph 65(a) of Report of the Comptroller 8t Auditor 
General of India for the year 1969-7Uentra l  Govern- 

ment (Civil)-Revenue Receipts.] 

6.7. The Committee pointed out the instructions issued by the 
CBET that all the Wealth-tax assessments which were pending for 
the assessmen& years 1964-65 and earlier years should be completed 
before 30th September, 1969 and that the pending wealth-tax as- 

.sesSments for 1966-67 should be completed before 31st December, 
1969 and enquired whether these targets had been achieved. The 

-.Ministry, in  a note, submitted the following reply: 

"As on 31st March, 1971, 9,434 Wealth-tax assessments pcr- 
taining to the assessment years 1965-66 and earlier years 
were pending; the number of such assessments for 1966- 
67 pending on this date was 8,885. 

The target for,the disposal of assessment could not be achiev- 
ed because of the following reasons:- 

(a) Priority given to the disposal of income-tax asses:- 
mrrrts: (keeping an eye to the fact that on 31st March. 
1972, the assessments for three assessment years would 
be reaching limitation in view of the reduced timcA 
limit for completion of income-tax assessments). 

(b) Pendency of some of the corresponding income-tar 
assessments of a particularly complicated or dirputd 
nature; and 



(c) addition to the number of wealth-tax assessments for 
later years." 

6.8. Referring to para 2.19 of their 117th %port (Fourth Lok 
Sabha) wherein they had recommended that a definite dead line 
date should be set and adhered to, for t he  expeditious clearance of 
the pending wealth-tax assessments, the Committee wanted to 
know the pendency position as on 31st Maren ,  1971. The Ministry, 
in a note, gave the figure as 1,64,699. 

6.9. Out of 1,30,248 wealth-tax assessments pending as on 31st 
March, 1970, the Committee desired to know the number of cases 
which related to Company assessments and the year-wise split up 
of the pendency of company assessments together with the approxi- 
mate tax involved therein. The required information, though 
called for in September, 1971, is still awaited from the Ministry 

6.10. As regards the total number of Gift :ax and Estate Duty 
assessments outstanding on 31st March, 1971, the Ministry, in a 
note, stated that they were 9,909 and 11,806 respectively. 

811. The arrears of assessments of Wedth-tax, Gift Tu and 
Estate Duty in terms of number of cases as on 31st Much, 1970 
were 1,30348, 7,139 and 9,550 involving tax of appnrxinuklg 
Rb l,M3 lakhs, Rs. 47 lakhs and Rs 1,052 W s  respectively. The 
total number of assessments completed during the year 1969-70 
wen 1,69,572, 21,648 and 15,550 and the approximate amounts of 
demand rPised were Rs. 1694 lakhs, &. 179 l a b s  d Bn 753 lakhs 
respectively. The Committee are particular1 y distressed about the 
heavy accumulation of pending wealth-tax assessments. The tar- 
gets fixed by the Central Board of Direct Taxes themselves for 
the clearance of old cases have not been adhered to cases invdving 
larger amounts and companies should be given higher priority. 
Unless firm targets are fixed and strict compliance with them is 
watched, the Committee are afraid the position would, far from 
improving, deteriorate further. The position as at the end of 1970- 
71 as furnished by the Ministry does show considerable deteriora- 
tion in the position. 

NEW DISLHI; * 
Augwt 17, 1972. 
~ra<a& 26, 1894-(S) . 

ERA SE%HIYAN. 
Chuimlan , 

Prcbltc Accounts Committee. 



APPENDIX I 

(Para 2.23 of the Report) 

Wealth Tax 

Wealth-tax is leviable for and from the assessment year 1957-58. 
Upto the assessment year 1959-60, even companies were liable to 
wealth-tax but from the assessment year 1960-61 only individuals 
and H.U.Fs are liable. Wealh-tax is levied on the net wealth of an  
assessee as on the Valuation date. Valuation date, in respect of an 
assessment year. is either the 31st of March immediately preceding 
that assessment year or in the case of income-tax assessees the last 
date of the previous years determined for income tax pur- 
poses. Net wealth is calculated by deducting the debts owed by 
the assessee frorr. the tctal value of assets belonging to him. The 
value of an asset is usually taken to be what it would fetch, i f  sold 
in the open market on the valuation date. Business assets need not 
be valued in&\-idually. but a global valuation of the business as a 
whole on the basis of balance sheet would suffice. There are rules 
prescribing the method of valuing the business as a whole and also 
for unquoted equlty shares of non-investment and non-manag ing 
agency company. 

Points for Checking 

, . (1) Return- 

(a) Is the return correct and complete in all respects9 1s it 
filed in the prescribed forms' Is the verification signed 
by the p r s o n  authorised in law to sign it' 

(b) Has the return been filed within the time allowed under 
the Act i.e. 30th June? If an extension of time has been 
allowed, is the application for extension on record? 

(c) Has the status been correctly determined? 

(2) Computation of net wealth- 

(a) Has the net wealth been corrcctly computed in accordance 
a with the law? 

a 



(b) Has the W.T.O. denied deduction from the net wealth for 
the following : - 
( i )  Debts located outside India in the case of an individual 

who is not a citizen of India or H.U.F. not resident or 
resident but not ordinarily resident. 

(ii) Debts secured on or. incurred in relation to exempted 
iiSLC:b. 

( I I ~ ,  Tax. penalty 01. interest pa~ab!e unde r  the Income-tax 
.'kt. Gift-tax Act, Es:ate Dury -4ct. 'S;el;ith Tax Act or 
Expenditure tax Act which Is out.sta:-ld~ng and is d i s  
nuted in appeal, revision etc. (8:. ii7ni1.h is outstanding 
<or more than 12 months. 

(3) Valuation date-Has the W.T.O. !aken the ~a iua t ion  date 
a 1 1  rectly? 

(4 )  Transferred assets- 

(a)  Have the assets tran.iferl.ed dlrec::: ol indiwctly to a 
spouse or a nunor child, other\vi.;e ?ha!] Itn ecequate con- 
sideration been taken into accoun: i c~ :  :he purpose of 
deteimining the net wealth'! 

(b) Have assets t ransfc~md c~thern-ist :!>an ~:ni ie ; -  irrevocable 
transfer been taken into accrbun: in d t t i  [mining the net 
wealth? 

(5) Ext,mptcci assets-Has the list of ass€:; berg cheeked up with 
3 \ ICW to excluding from the assessment. a~st.:> :pt cliiiaiiy exempted 
from the chdrge of ~vealth tax iindc; scctior. 5 of :he IVcaith Tax 
Act 

(6) Ste!f-assessmen:-Is the asscssee liable t c  self asessment? If 
so has hc paid the tax within the period laid dcwn under the law? 
If the tax hris not been paid and a pro\wonal (1: ~egular  assessment 
has not been made within tht. said period, has penal action been 
taken aganst t!ie assessee? 

(7) Provisional assessment-Has a providonal assessment been 
made? Has the tax paid on self-assessment been adjusted against the 

-demand raised on the provisional assessment? 

'(8) Delayed payment and interest-Has the tax on provisional or 
regular assessment been paid within the time allowed under the 
law? 1f there was delay in payment, has interest been charged'! 



(9) Appeal and revision-Has effect been given to appeal and 
revision orders? 

(10) Refund--Have the claims for refunds been settled prompt11 
and amounts of refund calculated properly? 

(11) Computation of tax-Has the tax been calculated in accord- 
ance with the rates prescribed in the Schedule? Is additional 
Wealth-tax on urban immovable property IeviabJe? If so, has the 
additional tax been properly computed? 

(a) While making a global valuation of a business have the 
adjustments mentioned in Rule 2B to 2G been made? 

(b) Has the interest of the assessee in a partnership or asso- 
ciation cf persons been worked out in accordance with 
Rule 2 ? 

(c) Was life interest valued as per provisions of Rule lB? 

(d) Has the value of unquoted preference shares and unquoted 
equity shares of companies other than investment and 
managing agency companies. been worked out in accord- 
ance with provision of Rule 1C and ID? 

(e) For valuing the shares in investment and managing agency 
companies has Circular No. 2(WT) of 1967 dated 31' t 
October. 19137 been followed? 



APPENDIX I1 

(V ide  p x a  2.40 o f  the Report). 

Instruction No. 3 2 E  

F. No. 328/56/71-WT. 

MINISTRY OF FINANCE 

Centrai Board of Direct Taxes 

Xew Delhi. the 25th September. 1971 

All Commissioner~s and Additional Commissioners of Incomo- 
tax 

Sir. 

SL'BJECT:--Wealth-tax Act. 1957-Levy of additional Wealth- 
tax on urban immovable property 

Attention is inivted to para 2 of Circular No. +D(WT) of 1965 in 
P. No. 1/7/65-W.T.. wherein the need for valuation of the immovable 
properties situated in urban areas was emphasised. 

2. The Board have since noticed that in many cases the Wealth- 
tax Officers have failed to levy additional wealth-tax on immovable 
property situated in specified urban areas. This has resulted in the 
loss of revenue. The Revenue Audit has also found such omissions 
and this has also been included in the Audit Report, 1971. 

3. The provisions for the levy of additional wealth-tax on ths 
value of land and buildings in areas with a population exceeding one 
iakh were introduced by the Finance Act, 1965. It  aDpears that the 
lapses by the assessing officers have not been fully followed up. The 
Board, therefore, desire that it should immediately be impressed 
upon all Wealth-tax Officers that they should ensure that additional 



wealth-tax on urban property is duly levied in the appropriate cases. 
Noreover, all such cases should also be reviewed by the assessing 
officers to find out if any completed assessments require rectification 
under section 35 of the Weaith-tax Act. 

4. The above instructions may kindly be brought to the notice 
cf all the Wealth-tax Officers working in your charge. 

Yours faithfully, 

( Sd.) BALBIR SINGH. 

Secretarg. Central Board o j  Direct Taxes. 



(Vide para 2.70 of the Report) 

Instruction No. 364 
F. NO. 328/80/71-WT. 

(Vitta Mantralaya) 

Department of Revenue and Insurance 

(Rajaswa Aur Bima Vibhag), 

CENTRAL BOARD OF DIRECT TAXES 

New Dellri. the 28th December, 1971 

All Commissioners of Income-tax and Wealth-tax 

Sir, 
SUB : Weal th-tax assessments-Under-assessments due to in- 

conect valuation of interest i n  partnership firms-11'- 
structioi~s regarding. 

The Board have noticed with concern that in many cases the 
Wealth-tas OfTicers have inco1.1.ectly valued the interest of the asses- 
sees in partnership firms Such om~ssions have also been adversely 
commented upon by the Reveue Audit. 

2. Attentian is lnvitcd to the provisivns of Rulc 2 of the Wealth- 
:ax Kulcs, 1957. uhich lay down the procedure for valuation of 
interest in partnership or association o f  persons. This Rule pro\ides 
that the net wealth of the tirm or  association on the valuation date 
should first be determined. Fo1. the purposes of determinafion of the 
net wealth, the net value of the assets may have to be determined 
in accordance with the manner prnvidcd in Rules 3.4 to Rule 3G. 

3. Rule 2E enumerates the liabilities which are not to be taken 
int? account for the purposes of calc~llating the value of the interest 
1723 L.S---(I. 
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of the partner of a firm. It, inter-cdia, provides that reserves ef a11 
kinds should not be considered as liabilities for this purpofe. It, 
therefore, follows that reserves like the balance in the Development 
Rebate Reserve shown in the balance sheet of the firm should not be 
allowed as liability in computing the value of interest of the partners 
in the firm. Again, according to the provisions of Rule %B(2), where 
the market value of an asset exceeds its written down value or its 
book value, or the value adopted for purposes of assessment under 
the Income-tax Act, 1961, as the case may be, by more than ZCI per 
cent, the value of that asset shall, for the purposes of Rule t A  be 
taken to be market value. These provisions should be strictly fdlow- 
ed. 

4. The Board desire that it should ensured that such defaults by 
assessing officers should. a l w a y ~  be examined in detail and appro- 
priate action taken against them. 

Yours faithfully, 

(Sd.) B. NIGAN. 
Under Sec-etary, 

Central Board of Direct! Taxes. 



APPENDIX 1V 

(Vide para 2.92 of the Report) 
F. NO. 4/8/63-WT 

CENTRALBOARDOFREVENUE 
New Delhi, the 20th May, 1963 

From 
Shri George Cheriyan, Under Secretary, Central Board of 

Revenue. 
To 

The Commissioner of Income-tax and Wealth-tax, Punjab, 
Patiala 

-, 
SUBJECT.--Assessment of transporters-Route pennit-Value of 

whether assessable as 'wealth', 'gift' or 'estate' under the 
relevant Acts. 

Please refer to your letter No. AST/62-63(160)/1246 dated 19th/ 
12nd ~ p r i l ,  1963 on the a'bove subject. 

2. 1 am directed to state that the view that route permits consti- 
tute "property" within the meaning of the Wealth-tax, Gift-tax and 
Estate Duty Acts is in order. 

3. The point had come up in a wealth-tax case from Mysore be- 
fore the Tribunal (Shri V. Venkat. Rao Vs. W.T.O. Bellary-ases- 
ment year 1959-60 copy of Tribunal's order forwarded mder  CIT 
Mysore's endorsement C. No. 711-37/6263 dated 27-7-82). The 
assessee's plea that route permits did not cons ti^ Uproperty" was 
rejected by the Tribunal. fIt is to be mentioned that some of the 
observations of the Tribunal regarding the scope of section 2 (e) (v) 
in para 4 of their order are not relevant to the point 'at issue and 
are very much open to argument]. Instructions may, thertfore. be 
issued that in appropriate cases the value of route permits should be 
considered for assessment to wealth-tax, gift-tax and estate duty. It 
m y ,  however, be specifically impressed upon the offtcers that thi! 
deter@nation of the actual value being dependent on various f a d *  
in mnlring an estimate al l  the relevant evidence should be bmu 
cn record and qcuued in the order of &essment after giving % 
agsessee a reasonable opportunity of being heard and considering aiif' 
arguments he may haw to adduce. 

Yours  faithful!^, 

(Sh )  GEORGE CHERIAN, 
Under Secy., Central Board of Revenue. 
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Copy of letter No. AST/62-63(160)/1246 dated 19th Aprill22nd 
April, 1963 from the Commissioner of Income-tax, Punjab, Jammu & 
Kashmir and Himachal Pradesh, Patiala, addressed to the Secretary, 
Central Board of Revenue, New Delhi. 

Svar~c~.-Assessment of transporters-Route Pennit-Value of 
whether assessable as 'wealth', 'gift' or 'estate' under the 
relevant Acts. 

It  is common knowledge that a route permit for a truck or buses 
are valuable assets. There are persons who obtain route permits 
without owning a vehicle, give the permit on rent to another person 
and earn a monthly income of Rs. 3001- to Rs. 4001-. In private deals 
route permits are frequently, sold. There is a boom in the current 
prices of permits. The current price of a permit on the Pathankot 
Jammu route is about Rs. 25,'000/-. 

2. Ordinarily, the value of the route permit is not being subjected 
to wealth-tax, gift-tax or estate duty. So far as wealth-tax Is con- 
cerned, i t  is chargeable on the value of 'asset' which includes pro- 
perty of every description subject to the exceptions contained in 
section 2(c) of the wealth-tax Act. Similarly under the Gift-tax 
Act, gift means the transfer of any movable or immovable property 
without cons~dcration. Estate duty  is leviable on the value of pro- 
perty which passes on death. For the purposes of all the three Acts. 
therefore, the route permit should, I believe, fall within the mean- 
ing of the word 'property' in its general connotation. Property con- 
notes a right in a thing and a route permit give the holder a right to 
carry on the business of plying the vehicle. This right, therefore, 
falls within the meaning of the word property. 

3. The general conditions attached to permits are laid down in 
section 59 of the Motor Vehicles Act, 1939 According to this sec- 
tion a permit shall not be transferable from one person to another 
except with the permission of thc Transport Authority which grants 
the permit. Under Rule 4.33 of the Punjab Motor Vehicle Rules, 
1940 a route permit is transferable. It, therefore, follows that the 
value of the route permit is assessable under the Wealth-Tax Act, 
1957 on the valuation date. If the route permit is transferred by 
one person to another without adequate consideration the value of 
the route permit can be assessed under the Gift-tax Act. Under 
Section 61 of the Motor Vehicle Act, 1939 a route permit is transfer- 
able on the death of the holder to the person succeeding to the 
possession of the vehicle covered by the permit. In view of ;his 
prov~sion. the value of the rouk  permit on the death of the holdcr 
is chargeable to Dutv under thc Estatv Duty Act. 



4. ~t may be argued that since droute pennit is not freely tr- 
ferable it has no value in the open harket. This argument however 
has little force. Even though the &? or transfer of an asset may be 
subject to certain conditions its valutis assessable under the Wealth- 
tax Act and Estate Duty Act notwikstanding these conditions. In 
this connection Board's kind attentih is invited to the note dated 
22-2-1960 of the Joint Secretary and bgal advisor in the Ministry of 
Law (Copy enclosed). 

5. In the circumstance mentioned awe, I propose to issue a circu- 
lar to the officers in this charge to bng the value of the route per- 
mit. t~ tax under the Wealth-tax ActGift-Tax Act and the Estate 
~ u t y  Act as the case may be. But befre I do so, I shall be thankful 
to know if the proposed action meets bth the Board's approval. 

Copy of U.O. Note of the Joint Sectary and Legal Adviser, 
Bombay, dated 22-2-1960. 

[from F. No. 416159-WT.] 
Our opinion has been invited on the Issee's contention that his 

right to collect royalties under the leaseted not being saleable or 
transferable cannot be said to be market4e and hence the assessee 
is not liable to pay wealth-tax. 

2. The open market referred to in Secb (7) of the wealthetax 
Act is hypothetical one. There may aris\ases where property is 
unsaleable altogether, ov;ing to the ~erso%ature of the propert,, 
the benefit of which attaches to the assessek~lusiv~ly, for instance 
the shares in a private limited company ?ch are subjected to 
restrictive provisions as to their dienation the other. ~h~ 
of such shares for the P u T s e  of shall be determined 
with reference to the value the?' would fetif they could be sold 
in the open market on the the pur+er being entitled to 
be registered as holder, subject to the artic'efn the case of shares 
of private limited company their sale is probd by ,tatutP, 
suc\l a case it is necessav nevertheless to a \raluation f u i  +he 

of Wealth-tax Act. In computing tirice in the open 
market as required under section ( 7 )  of th%alth-tns ~ ~ t ,  it is 
not ncvessary to pcrsonallg able to the berty or is su!,jcct 
to in selling it. In thtx case 08 Clifton (1927) 
1, Ch, 313 an estatts duly ~ a s c  of a person of 4 donlicle uhrre 

assets could not be bein&! in r u s t d i m ,  i t  1%,3S 

held that the in such c S e s  is be bk$ that ~f similar 
assek, Sub-srcljon (1) of ~cction (7) of th~t11-tax ~ y t  does 



not state that there should be anown market for that asset in ques 
or that there should be pwh-ers therefore, or 'that the $ele 

should be legal. On the other hand what the section rquires 
merely an assumption to be male of a hypothetical bids irregpective 
of the legality of the sale or a the terms of the contract govering 
the alienability of the propert. in question. The question whether 
t h e  was in fact a market an1 the property could in fact be sold is 
wholly immaterial. The true h c t  of sub-section (1) of Section (7) 
is not to make an existence ofln open market a condition of liability 
to wealth-tax but to prescribtthe open market price as the measure 
of value. I 1 1-q& 

(Sd.) C. H. RAJADHLAKKA, 
Joint Secy. & Legal Adviser, Bombay. 

22-2-1960. 



APPENDIX V 

(Vide para 3.14 of the Report) 

Copy of Circular No. 1 G.T. of 1960, dated 5th January, 1960. 

Gift-Tax Act, 195&;Section 5 (i) (xiv)-Exemption of donations. 

A reference is invited to paragraph 12 (n) of the Instructions on 
the Gift-tax Act "wherein it was stated that a constribution to the 
funds of a political party does not satisfy the conditions laid down 
in section 5(i) (xiv) of the Gift-tax Act. It has since been brought 
to the notice of the Board that certain companies, public as well as 
private, have amended their Memorandum and Articles of Associa- 
tion so as to empower them to subscribe or contribute money to 
public, political or other useful institutions, objects and purposes, 
and thereafter made donations to political parties. One of such 
cases, viz that of the Tata Iron & Steel Co. Ltd. went upto the 
Bombay High Court (vide company cases Vol. XXVII p. 604) and 
the court held that the alteration made by the company was an 
alteration aimed to enable the company to carry out its business 
more efficiently and economically. The Board is advised that in 
cases where a gift to a political party is made by a compny under 
the authority of a specific clause in the Memorandum and Articles of 
Association of the company, the gift has to be held as having been 
made in the course of carrying on the business of the company and 
exempted from gift-tax. 



APPENDlX Vl 

Summary of main conclusions/recommendations 

~ 1 .  . I  So. AIinistr! Dcptr. concerned 
St,. of Hcport 

I - - 3 4 _ ___ _ - --. 
I .  1 2  1:inancc (Rev. Ins.) The Committee feel that in case Sur-tax is going to be a perma- 

nent measure to provide a disincentive to excessive profits and to 
keep down prices, it would be helpful both to the Department and 
the assessees if it is integrated into the general tax structure, as , 
stated by the Finance Secretary. They would accordingly suggest 
as a step towards simplification and rationalisation that there could 
be a separate Corporate Tax Act incorporating therein the provisions 
relating to Sur Tax. 

The Audit objection r e g d i n g  the treatment of certain reserves 
as capital for the purpose of 1e . j  of Super Profit Tax/Sur Tax in the 
case of four company assessees is based on the instructions issued in 
October 1963 by the Central Board of Direct Taxes themselves. The 
Ministry have, however, contended that in the case of two companies 
the reserves referred to by Audit, which were appropriations out of 
proflta, had not been created to meet any known liabilities and that 
in view of a Supreme Court ruling the aoseclcments need no revfsion. 
In another case, the Ministry have pointed out that the reserves viz. 



( i )  Reserve for renovation of plant; (ii) Inventory reserve; and (iiij 
Reserve for doubtful debts, had not been created for specified, ascer- 
tained and known liability and by allowing deduction in the com- 
putation of total income. The objection relating to 'surplus in profit 
and loss account' has been accepted in accordance with the judicial 
view on the subject. The Committee further note that the objection 
in the fourth case has been accepted in toto. They would like to 
await a report on the rectification of assessments and the details of 
recovery of tax in the case of the two companies. 

The Committee desired to suggest that the treatment of various 
reserves should he examined carefully on the basis of judical view 
and in consultation with Audit and Ministry of Law for issue of de- 
tailed revised instructions for the guidance of assessing officers. 00 

W 

The Committee feel that there is scope for improving the Wealth 
Tax administration especially to ensure that all the assessees liable 
to pay Wealth Tax are borne on the books of the Department. They 
would accordingly like to suggest that the Income-Tax returns of all 
the assessees having business income of over Rs. 15,000 should be 
reviewed to see whether all those having taxable wealth are sub- 
mitting returns of wealth. Such a view is called for in view of the 
fact that as against 2,94,000 Income-tax assessees (excluding com- 
panies) having business income of over Rs. 15,000 as on 31st March, 
19'70, the number of wealth tax assessees was only 1,28,635. It can 
be reasonably presumed that to earn an income of Rs. 15,000 per 
annum a person should have wealth of not less than Rs 1 lakh, which 

- - -  - - - -- - -- - ---- -- .--.- 



is the limit laid down for the purpose of wealth tax. In tKs connec- 
tion the Committee wish to observe that the exemption of Rs. 1 fakh 
for self occupied houses referred to by the Ministry does not appear 
to be relevant to cases of purely business income. As regards house 
property, the Committee would urge Government to intensify the 
survey on the basis of municipal records etc. 

j. 2-10 Finance (Rev. & Ins.) The Committee would further wish to reiterate their earlier 
observation contained in the 117th Report (Fourth Lok Sabha) that 
it Is necessary to make concerted efforts to bring down the arrears 
in assessments and that the procedures for valuation will have to g 
be streamlined as the increase in wealth tax revenue has not been 
even two-fold with a four-fold increase in the number of assessees 
during the past 9 years. They observe that no target dates for the 
completion of arrear assessments have been fixed. They expect that 
the arrears should becleared as early as possible under targetted 
programme so as to get the taxes due. The concrete steps taken to 
streamline the procedures for valuation of assets and bring down the 
arrears in assessments may be reported to the Committee. 

The Committee find that in two out of four cases mentioned in 
the Audit paragraph although the total net wealth worked but to 
Rs. 4.48.012 and Rs. 3.26,487 respectively, the assessing officer corn- 
puted the net wealth as Rs. 2,48,012 and Rs. 2,26,487. In  anoffie case 
a mistake in computation of net wealth leading to underassessment 



of wealth by Rs. 4,50,000 was committed in taking the number of 
shares owned by the assessee as 5,000 instead of as 50,000. Such 
mistakes could have been prevented with a little more care on the 
part of the assessing officers and hence the Committee desire that 
responsibilitv should be fixed for appropriate action. The Committee 
further feel that these points to the need for countercheck of assess- 
ments before they are finalised and demand notices issued. This is 
all the more necessary in the case of big assessments such as the one 
reported in sub para (dl, the net wealth declared in which being 
Rs. 1.28 crores. They trust that Government will take effective steps 
to avoid recurrence of such mistakes. 

In one case, the Ministry are unable to state whether the assess- 
ments were looked into by Internal Audit whereas two cases were 
not checked by them although the assessments were completed in 
October, 1967 and January, 1968 respectively. All these suggest that 
Internal Audit have not been giving importance to the check of 
Welath-tax assessments that it deserves. The Committee hope that 
the situation will be remedied. 

The Audit paragraph brings out omission on the part of the 
Wealth-tax officers to assess various kinds of assets returned by the 
assessees in their wealth-tax return. In eleven cases total wealth of 
Rs. 27,35,294 was not charged to tax. The Ministry have accepted 
the lapse in all these cases. The Committee would like to leave the 
recovery of additional demands to be watched by the Ministry1 
Audit. The Committee find that such lapses are fairly widespread. , 

The Ministry have informed that simplification of wealth tax return is . 



stated to be under consiaeration to avoid recurrence of such lapses. 
The Committee await a further report in this regard. 

o. 2'2s 1:inancc (1:t.v. & Ins.) The Committee were informed by Audit that three out of eleven 
assessments were chedked by the Internal Audit but the omission 
remained undetected. The Ministry have explained that the cases 
were checked before June. 1969 when the Internal Audit Parties were 
required to check only the arithmetical calculations. The Com- 
mittee note that the scope of the Internal Audit check has since been 
enlarged. In this connection they desire to urge that the quanum of 
check by Internal Audit of various categories of wealth tax assess- 
ments should also be laid down specifically in consultation with 
statutory Audit. 

In this case a number of mistakes have been committed in the 
assessments for the years 1963-64 to 1967-68 involving short-levy of 
wealth-tax of Rs. 71,195. The Committee understand that the assess- 
ments had been reopened under Section 17 of the Wealth Tax Act. 
A report regarding rectification of the assessments and recovery of 
additional demand may be sent to the Committee. 

The Committee have earlier in this Report stressed the need to 
have counter-check of assessments before they are finalised and 
demand notices issued. Such a counter-check should not be confined 
to calculations of tax only but should also cover computation of net 
wealth. 



Incidentally, the Committee would like to impress upon the 
Ministry the need to give prompt replies to Audit paragraphs for. 
warded to them before their inclusion in the Report of the C&AG. 
as in this case it took, regrettably, more than a year to furnish the 
replies. 

Under the schedule to the Wealth Tax Act, 1957, as amended by 
Finance Act, 1965. additional wealth-tax at graduated rates is levi- 
able on immovable properties other than business premises situated 
in urban areas with population of more than 1 lakh. The Committee 
are distressed to note a number of cases of non-levy of the addition- 
al wealth-tax on immovable properties valued at Rs. 54.50 lakhs and 
incorrect levy leading to under-assessment of net wealth by Rs. 2 5 
lakhs. This shovrs that the assessing officers are not quite convers- 
ant with the relevant provisions of the Act. The Committee, how- 
ever, note that the assessments in all the cases have been rectified 
and additional tax recovered. The instructions dated 25th Septem- 
ber, 1971 issued in this connection contemplating inter-ah a review 
hy the assessing officers to find out if any other completed assess 
ments in such cases require rectification under Section 35 of the 
Wealth Tax Act are too general in the sense that no target date for 
the completion of review has been prescribed and that a report is 
also not rquired to be submitted to the Ministry. In order to ensure 
that the contemplated review is promptly conducted and the assess. 
ments rectified wherever necessary, the Committee desire that a 
suitablr target datt. should be fixed 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. 

14 2.43 Finance (Rev. & Ins.) The Committee further desire that the Internal Audit should be 
specifically instructed to look into the levy of additional tax on urban 
immovable properties in the course of their check in view of the large 
scale omissions which have been brought to notice by Statutory 
Audit. 

The Committee have, in the preceding section of this Report, 
dealt with the non-levy incorrect levy of additional tax on urban im- 
movable properties. That such omissions and mistakes are wide- 
spread is clear from the fmt that this Audit paragraph has brought 
out further 18 cam of non-levy of additional tax on properties valu- 
ed at Rs. 158.62 lakhs and two cases of incorrect levy. The Committee 
note that an aggregate additional demand of Rs. 35,011 has been 
raised in thirteen cases. The recovery of this additional demand as 
also the rectification of assessments and recovery in other cases may 
be reported to the Committee. 

The Committee wish to stress - the need to expeditiously complete 
a review to find out whether taxes had been properly levied in such 
cases, They would await the outoome as indicated earlier. 



Do. 

The intaxsect tax exemNjon allowed for the investments in cer- 
tain s- go- in excuss of the petpsjqaible limit, referqci to in 
the Audit paragraph, raises a basic question as to how it is ensured 
that such investments are made only upto the maximum limits laid 
down in the relevant schemes. The Ministry's statement that no 
penal provisions under the Wealth Tax Act have been provided to 
discourage investments exceding prescribed limits does not meet 
the point raised by he Committee. Such a penal provision can only 
be in the r e l e v a ~ t  savings schemes. The Committee would, there- 
fore, like Government to consider this aspect taking into account the 
purpose of k i n g  the limits. 

The Audit paragraph has brought out omission to charge as 
wealth in the hands of six partners certain intangible additions 
made in the income-tax assessments of the firm for the year 1963-64 
which resulted in under-assessment of wealth of Rs. 25,05,705 for 
the years 1963-64 to 19E6-67. The Committee regret that no 
action was taken to revise the Wealth Tax assessments till the omis- 
sion was pointed out by Audit in November, 1968 although the 
revised share income was communicated by the Income-tax Oflicer 
assessing the firm to the Income-tax Officer assessing the partners 
in August, 1965. The non-observance of the instructions of the 
Board in this regard by as many as eight Wealth-tax Ofllcers asso- 
ciated with this case is deplorable. Further, the case was not 
at any time checked by the Internal Audit. The Committee would 
like to be informed of the action taken against the erring oiRcials 



and the remedial steps taken to prevent recurrence of such mis- 
takes. 

19 r 60 I:in.\ncc (KC\. & Ina ) The Committee were informed that the gmup of two limited 
companies and a number of partnership firms in one of which the 
six assessees mentioned in the Audit paragraph were partners, came 
forward in 1968-69 with a disclosure of concealed income as a result 
of which an additional income of Rs. 43,87,963 was assessed in the 
hands of various units. The assessments of this additional incomes 
were done on a settlement basis which necessitated the readjust- 
ments of some of the assessments already made. Accordingly, the ad- 
ditions originallv made in the six partners' assessments were brought 
down from Rs. 25,05,705 to Rs. 2,47,653. Although there are no enabling 
powers in the Income-tax Act for effectingsuch settlements the Minis- 
try stated that "it has been the practireof the Department to arrive at: 
what may be termed as 'agreed assessments' on the assessee acquiescing 
to be assessed on certain income, which would have little chance of 
being sustained but for such acquiescence." The Committee would 
suggest that suitable guidelines in thin regard should be written into 
the Income-tax laws in order that there may be no scope for abuse 
on either side--the assessee's or the Department's. 

The Committee note that the Wealth-tax assessments of the $x 
partners have been rectified. 



21. 2.62 Do. 

22. 2 .65  De. 

They hope that on the basis of disclosure of concealed income bj. 
the group of two limited companies and a number of partnership 
firms, wealth-tax assessments of all the partners would have been 
revised and additional demand recovered. 

The Committee have received an impression that there is a fairly 
large scale omission to correlate the wealth tax assessments witb 
income tax assessments. In this case, though the Wealth Tax Om- 
cer completed the wealth-tax assessment for the year 1964-65, he 
failed to notice that the wealth returned for 1964-65 was also exist- 
ing in the earlier years from 1961-62 to 1963-64 and that the assessee 
had failed to file the returns of wealth. The Committee desire 
that in addition to taking suitable action for the failure, remedial 
measures should be taken to prevent recurrence of such omissions - 
and lapses. 

Further, the Committee find from the explanation of the Minis- 
try that an assessee who has not declared the wealth at all initially is 
in a favourable position when compared to another who has declared 
a part of his assets inasmuch as action for concealment can be 
taken at present only if an assessee files a return and understates 
his net wealth. The Committtee would, therefore, like Government 
to examine this lacuna in the Act and take appropriate measures 
including proposals for the amendment to the Act to deter effec- 
tively evasion of tax by not filing return of wealth. 



a+ 2.73 Finance (Rev. & Ins.) The under-assessment of net wealth to the tune of Rs. 75,97,270 
caused by an incorrect determination of the partners' interest in 
the wealth of the firms cannot be taken lightly. Instead of arriving 
at the surplus of assets over liabilities of the Arms in the manner 
prescribed in the wealth-tax rules to find out the interest of the 
partners, only the balances outstanding in the capital accounts 
were taken into account. The committee note that the Central 
Board of Direct Taxes have issued instructions on the 28th Decem- 
ber, 1971, clarifying the relevant provisions of the rules The 

26. 2 . 79 Do. 

. 

Committee would appreciate if a review of all completed assess- 
ments in such casesis made for rectification wherever necessary 
before it becomes time-barred. 

The Committee note that according to the Board's instructions 
defaults of assessing ofRcers should always be examined in detail 
and appropriate action taken against them. The Committee mould 
like to know whether in the above case the reasons for the failure 
of the assessing officers concerned were examined and if so. what 
action was taken against them. 

In this case the house was actually purchased for Rs. 43,000. 
The appeal filed by the assessee to have the lower municipal valua- 
tiun adopted for wealth-tax purposes was not upheld earlier. The 
under-valuation of the asset during the subsequent years pointed out 
by Audit was also accepted by the Ministry. However, the Com- 



Do. 

mittcc h a v e  now bccn ~ n f o r m r d  tha t  rcb9ision of the assessment for 
the year 1964-65 was rejected by the Appellate Assistant Commis- 
sioner and that his decision was accepted. There has thus been no. 
consistency either in appellate orders or in the stand taken by t h e  
Ministry. In the opinion of the Committee the later orders of 
Appellate Assistant Commissioner should have been challenged hav- 
ing regard to the purchase price, the earlier appellate orders and the 
acceptance of the Audit objection by the Ministry. The Cammittee 
would recommend issue of suitable instructions to the Commis- 
sioners that where an Audit objection has been accepted by the 
Department either a t  the Commissioner's level or  a t  the Ministries 
level any order of an Appellate Assistant Commissioner contrary 
to such acceptance should be examined carefully a t  a high level and 
appeals preferred if such contrary findings of the Appellate Assis- y, 

W tant Commissioner are not justified either in law or on facts. 

This is yet another case of omission to correlate wealth-tax 
assessments with Income-tax assessments. The Ministry have 
agreed to undertake a review of all cases where disclosures were 
made under the two Finance Acts, 1965 to see if there was escape- 
ment of wealth from tax. The Committee expect that necessary 
instructions should be issued forthwith and the results of the review 
intimated to them within six months. 

2s. Do. 
The Committee are concerned to note incorrect valuation of 

2.88 shares in a number of cases which resulted in undercharge of 
wealth to the extent of Rs. 33.63 lakhs. Of particular interest is the 



lack of uniformity in the matter of valuation of shares even in 
the same ward. It is obvious that the assessing oflicer concerned 
showed lack of care for which responsibility should be Axed. 

W .  2-09 Finance & Ins*) While the Committee desire to leave the recovery of additional 
demand on rectification of the assessments, wherever not done, to 
be watched by the MinistryIAudit, they would like to urge $hat 
rules regarding valuation of unquoted shares which appear to be 
complicated and are not being fully followed, should be simplified 

Do. Further the present arrangement of valuation of shares of the same uz 
company by different Wealth-tax officers assessing the share-holders Q 

cannot be deemed as satisfactory as it does not make for uniformity. 
The Committee, therefore, recommend that some workable system 
should be evolved to ensure uniformity in valuation of shares. In 
this connection, i t  is worthwhile considering whether the work of 
fixing value of shares for taxes could be centralised either in the 
ITO's Commissioner's charges assessing these companies or in the 
Board for all the companies whose shares are not quoted, arrange- 
ments being made to inform all Income-tax/Wealth-tax m c e r s  of 
it  periodically. 

Based on an .4ppell&e Tribunal's decision, the earstwhile Central 
Board of Revenue issued instructions in May, 1963 to the effect that 
route permits constituted "property" within the meaning of the 
Wealth-tax, Gift-tax and Estate Duty Acts. The Committee have 

Do. 



been informed by the Mlnlstry that the Supreme Court have ruled 
in a case that a lease from Government which is revocable in nature 
is exempt from wealth-tax under Sectlm 2(e)( iv)  of the Wealth-tax 
Act, 1957 and that the rationable of !his decision may be applicable 
in the case of route permits also. As the route permits are valid 
only for a period of five years and extension cannot be claimed as 
matter of right, the Ministry have held that the value thereof can- 
not be considered to be an 'Asset' for the purpose of Wealth-tax 
Act. It is not clear to the Committee whether in the light of the 
foregoing, revised instructions have been issued by the Board to 
all the Commissioners. The Committee would, however. suggest 
that the opinion of the Attorney General may be taken regarding 
the applicabilitv of the Supreme Court decision to the case under 
reference. w m 

The Committee need hardly point out that incorrect valuation 
of immovable prvperties would adversely affect the revenues due 
to Government under the Wealth Tax Act. The two cases of gross 
undervaluation of properties that went undetected as pointed out 
by Audit are symtomatic of the casual manner in which assess- 
ments are completed. In one case though for the assessment year 
1968-69 the Wealth Tax Officer accepted the valuation of immovable 
property at Rs. 4,38,850 on the basis of approved valuer's report, 
in the assessments for the preceding four years completed on the 
same day he accepted the value of Rs. 2,69,695 returned by the. 
assessee for the same property. In another case the value of the 
which was returned and accepted as Rs. 33,330 for the assessment years 



1964-65 and 1966-66 was shown as Rs. 580,000 for the year 1968-67 
and yet the Wealth-tax Officer did not notice the undervaluation in 
the earlier years. In this connection the following lapses of the 
assessing officers concerned require examination for approplate 
action:- 

(i) Non-observance of the instructions regarding valuation 
of immovable properties; 

(ii) Non-comparison of value returned for the latest year 
with that shown in the earlier years for investigation of 
discrepancies; and 

(iii) Non-compliance with the instructions dated 22nd June, 
1970 regarding reopening of part assessment on the basis 
of valuer's report in the first case. 

33.  2.108 Finance (Rev. & Ins.) Incidentally, the Central Board of Direct Taxes will do well to 
have a test check conducted in all the Commissioners' charges to 
see whether there were any similar lapses in complying with their 
instructions dated 22nd June, 1970. 

40- Further the Committee would like to know the penal action taken 
against the assessees in these cases for having concealed true value 
of wealth. 



do. 

One more point the Committee wish to refer to is whether there 
was undervaluation of the assets prior to 1964-65 in regard to the 
second case although it was not chargeable in the hands of the 
same assessee. The Committee await a report as the Ministry have 
intimated that they are seeking further clarification in the matter. 

Gift Tax is one of the measures designed to check avoidance of 
tax. It is, therefore, necessary to ensure that assessees liable to 
pay Gift Tax promptly file returns. In this connection thp C m -  
mittee suggest that a provision should be made in Income-tax 
return form to indicate whether any gift was made and if so, the 
nature thereof, which would facilitate correlation of income-tax 
returns with those of gift tax of the assessees. 

The Committee note that revenue from gift tax ranged from 2 
Ra. 1.30 crores to Rs. 2.27 crores during 1965-66 to 1969-70. In order 
to evaluate the cost-collection ratio, the Committee desire that the 
cost of collection of gift tax should be assessed. It is better to bring 
abollt some refinement in the system to apportion the cost of col- 
lection of various taxes viz. Income-tax, Wealth Tax, Estate Duty, 
Gift Tax etc. 

do. The Committee have reasons to believe that the Board have not 
taken steps to ensure that all cases of gifts of agricultural land are 
b~ougbt to tax. In this connection they would refer to the position 
in law as decided by the Supreme Court in Nazareth Case [AIR 
1970, SC-999 (V. 57 C-208)] that gifts of agricultural land are subject 
to tax under the Gift Tax Act. The Committee would, therefore, 

- - ------ 



urge Government to issue strict instructions to the lower forma- 
tions and to devise measures to ensure that there is no evasion of 
tax in this regard. They would also like to have a review of the 
position conducted with a view to ascertaining the extent of non- 
levy of tax on such gifts in the past. The results of such a review 
may be reported to the Committee. 

19. 3 . I 6 Finantis (Rev. & Ins.) The Committee are concerned to find large-scale omissions to 
correlate Income-tax records with Gift-tax returns, which resulted 
in non-levy of Gift-tax on gifts aggregating Rs. 1.47 lakhs. They 

, -  - 
have earlier in  this Report indicated how such a correlation 
could better be effected by making a provision in the Income-tax 
returns for indicating the gifts made by the assessees. The Minis- 
try have stated that the Audit objections have been accepted in all 
the cases except item No. 2 of the Audit para and that the additional 
demand has been colletted. In the case of item No. 2, the Commit- 
tee note that although the transfer of assets to the son was claimed 
as loan. the facts brought out subsequently by Audit, which ques- 
tioned this claim, are under examination by the Ministry. The 
Committee would like to know the outcome of this examination. 

do. In respect of item 4, the Committee would like to know whether 
any action had been taken to l e w  penalty for the concealment of 
gift. 



do. 

do. 

Incidentally. the Committee find that the Board had issued in- 
structions in January, 1960, that in the cases where a gift to a politi- 
cal party was made by a company under the authority of a specific 
clause in the Memorandum and Articles of Association of the com- 
pany. the gift had to be held as having been made in the course 
of carrying on the business of the company and exempted from gift- 
tax. Section 293(A) of the Companies Act, 1956, inserted in 1969, 
however, prohibits contributions to political parties by a company. 
Only after the matter was taken up by the Committee with the 
Ministry in February. 1972, revised instructions were issued in June, 
1972, taking into account the amendment to the Companies' Act as 
well a s  the decisions of High Courts holding that donations paid to 
a political party are not allowable as a business expenditure. The 
Committee do not appreciate this delay. Acccirding to the revised 
instructions in all c a w  in  which action was not taken to bring such 
donations to gift tax on t h ~  basis of earlier instructions, proceedings 
should be initiated under the Gift Tax Act. The Committee would 
alvait rl rtp?rt qn the a t t im  tnken in this regard. 

On the basis of the explanation furnished by the Ministry, the 
Committee would deal with only one aspect of the case. The trust 
deed contained a provision for appropriating sum of money for 
making gifts and to this extent the settlement of property could be 
deemed to be one with reservation The Ministry have held the 
view that such provision cannot be equated to the settlers reserving 
any interest in the property for himself. The Committee would 
advise the Ministry to get the opinion from the Ministry of Law in 
the matter. -- -- --- 



43. 4.11 1:inmce (Rev. & Ins.) In this case while calculating the deceased's reversionary interest 
ia the leased prsperty on the date of death. the Department assumed 
that the original lease would be extended for a further period of 
30 years though the lease expired by the time when the estate duty 
assessment was made and there was no provision for extension. I t  
appears from the explanation of the Ministry that a suit for the 
eviction of the lessee was also pending before the cmr t  at  the time 
when the assessment was made. The Committee do not, therefore, 
consider that the ajsumption of the Assistant Controller, Estate Duty, 
was fully justified. The Committee. however, note that the ACED 
had been informed by the lessees that they had no intention of 5 
vacating the property and that attempts were being made to come 
to a compromise by extending the lease for another period of 30 
years. The Ministry are of the view that even if it were possible 
to take posse;sion of the pr2pert; after evicting the lessee, litiga. 
tion expenses would have to be allowed against the value of the 
property. Under the circumstances the Committee consider it 
desirable to lay down suitable guide-lines, if not already done, to 
regulate the determination of the deceased's reversionary interest 
in the leased properties. 

do. In this case there was regrettable lack of coordination between 
the Income-tax Officer who completed the Income-tax and Wealth- 
tax assessments of the deceased and the Estate Duty Officer who 



do. 

had to complete the estate duty assessment. Owing to the failure 
of the Income-tax Officer to intimate the necejsary particulars of 
the case to the Estate Duty Officer, the proceedings for the levy of 
estate duty could not he commenced within a period of five years 
from thta date of death of the deceased. The Committee expect 
that the Income-tax Officer concerned will he suitably dealt with 
for his lapse which has cost a loss of Rs. 46,375 in tax collection 
to the cxchequcr. 

The Committee would also like the Ministry of Finance to con- 
sider as  to \vhat further check could be introduced to ensure that 
the  fact nf death comes to notice and proceedings of estate duty 
are started in time. c-r 

'5 
The Committee note that according to the Ministry of Law the 

time-limit prescribed under Section 73(A) of the Estate Duty Act 
would not apply in the case of voluntary return. It  is unfortunate 
that due to ignorance of this position the appellate authorities 
orders were not appealed against in the case under examination. 
The Committee desire that suitable instructions clarifying the posi- 
tion should br issued to all the Estate Duty Officers. 

do. The Committee note that a sum of Rs. 1.27 lakhs on account of 
agricultural income-tax pertaining to agriculti~ral land on which 
Estate Duty was not leviable, owed by the deceased was allowed 
a s  deduction from the value of the Estate under Section 44 of the 
Estate Duty Act. When it was po~nted out that it was not correct 

-- - - - -  



in equity to allow deduction pertaining to non-taxable asset and that 
it should be examined whether any clarification of Section 44 was 
required, the representative of Ministry of Finance promised to 
examined the matter. The C~mmi t t ee  would like to await the 
result of the examination and the action taken on the basis thereof. 

48- 4.33 Finance (Rev. 8 Ins.\ Although under Section 9 of the Estate Duty Act only gift made 
in consideration of marriage is exempted from the levy of Estate 
Duty, it has been extended to cover gift made in contemplation of 
marriage by executive instructions. While the Committee feel that 
the relevant section of the Act requires suitable amendment, they 
would like Government to consider whether the existing provisions 
of Section 33(1)1K)  would not be enough to cover cases of gift in 
contemplation of marriage. 

According to the opinion of the Ministry of Law communicated 
to the Committee. the term 'house' in the Estate Dutv Act would 
also include lands appurtenant thereto for the purpose of exemp- 
tion of the value from Estate Duty. As admittedly, a liberal in- 
terpretation of the 'lands appurtenant to the house' would lead to 
avoidance 3f tax. the Committee would suggest that the Central 
Board of Direct Taxes might issue some guidelines under the rules 
as to how much land can be reasonably taken as being appurtenant 
to the house. 



In the case dealt with in sub-para (a), although the deceased 
used as his residence only one of the three house properties in all 
of which he owned half share, exemption was allowed on the value 
of all the three properties due to "inadvertence'. The Ministry 
have also intimated that the circumstances under which this was 
done is being awertained. The Committee would like to have a 
report in this regard as also the action. if any, taken against the 
officer concerned at fault. 

Incidentally, the Committee find that although the assessment 
in question was checked by the Internal Audit, they had failed to 
detect the error. The reasons as a130 the action taken for the 
failure mav be intimated to the Committee. 

The Committee regret to find that in respect of the case dealt 
with in sub-para (b )  also similar mistake was committed due to 
'oversight'. The Committee expect that negligence on the part 
of the officer concerned w3uld be suitably dealt with. 

The Committee note that the additional demand in this case has 
been kept outstanding pending completion of some further enquiry 
directed by the Appellate Controller. Further developments of 
this case may be reported to the Committee. 

The Committee note that the arrears of demands in respect of 
Wealth-tax, Gift Tax and Estate Duty as on 31st March. 1969. were 
Rs. 801 lakh;. Rs. 172 lakhs and Rs. 954 lakhs against the total re- 
ceipts during the year 1968-69 of Rs. 1,111 lakhs, Rs. 151 lakhs and 



lakhs, Rs. 47 l a b s  and Rs. 1,052 lakhs respectively. The total nunl- 
ber of assessments completed during the year 1969-70 were 1,69372, 
21,648 and 15,550 and the approximate amounts of demand raised 
were Rs. 1,694 l a b ,  Rs. 179 lakhs and Rs. 753 lakhs respectively. 
The Committee are particularly distressed about the heavy accurnu- 
lation of pending wealth-tax assessments. The targets fixed by the 
Central Board of Direct Taxes themselves for the clearance of old 
cases have not been adhered to case; involving larger amounts and 
companies should be given higher priority. Unless firm targets are 
fixed and strict compliance with them is watched, the Committee 
are afraid the position would, far from improving, deteriorate 
further. The position as a t  the end of 1970-71 as furnished by the 
Ministry does show considerable deterioration in the position. 
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