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INTRODUCTION 

I, the Chairman of the Public Accounts Committee, as autho- 
rised by the Committee, do present on their behalf this Sixth 
Repbrt of the Public Accounts Committee (Sixth Lok Sabha) on 
paragraphs relating to Other Direct Taxes induded in Chapter 
IV of the Report of the ComptFoller and Auditor General of India 
for the year 19'7475, Union Government (Civil), Revenue Receipts, 
Volume 11, Direct Taxes. 

2. The Report of the Comptroller & Auditor General of India 
for the year 197475, Union Government (Civil), Revenue Re- 
ceipts, Volume 11, Direct Taxes, was laid on the Table of the House 
on 14th May, 1976. The Public Accounts C'opnmittec (1976-77) 
obtained written infor'mation on these paragraphs but could not 
finalise the Report on account of dissolution of the Lok Sabha on 
18th January, 1977. The Public Accounts Coanrnittee (1977-78) con- 
sidered and finalised this Report at  their sitting held on 13 Sep- 
tember 1977 based on the written information furnished by the De- 
partment of Revenue & Banking. The Minutes of that sitting 
form Part 11* of the Report. 

3. A statement containing conclusions/recomrnendations of the 
Committee is appended to this Report (Appendix). For facility 
of reference these have been printed in thick type in the body of 
the Report. 

4. The Committee place on record their appreciation of the 
commendable work done by the Chairman and the Members of the 
Public Accouqts Committee (197677) in abtaining information for 
this Report. 

5. The Committee also place on record their appreciation of the 
assistance rendered to them in the examination of these para- 
graphs by the Comptroller & Auditor General of India. 

6. The Committee would also like to express their thanks to 
the Department of Revenue and Banking (now Department of 
Revenue Ministry of Finance for the Cooperation extended by 
them in giving information to the Committee. 

NEW DELHI; 
September 26, 1977 

.. - -- 
Asvina 4, 1899 (S) . 

C. M. STEPHEN, 
C ha imutn, 

Public Accounts Committee. 
-- 

*N>t printed. One cycloutyled ci py laid on the Table c.f the Hc w lad five copies 
placed in Parliome~t Library. 



WEALTH TAX 

A Ommission to assess returned Wealth and raise demand 

Audit Paragmph 

1.1. As per the Wealth-tax assessment records of a ward, the 
total wealth of an aspessee and tax leviable thereon for the assess- 
ment year 1973-74 were determined, on h t h  February 1974, at Rs. 
2,78,100 and Rs. 2,752 rspectively but the demand of Rs. 2,752 was 
not noted in the Demand and Collection Register which showed the 
connected wealth-tax return submitted by the assessee as 'filed'. 
The assessment for the assessment year 1973-74 was also not shown 
in the Blue Book of the assessing officer as pending. Even though 
the omissions were pointed oy: in audit in May, ,1975, the Depart- 
ment had not taken action to raise the demand of Rs. 2,752 (March, 
1976). 

1.2. The Ministry have accepted that notice of demand, on the 
basis of the assessment made, has not been issued to the assessee 
and added that it is being issued (January, 1976). 

[Paragraph 68(ii) of the Report of the Comtproller & Auditor 
General of India for the year 1974-75, Union Government 
(Civil), Revenue Receipts, Volume 11, Direct Taxes.] 

1.3. Audit Paragraph brings out a case where there was omis- 
sion to assess feturned wealth 2nd failure of the Department of 
Revenue and Banking to take prompt remedial action on the omis- 
sion being pointed out by Audit in. May, 1975. 

1.4. As stated in the Audit Paragraph, the total wealth of assessee 
was determined on 25th February, 1974 at Rs. 2,78,100 and tax levi- 
able a t  Rs. 2,752. Explaining what the original assets of the assessee 
in this case were and how the same had come to be acquired by 
the assewe, the Department have stated in a note that: 

" "The assessee is assessed to income tax and ywalth tax for 
and from the assessment year 1964-65. The initial assets 

' 

were required by way of gift from Jadav Bai in the form 
of' cash of Rs. 0,375/-, gold ornaments of the value of Rs. 
78,156/- and silver ornaments of the value of Rs. 25,200, 
totalling to Rs. 1,12,7317-. The income tax.returns explain 

. . such'' acquisition!' 



1.5. The Committee wanted to know whether in this case the 
wealth tax return for the assessment year 1973-74 was filed by the 
assessee in time and if not whether penalty proceedings under Sec- 
tion 18(1) (a) of the Wealth Tax Act, 1957 had been instituted. 

In reply the Department have stated in a note that: 
. . 

"The wealth-tax return for the assessment year 1973-74 was 
filed by the assessee on 27-8-1973 which was belated. Pro- 
ceedings under /section 18(l) (a) have since been institu- 
ted and the same are pending." 

1.6. Asked what was the last date for filing of return, the Depart- 
.- intimated that the return was required to be furnished by 15 
August, 1973 in accordance with Board Press Note dated 20 June, 
1973 extending the date for filing the returns for the assessment year 
1973-74. 

1.7. As regards the outcome of the penalty proceedings, the De- 
partment have stated in a subsequent note that: 

"The penalty proceedings u/s  18 (1) (a) of the Wealth Tax 
Act, 1957 for the assessment year 1973-74 have been drop- 
ped on the ground that there was no completed month of 
default." 

2.8. The Committee enquired whether the assessee had paid any 
self assessment tax and if so when. The Department have replied 
in  a note that: 

"The assessee had paid self assessment tax of Rs. 2,781/- in 
September 1973. This is within the statutory time pro- 
vided under section 15B." 

1.9. The Committee asked why in this case the assessment order 
dated 25 February, 1974 had not been signed by the Wealth Tax 
Ofher. In reply, Department have intimated that the Wealth Tax 
Omcer had explained that: 

"The Wealth Tax OBcer had accepted the return u n d e ~  sec- 
tion 1611) of the Aot and in evidence of the same he had 
put his initials over the return. Amiessment under section 
l6(l)  could be said to be complete not when the return 
is accepted but when the necessary papers like ITNSlSO 
etc. determining the tax liability are dso signed by the 
Wealth Tax Oflicer. I t  was for this reason that the ass- 
essment order dated 252-1974 was not signea by him." 
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1.10. Asked how i~ it thiat in thi& case .the demand of Rs. 2,752 

was not noted in the Demand and Colkt ion Register but instead 
the Wealth-tax return itself was shown as "filed", the Department 
have stated that the Wealth Tax M c e r  had given the following 
reaeon for this omission: - 

"The UDC wrote 'filed' by mistake instead of writing the word 
N.D." (No Demand) in  the tax column of the Demand 6 
Collection Register which was a second link in the func- 
tional system then in vogue." 

1.11. The Committee wished to know why this case not noted 
even in the-'Blue Book' of the assessing officer as pending. Accord- 
ing to the Wealth Tax Officer, the position was that: 

"Maintenance of Blue Book was the responsibility of the UDC. 
Further, the Wealth Tax Officer had jointed the ward in 
October only by which time the preparation of Blue Book 
was expected to be complete. In the earlier period an- 
other officer was holding charge." 

1.12. Asked why even after the omission was pointed out by Audit 
in May, 1975, demand notice was not issued in this case till March, 
1976, the Department have stated in a note that the reason as given 
by the Wealth Tax Officer for this delay was: 

"The UDC should have issued a formal demand notice on the 
basis of the remarks made by the Wealth Tax O5cer on 
the return. The plea of the UDC that no demand notice 
could be issued unless the assessment order was 
signed by the WTO, is not acceptable as no separate ass- 
essment o ~ d e r  was necessary when a return is accepted 
under section l6(l) ." 

1.13. The Committee find that in this case though the to t4  wealth 
of an assessee and tax leviable thereon were determiqsd on 25 Feb- 
ruary, 1974 at Rs 2,78,100 and Rs. 2,752 respectively, the notice of 
demund, on the basis of that assessment, was issued only in March. 
1976. i.e. after a period of more tham two years, The omission to 
ass- returned wealth was pointed out by Audit in May, 1975. Ex- 
plainiug the omission to raise demand, the Depammtnt of Revenue 
& Banking have stated that according to the Weslbth Tax Officer he 
bad rrecepted the return u/s 16(1) of the Wealth Tax Act and in evb 
8"nce of the same he had put his "initials" over the return. A junior 
fumtiuaary in his oBce has explained his part in the amission by 
taking the plea that no demand notice could be issued unless the 



assessment order was "signed by the Wealth Tax OBctw. The Coen- 
mittee were informed that the plea cd the junk functionary was not 
acceptable because when a return was accepted d e r  Section 16(1)' 
no separate assessment arder was necessary. Even if the plea put 
forth by him was not tenable, it is not dear  why the Wealth Tax 
Officer failed to have the notice of demand issued immediately at 
least after the omission was pointed out by Audit in May 1975. The 
Committee recommend that reasons for this delay may be gone into 
in detail with a view to fixi,ng responsibility. 

1.14. The Committee also find that in this case instead of noting 
the tax demand of R.s. 2,752/- in the Demand and Collection Register 
as pending, it was shown as “fried" with the result that notice of 
demand was not issued in time. This lapse too was said to be due to 
clerical error. I t  seems that in the tax column of that Register, the 
Upper Division Clerk wrote "filed by mistake instead of writing the 
words "N.D." i.e. No Demand. The Committee are surprised that 
entries in the Demand and Collection Register were either not 
checked by the supervisory officer or this 'error' escaped his notice 
despite such a check. The Committee recommend that the Depart- 
ment of Revenue & Banking shouqd review the existing arrange- 
ments to satisfy themselve that adequate checks exist at  least nolw 
to rule out the possibility of such clerical errors. 

1.15. Yet another onlission noticed in this case was that in the 
'Blue Book' of the assessing officer the assessment was not shown as 
pending. It  has been pointed out to the Committee that maintenance 
of the Blue Book was also the responsibility of the Upper Division 
Clerk and that the Wedlth Tax Officer concerned had taken over 
charge only in October, 1974 by which time Blue Book was expected 
to be completed. Since transfer of Wealth Tax Officers from one ward 
to another is not an abnormal feature, the Committee find it difficult 
to accept the plea of transfer of officers, as a mitigating circumstance. 
The Wealth Tax Officers cannot be allowed to disown their responsi- , 
hilities for this lapse. The Committee cannot but deplore the ten- 
dency to throw the entire blame for all lapses on clerical staff. 

B. Wealth Bcaping Assessment 

Audit Pnragraph 

1.16. The Public Accounts Committee have been emphasising 
the need for proper co-ordination among the assessment records 
pertaining to different direct taxes (paragraph 4.12 of the Com- 
mittee's 186th Report). In their 50th Report Paragraph 2.9) and 
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103rd Report (Paragraph 1.12), the Committee also laid particular 
stress on a critical examination of income-tax cases with a view to 
finding out the evasion of wealth-tax. In the following cases, how- 
ever, it was noticed that the information available in the income- 
tax and other assessment records of the assessees was not used to 
initiate action for making assessments under the Wealth-tax Act. 

1.17. A club which was being assessed to income-tax every year 
in respect of its income by way of rent from urban buildings and 
lands owned by it in a commercial area, sold a part of the properties 
during the year ended 30th September, 1963, for a total considera- 
tion of Rs. 26,50,000, the properties retained by it being valued at 
Rs. 10,00,01DO. The club was assessed in the assessment year 1964-65 
to capital gains tax on capital gains arising from the said sale. 

1.18. The club was assessable to wealth-tax, as a body of indivi- 
duals, in respect of the above properties from 1957 onwards but it 
did not file any wealth-tax return nor were the returns called for 
by the Department. The wealth-tax and additional wealth-tax on 
urban property leviable for the assessment Years 1957-58 to 1972-73 
amounted to Rs. 4,18,000. 

1.19. On the omission being pointed out in audit in December, 
1973, it was reported by the Department in March, 1975 that the 
matter had been referred to the Central Board of Direct Taxes. 

1.20. The Ministry have stated (January 1976) that the club has 
been declared to be a company retrospectively from the assessment 
year 1960-61 and the objection survives only for the assessment 
years 1957-58 to 1959-83 which 'are beyond our reach now'. 

[Paragraph 69(i) (a) of the Report of the C&AG Report for 
the year 197475, Union Government (Civil) Revenue Re- 

ceipts, Volume 11, Direct Taxes] 

1.21. The Committee desired to know if it was a lact that 
Madras Club was declared to be a company retrospectively from 
the assessment year 1960-61 after the receipt of the Audit objection. 
The Department in a note have replied: 

' The Madras Club was declared to be a company vide Board's 
F. No. 317/38/74WT, dated the 24th November, 1975. 
The date of receipt of the audit memo. (Half margin 
note) is 26th December, 1973." 



1.22. Asked what were the reasons for declaring Madras Club 
as a Company, the Department of Revenue and Banking have stated 
in a note: 

"The reasons for the declaration of MadEas Sports Club as et 
company are recorded in F. No. 317/38/74WT. Briefly 
speaking, it was considered that the nature and objects 
of the club would seem to justify its being declared as 
a company for the purposes of the Wealth-tax Act." 

1.23. The Committee enquired if Clubs in important urban cities 
were being assessed to wealth-tax. In reply, the Department have 
stated in a note that the information collected from the Commis- 
sioners of Income-tax has indicated that: 

"(i) There are some clubs which are registered as limited 
companies under the Companies Act, 1956. Under the 
provisions of the Wealth Tax Act, they are not assessable 
to Wealth-tax from assessment Year 1960-61. 

(ii) The number of .clubs borne on the Directory of Tax- 
payers, which are not limited companies, is reported to 
be 78, out of which 43 have a net wealth below the 
exemption limit. Out of the remaining 35 clubs, 31 are 
such which are either being regularly assessed to 
wealth-tax or in whose cases, proceedings have since been 
initiated under the Wealth-tax Act. In four cases, 
assessability of clubs to wealth tax is presently under 
examination. 

(iii) In addition to the above, proceedings have also been 
initiated in 8 cases which are not borne on the Directory 
of Tax Payers but which are likely to be liable to Wealth 
Tax." 

1.24. The above does not include information relating to Amrit- 
sar Charge. In this charge, there are 2 clubs where notices under 
sections 14(2) and 17 of the Wealth-Tax Act have been issued. 
These assessments are stated to be pending. 

1.25. The Committee wanted to know the law governing liability 
of clubs to Wealth-tax in respect of the net wealth owned by them. 
The Department of Revenue and Banking have intimated in rr note 
that the Board had occasion sometime ago to consider in consul- 
tation with the Ministry of Law the question regarding liability 
of clubs 10 Wealth-tax. The opinion given by the Joint Secretary 



and Leg4 Advisor in the Wnistru of Law in his note dated 13th 
June, 1974 was as under: 

"2. A3 regards the general issue, distinction would have to be 
drawn between Clubs which are companies under the 
Companies Act and ordinary members' chbs. Clubs 
which are companies would necessarily have to be 
treated as companies for the purpose of the WeaRh-tax 
Act and as such would not be liable for such tax. 

3. With regard to other clubs also, there would be a distinc- 
tion depending upon persons in whom the property of 
the Club is vested, namely, whether it is vested in 
trustees or in the individual members as a whole. 

4. Even in the case of clubs wherein the property vests in 
trustees, a distinction might have to be made between 
cases wherein there is a deed of trust or other duly 
executed instrument and others. 

6. It would appear to be advisable either to assess the Club 
as an individual. or, in cases wherein the provisions of 
Section 21 of the Wealth-tax Act would otherwise be 
attracted, to have recourse to sub-section (4) on the 
ground that the shares of persons on whose behalf or for 
whose benefit assets are held, ie., the members, are 
indeterminate." 

1.26. In another case, (the Willingdon Sports Club). the Minis- 
try of Law's advice contained in the aforesaid note was that as the 
,matter was one of general importance and it would be necessary ta  
obtain an authoritative decision from the Court, "the Department 
would be justified in defending the petition." 

\ 

1.27. Asked if based on the advice given by the Ministry of 
Law, Department of Revenue and Banking or Central Board of 
Direct Taxes had issued general instructions on this subject, the Com- 
mittee were informed that in a subsequent note dated I7 December, 
1974 the Joint Secretary and Legal Adviser, Ministry of Law had 
advised: 

"It may not be advisable to issue anv instructions of gene~al  
nature at  present. Every case should be decided on its 
own merits." 



1.28. The Committee find that Madras Club which was' being 
assessed to Income-tax every year in respect of its income by way of 
rent from urban buildings and lands owned by it in a commercial 
area sold a part of the properties during the year ended 30 Septem- 
ber lS3,  for a total consideration of Rs. 26.50 lakhs, the properties 
retained by it being valued at Rs. 10 lakhs. Though the Club was 
asscssabb to Wealth Tax, as a body of individuals, in respect of these 
properties from 1957 onwards, it did not file any Wealth Tax Return. 
Strangely enough, even the Income Tax Department did not call for 
the returns. The Wealth Tax and Additional Wealth Tax on urban 
property leviable for the assessment years 1957-58 to 1972-73 amoun- 
ted io Rs. 4.18 lakhs. It  is surprising that on the omission being 
pointed out in Audit in December 1973, instead of levying the Wealth 
Tax and Additional Weallth Tax due on these properties, the Central 
Board of Direct Taxes declared this Club as a Company on 24 Nov- 
ember 1975 ani ' that  too retrospectively from the assessment year 
1960-61. In January 1976, the Ministry are stated to have informed 
Audit that in view of declaration of this Club as a Company the 
objection survives only for the assessment years 1957-58 to 1959-60 
which, it was stated, were beyond their reach now. 

1.29. The Department have sought to defend this action by say- 
ing "it was considered that the nature and objects of the Club would 
seem to justify its being declared as a Company for the purposes af 
the Wealth Tax Act." What is not dear to the Committee is that 
if the nature and objects of the Club were such as tod justify its 
being declared as a Company, why this declaration was not mmde 
by the Central Board of Direct Taxes in the earlier years. The fact 
that this declaration was made after the Audit objection gives the 
impression as if this declaration was not made on the merits of the 
:ase but was made to circumvent the objection. The Committee 
recommend that the circumstanceg leading to the declaration of 
Madras Club as a Company resdtine; thereby in loss of revenue of 
Rs. 4.18 lakhs should be thoroughly probed and the Committee in- 
formed of the result of investigation. 

1.38. The Committee find that aswxsment of Clubs borne on the 
Directory d Tax-payers which are not Limited Companies is not 
very satisfactory. The Committee understand that of the 78 such 
Cluhs. 43 have a net wealth below the exemption limit and out of 
the remaining 35 Ulubs. 31 are such which are either being raqularlg 
asseswd to wealth tax or in whose cases preceedings have since 
been initiated under the Wealth Tax Act and in 4 cases, asses~ahilitv 
of Clubs to wealth tax is under examination. The Committee desire 
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that the Central Board of Direct Taxes should investigate the rea- 
sons due to which assessments of such Clubs was not being done on 
a regular basis and furnish a detalled repart to the Committee. 

C. Incorrect valuation of Assets 

Audit Paragraph 

1.31. The vaule of a self-occupied residential p ropr ty  located in 
Ahmedabad was continuously taken at Rs. 2,50,000 in the wealth- 

.tax assessments for the years 1963-64 to 1969-70. The property had 
been valued by a Valuer, who had estimated the value of the land 
at Rs. 59 per sq. yard but who had reduced it to Rs. 27 per sq. yard 
treating the building standing on the land as an encumbrance. I t  
was pointed out in Audit that the valuation did not appear to be 
rational in view of the steep rise in the valqes of urban proper';ies. 
The Central Board of Direct Taxes ordered the property to be valued 
departmentally. In October, 1974, the Valuation Cell of the Depart- 
ment determined the vaIue of the property at Rs. 19.47 Iakhs for 
th assessment year 1967-68. Rs. 22.83 lakhs for the assessment 
year 1968-69 and Rs. 25.03 lakhs for the assessment ycar 1969-70. 
Under the executive instructions of the Department, the value as 
determined by the Valuation Officer is binding on the Wealth-tax 
Offlcer. 

1.32. If the value of the property as determined-by the depart- 
mental Valuer is adopted the wealth-tax further leviable would 
,work out to Rs. 2,84,116 for the three assessment years. 

1.33. The Ministry have stated (February, 1976) that azsessmen,'~ 
have been re-opened following the Valuer's report. 

rParagraph 70(ii) of the Report ~f the C & AG for the 
year 1974-75, Union Government, (Civil), Revenue 
Receipts, Volume IT,, Direct Taxes.] 

1.34. The Audit Paragraph gives details of a case of gross- 
under-valuation of a house prroperty situated in an important resi- 
dential-cumcommercial loealitv in Ahmedabad resulting in under- 
assessment of Weal.&h-tax of RS. 2,84,116. 

- 
1.35, The Committee desired to know why the property was 

valued a t  &. 2.50 lakhs continuously for six assessment years fmm 
1963-64 to 1969-70 when under the instructions issued by the Central 
Board of Direct Taxes as early as 1957 (3 Wealth-tax of 1957), valu- 
ation once fixed w g s  required to be adopted for only two succeeding 



assessment years. In reply, the Department of Revenue and Bank- 
ing in a note stated: 

0 .  

"In assessment year 1!?63-64 the valuation had already been 
enhanced from 2,00,000 to Rs. 2,50,000. This valuation was 
repeated for the succeeding two assessment years namely 
assessment years 1964-656 and 1965-66. Then the Wealth-Tax 
caws for ssessment years 1966-67, 1967-68 and 19168-691 were 
taken up simultaneously and they were finalised in 
August, 1969. The Wealth Tax Officer found that an ap- 
plroved valuer's report was there valuing the property on. 
22-8-68 at Rs. 2,40,000. In view of the report of the approv- 
ed valuer, there was no scope, on the basis of recqrd, as it 
existed then, for increasing the value beyond Rs. 2,50,000 
Thus, it was in the face of the valuer's report put thg 
the value on 31-3-1968 at Rs. 2,40,000 that the Wealth 
Tax Oflcer adopted Che valuation at Rs. 2,50,000 in all 
the three nsslessments completed in August, 1969". 

1.36. The Committee asked whether the fact of under-valuation 
of this property was in the notice of the Department in October 
1971 and if so how is that even when the Audit pointed out in 
August, 1972 the fact of under-valuation, the Department declined 
in February, 1973 to consider the question of examining the valua- 
tion adopted in this case. The Department intimated in a note: 

"It had come to the notice of the Department by October, 
1971 that the particular approved valuer namely Shri 'X' 
was giving valuations at  very low fi-pres in a number of 
cases. It was in pursuance of the action in that regard 
that the valuation put in this case also by Shri 'X' was 
viewed with suspicion but the assessment record of this 
particular assessee; apart from the sudpfcion rtgardingl 
the credentials of Shri 'X' did not warrant, reconsidera- 
tion of valuation on the line9 suggested by Audit. It may 
also be mentioned that in pursuance of the Deparlment's 
suspicion against the valuation made by Shri 'X' a refe- 
renee to the valuation cell was actually made on 
12-$1972.'' 

1.37. Asked whether re-assessments have been made in this case 
adopting the value. as determined by the Denartmento1 Valuation 
ORicer, 1t1e Department have replied as under: 

"Re-assessments have been made adopting the value as deter- 
mined by the Valuation Ofir2er for the assessment gears 



1Q67-@, to, 1@@-?0. an* additi~nal dqnand ,of Rs. 61,3411- 
.krl. the. aswsmet: E a r  l W W ,  Q, 7Q,2?5/- for the 
aspcssment year.1968-@, and ,R& 1,07,928/- for the assess- 

:megt year 1q9-70 have been raised. The demand raised 
for. the assessment year 1967-68 to 1969r70, has been kept 
in abeyanpe till decisi,on in appeal." 

'1.38. When asked about the outcome of the appellate proceed- 
, .. iings, the Department stated: 

" T& appellate proceedings have since been decided by the 
Appellate ~ss is fant  Commissioner reducing the valuation 
to about half in each of the assessment Years 1967-68 to 
1969-70. . . . . . . . 79 

1.39. The Committee pointed out that under the instructions 
'issued by the Central Board of Direct Taxes in June, 1970, past 
.assessments were to be re-opened if the fair market value deter- 
mined was more than 25 per cent of the value adopted in the earlier 
assessments. The Committee wanted to know whether the past 
assessments prior to assessment year 1967-68 were also reopened 
and if so with what results. The Department have in a note 

1 explained : 

"Board's instructions of June, 1970 distinguished between 
the cases which would be covered u/s 17(1) (a) and 
those which would be covered u/s 17 (1) (b) . This was 
a case covered u/s. 17(1) (b) and not by 17(1) (a). In or 
about October, 1971 when the factum of under-valuation 
of property in this case came to the Department's notice, 
action u/s 17 (1) (b) had already become time-barred for 
and upto assessment year 1966-67. Hence there was no 
question of initiating re-assessment proceedings for any 
Year prior to assessment year 1967-68." -- 

1.40. Asked whether responsibility for delay leading to the 
.as~essments for and upto asessment years getting time barred had 
%en fixed, the ~e+rtmeni intimated in a note that: 

"Right from the assessment year 1957-58, the value of pro- 
perty shown by the assessee had been periodically en- 
hanced by the ~ e ~ a r t m e n t  and even the approved valuer's 
reGort had not been accepted by the wealth   ax Officer. 
At the t ihe  of completing the respective assessmeiits, 
the wealth Tax OfRcer exercised calk as warranted" on 
lfie basis of records. Under-valuation of assets on a 

1938 LS-2. 



significant scale was, however, suspected in this case 
when the conduct of the approved valuer came to be. 
viewed with suspicion on receipt of some new informatiom 
about him in about October, 1971. Necessary action was 
taken thereefter for re-opening the assessments f o ~  as 
many years as c ~ u l d  then be re-opened under the law. In 
view of the foregoing, there was no question of fixing the 
responsibility for the delay." 

1.41. This case relates to gross under-valuation of a aelf-occup3e& 
property located in Ahmedabad. The Committee find from the 
facts placed before them that in the assessment year 196344 $he 
value of this property was enhanced from Rs. 2 lakhs to Rs. 2 . a  
lakhs and thereafter the same value was adopted for the assessment 
years 1966-65 and 1965-66. On 22 August, 1968, an approved Valuer 
is stated to have vdued this property at Rs. 2.40 lakhs. In v M  
of this valuation, the Wealth Tax Officer felt that there was no 
scope for increasing the valuation beyond Rs. 2.50 lakhs. According- 
ly, in August, 1969 while finalising the assessments for assessment 
years 1966-67 to 1968-69, the Wealth Tax Officer again adopted the 
same value. Audit pointed out to the Diepartment that the valua- 
tion did not appear to be rational in view of the steep rise in the 
values of urban ~roperties. Department did not agree to reconsider 
the matter because it felt that record of this particular assessee did 
not warrant reconsideration. Howwer when in October, 1971, it 
came to the notice of the Department that the particular approved 
Valner, who had valued this property, had been giving valuatio~~x 
at  very low figures in a number of cases, the Department viewed 
this case with suspicion and referred it to the Departmental Valuer 
on 12 September, 1972. In October, 1974, the Departmental Valuer 
determined the value of this property at Rs. 19.47 Lakhs &or tbe 
assessment year 1967-68, Rs. 22.83 lakhs for the assessment year 
1968-69 and Bs. 25.93 lakbs for the assessment year 1969-70. When 
the fact of under-valuation of property came to the notice of the 
Department in October, 1971, the action for raassessment under 
Section l7(l)(b) of the Wealth Tax Act had, it has been stated, 
already become time barred for and upto the assessment years 
1966-67 to 19669-70 were, however, made on the basis of the value as 
determined by the Jlepartmental Valuer and additional demand of 
RdP. 2,48.341 was raised. In the appellate proceedings the Appellate 
Assistant Comntissionw has received the valuation of this property 
to about half in each of the assessment years 196748 to 196'9-70. 
The Committee view this case gross under-valuatim of proper* 



with serious concern. The extent of under-valuation can be gaug- 
ed from the fact that the value of this property even after Wig 
slashed by about half at the appellate stage is still four to five 
times more than the value assessed by the approved valuer. 

1.42. The Committee are also dismayed to find that cases of valua- 
tion of propertiek are not being handled with the expedition they de- 
serve. The Cbmmittee find that though t b  fact of under-valuation 
came to the notice of the Department in October, 1971, a reference 
to the Departmental Valuer was made only in September, 1972 i.e. 
after a period of about 11 munths. Departmental Valuer took a fur- 
ther period of more than two years in determining the value of this 
property. The Committee feel that if the proces of determination 
of value of properties is so time consuming Department should 
review the existing arrangements with a view to ratiandke and 
streamline them. The Committee need hardly emphasise that delays 
in reassessments could prove costly and result in claims getting time 
barred. 

D. Non Levy of Incorrect Levy of penalty and nonlevy of interest 

Audit Paragraph 

1.43. An assessee submited his returns of wealth for the years 
1963-64 to 1965-66 on 29th March, 1971. On the same day, regular 
assessments for these years were completed and penalty proceed- 
ings for late filing of returns of wealth were initiated. The amount 
of minimum penalty leviable was Rs. 65,900 and orders to complete 
the proceedings were to be passed by 31st March, 1973, I t  was, how- 
ever, noticed in audit, in February, 1974 that no penalty orders had 
been passed, which resulted in a loss of revenue of Rs. 65,900. Sub- 
sequently, in September, 1974, i t  was further noticed by Audit that: 

(a) On 28th March, 1974, i.e., after the limitation period, the 
Wealth-tax Officer had passed orders to drop the penalty 
proceedings for the assessment year 1963-64 and to levy 
penalty of Rs. 30.315 for the assessment years 1964-65 and 
1965-66. The minimum penalty leviable for all these years 
was Rs. 65,900. 

(b) The assessee submitted, on 14th May, 1974, an application 
to the Commissioner for waiving the penalty imposable 
for late filing of return. As the application was then time- 
barred, no action could have been taken on it. The pen- 
alty was, however, reduced by the Commissioner from Rs. 
Rs. 30,315 to Rs. 2.600 in July, 1974. 



1.44. The Ministry have, aacepaedr !the mistake .in dropping the pen- 
alty for the year 1963-64 and levying. penalty for the assmsrrtfI1.t. 
yeass 1964-65 and : 1966-@. 

@?amgraph 75 (ii) of the Report of C&AG for the year 197475, 
Union Government (Civil), Revenue Receipts, Volume 11, 
Direct Taxes.] 

1.45. In this case, the assessee declaed net wealth of Rs. 4,549'75 
in each of the returns filed for the assessment years 1984-65 and 
1965-66. While completing the assessment, the Wealth Tax Officer is 
stated to have rounded off the figures to Rs. 4,f30,000 in both the 
years. The sources of the wealth are reported to be the same in both 
these years. 

1.46. The assessee did not pay self-assessment tax for the assess- 
ment year 1965-66. The penalty proceedings u/s 15-B of. the Wealth 
Tax Act, 1957, were initiated but the same had to be dropped on 9 
November, 1970 because the return for that year was filed on 29th 
March 1971 and the assessment was also completed on that very 
date. No penalty u/s 15-B is thus leviable for this year. 
I 

1.47. The Committee enquired that when the penalty proceedings 
had already lapsed on 31 March 1973 under what authority the 
Wealth Tax Officer had passed orders on 28 March 1974 dropping the 
penalty proceedings for assessment year 1963-64 and reducing the 
penalty leviable for the assessment years 1964-65 and 1965-66 below 
the minimum leviable under the law. In reply, the Department of 
Revenue & Expenditure admitted that the orders passed by the 
Wealth Tax Officer in this case "were without any jurisdiction vest- 
ed in him". The Wealth Tax Officer is stated to have explained that 
lie imposed penalties under the "mistaken belief" that :he assesm's 
application under Section 16 (2A) ) had extended the time limited for 
imposition of penalties. 

1.48. The assessee had made two applications for waiver of pknal- 
ties to the Commissioner of Income Tax on 25 March 1973 and 17 
April 1974 under ,Section 18(2A) of the Wealth Tax Act. In his 
letter dated 9 May 1974 addressed to the Commissioner of Income 
Tax. the Inspecting Assistant Commissioner had recommended a 
favourable decision on the application of the assessee. The Commit- 
tee, thereore, asked what were the bases or making such a recom- 
mendation. In reply, the Department have stated that the recom- 
mmdation "was prompted by excessive fear of adverse notice likely 
to be taken of the lapse by Wealth Tax Ofncer." 

1.49. The Committee M r d  to know if the Commiesioner was 
justified in entertaining the application of the assessee for waiver of 



.penalty 10uhd.h redw- the amount af p e d t y a f o r  the assesmneaa 
ylears 1 9 W 5  and ~l@6MM1to 161s. WOO/- despite the fact that ' the 
,-penalty proloetadings in athis case isad already become time-barred. 
The Department in a note conceded.that: 

'The Commissioner was d e r  the erroneous impression that 
u/s 18(2A) he was authwised to reduce or waive penalty 
imposable under the law at the p i n t  of time when the 
penalty is leviable without any reference to the point of 
time the penalty was actually levied. I t  has been bro- 
ught to the notice of the Commissioner that his view was 
erroneous." 

a 

1.50. Asked whether the assessee had paid reduced penalty of Rs. 
2,600 relating to assessment years 1964-65 and 1965-66, and if so, 
whether the same was not refundable. Department in a note 
confirmed that the assessee had paid the reduced penalty of Rs. 2600 
on 1 March 1975 and as no pnalty was leviable aft= 31 March 1973 
i.e. the d a k  on which the penalty proceedings had lapsed, the pen- 
alty paid is liable to refunded. 

1.51. The Committee wanted to know what action had been taken 
against the Wealth Tax OfRcer who had imposed penalties for 
1964-65 and 1965-66 on 28 March 1974 and had dropped the proceed- 
ings for the assessment w a r  1963-64 even after the statutory time 
limit prescribed by law expired. In reply, the Department in- 
timatecl that 'St has been decided to record a censure in his Con& 
dential Roll". 

1.52. Asked whether any action was also contemplated against 
the Income-tax Officer who had allowed penalties to lapse on 31 
March 1973 the Committee were informed that the explanation of 
the Income-tax Officer was "still awaited". 

1.53. In this case, the assessee is stated to have submitted his 
returns of wealth for the years 1963-64 to 196566 on 29 March 1971. 
On the same date regular assessments for these years were com- 
pleted and penalty proceedings for late filing of retnrns of wealth 
were initiated. The amount of minimum penalty leviable was 
Rs. 65,900. As the penalty proceedings were not completed by 31 
March ,1973, no penalty orders could be passed. This resulted in a 
loss of revenue of Rs. 65,900. On 28 March 1974, the Wealth Tax 
OBcer passed orders to drop the penalty proceedings for the assess- 
ment year 1963-64 and to levy penalty of Rs. 30,315 for the assess- 
ment years 1964-65 and 1965-66, despite the fact that the penalty 
proceedings had already lapsed. Unfortunately, the fact of laps of 



penalty proceedings was also ovdooked by th,e Inspecting Assis- 
tant Commissioner who recommended favourable decision on the 
application made by the assessee for waiver of penalty and by the 
tant Commissioner who recommended favourable decision on the 
assessee but went to the extent of reducing the pendty from 
Rs. 30,3l5 to Rs. 2.600 hardly realising that as penalty proceedings 
had already lapsed, no penalty whatsoever was payable by the as= 
sessee. The Department of Revenue ,and Banking have admitted 
that the orders were passed by the Wealth Tax Officer "without any 
jurisdiction" and under the "mistaken belief" that the assesse's 
application under Section 18(2A) had extended the time limit for 
imposition of penalty. The Committee have been informed that a 
decision has since been taken to record a censure in the Confidential 
Roll of the Wealth Tax Officer concerned. The Committee would, 
however, like to know the action taken by the Department against 
the Inspecting Assistant Commissioner and the Commissioner for 
their "erroneous" decisions. 

1.54. The Committee find that in this case though the regular 
assessment for the years 1963-64 to 1965-66 were completed and 
penalty proceedings for late filing of returns of wealth were initia- 
ted on 29 March 1971, these proceedings dragged on and no penalty 
orders w,ere passed by the Income Tax Officer till 31 March 1973 
resulting in lapse of penalty proceedings. The Committee b'ave 
been informed that the explanation of the Income Tax Officer con- 
cerned for this delay has already been called fox. The ICommittee! 
would like to know the action taken by the Department on the basis 
of the explanation of the officer concerned. The Committee lalw 
recommend that apart from taking action against the Income Tax 
OfAcer for the inordinate delay on his part in this particular case, 
the Department should also examine the causes of such delays with 
a view to evolve remedial measures in the interest of safeguarding 
revenues of the State. 



GIFT TAX 
. . . Inemrect Valuation of Gift . 

Audit Paragraph 

2.1. In the Gift-tax assessment made in January, 1974 for the ass- 
.essment year, 1973-74, in respect of an urban house property settled 
by an individual on his children in September, 1972, the value of the 
property was adopted as Rs. 1,68,500 as returned by the assewee. 
In the wealth-tax assessment of the individual for the earlier assess- 
ment years 1968-70 and 1970-71, completed before 1972, the above 
property had b-een valued at Rs. 2,52,150 and this was accepted by 
the assessee. The under-valuation of the property for gift-tax 
.assessment resulted in short levy of gift-tax of Rs. 16,730. 

2.2. The Ministry have accepted the objection. 
IParaghrapli 82(iii) of the Report of the C&AG for the year 

19W75. Union Government (Civil), Revenue Receipts, 
Volume 11, Direct Taxes.] 

2.3. The Audit paragraph brings out a case where failure to 
correlate the wealth tax assessment and gift-tax assessment resulted 
in under-assessment of gift-tax of Rs. 16,730. 

2.4. The Committee enquired whether the period of the lease in 
respect of the land covered by the property referred to in the Audit 
paragraph was above 25 years and if so, whether it would not b e  
correct to treat the lease hold right as equivalent to full ownership 
and to include :the value of the land in the value of the property 
gifted. In reply, the Department of Revenue and Banking have 
'informed the Committee that 'the Commissioner of the Income Tax 
has reported that there was no written lease agreement and that the 
assessee was paying only a ground rent of Rsi 100 per month 

2.5. The Committee desired to know why the Wealth Tax Officer 
who completed the gift tax assessment in January 1974 for assess- 
-ment year 1973-74 adopting the value of property as Rs. 1,68,500 
railed to notice the fact that in the wealth-tax assessment's of the 



individual for the earlier assessment year 1969-70 and 1970-71 that; 
property had already at Rs. 2,52,150. 

In reply, the Department have expi&. 
"The Wealth-tax Officer who completed the gifted-tax assess- 

ment for 1973-74 was guided by the Wealth tax assess- 
ment completed by his predecessor for assessment year 
1971-72 in which the value of Rs. 1,12,500 returned by the. 
assessee for two properties Nos. 48 and 50, Mount Road, 
was accepted." 

2.6. Asked whMher any action has been taken against the 
Wealth Tax Officer who complleted the assessment for assessment 
year 1971-72, the Department have stated: 

"The explanation of the Wealth Tax Officer has been received. 
He has stated that he wai misled, by an office note into 
completing the assessment under Section 16(1). The. 
explanation given by the Wealth Tax Officer was not 
accepted and warning has been issued." 

2.7. Since the Ministry had accepted the objection in  this case, 
the Committee enquired whether the gift-tax assessment for the 
year 1973-74 had been re-cpened and additional demand raised 
against the assessee. The Department in a note intimated: 

"The gift-tax re-assessment for the year 1973-74 was completed 
under Section 16(b) on 14 September 1976 and the ad- 
ditional demand has been raised which is yet to be 
collected." 

2.8. In a subsequent note (March 1977) the Committee were ih- 
formed that: 

"The matter is pending in appeal and collection of the tax 
demand has been deferred." 

2.9. In paragraph 4.12 of their 186th Report (Fifth Lok Sabha), 
the Public Accounts Committee (1975-76) had observed as under: 

It would thus appear that, apart from the weakness of the 
Internal Audit and the lack of pre-scruitiny of collabora- 
tion agreements, there are other, more basic, factors res- 
ponsible for income escaping assessment. In the first 
place, there seems to be chronic lsck of cofidination (i) 
among the assessing officers of the Department itself, (ii) 
among the assessment records pertaining to different 



, - d h w t  taxes phrti-ufmly "incbme t a x  and wealth tax, * (ii). 
amojog the hcome Tax Collecting Department of the Cem- 
Ira1 and State hvemment  and (iv) among the Centrail 
Board of Direct Taxes and the administrative Ministries 
entering into or approving firm collaboration agreements." 

2.10. In this context, the Committee enquired whether apart from 
taking action in this case, the Department had issued any general 
instructions on this subject. In reply, the Department informed the 
Committee that: 

"Tax has been -impr'esed upon the Wealth Tax Officers to 
invariably check up whether same property has been 
valued on an earlier occasion in any assessment under 
any other difect tax law and if so, valuation made under 
that Direct Tax Law should be kept in mind while com- 
pleting the assessment in hand." 

2.11. This is a case where failure to correlate &e wealth-tax 
assessment and gift tax assessment has resulted in under-assessment 
of gift tax of Rs. 16,730. As stated in the Audit paragraph, in gift 
tax assessment made in January 1974 for the assessment year 1973- 
74 in respect of an urban house property settled by an individual on 
his children in September 1972, the value of the property was adop 
ted as Rs. 1,68,500 as returned by the assessee. In the wealm tax 
assessment of the individual for the earlier assessment years 1969- 
70 and 1970-71 completed before 1972 the above property had already 
been valued at Rs. 2,52,150 and this is stated to have been accepted 
,even by the assessee. The Committee have been informed that the 
Wealth Tax Officer who completed the gift-tax assessment for 197% 
74 was "guided" by the wealth-tax assessment completed earlier by 
his predecessor for assessment year 1971-72 in which the value of 
Rs. 2,12,500 returned by the assessee for two properties was accep- 
ted. The Wealth Tax Officer who adopted the value at Rs. 2,12,500 
for the assessment year 1971-72 is stated to have explained that he 
was "misled" by an office note into completing the assessment under 
Section 16(1). The Department of Revenue and Banking have not 
accepted the explanation of the Wealth Tax OBcer and have i s s ~ e d  
a warning to him. The Committee have no doubt that the Depart- 
ment have since re-assessed the value of the property for the assess- 
ment years 1971-72 and 1972-73 on the basis of the assessment accep 
ted by the assessee for the assessment years 1969-70 and 1970-71. 



The C d t t e e  have been .informed the assessmeat of 
.gift tax for the assessment year 1973-74 in this case has already bema 
reopened and re-assressment completed under Section M(b) of the 
Gift Tax Act on 14 September 1978. Though the additional d e  
mand is stated to have been raised on the basis of re-assessment 
against the assessee, the matter, it has been stated, is pending in 
appeal and therefore colllection of the tax demand has been deferred. 
The Committee would like to be apprised of the outcome of the 
~ p p e a l  in this case and the amount of additional tax collected. ', 

2.12. The Committee recall that in paragraph 4.12 of their 186th 
Report (Fifth Lok Sabha) they had reiterated their concern at  the 
lack of coordination between assessments mmde under different 
direct tax levies. The Committee have been informed that the De- 
partment of Revenue and Banking have already impressed upon 
the Wealth Tax Officers to "invariably check up" whether same 
property has been valued on an earlier occasion -31 any assessment 
under any other direct tax law, and if so, the valuation made under 
that direct tax law should be kept in mind while completing assess- 
ment in hand. The Committee regret that despite the Department 
having impressed upon the Wealth Tax Officers to in4ariably check 
up the assessment made earlier under any other direct tax law, 
cases continue to arise where this requirement is overlooked. The 
'Committee suggest that the Department should again invite the 
attention of their field staff to this requirement to avoid recurrence 

;of such lapses. 



CHAPTER 111 

. .Incorrect Valuation of Estate 

. Audit Paragraph 

3.1. The estate of a deceased (who died in March 1972) included 
the value of 'Nursing Home' leased out in July, 1971, at  a monthly 
rent of Rs. 1,000. Though in the wealth-tax assessment the value of 
the property was determined as Rs. 5,05,784 and a registered Valuer 
valued the property, in October, 1973, at Rs. 3,46,372, the Estate Duty 
Officer, in the assessment made in February, 1974, took the value as 
Rs. 3,00,000 having regard to the subsisting lease on the property. 
It was pointed out in audit in January, 1975 that the lease of the pro- 
perty would not affect its market value and had the value of Rs. 
5,05,784 adopted in the wealth-tax assessments been followed in the 
estate duty assessment, additional duty of Rs. 72,442 would have 
bwome recoverable. The Department stated in July, 1975, that the 
case had been referred to the departmental valuation Cel for valua- 
tion of the property. 

3.2. The Ministry have accep'ted the objection. 
[Paragraph 89(ii) of the Report of the C&AG for the year 

197475, Union Government (Civil), Revenue Receipts, 
Volume 11-Direct Taxes] 

3.3. As stated in the Audit paragraph, in this case though in the 
wealth tax assessment the value of the property determined was 
Rs. 5,05,784 and a registered valuer had valued the property in Oct- 

. d m ,  1973 at Rs. 3,46,372, the Estate Duty Officer in the assessment 
made in February 1974 took the value as Rs. 3,00,000 having regard 
to the subsisting lease on the property. The Committee enquired 
as to how the value of Rs. 5,05,784 taken at the time of wealth tax 
assessment was arrived at. The Department of Revenue and Bank- 
ing in a note have furnished the following figures: 

Rs . 
"Value ~f builiing structure inclu3ng electrification etc. . . 4,78328 
Value o f  107 c a t s  of vacant site at Rs. 800 per cent . . 85,600 -- 

5,641428 
'Lux : Dzpreciation at I %Fr I 3  years . . . .  58a644 



3.4. The Committee desired to know whether the Registered! 
Valuer who determined the value of this porperty in October 1973 a t  \ 

Rs. 3,46,372 had adopted the above method of valuation and if so 
how is it that the registered Valuer valued this property at Rs. 3,46,372 
only as against the valde of Rs. 5,05,7(3$ d-ined at the time of 
wealth tax assessment. The Department replied that the value of 
value of Rs. 3,46,372 as per the later valuation report dated 3 Octo- 
ber 1973 was arrived at as under: 

Rs. 
"Value of terraced hall in grcund flrc r . . . .  2,23, ICO 
Value of verandah portien in grcund flccr . . . .  45,600 

Value ofterraced hall area in first floc r . . . .  1~8,480 

Valueof verandah portion rf first flcc,r . . . , 35,480 

Value of fittings and water-supply etc. . . . . . jo,ooo 

Value of effective portion of site (2/jrd c,f ICo cents i.e. 67 cents at 
Rs. xjool- per cent . . . . . .  .I,oo,~ co ----- 

6213,160 

Less : Depreciaticn at 4% fcr 18 years . . . , . 2,66,768 ---- 
3,463 372 --- 

The depreciation was adopted cn acccunt cf  cracks that hcd develc ped 
int he main building." 

3.5. The Committee asked whether in the assessment made in 
February 1974 the Estate Duty Officer had co-related the assess- 
ment made earlier under the Wealth Tax Act, and if so, how is it 
that a reduce value of Rs. 3,00,000 was adopted by him when in 
'the wealth tax assessment the value of Rs. 5,05,784 had been adopted. 
The Department have explained in a note that: 

"The Assistant Controller and Estate Duty personally inspect- 
ed the building and noticed cracks in the main building 
on account of which he was satisfied about the justifica- 
tion for adopting a lower value than in the wealth tax 
assessment. . . 

The Accountable person pleaded that having regard to the 
rental value of Rs. 1,000/- per month and the mandatory 
provisions of section 36 (2) of the ED Act, the ACED could 
not fur the market value as in the WT assessment as there 
is no provision in the WT Act similar to Section 36(2) of 
ED Act. According, to the ACED a nursing home could 
not be put up for sale as boarding and lodging house or 
like other residential buildings in as much as the class 



of wchge$rs was restricted, to quali0ed surgeons who 
could ventqg in the p u l r c b .  and run a hospital; the 
market valw may be estimfPted at 25 tima of the annuar 
letting value as per the lease deed, without taking muni- 
cipal tax etc.; such value works out to Rs. 12,000 X 25 or 
Rs. 3,00,000/-. The representative also pleaded that the 

,market value should he estimated with reference to the 
actual benefit that enured to the deceased and not on any 
notional or hypothetical benefits which the deceased could 
have obtained; the case would have been entirely Wer- 
ent if the nursing home had been continued either by the 
surviving heirs or by the remaining partners in a firm of 
doctors without the physical presence of the deceased. 
It  is in view of these circumstances that the ACED con- 
sidered the valuation of Rs. 3,00,000 as fair and could 
not & said to be an underestimate. It  will be perti- 
nent to mention that the value of the nursing home for 
income-tax purposes for the assessment year 1973-74 was 
taken at Rs. 1,89,071/-. IGt is this value which has been 
pushed up to Rs. 3,007000j- in the estate duty assessment." 

3.6. The Committee enquired whether the Departmental Valua- 
tion Cell to whom this casre was referred for valuation of the property 
had given its report. The Department informed the Committee that: 

"A reference to the Valuation Cell for determining the fair 
market value of the property was made on 8th June 1976. 
Valuation Cell's report has been received. Fair market 
value of the property has been determined at Rs. 8'42,000." 

3.7. The Committee desired to know the status of the deceased 
that was adopted in his income tax assessment. In reply, the De- 
partment of Revenue and Banking have stated: 

"The deceased was assessed to income-tax and ~~eal th- tax  as 
an 'individual'. In respect of the nursing home the de- 
ceased was assessed only as an 'indiddual'. However, 
there is another file for the HUF in respect of the undi- 
vided assets which are ancestral." 

3.8. The Committee also wanted to know whether the distribu- 
tion of the estate of he deceased had been completed and wealth-tax 
assessment made under Sections 19 and 19A of the Wealth Tax Act 
till the date of comp!etion of distribution. The Department have 
replied: 



"The deceased left a will bequeathing the properties to his- 
legal heirs. The distribution of the assets has ben com- 
pleted. The assessments to wealth-tax have been made 
till date of death of the deceased and no assessment is - 
pending." 

3.9. The Committee find that though in the wealth-tax assessment. 
the vdue of a property was determined as Rs. 5,05,785 and the re- 
gistered valuer had valued the property in October 1973 at- 
Rs. 3,46,372, the Estate Duty Officer in the assessment made in Feb- 
ruary 1974, took the value of the property as Rs. 3 lakhs having$ 
regard to the subsisting lease on the property. In  January 1975, 
the Audit had pointed out that the lease of the property would not 
affect its market d u e  and if the value of the property as originally 
assessed for wealth-tax, i.e., Rs. 5,05,785 was adopted for estate duty 
assessment, the additional duty 04 Rs. 72,442 would have become 
recoverable. The Committee also note that the Departmental Valua- 
tion Cell to which this case was referred for valuation of proper-ty 
on 8 June 1976, has assessed the value of the property at Rs. 8,42,000. 
In view of the valuation of the property by the Departmental Valua- 
tion Cell a t  a level even higher than in the wealth-tax assessment$ 
the criteria adopted for the valuation of the property by the re- 
gistered valuer or by the Assistant Controller of Estate Duty appear 
untenable. The Committee have no doubt that the Revenue Officers 
will reopen the assessments made earlier for wealth-tax, income 
tax as well as estate duty in respect of the property on the basN 
of the new valuation by the Departmental Valuation Cell. 

C. M. STEPHEN 
. .Chairman, 

Public Accounts Committee 
NEW D a m :  

September 26, 1977 - - -- - -- 
Asvina 4, 1899 Saka) 



APPENDIX 

SI. No. Para No. Ministry/Departrnent Conclusions/Recommendations 

I I .  13 Ministry of Finance The Committee find Qat in this case though the total wealth 
(Deptt. of Revenue) of an assessee and tax leviable thereon were determined on 25 Feb- 

ruary, 1974 a t  Rs. 2,78,100 and Rs. 2,752 respectively, the notice of 
demand, on the basis of that assessment, was issued only in March 
1976, i.e. after a period of more than two years. The omission to 
assess returned wealth was pointed out by Audit in May, 1975. Ex- 
plaining the omission to ~ a i s e  demand, the Department of Revenue 
& Banking have stated that according to the Wealth Tax Ofiicer he 
had accepted the return u/s 16(1) of the Wealth Tax Act and in evi- 
dence of the same he had put his "initials" over the return. A junior 
functionary in his office has explained his part in the omission by 
taking the plea that no demand notine could be issued unless the 
assessment order was "signed" by the Wealth Tax Officer. The Com- 
mittee were informed that the plea of the junior functionary was not 
acceptable because when a return was accepted under Section 16(1) 
no separate assessment order was necessary. Even if the plea put 
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forth by him was not tenable, i t  is Lot clear why the Wealth Tax 
officer failed to have the notice of demand issued immediately at 
least after the omission was pointed out by Audit in May 1975. The 
Committee recommend that reasons for this delay may be gone into 
in detail with a. view to fixing responsibility. 

2 I . I 4 Ministry of Finance 
(Deptt. of Revenue) 

The Committee also find that in this case instead of noting 
the tax demand of Rs. 2,7521- in the Demand and Collection Register 
as pending, it was shown as "filed" with the result that notice of 
demand was not issued in time. This lapse too was said to be' (iy to 
clerical error. It seems that in the tax column of that Regjster,,$he 
Upper Division Clerk wrote "filed" by mistake instead of writing, the 
words "N.D." i.e. No Demand. The C o , d t t e e  are surprised that 
entries in the Demand and Collection Register were either not 
checked by the supervisory officer or this 'error' escaped his nqtice 
despite such a check The Committee recommend that the Depart- 
ment of Revenue & Banking should review the existing arrange- 
ments to satisfy themselves that adequate checks exist at  least now 
to rule out the possibility of such clerical errors. 

Yet another omission noticed in this case was that in the 
'Blue Book' of the assessing officer the assessment was not shown as 
pending. It  has been pointed out to the Committee that maintenance 
of the Blue Book was also the responsibility of the Upper Division 
Clerk and that the Weqlth Tax Officer concerned had taken over 

I 



charge only in October, 1974 by which time Blue Book was expected 
to be completed. Since transfer of Wealth Tax Officers from one ward 
to another is not an abnormal feature, the Committee find it diftlcult 
to accept the plea of transfer of officers as a mitigating circumstance. 
The Wealth Tax Officers cannot be allowed to disown their responsi- 
bilities for this lappe. The Committee cannot but deplore the ten"- 
dency to throw the 'entire blame for all lapses on clerical staff. 

The Committee find that Madras Club which was being 
assessed to hcome-tax every year in respect of its income by way of 
rent from urban buildings and lands owned by it  in a commerkial 
area sold a part of the properties during the year ended 30 Septern- 
ber 1963, for a total consideration of Rs. 26.50 lakhs, the properties 
retained by it being valued at  Rs. 10 lakhs. Though the Club was 
assessable to Wealth Tax, as a body of individuals, in respect of these 
properties from 1957 onwards, i t  did not file any Wealth Tax Return. 
Stragely enough, even the Income Tax Department did not call for 
the returns. The Wealth Tax and Additional Wealth Tax on urban 
property leviable for the assessment years 1957-58 to 1972-73 amoun- 
ted to Rs. 4.18 lakhs. It is surprising that on the omission being 
pointed out in Audit in December 1973, instead of levying the Wealth 
Tax and Additional Wealth Tax due on these propelrties, the Central 
Board of Direct Taxes declared this Club as a Company on 24 Nov- 
ember 1974 and that too retrospectively from the assessment jrear 
1960-61. In January 1976, the Ministry are stated to have informed 
Audit that in view of declaration of this Club as a Company the 



objection survives only for the assessment years 1957-58 to 1859-60 
which, it was stated, we* beyond their reach now. 

Ministry of Finance The Department have sought to defend this action by say- 
(De~tt .  of Revenue) ing "it was considered that the nature and objects of the Club would - 

seem to justify its being declared as a Company for the purposes of 
the Wealth Tax Act." What is not clear to the Committee is that 
if the nature and objects of the Club were such as to justify its 
being declared as a Company, why this declaration was not w d e  
by the Central Board of Direct Taxes in the earlier yeafs. The fact 
that this declaration was made after the Audit objection gives the 
impression as if this declaration was not made on the merits of the 
case but was made to circumvent the objection. m e  Committee 
recommend that the circumstances leading to the declaration of 
Madras Club as a Company resulting thereby in loss of revenue of 
Rs. 4.18 lakhs should be thoroughly probed and the Committee in- 
formed of the result of investigation. 

The Committee find that assessment of Clubs borne on the 
Directory of Tax-payers which are not Limited Cornpdes is n@ 
very satisfactory. The Committee understand, that of the 78 su~h 
Clubs, 43 have a net wealth below the exmnption limit and O U ~  of 



the remaining 35 Clubs, 39 dre stich which aie Sffier BWg regularly 
a&ed 'b a t h  fax oi- ih FiWm *cases proceed&@ have since 
been initiated itnder the WkaIth Tax Act and fn 4 cases, assewbility 
of Clubs to wealth tax is under examination. The Committee desire 
that the Central Board of Direct Taxes should investigate into rea- 
sons due to which assessments of such Clubs was not being done on 
a re,dar basis and furnish a detailed ~ e p o r t  to the Committee. 

This case relates to gross under-valuation of a selfsccupied 
property located in Ahmedabad. The Committee find from .the 
facts placed before them that in the assessment year 1963-64 the 
value of this property was enhhnced from Rs. 2 lakhs to Rs. 2.50 
lakhs and thereafter the same value was adopted for the assessment 
years 1964-65 and 1965-66. On 22 August, 1968, an approved Valuer 7e 
is stated to have valued this property at Rs. 2.40 'la~khs. In vim 
of this valuation, the Wealth Tax Offtcer felt that the* was nr, 
scope for increasing the traluatiotl beyond Rs. 2.50 lakhs. According- 
ly, in August, 1969 while flnalising the assessments for assessment 
year 1966-67 to 196889, the Wealth Tax Officer again addpted the 
same valt~e. Audit pointed out to the Department that the valua- 
tioh did hot appear to be rational in view of the steep rise in the 
values of Wban properties. Departm'ent did not agree to reconsider 
the matter biecause it felt that record of this p a r t i ~ d m  assessee did 
not warrant retkin'siil~atioh. However wheh in October, 1971, i t  
came to the notice of the Department that the particular approved 
Value? who had valued this property, had been giving valuations 



a,t very low figures& a number of cases, the Department viewed 
this case with suspicion and referred it to the Departmental Valuer 
on 12 September, 1972.. In October, 1974, the Departmental Valuer 
determined the value of this property a t  Rs. 19.47 lakhs for the 
assessment year 1967-68, Rs. 22.83 lakhs for the assessment year 
1968-69 and Rs. 25.93 lakhs for the assessment year 1969-70. When 
the fact of under-valuation of property came to the notice of the 
Department in October, 1971, the action for re-assessment under 
Section 17(l)(b) of the Wealth Tax Act had, i t  has been stated, 
already become time barred for and upto the assessment years 1966- 
67 to 1969-70 were, however, made on the basis of the value as deter- 
mined by the Departmental Valuer and additional demand of 
Rs. 2,48,341 was raised. In the appellate proceedings t& Appellate 
Assistant Commissioner has reduced the valuation of this property to  
about half in each of the as$le~sment years 1967-68 to 1-70. The 
Committee view this case of gross under-valuation of property with 
serious concern. The extent of under-valuation can be gauged from 
the fact that the value of this property even after being slashed 
by !about half a t  the appellate stage is still four to five times more 
than the valw assessed by the approved valuer. 

8 1.42 Ministry of Finance The Committee are alsb dismayed to find that cases of valuation 
(De~tt- ofRevenue) of prpperties are not being handled with the expedition they de- 

serve. The Committee find that though the fact of under-valuation 



came to the notice of the Department in October, 1971, a reference 
\ to the Departmental Valuer was made only in September, 1972 i e .  

after a period of about 11 months. DepaPtmental Valuer took a fur- 
ther period of more than two yea- in determining the value of this 
property. The Committee feel that if the process of determination 
of vaIue of properties is so time consuming, Department should 
review the existing arrangements with a view to ra.tionalise and 
streamline them. The Committee need hardly emphasise that delays 
in reassessments could prove costly and result in claims getting time 
barred. 

In this case, the assessee is stated to have submitted his 
returns of wealth for the year 1963-64 to 1965-66 on 29 March, 1971. 
On the same date regular assessments for these years were corn- g 
pleted and penalty proceedings for late filing of returns of wealth 
were initiated. The amount of minimum penalty leviable was 
Rs. 65,900. As the penalty proceedings were not completed by 31 
Bfarch, 1973, no penalty wders could be passed. This resulted in a 
loss of revenue of Rs. 65,903. On 28 March. 1974, the Wealth Tax 
Officer passed orders to drop the penalty proceedings for the assess- 
ment year 1963-64 and to levy penalty of Rs. 30,315 for the assess- 
ment years 1964-65 and 1965-66, despite the fact that the penalty 
proceedings had already lapsed. Unfortunately, the fact of lapse of 
penalty proceedings was also overlooked by the Inspecting Assis- 
tant Commissioner who recommended favourable decision on the 
application made by the assessee for waiver of penalty and by the 



Commissioner also who not only entertained the application df the 
assessee but went t~ the extent of reducing the penalty f r ch  
Rs. 30,315 ib Rs. 2,600 hardly realising tHat & penalty prowedings 
had already lapsed, no ~ a l t y  whatsoever wag payable by the gs- 
sessee. The Department of Revenue and Banking have admitted 
that the orders were pass4  by the Wealth Tax Offider "without ahy 
jurisdiction" and under the "mistaken belief" that the assesse's 
application under Sectioh 18(2A) had extended the time limit for 
imposition of penalty. The Committee have been informed that a 
decision has since been taken to record a censure irl the Confidentftd 
Roll of the Wealth Tax M c e r  concerned. The Committee would. " 
however, like to know the action taken by the Department against 
the Inspecting Assistant Commissionei. and the Commissioner for 
their "erroneous" decisions. 

Mihtty of Finance The Committee find that in this case though the regula'r 
OfRevenue assessment for the years 1963-64 to 196546 were completed and and Banking) 

penalty proceedings for late filing of returns of wealth were initia- 
ted on 29 March, 19'71, these proceedings dragged on and no Waltjr  
orders were passed by the Incom'e Tax Officer till 31 March, 1973 
resulting iri lapse of penalty protc&ngs. Thb CommiWx have 
been i n f d e d  that the explanation of the rnc6m& Tax €HEW '&I- 
cerned f a  this delay has already be'eh e'allei! for. 'COM~W 
would iiEe to kdow the action Ya9t;en by tWe KR@htment on tEe W M B  



of the explanation of the &cer ~onrcmned. The Comttee &a 
recommend that apart from taking, action against @e Lumne Tax 
m c e r  for the inordinate deldy on his part in t& particular cae, 
the Department should also examine the causes of such c#days with 
a view to evolve remedial measures in the interest of safeguarding 
revenues of the State. 

This is a case where failure to correlate the wealth-tax 
assessment and gift tax assessment has resulted in under-assessment 
of gift tax of Rs. 16,730. As stated in the Audit paragraph, in gift 
tax assessment made in January, 1974 for the assessment year 1973- 
74 in respect of an urban house property settled by an individual on 
his children in September 1972, the value of the property was adop- 
ted as Rs. 1,68,500 as returned by the' assessee. In the wealth-tax ' 

assessment of the individual for the earlier assessment years 1969- w 
70 and 1970-71 completed before 1972 the above property had already 
been valued at Rs. 2,52,150 and this is stated to have been accepted 
even by the assessee. The Committee have been informed that the 
Wealth Tax Officer who completed the gift-tax assessment for 1973- 
74 was "guided" by the wealth-tax assessment completed earlier by 
his predecessor for assessment year 1971-72 in which the value of 
Rs. 2.12,500 returned by the assessee for two properties was accep- 
ted. The Wealth Tax Officer who adopted the value at  +. 2,12,500 
for the assessment year 1971-72 is skted to have explai~ed @& he 
was "misled" by an office note into completing the assessment under 
Section 16(1). The Department of Revenue and Banking have not 
accepted the explanation of the Wealth Tax Officer and have issued 



a warning to him. The Committee have no doubt that the Depart- 
ment have since reassess& the value of the property far the assess- 
ment years 1971-72 and 1972-73 on the basis of the assessment accep- 
ted by the assessee for the assessment years 1969-70 and 1970-71. 

The Committee have been informed that the assessment of 
gift tax for the assessment year 1973-74 in this case has already been 
reopened and reassessment completed under Section 16(b) of the 
Gift Tax Act on 14 September 1976. Though the additional de- 
mand is stated to have been raised on the basis of reassessment 
against the assessee, the matter, it has been stated, is pending in 

W appeal and therefore collection of the tax demand has been deferred. , A 

The Committee would like to be apprised of the outcome of the 
appeal in this case and the amount of additional tax collected. 

Ministry of Finance The Committee recall that i n  paragraph 4.12 of their 186th 
(Deptt. of Revenue Report (Fifth Lok Sabha) they had reiterated their concern a t  the 
and Banking) lack of coordination between assessments made under different 

direct tax levies. The Commif.tee have been informed that the De- 
partment of Revenue and Banking have already impressed upon 
the Wealth Tax Officer to "invariably check up" whether same 
property has been vhlued on an earlier occasion in any assessment 
under any other direct tax law, and if so, the valuation made under 
that difect tax law should be kept in mind while completing assess- 

/ 



ment in hand. The Committee regret that despite the Department - -  

having impressed upon the Wealth Tax Officers to invariably check .. 
up the assessment made earlier under any other direct tax law, 
cases continue to arise where this requirement is overlooked. The 
Committee suggest that the Department should again invite the 
attention of their field staff to this wquirement to avoid recurrence 
of such lapses. 

The Committee find .that though in the wealth-tax assessment 
the value of a property was determined as Rs. 5,05,785 and the re- 
gistered valuer had valued the property in October 1973 at 
Rs. 3,46,372, the gstate Duty Officer in the assessment made in Feb- 
ruary 1974, took the value of the property as Rs. 3 lakhs having 
regard to the subsisting l e ~ s e  on the property. In January 1975, 
the Audit had pointed out that the lease of the property would not 
affect its market value and if the value of the property as originally 
assessed for wealth-tax, i.e., Rs. 5,05,785 was adopted for estate duty 
assessment, the additional duty of Rs. 72,442 would have become , 
re2over'able. The Committee also qote that the Departmental Valua- 
tion Cell to which this case was referred far valuation of property 
on 8 June 1976, has assessed the value of the property at Rs. 8,42,000. 
In view of the valuation of the property by the Departmental Valua- 
tion Cell a t  a level even- higher than in the wealth-tax assessment, 
the criteria adopted for the valuation of the prope* by the re- 
gistered vsluer or by the Assistsnt Controller of Estate Duty appear 






