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INDRODUCTION 

I, the Chairman of the Public Accounts Committee, as authorised 
by the Committe!", do present on their behalf this Hundred and Forty-
Seventh Report oi the Public Accounts Committee (Sixth Lok Sabha) 
on paragraphs 71 and 74(iii) of the Report of the Comptroller and 
Auditor General of India for the year 1976-77. Union Government 
(Civil) Revenue Receipts, Vol. II relating to Ministry of Finance. 

2. The Report of the Comptroller and Auditor General of India 
for the year 1976-77, Union Government (Civil) Revenue Receipts, 
Vol. II, Direct Taxes was laid on the Table of the House on 12 April, 
1978. The Public Accounts Committee (1978-79) examined the para-
graph 71 at their sittings: held on 25 October, 1978 (AN) and 7 Febru-
ary, 1979 (AN). The Public Accounts Committee (1978-79) considered 
and finalised this Report at their sitting held on 28 April, ~. 

The Minutes of the sittings form ar~ II of the Report. 

3. A statement containing conclusions and recommendations 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 recoOrd their appreciation oOf the assist-
ance rendered to them in the examinatioOn oOf these paragraphs by the 
CoOmptroOller and AuditoOr General oOf India. 

5. The Committee would also like toO express their thanks to the 
officers of the Ministry of Finance (Department of Revenue) for the 
cooperatioOn extended by them in giving infoOrmatioOn to the CoOmmittee 

NEW DELHI; 

April 28, 1979 

Vaisakha 8, 1901 (S) 

P. V. NARASIMHA RAO, 

Chairman, 

Public Accounts Committee . 

• Not printed. One cyc10styled copy laid on the Table or the House and five copies 
• .Qced in Parliament Library. 

(v) 



REPORT 

~ .I 

~ .  of ~a t -~a r on big Agricultural La1tdholdi1J.g8 

Audit Paragraph. 

1.1. The Finance Act, 1969 brought a ~ultu~.lland  (except thQse 
situated in the State-of, ~ u and· Kaf;hmir.) ,withip. the-chluge of 
wealth-tax with effect from the 1st April, . ~all holdings were,-
however, exempt. Thus, upto the assessment year 1974-75, the value 
of agricultural land. by itself or along with· the value of an urban 
house was exempt upt0.Rs. 1.50 lakhs. From the assessment year 1975-
76 onwards, the exemption ~n respE'<'t of agricultural land is combined 
with certain investments like Government securities, shares in com-
panies, bank deposits, etc. upto Rs. 1.50 lakhs. 

1.2. On the introduction of levy of wealth-tax on agricultural 
lands, the Central Board of Direct Taxes issued executive instructions 
in December, 1969 directing the Commissioners of Income-tax to· ar-
range urgent survey by reference to the records maintained by State 
revenue authorities, registering officers, agricultural income-tax offi-
cers, land mortage banks, agricultural marketing cooperative societies 
and bulk sellers and purchasers of agricultural produce and imple .. 
ments, etc. to locate potential wealth-tax assessees holding agricultu-
rallands valuing, above Rs. 1.50 lakhs. The data so collected were to 
be posted on prescribed survey cards. These instructions were re-
peated in May 1970 when the need for expeditious completion ·of sur-
vey and· collection of data re ardin~ location, ·nature, .area, value on 
the baSis of recordt.'d sales,and capitalised value of net agricultural 
income of large agricultural holdialt!s and the posting of these data on 
the prescribed survey cards were emphasised. In April, 1975 the· 
Central Bear.d. of Direct Taxes directed, the Wealth-tax Offieers to 
examine· the-returns filed by big landholders under the State Land 
Ceiling Acts for their liability to direct taxes. The results of these 
exercises have not yet been intimated (March, 1978). 

1.3. While introducing the Finance Bill, 1969 in Parliament, the 
then FiBance Minister had stated, "Agricultural wealth has so far 
'been exempted from wealth-tax. This has .eneouraged· purchase of 
such land by the rich, professional and business classes .... Accor-
ningly I propose to provide. ,in the Wealth-tax Act for the levy of 
wealth-tax: on the value of agricultural land including building,. 
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situated on or in the immediate vicinity of such land. Standing 
crops, tools, mpleemnts and equipment such as tractors will, how-
ever, be exempt. Agricultural wealth will be added to the other 
wealth for the purposes of. the tax at the existing rate with effect 
from the assessment year 1970-71. This measure will yield additional 
revenue of Rs. 5 crores in a full year .... It is my intention to pass 
on the net-proceeds of the revenue of wealth-tax on agricultural pro--
perty to the States as grants-in-aid.".;c, .' 

1.4. The following table indicates the budget estimlltes and the 
actual collections from wealth-tax on agricultural prop@tty for the 
years 1970-71' to 1976-';'7: 

Year 

~-  • 

1973-74 . 

1974-75 -

1975-76 • 

1976-77 • 

Budget 
,estimates 

ACtuaD 

(Figwu in lakhs) 

400 3 

~  3:1 

~  55 

124 

278 

459 

877 
(ProvMional) 

1.5. In 1970-71, a budget provision of Rs. 4 crores was made for 
passing on the net proceeds of wealth-tax on agricultural property to 
the States. This provision was, however, deleted in the revised esti-
mates as no collections were anticipated in that year. In 1971-72, a 
provision of Rs. 7.25 crores was made but, in the revised estimates, it 
was reduced to Rs. 3.50 crores. Again in 1972-73, a budget provision of 
Rs. 9.25 crores was made but, in the revised estimates. it was deleted 
altogether in view of small.collections. Thereafter in the budgets 
for the years 1973-74 to 1976-77, no provision was made for payment 
of grants-in-aid to States on this account. 

1.6. For the computation of net wealth under the Wealth-tax Act, 
1957, the value of any property is the price that the property wilI 
fetch in a free sale in an open market on the relevant valuation date. 
It has been judicially held that the existence of a free market for this. 
purpos, is always assumed. . 
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1. 7. The 'Board have not issued any detailed instructions. or guide-
lines on the valuation of agricultural lands for wealth-tax purposes. 
In April 1959, however, they had issued instructi:>ns on the valuation 
of agricultural lands for estate duty purposes. According to these· 
instructions land values should be fixed on the basis of actual record-
ed al~  an.j mdependent check should be made on the market sale by 
comparing the sale price with the net income derived from land, the 
value being determined at 12 to 20 times' the net yield of the land' 
arrived at after allowing a deduction of 50 per cent from the gross 
yield towards expenses. 

!.fl. A test check conducted Ly Audit in a few districts in :lome 
states disclosed instances of surveys having not been conducted, of,· 
defective surveys and follow-up action, and of omissions to correlate 
with details available in the State Government records. In none of 
the wealth-tax wards covered in test check, survey cards were found. -
posted and maintained. Some of the important omissions noticed are 
detailed in the succeeding paragraphs. 

1.9. It was noticed, in general. that the wealth-tax returns did not 
disclose the extent, nature, location and mode of valuation of agricul-
tural lands. The returned values were either accepted or valuation 
was done on ad hoc basis. in the absence of necessary data which were' 
required to be collected by the Wealth-tax Officer on a proper survey 
by correlation with the records mentioned in various instructions of 
the Board. 

(1) In two districts in Bihar, the land revenue records indicated 
that out of 1,171 land holdings of 25 acres and above, the holdings of 
13 persons were in excess of 500 acres each. those of 262 persons were 
between 100 and 500 acres and those of 400 were between 50 and 100 
acres each. However, no wealth-tux proceedings had been initiated 
in  any of these 1,171 cases. 

(ii) In three districts in Gujarat in 240 cases of agricultural hold-
ings valued, all the basis of actual sales and/or yield, above Rs. 2.50-
lakhs each, no wealth-tax proceedings had been initiated. There was 
evidence in the revenue records that a number of these landowners 
had other chargeable assets also. The value of agricultural lands 
alone escaping wealth-tax assessment aggregated Rs. 9.44 crores in a 
single assessment year. Out of these 240 cases, 37 cases accounted for 

", . escapement of aggregate wealth of Rs. 2.46 crores. 

(iii) The cost of cultivation of a rubber plantation, being the capi-
tal outlay in rearing the rubber trees from the planting stage to yield 
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stage (7 ea~  ~  been worked,put by the :Rubber BGardat Rs. ~.  

per acre .. Together it~ t e cQst of land"other inter-.cropsanddeve-
lopment' of road!), coolie sheds etc" the cost of development per acre 
of rubber i~nt.ation would not be less than Rs. 10,000 per acre. Based 
., . .,... .!, . 

on this value, a rubber plantation comprising 10 hectares and above 
would attract levy of ea -ta~~ 

According to district-wise classification of rubber estates in er~la 
at the ~nd of the ~ar 1970.7i.; pr,epared by the Government of Kerala; 
there were in one district, 115 rubber estates of more than 10 hectares 
of land, 19 comprising land above 40 hectares and 96 comprising land 
upto 40. hectares. (Jut of these-115 cases, only 3 estate-holders were 
assessed to wealth-tax in respect of their rubber plantations. 

Similarly, out of 67 cardamom states (comprfsing 6,879 acres) and 
50 coffee estates (26 cornprising ~  hectares and above ea,ch) shown Tn 
the classification of area preparedby the 90vernment of Kerala, only 
2 cardamom estates (308 acres) and 2 coffee estates were found asses-
sed to ealt ~ta  in one district. 

(iv) In Tamil Nadu, comparison of records of agricultural income-
tax offices in four centres with, wealth-tax records of the connect~d 
inco e-ta~ wards revealed that, out of 165 cases relating to three 
centres where agricultural holdings exceeded 50 acres each, 90 cases 
related to private and public trusts which were liable to ealt -t~ . 

In 5 such cases alone the value of agricultural holdings, computed 
at Rs. 2,500 per acre of dry land and Rs. 5,000 per acre of wet land, 
which escaped a ~e ent. in anyone of the assessment years 1970-71 
to 1974-75 was Rs. 1.13 crores, in the aggregate. 

(v) A text check in two districts in Madhya Pradesh revealed that 
out of 140 cases of agricultural holdings valued. above Rs. 1.50 lakhs, 
only 55 were borne on wt'alth-tax records. In 10 cases, where the 
values of land ldin~  ranged between Rs. 3,61,776 and Rs. 13,48,731 
there was an escapement of wealth of Rs. 73.,32,141 in the aggregate, 
in the assessment year 19}4.75. 

(vi) A scrutiny of land reVel!Ue records of four districts in Raja:s-
than disclosed that in 980 cases, according to the valuation done by 
the land revenue authorities, the value of agric.ultural lands was in 
excess of Rs. 1.50 lakhs each. These included land values of over 
Rs, 10 lakhs in 8 cases and of over Rs. 5 lakhs but below Rs. 10 lakhs 
in 72 cues. No wealth-tax proceedings had been initiated in any of 
these 9B0' CtUles. 
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In ~ cases, notic~  ca~in~. for w. ~alt~  tax .ret~rn  er~ i ~ed  t,o per-
sons boltlliig'Iahd'of the' a.~ re .te vWue of R's. 19.42' lakhs but the 
not c~  remained uns$rved on the ground that whereabouts of< the 
assessees were not-known. Instead of particulars from liuid recorus 
being collected, the procedings were later on dropped, resulting. in 
escapement of total wealtb of ~~. 19.42 lakhs in the a e en~ year 
1970-71 'in these three cases. 

" ' 

In the case of!! Hindu undivided families, 7,011 bighas ofagricultu-
ral land valued by revenue authorities at &.21.03 lakhs were not 
brought to charge of wealtll tax from the assessment year 1970-71 
onwards. 

(vii) In one district jn West Bengal, out of 1,844 persons asses. .. ed 
to agricultural income-tax by the State Government, 64 persons had 
net agricultural income of over Rs. 10,000 per annum. None of these 
persons was considered ~or assessment to wealth-tax for the a e ~ 

ment years lY70-71 and 1971-72, while only 4 persons were asseSSed 
from the assessment year 1912-73 onwards. Forty persons held agri-
cultural lands in excess of 30 acre5 and, based on the value according 
to the yield method and the comparable sale prices, the value of agri-
cultural wealth held by each of them was over. Rs, 31akhs. These 40 
persontJ were, however, not assessed to wealth-tax, resulting in es-
capeme?\t of wealth aggregating Rs. 6.44 crores for the assessment 
years 1970-71 to 1974-75. 

In another district in West Bengal, there were 142 assessees who, 
according to the agricultural income-tax records, held more than 20 
acres of land each. Based on the value of land worked out on the 
yield method (Rs. 9,500 per acre for irrigated land and Rs. 7,800 per 
acre for non-irrigated land), these assessees were potential wealth-tax 
assessees. However, only 27 persons could be located in the wealth-
tax records. In the remaining 115 cflses, no enquiries appeared to 
ha\'e ~en made. Out of 8 individuals who held land in excess of 30 
acres each, 7 individuals were not seen assessed to wealth-tax at an. 
Based on the values on yield method, wealth escaping assessment in 
these 7 cases would be Rs. 30,83 Iakhs for the assessment years 1970-71 
to 1974-75. In the remaining case,. the assessee'returned the value of 
12.34 acres of agricultural land as Rs. 25.520 and this was accepted by 
the Wealth-tax Officer. According to the agricultural income-tax 
records; however, the assessee was in possessibn of 38.22 acres of agri-
cultural land. 

(viii) In Orissa, in one district, three pE'rsons assessed to net agri-
cultural income-tax ranging between Rs. 15,776 and Rs. 42,254tper 

T;"-:-:-;-P,l 
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~nu~ were not. assessed t~ ~alt -ta  t ~u  the values of their 
agrici,utul'al holdings at .20 .. ' times, the net yield were between. 
Rs. 3,15,520 and Rs. 8,45,060 'for1he a,ssessment year 1974.75. 

. '. ,'. . . 

BO. (i) The net agrictilt'ural income that is being aSSessed t6 agri-
cultural income-tax by the State Government 'authorities is computed' 
after allowing from the gross incon,e certai~ permissible e e~ e  and 
this net agricultural income corresponds to net yield. The value of 
agricultural land should be at least 12 times the net yield. However,. 
in seven .cases in Tamil Nadu, it was noticed that the values, adopted 
in wealth-tax assessments worked out to less than 8 times the !let, 
agricultural income. In one of these cases in Tamil N adu, the net 
agricultural income (Rs. 3.56 lakhs\ was more than the net wealth 
(Rs. 2.26 lakhs). In six cases out of these seven cases, the underva-
luation of land (computed at 20 times the net agricultural income) 
aggregated Rs. L01 crores in the assessment year 1974-75. 

(ii) In the case of an assessee, wealth-tax assessments for the 
assessment years 1970-71 to 1974-75 were completed in March, 1976, 
adopting the value of agricultural lands as ranging between 
Rs. 1,40,000 and Rs. 1,75,000. The agricultural income arising from 
these lands was Rs. 60,000 (approximate) in each of these assessment 
years. The net agricultural income (determined only for the assess-
ment year 1974-75) was Rs. 33,534. Capitalising this net income even 
at the yield rate of 10 per cent, the value of the lands approximated 
Rs. 3,35,000 in each of these assessment years. The under-valuation 
of the lands resulted in total undercharge ,of' tax of Rs. 33,175 for all 
the assessment years 1970-71 to 1974-75. 

(iii) In the cases of 2 assessed in Haryana, the values of agricultu-
ral measuring 357.5 acres and 340 acres were adopted by the Wealth-
tax Officer for the assessment year 1970-71 as Rs. 3,75,000 and 
Rs. 3,85,000 respectively on an ad hoc basis, as against the values of 
Rs. 3,01,652 and Rs. ,3;66,246 certified by an approved valuer. The 
values as estimated by the land revenue authorities were Rs. 10,49,800 
and Rs. 9,52,600 respectively. It was also noticed that, in respect of 
transfer of a portion of the lands belonging to these assessees to the 
tenarits undE'r the State Land Tenure Act, the compensation paid by 
the Government was at the rate of Rs. 2,700 per acre, being 75 per cent 
of the average rate of ~le of land in that locality during the preced-
ing 10 years. Even on this apparently low estimate, the values of 
lands worked out to Rs. 9,65,000 and Rs. 9,18,000 respectively. Incor-
rect valuation in these two cases resulted in short computation of net 
wealth aggregating Rs. 31.32 lakhs for the assessment years 1970-71 to 
1972-73. • 
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,  . (iv) In 3 cases, in one district in West. Ben,gal tJ;le a ~~ ee  men-
boned in their wealth-tax returns that they possessed agricultural 
lands whose value waS below the exemption limit without furnishing 
-details of area of lands and their ,;alue and this was accepted by the 
Wealth-tax Officer without making any enquiries. On the net yield 
method of valuation, the value of lands held by them, as shown in the 
agricultlH'al income-tax records, exceeded' Rs. 3 lakhs in each CA!le. 
Total wealth escaping assessment due to incorrect -valuation was 
Rs. 23.63 lakhs in the a e ~e~t years 1970-71 to 1974-75. 

" (v) In the case, of an eJ..-ruler in Rajasthan, the wealth-tax return 
for'the year 1970-71 showed agricultural holding of 1,342 bighas valued 
. at Es.56,34B. The aSSessee according to land revenue records, posi:les-
sed 4,E.:15 bighas (Jfland in Kota City and its vicinity valued by reve-
nue authorities at 1\s. 47.43 lakhs. The wealth-tax assessments in his 
,case had been pending (June, 1976) from tqe assessment year 1965-66. 

The paragraph was sent to the Ministry of Finance in September, 
1977; they have stated (December 1977) that these <?bjections are 
under consideration. 

Paragraph 71 of the Report of the Comptroller and udito~ dene-
ral of India for the year 1976-77, Union Government (Ciyii)', e erll ~ 
'Receipt-;, Volume II, Direct Taxes]. 

1\. Historical Background 
". ":-I 

1.11. The itt~e on Taxation on Agricultural ~alt and 

Income (Raj Committee) had recommended levy of Agricultural 
Holdings Tax. In paragraphs 4.1 and 4.2 of their Repol;'t ~tober 

'1972) they ~tated  

"4,1 Exclusion of agricultural income from the tax-base of 
income-tax has come in for criticism from time to time as 
a s:>urce of grave inequity in the tax system: As early 

'j! 

-a::, 1924-25 the Taxation Enquiry Committee felt that "on 
grounds on equity there is no reason why the surplus of 
the larger and holder should be exempt", More recently. 
it has been adversely commented upon ior the disparate 
treatment of these two broad categories of income and 
for the opportunities it offers "for camouflaging black 
,'money." Reference has been made in this context to the 
acquisition of "agricultural farms, vine yards and 
orchards" by Persons with high non'agricultural inc:>mes 
merely' as a means of evading' income-tax. ~ o prevent 
such tax ,evasion, and also for "equity and "distributive 



8 

justice", the ~nc o Committee felt that agricultural 
income should be "subjected to a uniform tax more ~  

less 'on par with the tax on other income, so as to eliminate 
the scope for evasion cjf direct taxes imposed by the Union 
Government." The Committee has accordingly suggested 
that "in the interest of uniformity and stability of the 
Central Government should assume the power to levy 
and administer a tax on agricultural income." 

However, for reasons mentioned in Chapter 2, we are of the 
view that complete integration of agricultural and nOD-
agricultural incomes would not be a satisfactory solution 
to the problems ·of inequity and evasion. The Agricul-
tural Holdings Tax outlined in Chapter 3 would secure 
more effectively the objective of realising for the StatE's 
the revenue considered justly due from the better-off 
sections of the rural population, with much less scope for 
'harassment of the assessees than is likely to result from 
exteniion of the Central income-tax to farm incomes." 

1.12. A statement showing action taken by State Governments 
regarding implementation of recommendations of Raj Committee on 
Agricultural Land holding tax furnished by the Ministry of Finance 
is appended (Appendix I). 

• 1.13. The Ministry of Finance in a Note (as vetted by Plan 
Finance Division), intimated that the progress made in implemen-
tation of Raj Committee recommendations is as under: 

(1) The Report of the Committee on Taxation of Agricultnral 
Wealth and Income (Raj Committee) was ~r arded to the 
State Governments in November, 1972 for examination and 
processing the recommendations for implementation. rrhe 
then Finance Minister wrote a D.O. letter on 17 November, 
1972 to all the Chief Ministers of the States requesting 
them to take necessary steps immediately for completing 
the study and examination of the report expeditiously so 
that these recommendations might be processed for imple-
mentation. 

(2) Only two states viz. Haryana and Himachal Pradesh 
decided to implement the modified version of 'the agricul. 
tural holdings tax suggested by the Raj Committee. The 
Government of Haryana ~n l. ced w.e.f. 16,June, 1973 the 
HaryanaLand ~ldi l  Tax ~ct  1973 ~t  "the ~in 

object of augmenting the resources of the State and dOlng 
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away with the multiplicity of levies/charges. In accord-
ance with this Act, all the land has been divided into five 
classes, depending upon the kind of soil. Land holdings 
of various classes are subject to specified rates of tax which 
increases with the size of the holdings. The unit of assp.ss-
ment is the family. The Haryana legislation does club 
holdings by different members of the family into one hold-
ing for the purpose of levy of the  tax but the rate of tax 
has been fixed on the basis of soil cla i i~tion only and 
not in relation to the value of the product which is the 
basis of the agricultural holdings tax recommended by 
the Raj Committee. The Haryana LHT is, therefore. not 
the same as the agricultural holdings tax recommended by 
the Raj Committee. At best, j.t can be tenried as a modi-
fied version of the agricultural holdings tax. The Gov-
ernment of Haryana intimated to us in May 1978 that 
replacement of land revenue and other levies by the 
Haryana Land Holdings tax Act, 1973 has mobilised addi-
tional resources of over Rs. 4 crores for the State per 
annum. The Governmffit of Himachal Pradesh intimated 
to us in June 1977 that two Acts, viz. the HP Land Hold-
ings Tax and HP Land Revenue Surcharge Act were 
enacted in 1974 following acceptance of the Raj o itt~e 

recommendations by the State. It was further intimlltcd 
that the land holdings tax was proposed to be repealed 
consequent upon enactment of HIMACHAL PRADESH 
(Taxation on certain goods carried by road) Act, since 
more revenue was likely to accrue to the Government by 
the new Act and that recovery of the landholdings til x 
had been suspended. It 'has been ascertained from the 
Finance Secretary, Himachal Pradesh on telephone that 
the position remains the same as reported in J:une ~ . 

~ Government of West Bengal intimated to us some time-
back that it was introducing the West Bengal (Farm hold-
ing) Revenue Bill. 1978, in the State Assembly. It is 
stated in the Statement of Objects and Reasons of the Bill 
~ at it is considered necessary by the State Government 
to bring about a radical change in the existing land law 
by relating assessment and levy of land revenue t:> the 
situation of land in different agro-climatic areas, general 
productivity or the productive potential pf land held by a 
riyat. It is also stated that, to bring about progression 
in the land revenue pattern, it is-proposed to exempt small 
owners of land with lesser production potential altogether 
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from revenue burden and to a.ssess at an increasingly 
graduated scale the revenue on holdings. with rateable 

.• value exceeding the exemption limit. It is further staTed 
that it is proposed to provide for Regional Rating o~rd  

and a State Rating Board for periodical assessment of the 
. rateable value, an appetll against assessment and remis-
sionof farm holding revenue either wholly or in ~rt on 
account of drought, flood or other natural calamities. 
Thus, it appears that the legislation proposed bv the Gov-
ernment of West Bengal is a modified and simplifi =d ver-
sion of the ART recommended by Raj Committee. 

(3) S:>me States viz. Assam, Karnataka, Kerala, Madhya 
pradesh, Maniptir, Meg-halaya, Nagaland, Orissa, Punjab, 
Tamil Nadu and Uttar Pradesh have not accepted the re-
commendations of the Raj Committee, for imposition of 
the agricultural holdings tax. The reasons given are that 
the' methodology of the agricultural holdings tax propos-
ed by the Raj Committee is very cumbersome and brist-
les with administrative difficulties or alternative methods 
have been devised to tax the agricultural incomes suitably. 
The other States are still examining the recommendations 
have not taken a final decision. 'A statement showing 
the State Governments regarding implemention of the re-
commendations of the Raj Committee for ilnp:>sition of 
Agricultural Holdings tax computed on the basis of the 
information at present available in the Ministry of Fin-
ance is enclosed at Annexure I to this note. The telex 
messages have been sent by Plan Finance Division to 
Andhra Pradesh, Bihar, H.P., M.P. Manipur, Meghalaya, 
Karnataka, Nagaland, Punjab, Rajasthan, Tripura, 
Sikkim and West Bengal requesting them to intimate the 
latest position. 

(4) 'The Raj Committee's recommendations regarding Agri-
cultural Holdings Tax were considered in the Planning 
Commission on the 23rd March, 1973. The consensU!'; of 
opinion was that the agricultural holdings tax involved 
administrative and legal complexities and might be diffi-
cult to implement. Ministry of Agriculture also did not 
favour· immediate introduction of Agricultural Holdings 
Tax but preferred a simpler system of raising resources 
from agriculture till such time the States had built up 
elaborate administrative arrangements necessary f.or 
levying of agricultural holdings ,tax. 
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(5) The Draft Five Year Plan 1978-83 states that agricultural 
production and income have risen considerably due 
partly to large public sector investment in agricultural 
research, extension, irrigation credit, fertilizers, etc. 
under successive plans the level of agricultural taxation 
continues to be relatively low. It is further stated that a 
major share of higher agricultural incomes must have ac-
cured to a small proportion of cultivators constituting 
the upper strata of the rural SOCiety. It has been urged 
that these incomes should be taxed at progressive dates 
comparable_ to those payable by non-fann earners in order 
to secure horizontal equity in taxation between agricul-
turists and non-agriculturists and to reduce the di ~t  

of the rural community. It has been recommended that 
the State Governments should once again consider re-
imposition of a progressive agricultural hQldings tax in 
the fomi recommended by the Raj Committee but, if this 
is not consi,dered feasible, surcharges at graduated rates 
should be added to land revenue in all States in order to 
introduce progression in the system of agricultural tau-
tion. 

B. Proceeds from Wealth-tax on bi&' Aptcultural laD.. hol4Jap 

1.14. The total proceeds from Direct Taxes for the year - ~ 

amounted to Rs. 2327.74 crores out of which a sum of Rs. 661.78 
Crores was assigned to the States. The figures for the three years 
19"4-75, 1975-76 and 1976-77 are given below: 

------
---------------.----~ 

0120 Corporation Tax , 

QQI Taxes on Income other than Corporation tax 

0lZ8 Other Taxes on Income and Expenditure 

031 Estate Duty 

0312 Taxes on Wealth . 

033 GiftTax 

GaOl8TOTAL 

1071 LS-2. 

(In crol'etl of Its,) 

1974-75 1975-76 1976-77 

3 4- 5 

709'4B 861 '70 984'123 

878'25 1214'36 119+'40 

10'99 58'36 71 '27 

10'94 11,65 11 '79 

39'23 53'73 60'4+ 

5,06 5'11 5,67 

1653'95 2104'93 2327'74 
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4 5 
Lea share ofnet proceeds Uligned to the States: 

Income-tu 516 '16 734'10 652 '24-

10'03 8'21 9'52 

Total . 526 '19 742 '31 661',& 

Net receipt!! 1127 '76 1462·62 I66S·gB -----_ ... _._---------_._------
1.].5. Agricultural lands were brought within the charge of wealth, 

tax w.e.f. 1-4-1970. The value of agricultural land by itself or along- . 
with the value of an urban house, was exempt upto Rs. 1.50 lakhs. 
From the assessment year 19'75-76 onwards, the exemption in res-
pect of agricultural lands was combined with certain investmente 
like Government securities, share in companies, bank deposits etc~ 
upto Rs. 1.50 lakhs. 

1.16. The Ministry of Finance (Department of Revenue) have 
intimated that assessment (demand raised) of wealth-tax on AIn'1-' 
cultural Properties for the years 1972-73 to 1976-77 was as under:-

Year 

1973-74-

1974--75 

1975-76 

1976-77 

Amount of wealth 
tax on Agricultural 

Properties 

(RI. in lakhft) 

59'38 

68·67 

.87.68 

131 ·06 

1.17. During evidence the Committee pointed out that during 
1976-77, while proceeds from other direct taxes viz. corporation tax, 
income tax, Estate Duty, Gift-tax etc. had been as high as Rs. 2327.74 
crores, the yield from the wealth tax levied on big agricultural land 
holdings was Rs. 1.32 crores only. Explaining the reasons for this 
low realisation the Finance Secretary said: 

"When this tax was introduced in 1969, high expectations were 
entertained of the possible yield from this revenue. It was 
conceiVecl of as a means of tapping the increasing agrl-
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cultural prosperity of the rural areas in the wake of the 
jl',SE!n. revolution. Immediately thereafter, the Depart-
ment ISSUed a series of instructions. held conferences and 
attempts were made to lay down the guidelines for valua-
tion of lands and to identify the potential assessees and 
so on. But before these instructions could be implemented 
came the battle in the courts. The matter was taken right 
to the Supreme Court and it took a couple ·of years for 
the matter to be finally settled in favour of the Govern-
ment. In 1971-72 the national guidelines on land ceilings 
came to be issued. There was a spate of legislation on 
hmd ceiling in different States, which considerably 
abridged the scope for mobilisation of resources kom 
those' sources. 

Secondly, the exemption limit was high and the various other 
concessions built into the scheme of wealth taxation also 
considerably narrowed the scope f.or raising resources from 
this source of revenue. In most cases the bigger land-
lords could also declare themselves as Hindu undivided 
family, in whose case the exemption limit is higher. Agri-
cultural tools and implements are exempt from taxation; 
the farm house is exempt from taxation. When you make 
allowances for all these, the number of assessees who 
would become in any case liable to wealth tax after the 
implementation of the ceiling laws would be relatively 
amall. 

Then, I also do not deny the fact that the surveys carried out 
by the Department may not have been very intensive and, 
therefore. quite a large number of people might have 
remained out of the net.·' 

1.18. The Committee wanted to know that if the surveys that 
were carried out in terms of Board's instructions of December 1969 
(repeated in May, 1970) had been more intensive, would it have 
been possible' to collect much more amount of wealth tax on big 
agricultural land holdings. In reply, the Finance Secretary/confided 
in evidence that: 

"We seem to be caught up in a vicious circle because the 
Department has not carried out the surveys intensively. 
We might have lost SQme revenue which we would have 
got. And because the revenue from this source is hardly 
a erore oi rupees, the Department also had not been pur-
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suing the process of identification of potential revenue 
with such vigour as it ought to have. ~ nco e-ta  

officer is faced with a possibility of looking into one com-
pany's assessment, one big assessee's assessment and see 
whether he will be able to get the revenue he wants." 

1.19. The Committee enquired what has been the cost of collec-
tion of new levy of wealth tax on bbig agricultural land holdings. In 
reply, the Finance Secretary said in evidence. 

"n (i.e. new levy) i$ not separately accounted .... 1 think the 
cost of collection in this case will definitely be high in 
relation to the other taxes which the Central Government 
todflY is administering today." 

1.20. Asked that if the cost of collection was abnormally high, 
was the futility of this levy brought to the notice of the Govern-
ment at any stage, the witness stated: 

., 1 t has been brought to the notice of Government .... in the 
course of the discussion during our general budgetary 
exercises ..... Even the last Finance Commission which 
went into the question of distribution of proceeds of this 
tax among the States, in fact, pointed out that the amount 
derived from this tax was so little that they were not " 
taking credit for any amount as the share of the states in 
their projection of the resources for the succeeding five-
year period. Government is aware of the fact that the 
revenue from this source is negligible." 

1.21. The Committee wanted to know that the revenue from this 
levy was negligible, would it not be advisable for Government to 
abolish 1this levy. Finance Secretary pleaded during evidence that: 

"There are some taxes which are retained 'On the statute book 
for egalitarion and other considerations. You know about 
the expenditure tax. You know the history of the tax. 
Take even a tax like the Estate Duty. What is it that you 
are getting out of it? Hardly Rs. 12 crores. One can argue 
that after all we are getting Rs. 2500 crores out of the 
direct taxes like income tax and corporation tax put to-
gether. In relation to that this is relatively an insigni-
ficant source of revenue. But revenue is not the anly 
consideration for the government to retain t i~ Take 
the Gift Tax. The yield is relatively low but it serves 
a purpose. Likewise by retaining the Wealth Tax on 
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agricultural property one can a!1iP argue that it prevents 
black money getting into agricultural property. One can 
always find an argument for retaining a tax despite its 
low yield". 

1.22. The Committee enquired whether the new levy was ac-
corded the priority it deserved al'l;d tax collect on machinery was 
geared to maximise the yield on this account. In reply, the Chair-
man, Central Board of Direct Taxes said in evidence: 

"It has been accepted that this became a low priority piece 
oi legislation. In fact, this is one piece of legislation in 
which case lot of. circulars were issued initially but later 
on attention of the Department unfQrtunately diverted 
itself to other fields. 

SIr, I am not trying to make any excuses that we were right 
in doing so as I accepted frankly the implementation of 
the instructions particularly in regard to survey were not 
carried out. What I am trying to say is that as a tax 
gathering Department the energies were spent on other 
fields but this one of those suffered." 

C. Surveys 

1.23. A group discussion of Commissioners of Income-tax from 
various important charges was held on 17th and 18th December, 
1969 at New Delhi with a view to examining and evolving necessary 
steps for implementing the provisions regarding this new levy. The 
decisions taken in this Conference were conveyed to all the Com-
missioners of Income-tax by the Central Board of Direct Taxes on 
26 December, 19'fi7 (Annexere 'A') by forwarding a copy of the 
Minutes of the said Group. As per these minutes, the main direc-
Uons/suggestions regarding survey were as under : 

(a) The Inspectors to be detailed for survey work should be 
in position by 1-3-1970. 

(b) A list of various source9 o~ State Governments and other 
agencies which could be tapped to find out the assessees 
liable to agricultural wealth-tax, as compiled by the Com. 
missioner of Income-tax, Andhra Pradesh, was circulated 
amongst the various Commissioners of Income-tax and it 
was pointed out that since the available sources might 
very from State to State, each Commissioner should make 
out a list of sources to be tackled for the benefit of the 
survey units in his charge. 
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(c) The Commissioners of Income-tax were intimated that 
survey cards for Inspectors would be supplied to them by 
the end of January, 1970. . 

(d) It was suggested that, in the first instance, information 
should be collected only in respect of assessees having 
agricultural lands worth Rs. 1.15 lakhs and above. 

1.24. On 10.2.1970 a specimen copy of the survey card for collec-
tion of information of relevant data was forwarded by the Board to 
all the Cs. I.T. 

1.25. One of the decisions taken in the af.oresaid Group Discussion 
of Commissioners was that the Inspectors should collect information, 
in the first instance, in respect of assessees having agricultural lands 
worth Rs. 1.5 lakhs and above. In modification of this decision, 
however, the Member (WT) in the Board addressed a D.O. on 
16.4.1970 to all the Commissioners of income tax to the effect that 
information should be collected during the survey only in respe"ct 
of assessees having agricultural lands worth Rs. 2.5 lakhs and above 
because of the taxable limit including the normal exemption limit 
being Rs. 1.5 lakhs plus Rs. 1 lakh. The Commissioners were fur-
ther instructed that to begin with, no notices u/s 14(2) of the 
Wealth-tax should be issued to agriculturists unless there was in-
formation to show that they possessed agricultural lands worth more 
than Rs. 2,50,000. 

1.26. On 14.5.1970 it was pointed out by the Board that the Ins-
pectors would need.Q short training before they were put on survey 
work and for that purpose a copy of the "model instructions" issued 
by the Commissioners of Income-tax, Madras, for the guidance of 
Inspectors was enclosed for necessary action. 

1.27. On 6.2.1973, the Commissioners of. Income-tax were asked 
by the Board, inter alia, for systematic collection of information 
regarding farmers who might be prima facie liable to agricultural 
wealth-tax especially those who were irrigators i.e. having private 
facilities for irrigati,on like tube-wells, who were owners of. orchards 
;and who had· purcb-ased extensive agricultural machinery such as 
tractors. 

1.28. On 27-3-1973 Board reiterated, inter alia, their earlier 
instructions "relating to various aspects of survey work. 

1.29. On 16-4-1975 the Cs. LT. were directed by the Board to 
"scrutinise· the returns filed by big land holders under ceilipg laws 
:.and intimate the number of assessees liable to wealth-tax. 
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1.30. On 12-10-1978 thE" Board have issued instructions to Cs.I.T. 
Teiterating the various instructions on the subject issued from time 
10 time, pointing out that the Board in the light of the replies re-
ceived by them on C&AG's report for the year ],976-77 are inclined 
to feel that the instructions on the subject of survey issued so far 
~ e not been followed thoroughly, and that the Cs.I.T. should be 
now their personal attention on this aspect of the matter, Commis--
sioners were also asked to ensure that action, wherever necessary, 
<is initiated in respect of assessment year 1970-71 which gets time-
barred On 31-3-1979. The attention of the Cs.I.T. was also invited 
to the fact that with a view to booking new potential assessees, 
enquiries are necssary not only regarding their agricultural hold-
ings but also other assets which have to be taken into account to 
determine the maximum amount not taxable under the wealth-tax 
Act, 1957. 

1.31. A statement showing all agricultural wealth-tax assessees 
as updated up to 4-2-1979 is appended to this Report (Appendix II). 

1.32. A test check conducted by Audit in a few districts in some 
States disclosed instances of surveys having not been conducted, of 
defective. surveys and follow up action, and of omissions to corela te 
with details available in the State Government records. In some 
of the wealth-tax wards covered in test check, survey cards were 
not found posted and maintained. Some of the important omissions 
noticed by Audit have been enumerated in the Audit Paragraph. 
In this connection, Department of Revenue have furnished a de-
tailed note (Appendix I). They have also intimated that:-

"necessary enquiries by the Commissioners of Income tax 
regarding the omissions, pointed out by the Audit have 
yet to be carried on and the exact escapement of wealth 
or the  tax effect thereof yet to be ascertained .... " 

1:33. The Committee have, in a Note furnished by the Depart-
ment of Revenue, been informed that:-

"The surveys to locate potential wealth-tax assessees and for 
collection of data necessary for valuation of land were 
conducted as per instructions issued by the Board in 
December, 1969/May, 1970. From the reports received 
from most of the Commissioners it appears that new 
potential assessees were located in most of the charges. 
Regarding the maintenance ;of survey cards, it appears 
that whereas in some charges they were maintained pro-
perly, in others it was not so. The non-maintenance of: 
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survey cards, however, does not imply that survey for the 
purpose as not conducted at all. The survey is a continu-
ous process and new potential assessees are reported to 
have been found out year after year." 

1.34. During evidence the Committee recalled that according .to 
the Annual Report of the Ministry of Agriculture for the year 
1970-71 the number of potential assessees was estimated to be 
Rs. 2,50,000. The Commissioners of Income-tax had estimated the 
potential assessees as Rs. 1,43,000. But the number of assessees 
actually brought on G.I.R. was 11,386 only on 31-3-1977. According 
to the statistical information supplied to the Committee the number 
of potential assessees of agricultural wealth-tax discovered each year 
since 1971 as a result o~ surveys ranged between 10766 and 13,210 
only. In fact, the number had been going down each year since 
1972. The Committee enquired whether this decrease in location of 
potential assessees reflected slackening of survey work, and lowering 
of the efficiency of the Department. In reply, the Chairman, Central 
Board of Di.rect Taxes pointed out: 

"This is a peculiar situation, where agricultural tax and agri-
cultural wealth tax is concerned. In fact, there can be, 
as time goes by, a reduction in the number of assessees 
because nobody would be purchasing land. Ultimately, 
a survey would show that the number can only go down 
and not increase as in the case of other tax-payers." 

1.35. The Committee enquired if the aim of survey was to locate 
new assessees, how could the number of such assessees decrease. 
In reply, the witness conceded: 

"We have already accepted the position that with regard to' 
survey, the directions which went from the Board have 
not been implementE'rl fully or even partially at the field 
level.'· 

1.36. The Committee wanted to know whether before detailing 
the Inspectors for survey work. any training was impa,;rted to them. 
In reply, the Committee have been informed, in a Note that in their 
letter No. 328/32/70-W.T. dated 14-5-1970, the Central Board had 
pointed out to the Commissioners that the Inspectors would need 
a short training before they were put on survey work and for tb.at 
purpose a copy of. the "model instructions" issued by the Commis-
sioners of Income-tax Madras, for the guidance of Inspectors was 
enclosed for necessary action. 
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1.37. Asked what system was actually followed for conducting 
such surveys, the Department of Revenue have intimated; 

"The system generally in force, in practice, -is to depute 
Inspectors to collect information from registration offices 
and other offices etc. keeping in view the local conditions 
and circumstances. In some charges, collection of neces-
sary data is also reported to have been made on the basis 
of scrutiny of applications under Section 230A of the 
Income-tax Act, 1961 and 37G Forms received under Sec-. 
tion 269P of the Income-tax Act, 1961." 

1.38. The Committee desired to know if any survey of lands which· 
might have been converted from agricultural to non-agricultural use 
af>ound important urban centres in the recent past has been con-
ducted. In reply, Department of Revenue have, in a Note, stated: 

"No survey, as such, has been  recently conducted 0' lands 
around important. urban centres converted from agricul-
tural use to non-agricultural use. Government, agree,. 
however, that such a survey will be useful.·· 

1.39. The Department of Revenue have intimated that "the main 
difficulty experienced in this regard by the Commissioners is the· 
inadequacy of the number of Inspectors available with them." 

1.40. Asked if requirement of Inspectors had not been assessed" 
the Chairrr:an, ~ntral Board of Direct Taxes said in evidenc:e: 

.• At the moment, we are wanting sanction for the appoint-
ment of 700 Inspectors. That is the minimum require-
ment." 

1.41. The Finance Secretary assured the Committee: 

"Whatever reasonable requirements are there, will be met." 

1.42. The Committee enquired whether the Central Board of 
Direct Taxes was aware that large scale investments in posh houses 
in rural areas and agricultural lands were being made in India 
especially in Punjab and Kerala from increasing volume of remit-
tances from abroad and if so whether the Board had issued any 
instructions to conduct surveys for bringing to tax such cases. In 
reply, the Department of Revenue' have stated: 

~  "No specific instructions have been issued by the Board to 
\, conduct surveys f·or bringing to tax investment in posh 

houses in rural areas and agricultural lands made from 
remittances lirom abroad, especially in Punjab and 

~erala. " 
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1.43. However, the Commissioner of Income-tax Kerala is re-
ported to have undertaken a survey of posh houses and agricultural 
propertjes at Chavakkad, where there is concentration ·of non-resi-
.dents. It has been admitted that "due to non-residents remittances 
there is a steady rise in the value of agricultural and other proper-
ties in the area of Chavakkad." 

1.44. During evidence, the Chairman, Central. Board of Direct 
"Taxes disclosed that such a survey was also going on in Haryana 
and Punjab. 

1.45. When the Committee pointed out that non-residents remit-
tances come through the Reserve Bank of India and unless there 
were instructions or guidelines for carrying out surveys to find out 
how and where such moneys were being invested, things may not 
improve, the Chairman, Central Board of Direct Taxes replied:-

"I quite appreciate your point. I take this advice." 

1.46. The Committee drew attention to the instructions issued by 
the Central Board of Direct Taxes as early as December 1969. These 
instructions inter alia stipulated that "investments in agricultural 
lands made by persons living in ~rban areas would, of course, have 
to be enquired into." Explaiiling the position in this regard, the 
Department of Revenue have stated in a note:-

"Enquiry regarding in ~ t ent of any asset is the basis and 
normal procedure in the completion of income tax assess-
ment and has necessarily to be undertaken. It appears 
that the above instructions primarily were to the effect 
that the source of investments should not be enquired into 
in the case of pure agriculturists: Out of abundant cau-
tion, and lest it might be misunderstood, it was added, 
however. that investments in the case of persons living 
in urban areas would be enquired into. In any case, on 
the basis of reports from most of the Cs. I.T. it is found 
out that this is being done." 

D. Results of Survey of Wealth-tax Retums 

1.47. Audit Paragraph states that it was noticed in general that 
the Wealth tax returns did not disclose the extent, nature, location 
and mode of valuation of agricultural lands, The returned values 
were either accepted or valuation was done on ad hoc basis in the 
absence of necessary data which were required to be collected by 
the Wealth-tax Officer on a proper survey by corolation with the 
records mentioned in various instructions of the Board. 
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1.48. The Department of Revenue have in a Note, explained:-

"the return of wealth tax does not require the assessee to 
indicate the 'mode of valuation'. Again even when the 
assessee illiterate or semi-literate as many of them are, 
do not even furnish particulars required to be done as per 
return, the Department generally does not take too serious 
or technical a view of the matter and the information is 
collected by the Wealth-tax officers during the course of 
assessment proceedings." 

1.49. On 16-4-1975, the Central Board of Direct Taxes asked the 
Commissioners of Income-tax b get in touch with the specified State 
authorities and find out the number oi returns filed by land owners 
under the land ceiling laws of the respective States with a view to 
locating assessees liable to pay agricultural wealth-tax. A statement 
showing the re ult~ of surveys conducted by the Commissioners is 
appended (Appendix II). It will be seen from this statement. The 
position in brief is as under:-

(i) No. of returns filed upto 31-3-75 by land owners in compliance with 
the provisions of revised ceiling laws of States .  .  .  . 6,89,645 

(ii) No. ofpersom who may P'ima ftIr'W be, liable to pay agricultural 
wealth tax on the basis of the returns filed by them under the land 
ceiling laws 20,306 

(iii) No. of persons who are alreatfy borne on the registers of the I. T. 
Department 8.1911 

(iv) No. of persons in whose cases action under the Wealth Tax Act became 
neeesury after this survey . 12,099 

(v) No. in which action has hili been taken 10 far 10,899 

(vi) Approlt. amount ofweaIth-tax (in thousands) involved 5.886 

1.50. In a note furnished to the Committee the Department of 
Revenue have intimated that in 1970 out of 10,399 cases referil'ed 
to above, action was taken by the Department between J1une, 1975 
. to July, 1977 and in the balance 429 cases between August, 1977 and 
September, Un8. 

1.51. The Committee noticE:d from the afOil'esaid statement that 
. out of 6,89,645 returns filed upto 31-3-1975 by agricultural land 
. holders, 3,65,834 returns related to Andhra Pradesh alone. Out of 
these only 4582 persons were found liable to pay agricultural wealth 
tax. The Committee, therefore, enquired if each and every return 
filed wt a not scrutinised by the Department to determine whether 
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or not agricultural wealth tax was leviable. The Department have' 
intimated, in a Note, that this was not done. 

1.52. In this connection, the Commissioner of Income-tax, Andhra 
Pradesh, is, however, stated to have reported that the State Govern-
ment was requested to issue instructions to the field formations to 
make available copies of the declarations under land Ceiling Laws. 
In response to the CIT's letter, the State Government informed that 
although about 4 lakh returns had been filed, the anticipated number 
of. declarations with surplus land holdings was of the order of about 
60,000 only. On this basis, in tructi ~  were issued to the field staff 
of the Department regarding the naiure of survey to be carried out. 
It was 'indicated that for the purpose of survey, declarations which 
prima facie yielded surplus lands to the State Governments need 
only be covered. 

1.53. Information fJ:"om the returns filed under the Land Ceiling 
laws stated to have been extracted at the level of Inspectors. 

1.54. During evidence, the representative of the Department ex-
plained to the Committee:-

.. We had with the assistance of the State Government Depart-
ment concerned takE'n the figure of the National Sample 
survey. At that time approximately 14,000 cases were 
supposed to be liable to agricultural wealth tax. On the 
Emits that were then prevailing and we tried to book all 
these 14,000 cases." 

1.55. Asked how could the data compiled by the National Sample 
Survey be relied upon in determining the numqer of potential 
assessees, the itne~  said "that was the only reliable data that 
was then available." 

E. Sources of lDformation 

1.56. On 26-12-1969,' the Central Board of Direct Taxes forwarded 
to the Commissioner of Income-tax a copy of the minutes of the 
Group discussion. It was indicated therein, inter alia, that the C.I.T. 
Andhrn Pradesh, had listed out the following sources of State Gov-
ernments/ AgenCies which could be tapped:-. 

(a) agricultural Income-tax J:"ecords in the States where such 
taxation was in force. 

(b) Sub-Registrar's office. 



23 

(c) Land Mortage Banks. 

(d) Agricultural Marketing Cooperative Societies through 
which branches, agricultural implements, seeds etc. are 
• distributed to agriculturists. 

(e) records relating to procurement levy. 

(f) retail agents of leading business houses dealing in tractor, 
'Vater pumping sets, etc. 

(g) records of rice mills, tobacco companies, sugar mills etc., 
who make bulk purchase from cultivators. 

(h) the l!:state Duty, records which may give an idea about the 
holdings of the family. 

(i) Income-tax records of assessees whose assessments of total 
wealth are called for with the previous approval of the Jns-
pecting Assistant Commissioner of Income-tax. 

1.57. It was also pointed out by the Board in the aforesaid circular 
1hat as available sources might. vary from State to State, each Com-
missioner should make out a list of sources to be checked. 

1.58. While agreeing ~ at tapping of various source$ like state 
land revenue offices, registering offices land acquisition offices and 
su(.'Cession Courts, agriculture and irrgiation departments etc. of the 
State Government are not doubt helpful, the Department of Revenue 
have expressed the view that:-

"It is ultimately the local officers who have to judge in the con-
text of local circumstances as to what would be the most 
useful source for obtaining the relevant information for of 
proceedings as well as completion of the source. For 
example, in the StRte of Kerala Rubber Board and Carda-
mom Board couid be tapped for this purpose. The place-
ment of this item of work in the relative priorities of the 
income tax officer, the time which can be consu.med for the 
ourpose and whether the results achieved would be com-
mensurate with the time and labour spent are some of 
the factors which have to be taken into consideration." 

F. Liasion with State Governments 

1.59. On 12-11-1971, the Central Board of Direct Taxes addressed a 
letter to all the Chid Secretaries of the State Governments, appreciat-
ing the assistance already given by State Governments from time to 
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time to the officers of the Department and requesting them to issue 
appropriate mstructions so that such further assistance as may be 
solicited by the officers of the Department could be rendered unhesi-
tatingly by the State Governments. They were also informed that the 
Commissioners of Income-tax would be calling on them to discuss the 
various problems cOlmected with the implementation of this new 
levy. 

V50. On 23-12-1971, the Central Board, oi Direct Taxes addressed 
to Commissioners of Wealth-tax, advising inte,. alia, that it would be 
worthwhile establishing with the c~ncerned Agricultural Income-tax 
authorities of different states an early liaison which may be a con-
tinuous process benefiting both the income-tax Department and the 
State Authorities, asking them to get in touch with the State Govern-
ment Authorities and evolve a system of mutual exchange of useful 
information. 

1.61. On 15-4-1974 the Board addressed to all Commissioners of 
Income-tax, asking them, inter alia, to make necessary arrangements 
in their respective Charges for periodically collecting information 
from the State Authorities regarding the cases of land acquisition 
and compensation payable. 

1.61. During evidence, the Committee pointed out that since under 
the Constitution agricultural land fell within the domain of States 
had far greater cxperties in matters of land holdings, valuation and 
taxation, would it not be better to forge a greater degree of coordina-
tion with State Governments in making the new levy a success. 
Agreeing with this view, the Finance Secretary said:-

"Having served in States also, I have no difficulty in agreeing 
with you that there is far greater expertise available with 
the State Governments in dealing with matters related to 
land, land tenure, land valuation etc. and that close liai-
son arrangements have to be maintained between the in-
come-tax department and the state if we want to make 
a ucce ~ of this measure. I have no doubt about that." 

1.63. Asked if the instructions envisaging close liaison with State, 
Governments were implemented and if so to what extent, the repre-
sentative of the Department of Revenue stated:-

"We have their replies. What they do varies from place to 
place .... They (instructions) might not have been perfectly 
followed in all cases." 
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1.64. The Committee wanted to know if any joint machinery on: 
formal or informal basis was set up to ensure coordination. In reply,. 
the representative of the Department said:-

"No formal machinery was set up, but the revenue inspectors 
who were deputed for survey went to the district revenue 
officer because all the records were centralised with him. 
An initial survey was made with the help of the Revenue 
Officers' records corroborated by whatever the Department. 
of Economics and Statistics could give. The other agen-
cies were also tapped. Whether it was completely a success-
. ful operation Or not is a different matter altogether." 

1.65. Giving an illustration, the representative of the Department 
said:-

"I can give one or two illustrations. In Kerala charge, we 
have carried out a survey. The Commissioners have con-
ducted a survey of posh houses and Buildings and cons-· 
tructions coming up in the rural areas. They have already 
drawn up a list of 602 such cases over Rs. 1 lakh. I am not 
talking of those bf.'low Rs. 1 lakh. They have already 
brought on record nearly 53 cases. It is going on." 

1.66. When the o tro .~r and Auditor General of India asked 
if the Department was. on the basis of survey conducted in Kerala, 
convinced that there was no escapement of wealth tax on big agricul-
tural land holdings, the witness clarified:-

"I am not suggesting that." 

G. PUBLICITY 

1.67. One of the items discussed in the Commissioners' Conference 
held in December, 1969, the minutes of which were circulated by the 
Board on 26-12-1969, was the manner in which the main features of 
the new levy of wealth·tax on agricultural property should be made 
knovm to the general public. In this connection, it was decided that 
the Board should furnish to the Commissioners a draft "Layman's 
guide" fl)r the benefit of agricultural wealth-tax assessees and that 
the same should be translated into regional languages and then pub-
lished. The Board was also to examine the question of utilising the 
All India Farmers' Forum and the Field publicity Organisation for 
giving publicity to this levy. It was also decided that the publicity 
material could be supplied to the Tahsildars' Offices for being ex-
hibited on their Notice Boards. These measures were to supplement-
the usual publicity in local NeWspapers. 



1.68. The matter was further discussed in the Conference of Com-
missioners held in New Delhi from 14th to 16th May, 1970 and it was 
-decided that:-

(a) there should be a Cell either in Commissioner's Office or in 
the In ectin~ Assistant Commissioner's office to assist the 
farmers in filling up of forms and giving such guidance as 
may be sought, by the farmers. 

(b) a hand-out printed in the regional languages should be 
given with the return of net wealth and the same should 
explain the provisions of Wealth-tax Act including, inter 
alia, those relating to wealth-tax on agricultural lands 
etc; and 

(c) that publicity should be done at local level through Radio 
talks, interviews to the Press etc. The idea was not to 
give out the law but to allay the fears of the farmers. 

1.69. On 11-8-1970 the attention of the Commissioners of Income-
'tax was drawn by the Board to the aforesaid decisions of May 1970 
Conference and they were asked to intimate the progress made in the 
said matter. 

1.70. The Committee desired to know if it would be correct to say 
that large scale escapements of Wealth tax on big agricultural land 
holdings were partly due to ignorance of agriculturists about their 
liability to direct taxes. In reply, Department of Revenue, have 
.stated in a Note that:-

"The fact that the agricultural sector was well aware of this 
new levy is clear frC'm representations received, from time 
to time, frpm various associations and organisations of far-
mers against the justification for this levy and the difficul-
ties experienced by the farmers in the matteI' of assess-
ment of their agricultu::-al holdings. All the same, since the 
scope and range of  mass media in oui" country is limited. 
it is possible that the new provisions might have escaped 
the notice of some illiteraie farmers living in the far inte-
rior of. rural areas. In view of the foregoing, it is felt that 
the escapement due to ignorance of the agriculturists about 
their liability to the tax would be rather marginal." 

1.71. During. evidence the Committee observed that as far al 
wealth tax on big agricultural land holdings was concerned, effectiv .. 
publicity did not appear to have been given especially in the country-
,side. The representative of the Department stated in evidence:-

uA plan has been prepared and the same is under print." 

t1 
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1.72. On being asked if the printing of publicity plan was under-
taken ill 1970 itself and if so whether it had not been printed and cir-
culated by now, the witness replied:-

"I presume it would have been done." 

1.73. The witness recalled that on 30 July, 1970 there was a Broad-
cast about the new levy under the head 'Farm News'. This was foi-
lowed by such broadcast on 20 August, 1970 A.I.R. and T.V. 

1.74. When the Committee asked if any publicity programmes 
over AI.R. and T.V. were undertaken after 1970 also, the witness re-
plied: 

"I do not think so," but added "Initially a lot was done." 

H. Grant-In·Aid to States 

1. 75. While introducing the Finance Bill 1969 in Parliament, the 
then Finance Minister had stated, inter-alia, that: 

"It is my intention to a~  on the net proceeds of the Revenue 
of wealth·tax on agricultural property to the States as 
gran ts-in-aid.'· 

1.76. As stated in the Audit Paragraph a budget provision of Rs. 4 
c:-ores was made for passing  on the net proceeds of wealth tax on 
agricultural properties to the States. This provision was, however, 
deleted in the revised estimates as no collections were anticipated in 
that year. In 1971-72, a provision of Rs. 7.25 crores was made but, in 
the revised estimates, it was reducl! to Rs. 3.50 crores. Again in 1972-
73, a budget provision of Hs. 9.25 crores was made but, in the revised 
estimates, it was deleted altogether in view of small collections. 
Thereafter, in the budgets for the years 1973-74 to 1976-77, no provision 
was made for payment of grant-in-aids to States on this account. 

1.77. During evidence, the Firlanc£ Secretary clarified that: 

"It has always been our intention and it continues to be the 
position, that the entire net collection under this tax is to 
be made over to the States .. '" .If I remember right, some 
amounts were released to the States in the earlier years; 
since the actual collection fell short of budget estimates on 
the basis of which funds had been released to the States, 
the question of release of fresh instalments to the State 
o rn ent~ did not arise. . ... Pending adjustments of the 
earlier years, 110 provision was made." 

1071 L.S.--3. i J  _ 
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I. Valuation of Agricultural lands 

1."18. In April, 1959, the Board issued instructions that it was stipu-
lated that for estate duty purprn:es, land value should be fixed on the 
basis of actual recorded sales and independent check should be made 
on the market sale by comparing the sale price with the net income 
deri,'ed from land, the value being determind at 12 to 20 times the net 
yield of the land arrived at after allowing a deduction of 50 per cent 
from the gross yield towards expenses. The Commissioners of 
Income-tax have reported that the sort of checking envisaged is not 
being done. 

1.79. In this connection, the Board have, in a note submitted that: 

"It appears that the object for the levy of agricultural wealth-
tax, and climate and conditions in which it was levied. 
were different from those in which the estate duty was 
done. Accordingly, the criteria and instructions for valu-
ation of agricultural lands for wealth-tax purposes were 
also different. That is, probably, the reason that the 
estate duty circular of 1959 was not even referred to much 
less reiterated, in any of the Boards Instructions ever-
since agricultural wealth-tax levIed." 

1.80. The iollowing decision was taken by the Commissioner's 
Conference held in May, llliO, so(m after the enactment of levy of 
agricultural land regarding the valuation of agricultural land: 

"It was generally agreed that instead of applying a multiple of 
land revenue or yield. etc., it would be better if a rate were 
applied to the acreage. For this purpose, it was felt that 
the guidelines and the preferential choices mentioned by 
the Finance Secretary in the methods of valuation would be 
most appropriate. Thus, the first choice would be of the 
rates at which acqu5&it.ions of agricultural lands may have 
been made by the State Governments in the recent past. 
If this information were not available, the rates at which 
actual sales of lands may have taken place in the recent 
past could be relied upon. The third choice would be the 
rate adopted for valuation of lands by land mortgage 
and other banks. ] t was emphasised that in all these 
modes of valuation, the valuation would have to be made 
on acreage basis and it will not be necessary to be very 
meticulous in the valuation of the different lands and minor 
. variations in the same types of la~ . could be ignored. It 
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was only as a last resort that valua.tion of lands should be 
made by ca itali.~ation oj the agricultural incomes as per' 
agricuiltural i1ttQme-tax records Or of the yield etc. One of 
the Commissioners suggested that it may be desirable 
categorise different kinds of lands into 4 or 5 classifications 
and same rates per acre may be applied to these types of 
lands wherever they arp. ~ituated. It was decided that no 
hard and fast rules could be laid down in this regard and 
the question of classific&tion of lands into four or more 
categories should be l~ t to be examined by each Commis-
sioners according to the circumstances prevailing in his 
charge. It was however, recognised that it would be desir-
r.ble to take as dibcral a t.'iew as possible in the matter of 
levy and collectiOn of wealth-tax on agricultural lands." 

un. No specific guidelines have been laid down by the Board so 
far for the valuation of agricultural lands for wealth-tax purposes. 
The 15th Meeting of the Direct Taxes Advisory Committee held on 
6th August, 1970 which dealt with "wealth-tax on agricultural lands 
problems of valuation" stated:-

"A suggestion was made by the Committee that a large class of 
assessees are not able to engage the services of approved 
valuers and r.lay have to make their own valuation, some 
guidelines for valuation should be issued by the Central 
Boal'd of Direct T&.xes So that these persons may avoid the 
penal provisions". 

1.82. That Committee was illfOl'meci that the suggestion would be 
examined and the guidelines would be published to the extent feasi-
ble. 

1.83. The Committee pointed our that as settlement operations in 
tehsils of various r~  enue districts of States were in arrears in a large 
number of cases, classification of land would be shown as . dry' even 
when it may be "wet". The Committee wanted to know the proce-
dure followed in such cases. In reply, Department of Revenue have 
explained :-

"Revenue Offices are not the only source tapped for the purpose 
of correct valuation of agricultural lands. The difficulty of 
the nature mentioned would not arise, for instance, where 
the valuation is made on the basis of comparable sales or 
compensation paid on comparable lands acquired. As to 
the specific query posed, however, whereas some Cs. I.T. 
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have reported that they have no set procedure for getting 
the requisite information regarding classification of lands 
from the revenue offices, the others have informed that, 
though in their States settlement operations may be in ar-
rears the same does not pose much of a difficulty in making 
correct assessments. That is because the W.T.Os make 
local enquiries in such cases, wherever necessary. Besides, 
there are other revenue records, such as, 'Khasra', khasra 
girdawari and 'Khatauni' etc. which indicate the category 
of land at the time of each sowing season. Again, it is not 
out of place to mention that where the valuation is support-
ed by the certificate (If the registered valuers, the same is 
expected to have been made after taking into account all 
the relevant factors and after making a personal inspection 
of the lands. The same applies to the valution made by the 
departmpntal Valuation Officers as well". 

1.84. On 1-12-1971 all the Commissioners of Income-tax were asked 
by the Central Board of Direct Taxes to furnish certain information 
with a view determining the question as to whether any guidelines, 
either on All India basis or on the basis of the different Commis-
sioners' charges could be drawn up as to facilitate the valuation of 
agricultural lands by the Wealth-tax Officers. 

1.85. The decision taken by the Board in the light of the replies 
receiyed from various Commissioners .of Income-tax was that no 
common guidelines could be issued for valuation of agricultural 
lands. 

1.86. When the above matter was being considered a reference was 
also made to a leaflet issued on 2-5-1972. The relevant extract there-
from is reproduced below: 

"Under the provisions contained in section 7 of the W.T. Act, 
the value of any asset, other than cash, shall be estimated 
to be the price which in the opinion of the Wealth Tax 
Ofticer it would fetch if sold in the open market on the 
valuation date. Therefore, the value of the agricultural pro-
perty to be declared in the return of net wealth is its esti-
mated market value as on the valuation date. The value of 
agricultural land depends on various factors, e.g. the size 
of the holdings, its location, the facilities available for its 
irrigation, fertility of the soil, the type of crops which can 
be {P'own On the land, its pTOximity to places for marketing 
the agricultural produce, etc. However, an easier method 
of valuation of agricultural lands which can be adopted in 
large number of cases, is to estimate its value at an amount 



(a) 

31 

which is more or less in conformity with the following, 
namely:-

The rates at which similar agricultural land has been 
acquired Or purchased by the State Government in the 
recent past. 

(b) The rate at whlch siJmlar agricultural land has been sold 
in the recent past to parties other than the State Govern-
ment. 

(c) Rates adopted for the valuation of similar agricultural 
lands by Land Mortgage Banks and other banks." 

1.87. Department of Revenue have intimated that the exact cir-
cumstances under which a reference was made in the aforesaid cir-
cular of 19'59 to under-statement in the value of properties in the 
transfer deeds are not known and that circular was issued long before 
the provisions of Chapter XV A of the Income-tax Act, IP61 came into 
force. The Cs.I.T. are stated to have reported that where understate-
ment is pz-.ovied or established. necessary action under section 52(2) 
of the I.T. Act 1961 and gift tax under section 4(1) (a( ot: the Gift Tax 
Act is taken. However, they have also pointed out difficulties en-
countered in practice in this regard in view of the decisions of various 
High Courts. 

1.88. A recent study made by the Board on the basis of reports 
received from various Commissioners shows that income capitalisa-
tion method cannot, because of the following limitations, be usefully 
employed for the purpose of valuation: 

(i) That agriculturists generally do not maintain acoounts. 

(ii) That vagaries of weather do not allow a uniform standard 
of estimated income to be applied in each case. 

(iii) That yield from agriculture depends upon variety of factors 
which differ from village to village and even from plot to 
plot and from farmer to farmer. A piece of land in the 
hands of an enterprising fanner can give excellant yield 
whereas the same piece 0' land can result in loss in the 
hands of another fan"ner. 

(iv)The Appellate Authorities invariably end to accept the 
documentary evidence in preference to other circumstances 
which may throw a doubt regarding the correctness of the 
sale price in the deed. The Supreme Cow·t decisions in the 
case of Raghuvans Narayan Singh vs. State of Uttar Pra-
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desh A.I.R. 1967 S.C. 465 and State of Gujarat vs. V.V. 
Vaghela and others (A.Ut. 1969 SC 271) lay down that in-
come capitalisation method should be resorted to only when 
no othE'r alternative method is available. The decisions of 
the S.Cs though given undcT Land Acquisition and Tenancy 
Acts are equally applicable under the Wealth-tax Act. 

1.39. According to the Board apart from the fact that the income 
capitalisation method cannot be taken as a safe guide as to the correct 
valuation of land, it is extremely difficult to establish under-statement 
of sale price in the case of a transfer of agricultural land unlike urban 
properties. The Board have, however, conceded that with the intro-
duction of Chapter XXA of the LT. Act, 1961 which came into f,orce 
from 15-11-1972 the problem of under-statement in respect of sale of 
immovable property including agricultural lands, the market value 
of which Rs. 25,000 / - or more seems to have been taken care of. More-
over, under secticn 269 P of the Income-tax Act, Registering Officers 
are re::tuired to send extracts of transactions above Rs. 10,000/- to the 
lACs (Asq.) and as per Board·s.instructions, these extracts are passed 
on to assessing officers for necessary action . 

. 1.90. In June, 1978, a Committee on Valuation of . Agricultural 
Lands was constituted. Its composition is as under:-

I. Shri K. R. Raghavan, 
Commissioner of Income-tax, 
Delhi. 

2. Shri B. R. Abrol, 
Commissioner of Income-tax 
Amritsar. 

3. Shri R. N. Bose, 
Commissioner of Income-tax. 
Calcutta. 

4. Shri S. T. Tirumalachari, 
Commissioner of Income-tax, 
Hyderabad. 

5. Shri G. S. Sampath, 
Commissioner of Income-tax, 
Bangalore. 

6. Shri L. R. Vyas, 
Inspecting A5sutant Commiss 'oner of Income Tax, 
Delhi. 

Convener_ 

Member 
(Since Retired) 

Member 

Member 

Member 

Member-Secretary 

1.91. The terms of reference of the aforesaid Committee were:-

(i) To draw up objective criteria/guidelines for valuation of 
Agricultural lands and further to evolve to the extent 
possible suitable Rules which ¥lay be incorporated fo.r the 
purpose of eliminating/reducing the prevailing uncp"-
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tainty regarding valuation of Agricultural Lands and also 
for bringing about ease and uniformity in the administra-
tion of Wealth-tax Act. 

(ii) To examine various representations received from the 
farmers regarding simplified procedures for the valuation 
of Agificultural Lands for Wealth-tax purpose. 

Later on, the Committee's terms of re'erence were extended 
so as to include the laying down of guidelines/framing 
draft rules for:-

(i) Valuation of all the lands within municipal limits; and 

(ii) Valuation of orchards and standing trees etc. (if not 
already under consideration by them). 

1.92. The Committee had earlier been asked to submit its report 
by December, 1978. It was, however, represented to the Board that 
because of the" various complications and diversities of approaches 
involV'td in the matter of valuation of agricultural lands etc. it would 
not be possible for them to adhere to the time-schedule. As things 
stand, the Report is expected by February/March 1979. 

1.9!1. No specific guidelines have been issued by the Board so far, 
for t ~ valuation of agricultural lands for wealth-tax purposes. 

1.M. The Committee note with concern the fact that thourh the 
questlon of briDginr of agricultural Income within the tax base of 
income tax has been studied. by various Committees, Government's 
thinklJllr OIl this issue has not crystallsecl so far. As early as 1924-25, 
the Taxation Enquiry Committee had felt that "on grounds of equity, 
there Js no reason why the surplus of larger ,land holder should be 
exempt". To prevent tax evasion and also for "equity and d..istrl-
butlon justice", the Wanchoo Committee (December, 1971) too felt 
that aurtcultural income should be subjected to a 'uniform tax' more 
or less on par with the tax on other income. The recommendation 
of the Committee on Taxation on Agricultural Wealth and Income 
(Raj f:ommlttee-October, 19'72) for levy of Agricultural Holdinrs 
tax was considered in the PlanninrCommissJon In March, 19'73 but 
the OOIIlSeDSUS of opinion was that such a tax would Involve "admln .. 

~  Istratlve and leral complexities" and mlrht be dHIlcult to implement. 
The Draft Sixth Five Year Plan (19'78-79) recommends that State 
GOVerllments should once again consider re-imposltlon of a Pl'OgTes-
sive 8irrtcultural holdings tax In the form recommended by the Raj 
Committee but, if this is not considered feasible, surcharges at 
gradu"ted rates should be added to laDd revenue ill all States iD 
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order to Introduce pro(l'ession in the system of agrlcultural taxation. 
Since it is believed that a major share of higher agricultural income 
has accrued. to a small proportlOIl of cultivators constituting the upper 
stratum of rural society, Government should formulate a national 
polley rega.nUng tax on agricultural Income without any further 
delay keeping In view the principle of equitous sharing of social 
burdens by afluent sections from all sectors of economic activity. 

1.95. The Committee find that a levy of wealth-tax on big agri-
cultural lands was Introduced. by Government from 1st ArlI, 1970 
but If Ute value of agricultural land, by itself or alongwith the value 
of an urban house, was Rs. 1.50 lakhs or less It was exempted from 
wealth-tax. From the assessment year 1975-76 onwards, the exemp-
tion in respect of agricultural lands was combined with certain 
Investments like Government securities, shares in companies. bank 
deposits etc. upto that limit. Though the amount of wealth tax on 
agricultural properties realised by Government has been steadily ris-
ing each year, it has in 1976-77 reached Rs. 1.32 crores only. When 
viewed against the total proceeds of Rs. 2327.74 crores on account of 
Direct Taxes (i.e. Income tax, Corporation tax, Estate Duty, Wealth 
tax and Gift tax), the amount realised on account of the Wealth-
tax on agricultural holdings is woefully low. Precise figures of cost 
of collection of this levy are not available as it is not separately 
accounted for. However, during evidence the Finance Secretary 
frankly admitted that in the case of agricultural wealth tax, cost of 
collection uwIll definitely be high in relation to other taxes which 
the Central Government is administering today", but pleaded. that 
"there are some taxes which are retained on the statute book for 
egalitarian and other consideration". The Committee recommend 
that Government may undertake a sample survey of agricultural 
land holding (covering inter aUa such 'land in urban areas and that 
under cash crops) with a view to find out the number of potential 
assessees to wealth-tax and, on the basis of their findings In regard 
to the extent of escapement from this levy and the potentialities 
for iftcrease in the tax collections from tbis source, consider the 
economic justification for continuing this tax. 

The Committee would like this work to be completed within six 
months' time. 

1.96. It Is difficult for the Committee to believe that a saturation 
point has been reached and that reallsation from levy of agricultural 
wealth tax caIUlot 1'0 beyond Rupees pne or two crores. T\te Com-
mJttee are convinced that the low level of reallsation of this levy 
was mainly dae to the fact that the Department of Revenue treated 
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this levy as a "low priority piece of legislation" and did not imple-
ment In letter and spirit their own instructions issued on 26 Decem-
ber, 1969 (reiterated In May 1970) on the subject of surveys to locate 
potential agricultural wealth tax assessees. A test check conducted 
by Audit in a few districts In some states has disclosed instances of 
surveys having not been conducted, of defective surveys and lack 
of folloW' up action, and of omissions to correlate with details avall-
able in State Govemment records. The FInance Secretary admitted. 
to the Committee during evidence that the Department of Revenue 
was caught up In a "vicious circle" because the revenue from this 
source Is hardly a crore of rupees and therefore it had not been 
pursuing the process of Identification of potential assessees with 
such vigour as it ought to have. The Committee strongly recommend 
that If Government decide to continue this 'levy, they must give up 
this lukewarm attitude and organise surveys in all the states to 
locate potential assessees with a view to Increase revenue earnings 
from this levy. 

1.97. The Committee note that thougb the Central Board of 
Direct Taxes had not issued any specific instructions, the Commis-
sioner of IDcome-tax, Kerala took the initiative in surveying posh 
houses and agricultural properties at Chavakkad because it was felt 
that due to nOIl-resldent's remittances, there is a steady rise in the 
value of agricultural ani other properties there. During evidence, 
the Chairman, Central Board of Direct Taxes disclosed that such a 
survey was also going on in Haryana and Punjab. The Committee 
feel that by not iSSUing any instructions on this aspect, the Central 
Board of Direct Taxes failed to giYe a positive load to the field for-
mations. They desire that suitable instructions on the subject should 
be issued without further delay to all the Commissioners under 
intimation to this Committee. 

1.98. The Committee are surprised to note that though levy of 
wealth tax on agricultural lands was introduced as early as April, 
1970, the Central Board of Direct Taxes work up to the need to 
examine the returns ftled by big land holders under the state Land 
Ceiling Acts for their Ilablllty to direct taxes only in April, 1975. 
As pointed out by Audit, the Wealth tax returns, It was found, did 
not disclose in all cases the extent, nature, location and mode of 
valuation of agricultural lands. Worse still, whatever values were 
shown In these returns were either aceepted or valuation was done 
on ad hoc basis. The Committee feel that this situation Is very un-
satisfactory and that remedial measures should be taken in this 
behaH forthwith. 
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1.99. The Committee note that out of 6,89,645 wealth tax returns 
filed upto 31-3-1975 by land owners in compliance with the provision 
of revised ceiling laws of States, only 20,306 persons (of these, only 
8,192 were already borne on the registers of the Income tax Depart-
ment) were found to be prima facie liable to pay agricultUral wealth 
tax. After survey, the number of persons In whose cases action 
under the Wealth Tax Act became necessary was found to be only 
12,099, i.e. 18 per cent of the land owners who had filed wealth tax 
returns. The Committee are shocked at the disappointing result of 
the scrutiny of the land ceiling returns. This is an indication of the 
fact that either the scrutiny of land ceiling returns is perfunctory 
or the rich land holders are not filing their returns. The Committee 
desire the Central Board of Direct Taxes to issue instructions to the 
field officers to scrutinise the land ceiling returns thorougbly so that 
the potential assessees do not escape payment of tax. 

1.100. While the Committee concede that it Is for field officers of 
the Income tax Department to judge as to what would, in the con-
text of local circumstances, be most useful source for obtaininr 
infonnation for locating potential assessees, they are of the finn 
view that tapping of sources Uke States Land Revenue offices, Regis-
tering oflices, Land Acquisition oftlces, Succession Courts, Agricul-
tural and Irrigation Departments coultl throw up useful clues. 

1.181. The Committee are surprised to note that there is no formal 
or infonnal joint machinery to ensure coordination with state 
Govemments in survey work. It is, th.erefore. no wonder that sur-
vey operations conductetl by the Income tax DepartmMlt in most of 
the states were not a successful operation. The Committee cannot 
over emphasise the need to enlist th.e cooperation of and ensure 00-
ordinaUon with state Governments in this gigantic task in the 
interest of rennue. 

1.102. The Committee are perturbed to find that though levy of 
wealth tax on bi, agricultural land holdings was introduced in April 
1970, Govemment did not lay down any uniform criteria for vaiua-
tion of agricultural properties and thereby left a vacuum all these 
years. Prior to introduction of this levy, a criteria for determination 
of land value was already in vogue for estate duty purposes but that 
was not extended to agricultural wealth tax. The Conference of 
Income-tax Commissioners held in May 1970 had decided three pre-
ferential choices for this purpose. These were (I) rates at which 
acquisition of lands was made by State Governments (U) rates.at 
which actual sales of lands took place in the recent past and (Hi) 
rate adopted by land mori&'&I'e anti other Banks. However, as a 
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last resort, valuation of lands could be made by income capitalisa-
tion method. At its meeting held on 6 August 19'70, the Direct Taxes 
Advisory Committee suggested issue of guidelines on this subject. 
A recent study made by the Central Board of Direct Taxes on the 
basis of Reports received from various CommisSioners is stated to 
have shown that the income capitalisation method cannot be taken 
as a safe guide because (i) agriculturists do not generally maintain 
accounts, (ii) vagaries of weather do not allow application of a unI-
fonn standard of estimation of income, (Iii) yield from agricultural 
lands depends on varieties of factors which vary from village to 
village and even from plot to plot and farmer to farmer (iv) Supreme 
Court had laid down that income capitalisation method should be 
resorted to only when no other alternative method is avanable. In 
19'78. Government, therefore, constituted a Committee on Valuation 
of Agricultural Lands (Shrl K. R. Raghavan, S.T.T. Delhi Con-
vener) to draw up objective guidelines f(lr valuation of agricultural 
lands. The Committee recommend that objective creteria/guidellnes 
for valuation of agricultural lands may be laid down without any 
further loss of time, to end the prevalling uncertainty. 



CHAPTER II 

Incorrect Valuation of Unquoted Equity Shares 

2.1. In the wealth-tax assessments of an individual for the assess-
ment years 1973-74 and 1974-75, completed on 15-1-1976, the un-
quoted equity shares held by her in an investment company on the 
respective valuation dates were valued at Rs. 485 and Rs. 484 per 
share, adopting the average rate under the aforesaid executive in-
structions when the break-up value, even based on the book value 
of the assets of company, was Rs. 1,165 per share for these assess-
ment years. The incorrect valuation of shares led to under assess-
ment of wealth by Rs. 2,49,400 and Rs. 2,49,830 for the assessment 
years 1973-74 and 1974-75 leading to total tax undercharge of 
Rs. 39,938 for the two years. 

2.2. The paragraph was sent to the Ministry of Finance in Sep-
tember 1977; they have stated (December 1977) that the objection 
is under consideration. 

[Paragraph 74(iii) of the Report of the Comptroller and Audi-
tor General of India for the year 1976-77, Union Govern-
ment (Civil), Revenue Receipts, Volume II" Direct Taxes], 

2.3. Section 7(1) of the Wealth-tax Act, 1957 provides that "sub-
ject to any 'ruLes made in this behalf, the value of any asset, other 
than cash for the purposes of this Act, shall be estimated to be the 
price which in the opinion of the Wealth-tax Officer, it would fetch, 
if sold in the open market on the valuation date." 

2.4. The words "subject to any rules made in this behalf" were 
inserted by the Wealth-tax (Amendment) Act, 1964 w.e.f. 1 April 
1965. The Department of Revenue were asked to state whether any 
change was intended in the substantive position of law as given in 
section 7(1). In reply they have stated that w}We substantive posi-
tion of law in section 7 (1) before and after its amendment w.e.!. 1 
April 1965 .. appears to be the same, the concept of, market value .... 
of the assets with regard to which rules have been made seems to 
have been circumscribed aUer the amendment by making it "sub-
ject to any rules made in this behalf." 
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2.5. Quite independently of Section 7(1) of the Wealth-tax Act, 
the power to make rules under the Act is available to the Central 
Boaxd of Direct Taxes under Section 46 of the Act. Section 46 of the 
Act inter alia reads as under: . . 

"46(1) The Board may, by notification in the Official Gazette, 
make rules for carrying .out the purpose of this Act (2). 
In particular, and without prejudice to the generality of 
the foregoing power, rules made under this Section may 
provide for-

(a) the number in which the market value of any assests may 
. be determined; ..... , ." 

2.6. Government have framed the following rules under Section 
'1 (1) of the Act: 

Rules 
1 B-Valuation of life interest. 

1 C-Market value of unquoted preference shares. 

1 D-Market value of unquoted equity share of companies 
other than investment companies and managing agency 
companies. 

2 -Valuation of interest in partnership of association of 
persons. 

2 H-Valuation of assets forming part of industrial under-
taking. 

2 L-Valuation of interest in assets of industrial undertaking 
belonging to a firm or association of persons. 

2.7. Thus, Government have not framed any rule providing for 
the manner in which the market value of un quoted shares of an 
"investment" company may be determined. 

2.8. The Central Board of Direct Taxes (CBDT) has however, 
been issuing from time to time instructions on valuation of unquot-
ed shares of companies. Circular No. 3-WT dated 28 September 
1957 contained instructions in regard to valuatiap. of most of the 
common types of assets. Para l(c) of the circular cqntained ins-
tructions on valuation of unquoted shares of co,mpanies in general. 
Circular No. 5-D (WT) of 1958 dated 8 May 1958 for the fir&t time 
communicated instructions for valuation of unquoted shares of 
"investment companies" whose assets consist predominantly of 
shares in other companies. Another circular issued in 196O-Circular 
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No. 6-D (WT) dated 8 August 1960 carried instruction as to the 
manner of valuing the unquoted ordinary shares of investment 
companies. These superseded the earlier instruction of 1958. Fin-
ally in 1967, another circular No. 2 (WT) dated 31 October 1967 was 
issued. This was a composite circular containing instructions as 
to the method of valuation of unquoted equity shares of investment 
companies, holding companies and managing agency companies. 
Instructions contained in this circular which superseded all pre-
vious instruction on the subject, continue to be in force. 

2.9. Since no rule has been made under Sections 7(1) or 46(2) 
of the Wealth Tax Act providing for -the manner in which the 
market value of unquoted equity shares of an "Investment" com-
pany may be determined the instructions contained in -the circular 
of 1967 insofar as they apply to investment companies hang loose 
without any basis in the Wealth-tax Rules. 

2.10. According to the circular dated 31 October, 1967, the method 
of valuation of unquoted shares of investment companies, holding 
companies and managing agency companies is as follows: 

"The average of (a) the break-up value of shares base on the 
book  value of the assets and liabilities disclosed in the 
balance sheet, and (b) the capitalised value arrived at by 
applying a rate of yield of 9 per cent of its maintainable 
profits, will be taken to represent the fair market value 
of the shares of an investment company." 

2.11. According to Audit, where the balance sheet of an inveltt-
ment company reflects the true market value of its investments and 
other assets or their market value can be ascertained, the non~ 

adoption of market values or where .the break-up value itself is 
more than the average value computed under the special methods 
prescribed in the circular of October, 1967, the adoption of average 
value would be detrimental to revenue. 

2.12. It is learn that as early as January 1975, the Audit pointed 
out to the Department of Revenue, in the context of a particular 
case of valuation, that the Board's instructions of 31 October 1967 
'Would work out to the detriment of revenue. In a communication 
dated 14 March 1977 to Audit the Department of Revenue main-
tained that "As long as circular dated 31-10-1967 held the field, the 
method adopted by the Wealth-tax Officer appears to be quite in 
order." On an enquiry being made whether the position was re-
examined on the inaccuracy bejng pointed out by Audit and ~e ore 

sending the reply to Audit, the Department have stated: "The posi-
tion WQl examined in detail. ..... before reply was sent to Audit," 
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2.13. The Committee had called for the extracts of relevant 
ootes .recorded on Board's file. The note recorded by Director (ED) 
explamed ·the genesis of the circular of OctobJ:!r 1967 as follows:-

"It may not be out of place to mention that the intention of 
the circular dated 31-10-1967 does not appear to be any 
different from what it actually conveyes. A reference to 
file No. 2/2/65/-WT would show that a lot of study, effort 
and research work went into the relevant exercise before 
the said circular dated 31-10-1967 was finalised and that 
too af.ter eliciting public opinion on the point. The inten-
tion behind issuing the said circular was to apprecia·te the 
value of the unquoted shares of various categories of 
companies (Investment companies being one of the cate-
gories) to those of the public limited companies. For 
this purpose, the balance-sheet of a few well-known pub-
lic limited companies were studied and - the break-up 
value of their shares ascertained therefrom and compared 
with their market quotations, with a view to finding out 
the proportion which the market quotation bore to the 
break-up value of their respective shares. The idea was 
that <the average proportion of the market value of these 
shares and their break-up value ascertained from this 
study would be adopted as the basis for the valuation of 
unquoted shares of the companies. The circular which 
originated from this idea was ultimately issued in its 
existing form after taking into consideration the various 
relevant factors which came to notice during the course 

of study on this issue. In light of the matter, it appears 
that it was always intended that only circular dated 
31-10-1967 should be applied while valuing the shares of 
such companies." 

2.14. Paragraph 74 (iii) of the Audit Report (Direct Taxes) was 
sent to the Board in September, 1977 in which the legal position 
regarding valuation of unquoted equity shares in companies (both 
investment companies and others) was pointed out by audit. In 
a communication dated 8 August 1978 to Audit, .the Department 
restated the position indicated in the note the extracts from which 
are reproduced in the preceding para. The extracts from the notes 
in the Board's file leading to the issue of communication dated 
8 August 19'78 furnished to the' Committee included a note 6f the 
DS (DPC) dated 2 May 1978 which reads as follows: 

"Board set up Study Group for study of various problems 
arising in the valuation of unquoted equity shares of 
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companies for the purposes of Wealth-tax and other 
Direct Taxes and submitting a lI'eport in the matter and 
making recommendations for dealing with these prob-
lems ..... 

Regarding valuation of unquoted equity shares of investment 
companies their comments/findings/and recommendations 
are as under: 

(i) The market values of equity shares of investment com-
panies derived under the procedure laid down in 
Circular No. 2-WT of 1967 are considerably higher than 
the market prices are reflected in the quotations of 
prices of equity shares of such companies in Stock 
Exchanges. 

(ii) The objection underlying the procedure laid down in 
the Circular No. 2(WD) .of 1967 of valuing unquoted 
equity shares of an investment company a,t the mean 

of the value of net assets of the company and the 
capitalised value of its maintainable profits, is to adjust 
the capitalised value aforesaid to the assets booking of 
the shares. This method combines the advantages of 
Simplicity and uniformity with a broad fairness of ap-
proach. 

(iii) The value of the net assets of the company should be 
worked out after making further adjustments as en-
umerated in para 6.16-Item Nos. 1 and 2 of the Report. 

(iv) It will not be desirable or practicable 'to adopt the 
market price basis in evaluating the assets of an in-
vestment company. 

(v) The rate of capitalisation should be taken at 10 per 
cent of the maintainable yield from the company. How-
ever, 'the rate of capitalisation of the maintainable 
yield in the case of an investment company which de-
rives the major part of the income from house property, 
shall be 8.5 per cent." :lI\. ' 

2.15. The Committee are unable to appreciate the amflldment 
made lD 1964 by ac1t1lnr to the section 7(1) of WeaJt.II-tu Act, 1157, 
the openlDr words "subject to any rules mac1e JD tJaIs bellalf" parti-
cularly wben there was already a provision in section 46(2) 01 the 
Act empowerinr the Board to make rules provldlar for tile lllaDaer 
lD which the market value of aay aasete may be det.ennbaed. Section 
7(1) of the Act as at present worded could lend Itself to aa inter-
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r~~ Il  pateJitlr erroneous In law that any I1Iles made under 
ee o a ~~t or i  of the ~ct cOula suIiersectethe basic ptovtsJon· 

ot ~ctt~n 1ilj:' The cOmmittee reco~ ena  that theactvice of the 
~i tll  a~ ~ul  ~obta .nedb  'the Department OR the point 

~e ~ ~e ~~no ~~ ~ ~ ~~ ~ ~  l~ a ~ 
d~ble  partlcuh1i;'ly"m view ot the' specl8e prcjvisJons of section 

l~ ot the Act. . ", , 
;  • '('1. 

2.16. The Committee find 'that Rule m of 'the Wealth-tax Rules, 
1957. (brought into force w.e.f. 6-10-1967)' provides for the manner 
In which the market value of unquotea cetlulty shares of a company 
. other than an investment company or a managing agency company 
is to be determined. The Committee taU to understand as to why 
the manner in which the market value of unquoted equity", shares of 
,an investment company was then not provided for In that rule. The 
position as stands at present is that there Is 110 raleframed under" 
the Wealth-tax Act, 1957 providing tor 'the manner In which the 
market value of unquoted shares of an investment company is to be 
determined. The Committee recommend that the Department of 
Revenue should draw up a rule in this regard and notify it at the 
earliest so as to proVide a legal basis to the procedure of valuation 
of unquoted shares of investment companies. 

2.17. The Committee note that 'the manner of valuation of un-
. quoted equity shares of various types of companies (including invest-
ment companies) is laid down in the 'Board's Circular No. 2(WT) 
'of 67 dated 31 October, 1967. According to this circular, the valua-
tion of unquoted shares of companies (including investment com-
panies) is to be done by working out the average of (a) the break-
up value of shares based on the book value of the assets and llabill-
ties disclosed in the balance sheet; and (b) the capitalised value 
arrived at by applying a rate of yield of 9 per cent of Its maintain-
'able profits. Audit has pointed out that non-adoption of market 
values, or the adoption of average value where the break-up value 
itself is more than the average value computed under the Instruc-
tions of October 1967, would be detrimental to revenue. The Com-
mittee feel that 'the market price worked out by the method of 
javerage' will be largely notional and in many cases it may well be 
much below the HOpen market price." For example, in the instant 
case pointed out in the Audit para, the -equity shares held by the 
'assessee in an investment company verevalued, In accordance with 
the instruction of October 1967, 'at 'Rs. 485 and Rs. 484 per share for 
'the assessment years 1973-nand 19'74-'75 respectively whereas the 
'break-up value:of Shares based -on ,the book value of the assets of 

'1071 LS--=4 
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the company was Rs. 1165 per share for these assessment years. Thusr 
in certain cases, the application of instructions of October 1967 may-
have the effect of valuation, for the purpose of Wealth-tax; at a level 
substantially lower than the value admitted by the assessee himself 
In the balance sheet. This is clearly to the detriment of revenue 
and against the spirit of section 7(1) of the Act. The Committee 
would not- Uke tobazard a definite suggestion as to how the valua-
tion should actually be done. The Committee would, however, like 
the Department to re-examine the method of valuation of unquoted 
equity shares of Investment companies and If necessary, amend it 
suitably so as to safeguard the interest of revenue. 

NEW DELHI; 
April 28, 1979. 

-Vaisakha 8, 1901 (S). 

P. V. NARASIMHA RAO, 
Chairman, 

Public Accounts- Committee. 
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APPENDIX r 

(Villi paragraph 1'12) 

Statement ~ o in  action taken by the State Govemmenta re~  implementatiea 
of recommendations of Raj Committees on Agricultural land Holdings Tax:-

State Position reported 
in 

I. Andhra Pradesh. June, 1977 

April, 1978 

3. Bihar . June, 1977 

4. Gujarat May, 1978 

Whether accepted 
or not 

Under examination 
of the State Govern-
ment. 

Action taken 

The State Government jl 
examining the recom-
mendation' of Raj Com-
mittee. 

Not acceptable to Existing meuurel for ru-
the State Govern- raJ taxation, including 
menL levy of a surcharge on 

land revenue and agri-
cultural income-tax are 
in the State Govern-
ment', opinion adequate 
to ensure reasonable 
taxation or rural ICC-
tor. 

Under eomideration 
of the State Govern-
ment. 

Decision not yet 
taken. Re-Ievy of 
land holding tax. 

4S 

The State Government do 
not think it feasible to 
implement the Raj Com-
mittee's recomlllenda-
tions on agricultural tax 
structure as they involve 
comprehensive amend-
ment of the tenanc), 
laws. However, the State 
Government are pre-
IeDtly eonlidering the 
recommendation! 0 

Ra,j Committei' throug h 
a High level Commitee. 

An official level Com-
mittee had examined 
Raj o itt~e report 
and was not in favour 
of levy of land bolding 
tax. The State Govern-
ment have not taken a 
final deciuon in the 
matter. 



5. Haryana . May, 19781 

o. Himachal Pradesh June, 1977J 

7· Jammu & Ka.h- May, 1978 J 
mir 

8. Karnatakal • July, 1976 

9. Keralii April, ,8 

46 

Laaci holdiu« tax en-
forced in' tAe State 
in a modified from 
w.e.f. 16-6-1973. 

Accepted. 

Not implemented. ill 

Do. 

State Government 
not iDlplementing 
~ Committee's 
Recol1UDeGdationa. 

4 

Income which accrues to 
the State Government 
from land holding tax 
is about RI. ~. 76 crores 
per year. Replacement 
of land Revenue Act by 
the Haryana land Hold-
ings Tax, 1973 hal 
mobilised additional 
resources of well over 
RI. 4' 00 crores per 
annum for the State. 

Two acts, viz., HP Land 
Holdings Tax Act and 
HP LR Surcharge Act 
were framed in 1974-
following acceptance 
of Raj Committee's re-
commendations. Land 
Holding Tax Act is 
proposed to be repealed 
now, consequent on en-
actment of HP Taxa-
tion on certain goods 
carried by Road Act. 
Recovery of land hold-
ing act stayed for the 
present. 

The State has enacted 
Agrarian Reforms Act 
for taxing Agricultural 
incomes. 

The State Government 
have examined the re-
lative merits of the 
scheme of taxation sug-
gested by the Mysore 
Taxation & Resources 
enquiry Committee and 
Raj Committee. They 
have come to the 
conclusion that the 
scheme of agricultural 
oldin~ tax will not be 
admiDlltratively fea-
lible. Consequent on 
examination of these re-
ports the State Govern-
ment have extended the 
Agricultural Income-tax i-
to all crops w.e.f. 1-4-,6 

According to the State 
Goyernment, no Ipecific 
advantage will accord 
to the State because of 
introduction of :'wi-
cultural land holdmg 
Tax. The State il levy_ 



10. Madhya Pradesh May, 76 

II. Maharashfl'a 

u. Manipur • 

IS. Meghalaya 

June, 77 

May, 76 

• June, 77 

47 

s 

Not accepted. 

Under conaideration. 

Not implemented 

Do. 

ing basic tax at RI. 
4' 94 per hec;tare on a 
land and plantation tax 
. 'on plantatiom growmg 
coconut, coconut, rub-
ber, pepper, tea, coffee 
and cardamon at RI. 
so/-per hectare of plan-
tation area in exceu of 
one hectare and in 
addition agricultural 
income-tax at rate more 
or leu equal to Central 
Income-tax rate. Beail' 
dea, the State Govern .. 
ment have introducect 
panchayatCeuat 1/16% 
of the capital value of 
the land. It i. ~ ere ore 

considered that the ba-
lance of advantage will 
lie in continuancea of 
existing leviea on lana: 

~.  

The State Government 
have imposed a tax on 
agricultural immovable 
property vide the MP 
Krishik Sthawar Sam-
pathi Kar Adhiniyam 
1974. This act impoeed 
tax on agricultural land 
holdings of value exeed-
ing RI. 20,000 only. 
In view of' thi;, the 
State Government do 
not consider it necessary 
to implement the Re-
commendations of ~ 

Committee. Working 
Group -set up to study 
the report of Raj Com-
mittee i. under&. consi-
deration·lt ... 

The size of anraFe! hold· 
ing in the State illmall. 
The State govt. have 
introduced improved ag-
ricultural practica. Any 
move for additional tax 
will curb the initiative 
at thi, early ltage. 

MOlt are81 in the 1'> .. ,e are 
yet to be .urveyed and 
It is difficult to calculate 
rateable value of land-
Implementation of Raj 
Committee'. recom-
mendation may act 81 a 
disincentive to increaaed 
production. 

------------------------------
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1 R 

... N.-Jand. 

I~. Ori ... April,78 

16. Punjab June. 77 

17. Rajuthan • JUDe, 77 

18. Sikklm • JUDe, 77 

Not accepted. 

Not accepted. .it l 

Do. 

4 

The State baa peculiar 
agricultural and socio-
economic conditions. 
Introduction of a direct 
tu on agricultural wea-
lth and income ia not 
feuible. Agriculture in 
the state i. of shifting 
and .ubsi.tance nature. 
Very few holdings would 
be of rateable and hence 
there i. no scope for 
levying the Agricultural 
Land Holding Tax. 

Raj Committee's recom-
mendations involves cul-
mberaome procedure 
for aaaeaament of tax and 
prohibitive cost of col-
lection. No representa-
tion has been made 
to the Centre for reo 
examintion of Raj Com-
mittee's recommenda-
tions. Alternative mea-
sures to mobilise addi-
tional resources for agri-
cultural sector are under 
contemplation. 

The State Govt. have a 
well-established system 
of revenue records and 
it was therefore consi-
dered beat to use the 
existing methodology 
and organisation to raise 
resources from agricul-
tural sector. The State 
Govt. enacted two le-
~ a~on  ~il .  (I) The 
Pwijab Land Revenue 
. Act. 1974 for enhance-
ment oC land revenue 
on progressive basis and 
(a) The Punjab Com-
mercial Crops Act, 1974, 
for impolition of a cell 
on cash cropll. 

However no final de-
cltion taken 10 Car. 

The State are levying sur-
charge of land revenue 
on slab buis. This sys-
tern is prderred to Raj 
Committee'. recom-
mendation. which Ja. 
volve complicated pro-
cedures and high COitl. 

Do • No agricultural tax is 
being l~ied. 
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1119. Tamil Nadu May, .,s 

;"20. Trioura • June, 77 

'.!II! I. U ttar rad~  May, 78 

, •. Weaf·Bengal Jan. 79 
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Not accepted. 

Under examination. 

Not implemented 

A moc:1ified and sim-
plified venion or 
the AHT is propo-
led to be adopted. 

Due to eaormoUl.adminis-
.... tive and financial im-
plication. without ap-
preciable increaae in re-
venue, the State Govt. 
are not accepting the 
recommendation.. The 
direct taxation of agri. 
cultural income i. al-
ready subject to pro-
greuive agricultural in-
come-tax. 

VarioUl problems are in-
volved implementing 
Raj Committee's recom-
mendation. Charact('r 
and composition of the 
population show special 
probleffil. Average yield 
from land is much below 
the all-India "standard. 

The State Taxation En-
quiry Committee head-
('d by Sri Lakdawala 
found that imposition 
of land holding tax 
would not be suitable. 
Recommendation of 
Lakdawala Committee 
for re-imposing land re-
venue on holdings upto 
6' 4 acrea and ror raising 
rates of land develop-
ment tax were accepted 
and implemented by the 
State Govt. in 1974. 
Rationalised land reve-
nue along wi th tbe rf!o 
vised rate or land deve-
lopment tax was en-
forced. Howeyer, the 
Land Development to 
has been abolished w.e.f. 
'-7-'977. Cultivatora 
havinlt holdinll upto 
9 • 7 acres have bttn 
exempted from payment 
of revenue. 

The Govt. of W.B. inti-
mated lome time back 
that It was intToc:1uclns 
the WB (rarm holdin,> 
R.evenue Bill, '978 tn 
the State Aaembly. It i. 
atated in the Statement 
or Objects and R.easOlll 
of the Bill that It ia 
considered neceaaary by 
the State Govt. to brinl 
about' a radical c an~ 
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-------------------------
II 

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

j, 

'---_ .... , --
4' _____ 0'-

in' the -~litin  land' 
law by relating 811e1--
ament and . levy of land' 
revenue to the situation 
of land' in different· 
agro-climatic are ... ge-
neral productivity or in-
the productive poten-
tial of land held by a 
riyat, It is abo stated' 
that, to bring about 
progreaion in the land~ 
revenue, pattern,. it is 
; proposed to exempt 
small owners of land" 
with lesser production 
potential all together from 
revenue burden and to' 
auess at an increasingly 
graduated scale the re-
venue on holdings with' 
rateable value e ceed~ 

ing the exemption limit. 
It is further stated that 
it is proposed to provide 
for Regional Rating 
Boards and' a State--
Rating Board for perio-
dical assessmen t of the 
rateable value, an appul 
against assessment and' 
remission of farm hold-
ing revenue either whol-
ly or in part on account 
of drought, Hood or 
other natural calamities. 
Thus. it appears that· 
the I egisla tion propOied' 
by the Govt. of West 
Bengal is a modified and-
simplified version of-
Agricultural' Holding 
the Tax recommended' 
by the Raj Committee •. 
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APPENDIX m 

(Vide Paragraph 1.32) 

Ministry of Finance (Department of Revenue) Comments on the 
<case referred to in the Audit Paragraph. 

Para 71.7 (i}-BIHAR: 

The CIT concedes that survey was not conducted according to 
the relevant instructions of the Board in the two Districts in Bihar 
referred to in the sub-para. He has, however, reported that on 
receipt of particulars about 1171 holdings, the Income-tax Officers 
. got necessary enquiries made through the Inspectors in respect of 
,selected big cases. Inspectors' reports in respect of these cases indi-
ocate that the details of audit report regarding acreage 0' lands, value 
etc. are not based on latest records but on old ones. In particular, 
it has been revealed that the acreages held by the parties in many 
. cases are much less than what is shown in the Audit Report. In this 
regard the data in the following table may please be noted:-

·SI. No. 
··or Audit 
Report 

Name of the assesseca. 

~  Buudeo Dubey . 

!lII!I BriJbihari Rai . 

473 Awadh Bibari Rai 

!l811 Awadb Bihari Singh 

Agricultural land 
possessed al per audi t 
report (in acres) 

39 

125 

1116 

Agricultural land 
actually pOiseued as 
ascertained by In .. 
pectors from revenue 
records supplemen-
ted by local enquiries 
made in the office of 
Agriculture ITO. 

6 

15 

18 

3 

The CIT has further reported that enquiries have been conducted 
. by the Inspector$ in respect of all the 1171 cases. Priority was given 
to making enquirie$ in cases where persons were alleged to possess 
land exceeding 500 acres .(even though in reality the holdings was 
found to be much less) and then to smaller holdings. Many cases 
are prima facie below taxable limit. The prevailing market rate 
was arrived at by taking into account the following factors:-

__ ..... Ih ... .. .~  ...... ~  ~ . 
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'(a) The maximum compensation payable by the State Gov-
ernment was Rs. 1200 per acre. 

(b) value shown in transactions in land in adjacent areas. 

(c) Local conditions e.g. flood or drought prone areas, fertility 
of the soil, average produce, number of crops per year. 

In short, the position in the light of CIT's report appears to be 
·'that whereas enquiries have been made in all the 1171 cases at the 
. instance of the Audit, actual number of cases liable to agricultural 
wealth-tax or the decapement of tax is likely to be much less. . 

Para 71.7(ii}-GUJARAT: 

It has been reported by the CIT that the survey for the levy o~ 
wealth-tax on agricultural holidings was conducted in the 3 Districts 
of Gujarat covered by the Audit's sub-para. The bet· that many 
of the cases have now been brought on the GIR as a result of the 
follow-up action by Audit shows, however, the same was not done 
thoroughly. The position regarding the 240 cases mentioned in the 
sub-para, as reported by the CIT, is as under:-

(a) Cases already on the GIR • 15 

(b) Cases brought on the GIR AI a result offollow·up action on Audit. 156 

(c) Cues not found to be taxable 6t 
Total 1240 

Para 71.7 (iii)-KERALA : 

The CIT reports that the survey was conducted in the District 
'of Palghat which is covered by Audit sub-para, in pursuance of the 
Board's instructions. 

The A. G., despite requests by the CIT, has not been able to 
furnish the list of 115 rubber estates and 50 coffee estates mentioned 
in the sub-para. The position with regard to 61 cardamom estates 
is as under:-

I. Companies and Firms which are Dot liabJe for wealth-tax . 

12. C_ relating to other Chu,eI 

.s. ea.e. already 00 G.I.R.: Kottayam 

TiruvaUa 

II 

8 

10 
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4· Cues brought on G.I.R. as a relult of the follow up action 

Tiruvalla 2 

Calicut 

Palghat 

5· .cues not found to be -taxable (lince the holdings of 
. theae cases are small) •  •  •  •  • 

7 

18' 

67 

The CIT, Karala, had extensive discussions with the Chairman of 
the Cardamom Board,l'egarding the valuation of cardamom..lands in 
Kerala. The Chairman, Cardamom Board, stated that the value of 
about 9S per cent of the total holdings, which are categorised as small 
will not exceed minimum exemption limit and that it may not be 
adviseble or prudent for the Income-tax Department to try to reach 
these people as it will cause undue harassment to these SOlall 
growers. In the list given above where 10 cases are shown as brought 
on G.I.R. as a result of follow-up action, even marginAl cases have 
been booked. It is likely that even some of these cases may ulti-
mately be not found taxable. 

It has been mentioned in the sub-para that the cost of cultivation 
o~ a rubber plantation has been worked out by the Rubber Board 
at Rs. 6,000 per acre. The CIT reported that, as per independent 
statistics obtained by him from the Rubber Board, the cost of new 
plantation in 1973 comes to ,only Rs, 4,500 per acre, which includes 
the cost of clearing forests trees on lands also. The data relied upon 
by the Audit appear to relate to 1970-71 when the cost would be 
much less as compared to that in 1973. In the light of the report 
received fl'om the CII, it appears that whereas some cases might have 
escaped the survey net, the number thereof and the tax escapement 
as a result of this would be much less than indicated in the u~ ara. 

Para 71.7(iv)-TAMIL NADU: 

The CIT· reports that. necessary survey in terms of.:various iIl$truc-
tions of the Board was c81'ried out throughout Tamil Nadu. The-
CIT has reiterated that 5 Trusts mentioned in the. "sub.para are 
exempt under section 5(1) (i) of the Wealth-tax Act iIi as much as 
all of them are dominantly for charitable purposes, were formed 
much earlier than 1-4-1962 and, as such, the" provisions of section 
21A of the wealth.tax retain the exemption in:Jje:;pect of tb~ e Trusts. 
All the same tlie CIT has been asked to examine the matter once , . 
again. 
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The CIT al. re or~ed. t at list&. of 'l'elQining:85 :TrU$t$ and. ,75' 
"cases .other. than, untru t ~rnia ed  -to ,him'by" A.G. i pleased· tc) a 
·cou.ple of,lnOllth&,baok,'and. that he; has.,jssueQ1inskudiOlls tort ~i.r  
review of the..d60-cases." 

,Para 71.7(v)-MADHY A PRADESH: 

The 'CIT: reportS' that the charge of CIT, Madhya Pradesh, was 
creat~d ·w.e.f. 1-6 ... 1970 with 'headquarters at Bhopal by shifting part 
of the' staff 'and relevant records' from Nagpur. While he has asked 
the CIT;' M.P:, Nagpur and' Bhandara (who was holding the un-
bifurcated 'charge) to specifically confirm the position in this regard, 
on the basis of information available with him, he has reported that 
necessary survey was conducted in the areas now forming the pre-
,sent Madhya Pradesh Charge. 

The CIT has reported that in spite of repeated requests, the A.G. 
has not supplied the relevant details of all the 140 cases scrutinised 
by the Audit Party and, therefore, it is not possible for him to give 
a proper break-up regarding the cases already on the GIR, those 
brought on the GIR as a result of the follow-up action on Audit 
and those not likely to be t.axable. 

While the exact position would be known in due course, it ap-
peal's in the light ot: the CIT's report that even though survey was 
undertaken, the same was probably not done in a fool-proof manner. 

Ptlra 71.7(vi)-RAJASTHAN: 

It has been reported by the CIT that survey in terms of Board's 
circulars' was extended over a greater part of Rajasthan and includ-
ing the 4 i~trict  (Kota, Jaipur. Udaipur and Sriganganagar) cover-
ed: by-,the Audit Review. The latest position regarding break-up o:tl 
'980 cases, as communicated by Cs.I.T. in Rajasthan charge, is as 
under:-

:5. No. Partlculan 

I Cases already on GIR 

2 Cases where no action was considered necessary 

3 Cases brought on GIR as a result of follow-up 
action. 

4 Cases not borne on Revenue Records and as IUch 
ertq tridell' to be made • 

5 a ~  to AhlDedabad Charge 

. 6 Caees under eaquiriel 

J.P.R. J.D.R. Total 
Charges . Charges 

702 

13 

54 

747 

13 

54 

980 
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The three cases mentioned are those of Bishan Singh, Jagu and .. 
Banwari LaI. In the case of Bishan Singh, the status was found 
to be HUF and for the assessment year 1970-71, the value of agricul-
tural land (based on the comparable sale in the case of Shri Jagu)' 
was estimated at Rs. 3,33,500 which was below the taxable limit. The 
proceedings were again started for the year 1972-73 by the issue of 
notice under section 14(2) on 7-9-1972 on the basis of survey. Since the 
notice could not be served, proceedings were dropped on 12-3-1973 to 
avoid the pendency of infructuous proceedings. At the same time, 
directions were giveJl for the issue of notice under section 17. There 
was no necessity, however, to do so because it was found out that 
there was partition in the HUF of Shri Bishan Singh on 25-2-1971 as 
a result of which he got only 43 bighas and 19 biswas of land. 

As per CIT's report, therefore, the Audit objection does not ap-
pear to be acceptable. 

The position in the case of Jagu is more or less the same as in 
the case of Bishan Singh. 

In the case of Banwari LaI. the assessments have been completed 
by the I.T.O. for the assessment years 197()"71 to 1977-78. The Audit 
objection, therefore, is correct. It may be mentioned, however, 
that final view in the matter could perhaps be taken only after the 
disposal of appeal at least at the AAC's stage. That is because the 
I.T.O. has assessed the entire land in the status of HUF in the hands 
of Shri Banwari Lal whereas it was claimed that the same belonged 
separately to the three brothers because of partition having taken 
place 25 years back. 

The two cases of Hindu Undivided Families mentioned are those 
of Rao Manohar Singh and Khumman Singh. The Audit objection 
that these cases were not brought to charge of Wealth-tax is correct. 
The assessments have been completed and the results have been 
intimated to them. The assessments have, however, been completed 
ex parte under section 16(5) of the Wealth-tax Act. An idea about 
the exact tax effect can perhaps be only formed after the appellate 
stage. 

Para 71.7(vii)-WEST BENGAL: 

It has been reported that in all the charges of, Commissioners of· 
Income-tax, West Bengal (excluding Asansol) survey was exteBded 
over the entire area. Regarding the charge of CIT, Asansol (which 
ol\ly is covered by the Audit review), no proper survey is reported 
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to have been made up to 31-3-1975. The same is said to have been 
conducted only during the year ending on 31-3-1976 in some parts. 
of Districts Burdwan and Birbhum only. 

Regarding 64 persons having net agricultural 
Rs. 10,000, the position is as under:-

income of over 

(a) No. of cases already on the GIR . 7 
(b) No. of cases brought on the FIR as a result of follow-up £ction on 

Audit . . • . . • . . . . . 

(c) No. not found to be taxable. 

Total 

Regarding the remammg 24 cases, the CIT has reported that 
local A.G. was contacted but relevant details are not available in. 
his office. 

It has been reported by the CIT that the value of land estimated> 
by the Audit is more than what it should be as per the real market 
value. As far as District Burdwan is concerned, the Audit seem to 
have put a value of Rs. 12,800 per acre on the basis of 20 years' 
purchase of estimated net income of Rs. 640 per acre. The CIT' 
lI'eports that apart from the fact that agricultural income per acre 
is much less, it is more reasonable to adopt a multiple of 15. Over 
and above all this, it is significant that as per information collected 
from the I;tegistration Authorities, the value per acre varies between 
Rs. 2,000 to Rs. 5,000. The AAC has als:>, more or less, confirmed 
the same valuation. As far as cases of District Birbhum are con-
cerned, the Audit have estimated the value at Rs. 9,500 of irrigated 
land and Rs. 7,800 of non-irrigated land whereas, as per iniormation 
extracted by the assessing officers, the Land Acquisition Officer' 
estimated the value between Rs. 2,700 and Rs. 6,937 per acre depend-
ing upon the location and the quality of 'the land. 

In the light of the report received from the CIT, the Audit objec-
tion appears to be partly acceptable in as much as the number of 
cases actually found to be taxable and the escapement of tax is 
likely to be much less than indicated in the sub-para. 

Para 7l.7(viii}-ORISSA: 

It has been reported by the CIT that survey in pursuance of the-
Board's instructions was carried out in some of the Districts. Out 
of the 13 Districts, it was not conducted in Puri, Kalahandi, Bolangir 
Phulbani, Keonjhar, Ganjam and Sambalpur (to which District the-
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:3 cases mentioned jn,the Audit pax:a pertain). ~ I  has reported 
that the disputes under the Land Ceiling Acts are pending ,adiLJdica-
tion in the 3 cases referred to in the sub-para and that there are also 
intra-family di ut~ o  partition or for share in the family land. 
Assessment proceedings have been initiated. The exact position 
would, however, be known only after the assessments are completed. 

Para 71.8(i)-TAMIL NADV: 

The main difference betv.:een the value adopted by the Audit 
, and that adopted in the wealth-tax assessments is on account of the 
fact that whereas the Audit have worked it out by capitalising the 
net agricultural income, the W.T.O. has not done the same. It has 
been stated in reply to point No. 17 below that income-capitalisation 
method is not a very sai:e guide for the purpose of valuation of agri-
cultural lands and, as per Board's instructions, is to be adopted only 
as a last resort. The, CIT, however, has put an emphasis on the 
guidelines for valuati·on for registration purposes issued by the State 
• Government for each survey number in every village comprised in 
the Taluk. The position regarding the 6 cases (the name of the 7th 
,case has only been recently supplied to the CIT and ~urt er report 
. is awaited.) is as under:-

(a) In respect of R. Bala Kumar, R. K. Radhakrishna Chettia,r 
and R.Kesavan, the value adopted by the W.T.O. is either 
equal to or more the value worked out as per State Gov-
ernment guidelines. 

(b) In respect of V. Sathyanathan. the value adopted by the 
W.T.O. is as per approved valuer's report which agrees 
with the capital value fixed by the State Government. 

(c) In respect of A. Krishnaswamy Wandiyar and H. H. 
Dharampuram Adheenam, final report has not been re-
ceived from the GIT so far. 

Para 71.8(ii)-TAMIIJ NADD: 

The Audit objection is acceptable to the extent that having regard 
to the facts and circumstances of the case, the agricultural lands 'of 
the assessee have been under-valued. Remedial measures, wherever 
possible, have been taken and' re-assessments a,re pendiqg. The 
exact ua~tu  of under-assessment or the tax effect thereof, how-
-ever, can 'only be no~n after the relev,ant a e e~t  have been 
re-framed. 
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Para . ii~ -  ANA: 

The CIT has reported that survey in pursuance of the Board's 
instructions was carried out in the whole 0; Haryana. It has been 
mentioned by him that Receipt Audit had requisitioned 19 files of 
'D' ward, R:>htak and 263 files of 'C' ward, Hissar, which were deal-
ing with the cases of agricultural wealth-tax. The Audit sub-para, 
however, speaks of only the cases of Shri Mohan La! and Shri Mani 
Ram, who are two brothers. 

The only question in these two cases is regarding valuation of 
land. The Audit seem to have applied a flat rate of Rs. 2,700 per 
acre on the entire lands of the assessee. This rate was, however, 
in respect of irrigated lands transferred to the tenants on 23-7-1971. 
The Audit also to:>k into account the original estimate of the value 
of land made by the Patwari at Rs. 10,49,800 and Rs. 9,52,600 res-
pectively in the two cases. The W.T.O. on the other hand, adopted 
the value certified by the registered valuer which showed the break-
up of the land in terms of self-cultivated, cultivated by the tenants, 
quality of land and irrigation facilities available, etc. Besides, the 
valuer also took into consideration the rights which the assessee had 
in different kinds of lands under different tenancies while valuing 
the lands. 

The Patwari was called by the W.T.O. and his statement under 
section 37 of the Wealth-tax Act was recorded. The Patwari has 
now estimated the value at Rs. 3,54,000 as against the original esti-
mate of Rs. 10,49,800. The CIT has further reported that the case 
was referred to Agricultural Valuation Officer as well and his value 
also does not differ much from the value shown by the registered 
valuer. B 7fseeoag(,y 

Para 71.8(iv)-WEST BENGAL: 

As per report of the CIT, the Audit objection does not appear to 
be acceptable. 

In the Audit Para it has been stated that the assessees did not 
furnish "details of area of land and their value". In response to 
clarification sought from the C.I.T. on the point, it has been reported 
that all the 3 assessees in question did ffle details of agricultural 
lands giving areas, location and nature of land along with their 
wealth-tax return for the assessment year 1970-71. The valuation, 
however, had not been shown. The C.I.T. reports that 'the assessee, 
howe\l'er, claimed exemption in Annexure Part IV of the return 

107l LS-5 
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which would mean that the total valuation of the land was claimed' 
by the assessee at Mas than lb. 1.5O')0G0. The 3' assessees in question 
heid a,n.euitur.alland to the tune of· ~  Z4;98 aftd 24;N aeres res"'" 
}»Ctivety. The upper limit of valuatiOll C1f laftic! hi ttre Distriet eon--
~ during the yeAr'6 uAder coosideratioJil. WBs generally taken 
a.raIIIlti B.s. 5!,.OM per acre wh.icll is in conf-orinity with the sale of 
other ~arable 1anda ... I*' deta!ll8 oolleeted ftom l\egirirati'OtI. 
Office. On this basis, the value of indi idu~ agdeultural holdings of 
the 3 assessees concerned was accepted by the W,T.O. to be below 
taxable limIt. The C.!.T. has further reported the \\7:1'.0. co~erned 
verified the assessed net agticultutal income of the 3 er o~  ranged 
between Rs-. 1,500 and 9,500 for the years 1970-11, to 19'74-75 and 
taking the capital value at 15 times, the value of land bf each of the 
3 persons would be below taxable limit. 

Para 71.8(v)-RAJASTHAN: 

The obJect40n relates to the ex-Ruler of Kota. Out of 3,473 big-
has, allegedly not returned by the assessee in tIRe wealth-tax return, 
2;507 highas are land appurtenant to Umed Bhawan Palaee, K<lta, 
waich was deelared as the official residence of the a1J8essee and, as 
such, exempt und:e.r secticm 5(1)(iH.) of the Wealth-taK Act. The 
balance of about 963 bighas was said to have been sold or given away 

in Bhoodan Yojana. 

It has been reported by the CIT t ~t the o e~ion of land cover-
iog 963 bighas was taken by the tra.nsferee.s in aln1-ost all the cases 
before 31.3.70 and the sale-proceeds were also received l1y that 
da.te. Certain 'urther iniormation/clarificat¥>I:l regardit;1g the dates 
Gi re,gistratioo etc., however, has been called from the C·LT. 

Tae fact that 2,507 bighas of land is surrounded by the bound,ary 
wall the Palace and because of Government IOf India Notification to 
the effect "Umed Bhawan including garden, ltari baHding etc. OClltl-
prising the entire compound" the assessee's claim that the same was 
appurtenant to the palace seems to have been rightly conceded by 
the W.T.O. and Audit objection does not appear to be acceptable. 

-e a~ the valuation of land, the W.T.O. determined the 
same rougiUy at the rate ~ Rs. 505 per Mgha. ~ basea the ~lua
tion on the fbUowing:-

(i) The nab Ire of land (ii) Some tran ac ~n about sale of land 
in financial year 19ifih70 (iii) The value of ail'ictUt\U'al land deter-
IIlil\ed by the AAe in compa1'8ble ca~e . 

As such, the valuation Itt. by him ~at  to he reasonable as 
against the higher valuation placed by the Audit. 
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