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INTRODUCTION 

I, the Chairman of the Public Accounts Committee, as authorisel 
by the Committee, do present on their behalf this Seventh Report 
of the Public Accounts Committee (Sixth Lok Sabha) on paragraphs 
relating to Valuation of Immovable Properties includeti in Chapter I 
of the Reports of the Comptroller & Auditor General of India for 
the years 1973-74 and 1974-75, Union Government (Civil), Revenue 
Receipts, Volume II, Direct Taxes. 

2. The Reports of the Comptroller & Auditor General of India fot 
the years 1973-74 and 1974-75, Union Government (Civil), Revenue 
Receipts, Volume . II, Direct Taxes were laid on the Table of the 
House on 9 May, 1975 and 14 May, 1976 respectively. The Public 
Accounts Committee (1976-77) examined the paragraphs relating 
to Valuation of Immovable Properties at their sittings held on 15 
November, 1976, but could not finalise the Report on account of dis-
solution of the Lok Sabha on 18 January, 197'7. The Public Accounts 
Committee (1977-78) took further evidence on this subject at their 
sittings held on 20 and 21 March, 1978 and finalised this Report at 
their sitting held on 10 April, 1978 based on the evidence taken 
and the further written information furnished by the Department 
of Revenue. The Minutes of the Sittings form Part U· of the Report. 

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

4. The Committee place on record their appreciation of the com-
mendable work done by the Chairman and Members of the Public 
Accounts Committee (1976-77) in taking evidence and obtaining 
information on this Report. 

5. The Committee would like to express their thanks to 
Shri P. C. Abraham for furnishing a Memorandum on this subject 
and for giving valuable information to the Committee during 
evidence. 

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

• Not printed. One 1J·c\O!tyled CO~y lal-1 on the Table of the House and five cyclostyled 
cop;es plared in the Parliament Library. 

(v) 



(vi) 

7. The Committee would like to express their thanks to the De-
partment of Revenue & Banking (now Department of Revenue) , 
Ministry of Finance for the cooperation extended by them in giving 
information to the Committee . 

• 
Nzw DELHI; 

April 17, 1978. 
ChaitTa 27, 1900 (S). 

C. M. STEPHEN, 
Chairman, 

Pubti~ Accounts Committee. 



CHAPTEIlI 

ADMINISTRATION OF SECTION 230A OF INCOME-TAA ~CT. 
1961 

Audit Paragraph 
1.1. As a safeguard against tax evasion, the Dir~ct Taxes (Am-

endment) Act, 1964 introduced section 230A in the Income-tax Act, 
1961 providing that no Registering Officer appointed under the Indian 
Registration Act, 1908. would register any document purporting to 
transfer, assign, limit or extinguish the right, title or interest of any 
person to or in any property valued at more than Rs. 50,000 unless 
the transferor produces a tax clearance certificate from the Income-
Tax Officer certifying that the transferor has paid or made satisfac-
tory provision for payment of aU existing liabilities under the 
different direct taxes enactments or that the registration 011 the, 
documents will not prejudicially affect the recovery of any such 
liabilities. The section was amended by the Finance (No.2) Act, 
1971 with effect from 1st October, 1971 so as to extend its scope to 
transfers of agricultural land also. 

1.2. The provision is also intended to ensure that the assessees do 
not alienate their assets before the existing tax liabilities are fully 
paid and/or satisfactory provision has been made for payment there-
of. In the application for the issue of the certificate, the person 
who applies for such certificate. has to furnish the nature of the pro-
perty, particulars on how the property was acquired and the full 
value of the consideration for which it is proposed to be transferred. 
The Income-Tax Officer can make USe of these details to ensure that 
the income from the asset has already been returned/assessed t8 
Income-tax. its value has been considered for Wealth Tax/Gift Tax, 
and the capital gains, if any, are duly brougfit to assessment. 

1.3. A test check in some Commissioner's charges for the period 
1st October, 1971 to 31st March, 1973 revealed the following cleft-
ciencies in the working of this important provision:-

(i) The test check in Andhra Pradesh, Assam, Bihar, Karn&-
taka, Madhya Pradesh, Punjab and Uttar Pradesh revealeO: 
361 cases where transfers of properties of a total value oj 
Rs. 3.31 crores were registered even though the value in 
each document exceeded Rs. 50.000 and tax clearancecer-
tificates were not furnished. The default was particular17 
widespread in Punjab where the test check conducted in 
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J3 Registering Offices alone revealed as many as 278 cases 
involving property valued at Rs. 2.21 crores. 

,(ll) In a number at cases it was noticed that the transactions 
between the same parties entered into on or about the 
same dates were, apparently, split up and registered under 
separate docume~ts with a view to defeating the provi-
sions of Section 230A of the Income-tax Act. Twenty 
three such cases involving properties of a total value of 
Rs. es lakhs were noticed in Assam, Bihar, Kerala and 
Punjab. The individual values of properties in these 
cases varied from Rs. 51,000 to Rs. 2.50 lakhs but these Jil"d 
been split up into 2, 3, 4 or even 5 separate documents 
executed between the same parties on or about the same 
dates. 

(iii) A tendency to state the value at exactly Rs. 50,000 or a 
little below that, apparently with the same object of de-
feating the provisions of the law, was also noticed. Th"e 
test check in Assam and Punjab revealed 275 cases with 
values ranging between Rs. 45,000 and Rs. 50,000. In 93 
of these. the values ranged between Rs. 49,000 and 
Rs. 50,000. 

(tv) Cases were also noticed where the information available 
in the applications for obtaining the Income-Tax Clearance 
Certificates, was not used in Direct Taxes assessments. 
Thus in Calcutta, Income-tax clearance certificates were 
given in 9 cases for transfer of properties valuing from 
Rs. 50,000 to Rs. 1,93,750 but the persons concerned were 
not called upon to file their Income-tax or Wealth-tax 
returns. In 8 other cases, the particulars furnished bv tile 
applicants were indicative of the fact that the appncarlts 
were assessable to Wealth-tax; the property values in 
these cases varied from Rs. 50,000 to Rs. 2,16,666. TJle ap-
plicants were not, however, assessed to WeaYth-tax. Simi-
larly in Bombay, Wealth-Tax return was not called for 
from an applicant who had asked for a certificate for 
transfer of property valued at Rs. 2,90,000. In some cases, 
the values given in the transfer documents varied from 
those declared in the relevant Direct Taxes a!lsessments 
but no action was taken to rectify the latter. Thus in 9 
Wealth-tax cases in Bombay, a comparison of the values 
of certain properties with the values deemed for the !!lame 

-.... ' 'PTOpertie!l in connection with their transfer revealed an 
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under-statement of wealth to the extent of Rs. 8,60,836. 
In another case, the tax clearance certificate was fssued 
but the resultant capital gain was not charged to tax. III 
Andhra Pradesh, in 2 cases the value in the transfer docu-
ments dlffered from the value on which Gift-tax was 
levied. The total under-assessment of tax in these 13 
cases amounted to Rs. 22,840. 

1.4. There is no provision in the rules made undlr section 230A 
or in the form of the application for tax clearance certificates to 
make the assessee furnish a valuation certificate given by an ap-
proved valuer to support the value indicated by him. The depart-
mental officers are, therefore, guided solely by the particulars of 
value as furnished by the applicants. 

1.5. The para was sent to the Ministry in November, 1974. Their 
comments are awaited (March, 19'75). 

[Paragraph~ 12 of the Report o:li the Comptroller and' Auditor 
General of India for the year 1973-74, Revenue Receipts, 

Vol. II, Direct Taxes]. 

1.6. The registration of deeds of transfer of immovable pro-
perties is governed by the provisions of Transfer of Property Act, 
1882, General Clauses Act, 1908 and the Indian Registration Act, 
1908. 

1.7. Section 230A (1) which was introduced in the Income Tax 
Act, 1961 w.e.f. 6 October, 1964 by the Direct Taxes (Amendment) 
Act, 1964 (31 of 1961) as a safeguard against tax evasion stipulates 
that: 

"Notwithstanding anything contained in any other law for the 
time being in force, where any document required to be 
registered under the provisions of clause (a) to clause (e) 
of sub-section (1) of section 17 of the Indian Registration 
Act, 1908. purports to transfer, assign, limit or extinguish 
the right. title or interest of any person to or in any pro-
perty valued at more than fifty thousand rupees, no re-
gistering officer appointed under that Act shall register 
any such document. unless the Income Tax Officer certi-
fles that-

(a) such person has either paid or made satisfactory provi-
sion for payment of all existing liabilities under this 
Act, the Excess Profits Act, 1940, the Business Profits 
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Tax Act, 1947, the Indian Income-tax Act, 1922, the 
Wealth Tax Act, 1957, the Expenditure-tax Act, 1957, 
the Gift Tax Act, 1958, tb.e Super Profits Tax Act, 1963 
and the Companies (Profits) Sur-Tax Act, 1941, or 

(b) the registration of the document will not prejudicially 
affect the recovery of any existing liability under any 

of 14le aforesaid Ac'ts.· 
f 

1.8. It may be mentioned that originally "agricultural land" was 
~utside the scope ofihis section but by an amendment made w.e.f., 
1 October, 1971 its scope was extended'to transfers of agricultural 
land also. 

1.9. Explaining the objectives underlying the enactment of Sec-
tion 230A, the Department have stated: 

"One of the common outlets for concealed wealth was invest-
ment in the immovable property and that, with a view to 
enabling the Department to deal with such investments in 
their proper perspective and at the proper time, the pro-
visions under Section 230A were introduced in the In-
come Tax Act." 

1.10. The Committee have been informed by the Department of 
Revenue and Banking tha.t apart from introducing Section 230A in 
the Income Tax Act, 1961, Government have introduced other 
measures in the various Direct Taxes enactments for tFie surveys, in-
vestigation, valuation and assessment of immovable property. The 
Taxation Laws (Amendment) Act, 1972, amended several provisions 
of the Income Tax Act, 1961, Wealth-tax Act, 1957 and the GUt-tax 
Act, 1958 with the following objects, namely:-

(1) to counter evasion of tax through understatement of the 
value of immovable properties in transfer deeds and also to 
check the circulation of black money, by empowering the 
Central Government to acquire immovable properties, in-
cluding agricultural lands. at prices which correspond to 
those recorded in the transfer deeds; 

(ii) to curb the wide-spread practice of ben ami holding of 
propertv with a view to tax evasion by debarring the real 
owner from enforcing his claim to such property in a 
court of. law unless he has declared the income from that 
property or the property itself for purpose of income·tax 
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and wealth-tax or has given notice of his claim to the 
property to the income-tax authorities; and 

(ill) to improve the present arrangements for the valuation, for 
the purposes of income-tax, weelth-tax and gift-tax laws, 
of buildings, lands and other assets, by augmenting the set-
up of the official valuation machinery and enhancing its 
powers on the one hand, and by bringing about better re-
gulation and discipline over the non-official valuers, on 
the other. 

1.11. Audit paragraph states that a test check in some Commis-
~ioners charges for the period 1 October, 1971 to 31 March 1973 had 
ftlvealed that there were as many as 361 cases in the States of Andhra 
Pradesh, Punjab and U.P. where transfers of properties of a total 
value of Rs. 3.31 crores were registered without production of tax 
dearance certificates. Of these 278 cases involving properties valu-
ed at Rs. 2.21 crores were in Punjab. Since this indicated tardy 
implementation of Section 230A, the Committee desired to know 
how many cases of such default in all had come to notice of the De-
paI"tment of Revenue and Banking and what was the tax effect in-
volved. In reply, the Department have intimated that they had 
received reports from only 8 Commissioners and these indicated that 
there were 146 such cases in Meerut, 22 cases in Orissa, 20 in Jullun-
dur and 12 in Bhopal. The tax effect in these cases (except cases of 
Bhopal) was stated to be NIL.' 

1.12. Results of test checks made and referred to in the Audit 
Paragraph also indicate that unscrupulous persons are employing 
various devices to evade the provisions of Section 230A and thereby 
render it ineffective. These devices are: 

(a) to split up' transactions between the same parties entered 
into on or about the same dates and have the same register-
ed under separate decuments, with a view to defeating the 
provisions of Sec. 230A; 

(b) to state the value of the property at exactly Rs. 50,000 or 
a little below that apparently with the same object. 

1.13. As regards the problem of sp'litting up of transactions, Audit 
Paragraph states that 23 such cases involving properties of tl)tal valUe 
of as. 25 lakhs were noticed in Assam, Bihar, Kerals and Punjab. 
Though the individual value of properties in these cases varied from 
Rs. 51,000 to Rs. 2.50 lakhs. these were split up into 2, 3, 4 or even 5 
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separate documents between the same parties on or about the same 
dates, Asked what steps were proposed to be taken to check this 
malpractice, the Chairman, Central Board of Direct Taxes has in-
fonned the Committee during evidence that they had consulted the 
Ministry of Law about it and on the basis of their advice they had 
brought to the notice of the State Governments, Commissioners of 
Income Tax and the Inspectors General of Registration the prevalence 
of this malpractice and also clarified that for the purposes of regis-
tration it was the value of the property which was relevant and not 
the value which was being paid for a particular portion of prop'erty 
as such. 

1.14. The Committee pointed out that though the form of applica-
tion prescribed for grant of a certificate under Section 230A (Form. 
34A) ap'peared to have been comprehensively designed to detect 
even new cases of escapement from various direct taxes, it c!id not 
require the transferor to furnish details of all the tranSfer deeds 
registered by him in a year, as a result of which it was not unlikely 
that instances of splitting up of transfers to circumvent the provi-
sions of Section 230A escaped notice. The Committee, therefore, 
wanted to know whether to prevent such abuses, it was not deSirable 
to include in the Application Form a clause where details of all other 
transfers made by the transferor in a. year could be indicated. The 
Dep'artment of Revenue and Banking assured in a note that the 
suggestion was "being examined". 

1.15. With reference to the tendency to under-state the value of 
property so as to defeat the proviSions of Section 230A, Audit Para-
graph states that a test check in Assam and Punjab had revealed as 
many as 275 cases with values ranging between Rs. 45,000 and 
Rs. 50,000. In 93 of these, the values, it was stated, ranged between 
,Rs. 49,000 and 50,000. The Committee enquired whethe'l' the cases 
which had come to notice as a result of this test check were looked 
into and what measures had been, or were proposed to be, taken to 
check such a large scale evasion of tax. In reply. the Chairman, 
CBDT, has stated in evidence: 

'~rhey are looking into these cases, for future also they have 
been warned that they should keep their eyes op'en and 
where the values mentioned are exactly Rs. 50,000 or Rs. 
48,000 or Rs. 49,000 they should take extra precaution of 
seeing that that property is valued properly. When it 

. was the re~l value, they need not bother but where there 
is some doubt, they should re-examine it further." ...... , • 
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This is something for which we have not been able to find 
an answer. But what we have done is that where the 
Income-tax Officer or the competent authority has the 
slightest suspicion or doubt that the property has been 
undervalued. in order to evade the provisioll'S of section 
230A, then they should try to make proper valuation." 

1.16. The Committee asked whether the problem ·of under-state-
ment of value of properties could be tackled by insisting on a certi-
ficate from an approved valuer in support of the value indicated in 
the qansfer document alid if so, whether necessary provision to that 
effect was proposed to be made in the rules framed under Section 
230A or in the Form of Application. The Department of Revenue 
and Banking have intimated in a note that "the suggestion was con-
sidered by the Board in June. 1975 and it was not conSidered neces-
sary to make such a pTovision." 

1.17. Audit Paragraph also mentions the fact that in a number of 
eases the information available in the applications for obtaining In-
come Tax clearance certificates, was not made use of in DJrect Taxes 
assessments. In this connection the Committee desired to know 
whether these omissions had since been rectified and if so, what 
additional demand had been raised and collected. The Committee 
alsOl wanted to know whether responsibilities for the lapse had been 
fixed in any of these cases. In reply, the Department of Revenue and 
Banking have furnished a statement, a summary of which is given 
below:-

C.I.T's. Charge 

West Bengal 

Audit Objection in brief 

(i) I11formation contained 
in the appliC'.ation uts 2:3oA 
is not made use of in 
Direct Taxes assessments. 

(ii) Applicant appeared to 
be prima faCie liable to 
wealth tax but no steps 
were taken to assess him 
to wealth tax. 

No. of 
cues 

to which 
objection 
relates 

10 

7 

Rectificatory action taken 

.. -----
4-

Action completed iD 2 cases 
Q cases being looked into. 

ID 6 cases wealth is below 
taxable limit. 

Assessments completed in 4-
cases, pending in 1 case. 
Wealth II below taxable 
limit in 2 cases. 



Bombay 

8 

(i) Valucuhown in the trane-
fer documents differed 
from thOle shown in Direct 
Taxes asaessmentl but DO 
action wu taken. 

(ii) No attempt was made to 
tax capital gains. 

10 A.ueasments reopened in 3 
caaea. Report called for 
from C.l.T. in II cues 
C.I.T. uked to take ne-
cessary action in \I cues 
Explanation of ITO called 
for in I cue. No under-
asaeumcnt in II cases, 

Asaesament hal been re-
opened. 

Andhra Pradesh . Value .shown in the transfer 
document differs from the 
value on which wealth tax 
waalevied. 

c:r.o. hal been warned for 
the lapse. ABSelIPIlent recti-
fied. 

1.18. Since there haa been large-scale violation of Section 230A, 
the Committee desired to know whether any 'review had been con-
dQcted by the Dep'artmentjCentral Board of Direct Taxes to see 
how far the provisions of Section 230A were complied with by the 
transferors of properties and the registering authorities. The De-
partment of Revenue and Banking have in a written note stated that 
no review has been conducted by the Central Board of Direct Taxes. 

1.19. However, on 13 June, 1975 the Central Board of Direct Taxes 
had addressed a letter to the Commissioners of Income Tax on the 
following lines: 

(i) In spite of the clarification 'given in Board's letter dated 
6-8-73 addressed to Chief Secretaries of all the State Gov-
ernments and copies endorsed to all the commissioners 
that what is 1'elevant for the purpose of Section 230A is 
the value of the property and not the value of the interest 
which is transferred, the registering officer's have been 
registering the documents without taking into account 
value of the property. 

(ii) Commissioners of Income-tax should get in touch with 
the Inspectors General of Registration and oring to his 
notice the aforesaid clarification; and 

(iii) Commissioners of Income-tax should manage to have 
periodical test checks carried out in the offices of the Re-
gistering officers so as to ensure that the provisions of 
Section 230A of the Income Tax Act were being complied 
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with. The check may be carried 'but once in 6 months, the 
first check being camed out before 31st August, 1975. 

1.20. Though the Board issued instructions for carrying out 
periodical test checks, Commissioners of Income Tax, Amritsar, 
Patiala and PWle have reported that no test checks were carried 
out by them. The reports received from some other charges have 
indicated that test checks are not being carried out.. at regular in-
tel"Vals. In the case of C.I.T's. charges of Bombay, Kanpur and 
Meerut, such a check was last conducted in September-November, 
1975. 

1.21. Since Section 230A was introduced in 1964 and amended 
from 1 October, 1971 SO as to extend its scope to transfer ofagricul-
tura] land also, the Committee wanted to know whether apart from 
issuing their letter dated 6 August, 1973 to the Chief Secretaries the 
Board had taken any other action to ensure implementation of Sec-
tion 230A. The Dep"artment of Revenue and Banking have stated in 
reply that "No other action seems to have been takien between 
September, 1971 and June, 1975 to ensure compliance by the regis-
tering officers with the provisions of Section 230A of the Income 
Tax Act, 1961." 

1.22. In another letter addressed to the Commissioner of Income 
Tax on 13 June, 1975, the Board had desired that "where there is a 
reasonable doubt about the value of the property shown for the pur-
poses of transfer and the tax arrears in the case of the transferer 
exceed the value of the property shown in the document, the 
Income Tax Officer should seelk the opinion of the Valuation Cell 
before issuing 230A certificate." 

1.23. Asked how many cases of understatement of value in trans-
fer deeds were referred to the Valuation Officer in terms of Board's 
aforesaid letter of 13 June, 1975, the Department have intimated 
that reports received from 12 charges were to the effect that no case 
was referred to the Valuation Cell. 

1.24. Implementation of Section 230A presupposes effective co-
ordination between the Income-tax Officers and the Registering 
Officers under the administrative control of the State Governments 
and periodical collection of information about registration of trans-
fer deeds in resp"ect of immovable properties valued at more than 
Rs. 50,000. The Committee understand that under Circular dated 
26 May, 1958 issued by the Central Board of Direct Taxes the De-
partmental Officers were required to gather infonnation Telating to 
transfer of immovable properties from registration officers, both in 
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respect of agricultural and nOD-agricultural properties. This exer-
cise was to be repeated every year. 

1.25. Further, under the instructions issued by the Board on 
16 November, 1964, the Inspecting Assistant Commissioners were to 
ensure P'l'oper collection and utilisation of information from registra-
tion offices by effective control over this work. 

1.26. On 23td December, 1971, the Board issued instructions em-
phaSizing the need for evolving a system of exchange of information 
with the State Governments authorities which might be useful for 
gift tax in respect of agricultural lands. 

1.27. The Committee were exercised over the problem of collec-
tion of information from the State Governments about transfers of 
agricultural land. In paragraph 3.10 of their :lOth Report (1972-73), 
the Committee had recommended that: '" 

"The Committee have reasons to believe that the Board have 
not taken steps to ensure that all cases of gifts of agricul-
tural land are brought to tax. In this connection they 
would refer to the position in law as decided by the 
SUPNm.e Court in Nazareth Case [AIR 1970, SC--999 
(Vol. 57 C-208)] that gifts of agricultural land are sub-
ject to tax under the Gift Tax Act. The Committee WOUld, 
therefore, urge Government to issue strict instructions to 
the lower formations and to devise measures to ensure 
that they would also like to have review of the position 
conducted with a view to ascertaining the extent of non· 
levy of tax on such gifts in the past. The results of such 
a review may be reported to the Committee." 

1.28. In paragraphs 1.28 and 1.29 of their 103rd Action taken Report 
{1973-74) the Committee referred to the 'alarming' situation of a 
large number of gifts of &gricultural land having been not subjected 
to gift tax. In paragraph 1.38 of their 193rd Rep'Ort (1975-76) they 
bad suggested a specific review of the certificates issued by the In-
.come tax Department relating to agricultural lands, under Section 
"Z30A of the Act so as to ascertain how the information available 
within the Department in this regard was utilised for the assessment 
and levy of gift tax. 

1.29. The Committee enquired whether any regular system of 
coordination and exchange of information had since been laid down 
for this purpose. Tn reply, the Dep'artment of Revenue and Bank-
ing have stated tn a note that "No regular system of coordination 
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.and exchange of information between the Income-tax otftcers an. 
Registering Officers for the purpose of section 230A has been laitl 
>down." However, according to the Department "instruction hu 
.existed for a long time 'that arrangements should be made, as a part 
of survey operations, for collecting information from the records Cif 
Registration Offices so that this information could be utilised suit-
ably for the purpose of direct taxes. More recently, as a result of 
introduction of Chapter XXA in the Income-tax Act, it was noW' 
mandatory for the Registering Officers to send to the DepartmeDt, 
statements ill the prescribed form (No. 37G) relating to transfer of 
immovable property of values exceeding Rs. 10,000/- (vide Instruc-
tion No. 842). On 12 June. 1975, instructions have been issued t. 
the effect that these forms or the information contained thereia 
should be passed on to the Income-tax Officers/Assistant Controllera 
dealing with cases of transferors and transferees for utilisation ia 
the course of income-tax, wealth tax, gift.-tax and estate duty. pre-
-ceedings. " • 

1.30. Asked whether the desirability of Registering Oftlcel"tJ 
submitting to the assessing authorities periodical returns of trans-
fers of immovable property registered by them was considered by 
the Department at any time as a possible counter check, the De-
partment have replied in the negative. 

1.31. ApiaI'lI from transfers of immovable property, large scale 
"transfer of shares of Housing Cooperative Societies especicaUy ia 
'big urban towns and cities also take place. While transfer of 
immovable property requires registration under the Section 17 of 
the Indian Registration Act, the transfer of shares of flats of 
Housing Cooperative Societies do not require registration under the 
.existing law. 

1.32. The Select Committee on the Taxation Laws (Amendment) 
Bill, 1971 had, however, in para 15 of their Report recommendetl 
that "the',Registration Act and other relevant laws should be 
amended to treat transfers of shares of Housing Cooperative 
'Societies as immovable property requiring registration of transfer!' 

1.33. The Wanchoo Committee (Direct Taxes Enquiry COal-
mittee) had in Para 2.203 in its final report submitted in December, 
11971 made the following recommendation: 

" .... it may be provided by law that ownership flats, whethlll' 
acquired through the medium of cooperative hou.IDI 
societies or otherwise would be deemed to be immoval:t~. 



property for purposes of the Transfer of Property Act,. 
1882 and that transfer of such fiats shall be required 
to be registered under the Indian Registration Act, 1908 
in the same manner as any other immovable property." 

1.34. Since the recommendation of the Select Committee and the-
recommendation made by the Direct Taxes Enquiry Committee 
(Wanchoo Committee) were similar, the Department of Revenue 

and Banking made a reference to the Ministry of Law, Justice and: 
Company Affairs on 5 July, 1972 for processing these two recom-
mendations. On the 15 November, 1972 the Ministry of Law, 
Justice and Company Affairs advised that there was no legal objec-
tion to amend the law so as to require compulsory registration of 
documents by which onwnership flats were transferred by deeming 
them to be immovable property for the purposes of the Transfer of 
Property Act, 1882 and the Regislration Act, 1908. After consi-
dering the views of that Ministry, the Department accepted the said 
recommendation and requested that Ministry to take necessary 
!Jteps to amend the said two enactments. The Ministry of Law 
,forwarded on 2 January, 1973 a draft Bill proposing to amend the 
Transfer of Property Act, 1882 and the Registration Act, 1908 and 
requested the Department to offer comments'thereon in consultation 
with the Department of Cooperation, Department of Company 
Affairs and the Ministry of Works & Housing. It is stated that the 
Department of Company Affairs and the Ministry of Works and 
Housing concurred in the proposed Bill. The Department of Co-
operation also intimated its concurrence, subject to a minor modi-
ficati()D in the Bill. The last of these replies was received from the-
Department of Cooperation on 18 June. 1973. 

1.35. The draft Bill was also considered in the Department of 
Revenue and Banking and certain clarifi'cations were sought from 
the Ministry of Law and JUstice on 5 December. 1973~ The Depart-
ment of Revenue and Banking have intimated that by the 24 De-
cember, 1976 the Ministry of Law, Justice and Company Affairs 
had not sent the requisite clarifications. On 20 December, 1976 the-
Ministry of Law, Justice and Company Affairs are stated· to have' 
intimated to the Department of Revenue and Banking that their 
previous papers on the subject were not readily available and that 
e.trort,l were being made to locate the relevant fUe. The Ministry 
of ~~ had requestedij1e Department that meanwhile copies of the-
earU,r. papers might be sent to them to enable them to examine the-
case, which are stated to have been duly forwarded to them: 
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1.36. The facts contained in the foregoinC' paragraph make it 
amply clear to the Committee that the provisions of Section 230A of 
the Ineome Tax Act, 1961 are not being implemented in letter and 
spirit and that the field officers are paying scant regard to the 
instructions being issued by the Board from time to time to make 
the implementation of this Section more effective. The Committee 
would like to emphasise that the responsibility of the Department 
of Revenue and Banking does not end with the issue (If instrut'tions 
to lower formations. The Department 'lave also ~ devise infor-
mation systems and control mechanisms so as to ensure the imple-
mentation of the legislative measures and explanatory or supple-
mentary instructions issued by them from time to time. Since eftec-
ave implementation of the provision of Section Z30A depends on 
the close coordination between the Registration Officers who are 
under the State Government and the Income-tax Assessing Officers, 
the Committee consider it of utmost importanee that a regular system 
of coordination between the two authorities is evolved so as to plu&: 
effectively the loopholes for tax evasion which Section 230A seeks 
to do. 

J .37. The Committee find that though the Application Form pres-
cribed for grant of Certificate under Section 230A (Form 34A) 
appears to be a comprehensive one and seems to have been designed 
to detect even new cases of escapement from various direct taxes, it 
does not contain any clause requiring the transferor to furnish 
details of all the transfer deeds registered by him in a year. The 
(~ommittee feel that these details would help to detect instances of 
splitting up of transfers of immovable property to circumvent the 
provisions of Section 230A. In a note furnished to the Committee. 
the Department have intimated that the question of amendin&: the 
application form so as to require the applicant to furnish such details 
was being examined by them. The Committee fould like to be 
informed of the action taken by the Government in this regard. 

1.38. Audit has pointed out that apart from transfer of immovable 
property, large-scale transfers of shares of HousIn, Cooperative 
Societies especially in big urban towns and cities, also take place, 
While transfer of immovable property requires registration under 
Section 17 of tbe Indian Registration Act and therefore attracts the 
provisions of Section 2.10A of the Income Tax Act, 1961. the trans-
fers of shares of flats of Housing Cooperative Societies do not require 
registration under the existing law and are outside the ambit of 
Section 230A. The Committee recall in this connection that the 
Wancboo Committee (December, 1961) and the Select Committee 
on the Taxation Laws (Amendment) 8ll1, urn had both recom· 
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mended that transfers of shares of Housing Cooperative Societies 
should be deemed as Immovable property lor the purpose of TraIl. 
fer of Property Aet, 1882 and should be required to be registere4 
UDlier the Indian Reaistration Ad, l.908 in the same manner as aDi" 
other immovable property. On a reference made by the Depart-
ment of Revenue & Banking, the Ministry of Law, JU5tice and C01II-
pany affairs had advised the Department on 15 November, 1972 that 
tbere was no J..-I objection to amend the law for this purpose. The 
CommJttee regret although a period 01 lour years bas elapsed, tile 
proposed legislation is still to be enacted and brought on the statute 
book. The only progress that has been made in this matter is routiae 
('oDsultation at official level among the concerned authorities. 'ftIer 
would like that the proposed lerislative measures should be broaPt 
1tefGre Parliament without further del.,.. 



CBAP'I'ER D 

FUNCTIONING OF THE VALUATION CELLS 

Audit Pa.rtJgTa.ph 

The results of functioning of the Valuation CellJ are below:-

(1) No. of Valuation Units/Districts: 

11711-73 

1979-74 

1974-75 

No.o! 
VGlua!iOIJ 

_ill 

20 

80 

80 

(2) No. of cases referred to the Valuation Cells: 

1'78-" 

1973-74-

. 1974-75 

5'5 IZ 

No. 01 
V IIiucItj"" 
Di#ricu 

/Nnctitmi", 

Nil 

• 
10 

aoe 

(3) Total amount of Valuation declared by the assessee.: 

(In lakbI of rupee.) 

y- ".1III"fa GifHa EII4tI Dut.1 

."..." 3768'01 Q'lg W'54 

19,,-7. 1t1fO'go III' ,I '46'65 

1974-75 9636'. 47'7' 1101'14 

15 
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(4) No, of cases decided by the Valuation Cells and the total 
amount of valuation made by the CeDs: 

y,., 

19,.73 

1973-7. 

1974"'5 

w".,tA-,. 

No. or Total 
CIIIS amount 

2,S04 77+7"-
,589+ 5-0.·6g S,-
5W 19s5S·.f9 

(In lakh. of TUP<'t'II) 

Gjft-Ia EJItdI DUV 
No, of . Total No. of Total 
c:&ICI amount cascs amount 

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

• S· ... 171 975'78 _.+ .5'·7 195+ "'S3 
II· ,.. 
36+ 70' is g8+ 359"1 
s· .,.-

• The eues returned to Income-tax Offieen.' 

(5) No, of cases pending in the Valuation Cells on 1-4-1975: 

Wealth-tax 

Gin-tax . 

"tate Duty 

Number 

.. , 
(6) Expenditure incurred on Valuation Cells during 1972-73, 

1973-74 and 1974-75: 
-----_._ ... __ . __ ... - .... --.-------

--------- _._--_._--_ .. _-_ .. _. __ .. __ .--- ._--
1972"'3 . 

1973-' •. 

1974"'5 . 
--------~ .. --------

RI. 
4.36,lIfO 

26,29,28_ 

6·.94.37. 
----_ ... __ .. __ ._--

(Paral1.rapb III of the Report of the CBtAG of'India for the year 197.-75. Union Govern-
meDt (Civil). Revenue R.eceiptl. Vol. II, Direct Taxca.] 

2.2. For the purpose of levy of different taxes, fair market 
value bas to be adopted by the assessing omcer in respect of various 
capital uaets, the fair market value, in this context, being the 
estimated price, which in the opinion of the assessing authority. 
the uset would fetch if sold in the open market on the relevant 
elate. 
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2.3. Finding that there has been a large-scale tax avoidance 
under all the direct taxes by under-statement of the returned 
values of assets, often even on the basis of certificates of registered 
;valuers obtained and filed by the assessees, thereby defeating the 
-socio-economic policy of the Government to make investment in 
real estate, especially of unaccounted money unattractive the 
Central Government established in October, 1968 a Departmental 
Valuation Cell. 

• 2.4. The Cell was set up in the Income-tax Department to assist 
the Income--Tax Officers in detecting under-valuation of urban 
immovable properties. It was manned by qualified and ex-
perienced officers drawn from the CPWD and attached to the In-
~ome-tax Department on deputation basis. Initially it was decided 
to create eight property Valuation Units (Each headed by an 
Executive Engineer) two each under the administrative control 
of Commissioners of Income Tax, Madras, Delhi, Ahmedabad and 
Luknow. The Valuation Units thus created looked after the work 
relating to cost of construction of properties for purposes of income-
tax assessments and determination of the market value of the 
assets for purposes of proper assessment of Wealth tax, Gift·tax. 
Estate Duty and Capital Gains tax, etc. and also to represent the 
Income-tax Department before the appellate authorities viz., the 
Appellate Assistant Commissioners of Income-tax and the Ap-
pellate Tribunal. To ensure a co-ordinated approach in the matter 
and proper supervision of the work of the various units, a post of 
Superintendent Engineer was also created in the Board's omce. 
Besides supervising the work of Executive l!:ngineers, he attended 
to the work of evaluation of costs in very important cases. 

2.5. The Taxation Laws (Amendment) Act, 1972, brought about 
important changes in the provisions of Direct Taxes Act., relating 
to valuation machinery for properties. An elaborate valuation 
machinery for valuation of immovable properties other than 
agricultural land was set up in the Income-tax Department 
and statutory authority was conferred on the officers of the 
Cell. This machinery was headed by two Chief Engineers and 
manned by a large number of Superintendent Engineers, Ex-
ecutive Engineers and other complementary staff. The most im-
portant amendment was the insertion of Section 16A (1) in the 
Wealth-tax Act which permitted reference of" the valuation of any 
asset to the valuation officer under certain cfreumstances. Similar 
provisions were made in the Income-tax Act (Section 55A) and 
the Gift·tax Act [Section 15(6)]. The valuation detennined by the 
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Valuation oftlcers as a result of those references is binding on the 
assessing officers. 

2.6. Asked if any study or review had been undertaken to see 
as to how far the objectives in setting up the Departmental 
Valuation Cell had been achieved, the Department of Revenue-
and Banking/Central Board of Direct Taxes have intimated: 

"The Department of Revenue and Banking/Central Board 
of Direct Taxes have not carried out any direct study or 
review to see how far these objectives have been achieved. 
It may, however, be pointed out that the periodical re-
ports on the working of the Valuation Cell are received 
in the Board's office. The Board is also making a sample 
study to find out as to how far the valuation made by 
the departmental valuation cell has been confirmed. by 
the appellate authorities." 

2.7. According to Instruction No. 365 dated 28 December, 1971 
issued by the Central Board of Direct Taxes, the types of cases 
which were required to be referred to the Valuation Cell are: 

(i) all cases involving incorrect valuation of immovable-
property which are being processed for possible pro-
secution; 

(ii) all cases of estate duty, wealth tax and gift tax: 

(a) where the property is wholly rented and is fetching 
a net rent of Rs. 10,000 per year or more; if the value 
declared by the accountable person/assessee is less 
than 8 times the net annual rental value; 

(b) where the property is partly rented and is fetching 
a net rent of Rs. 10,000 per year or more; if the value 
of the rented part taken into consideration for the 
valuation of the whole property is less thtn 8 times 
of the net rent; 

(iii) all cases under the Income-tax Act where there is 
a reasonable suspicion that the assessee has under-
stated the value of immovable property by Rs. 50,000/-
or more; 

(iY) all cases of estate duty, wealtb4u and gift-tax where-
the aecountable person/assessee bas shown the value of 
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any individual immovable property at Re. 5 lakhs or' 
more; 

(v) all cases of estate duty, gift-tax and wealth-tax, where-
the value af any individual immovable property has 
been shown at less than Rs. 5 rakhs but where the As-
sistant Controller of Estate Duty/Wealth-tax Officer 
estimates the under-valuation of the property at least 
by 20 per cent with a monetary minimum 'of Rs. 50,000/-
subject to the prior approval of the Controller of Estate 
Duty/Commissioner of Income-tax; and 

(vi) all cases of income-tax, estate duty, wealth tax and gift:.. 
tax where in the opinion of the Commissioner/Controller 
of Es~ate Duty it il'l considered nec('ssarv in the interest 
of revenue, for reasons to be recorded, to refer the valua ... 
tion of an immovable property to a Valuation Cell." 

2.8. In order to lend statutory support to references made to 
Valuation Cell and to make the valuation determined by a Valuation 
Officer binding on the assessing officer, amendments were carried 
t'lut to the Income Tax Act (Section 55-A), Wealth Tax Act (Section 
1M) and Gift Tax Act [Section 15 (6)] by the Taxation Laws 
(Amendment) Act, 1972 from 1 January 1973. All these amend-
ments are on the same lines and provide for a reference: 

(1) Whete the value returned on the basis of certificate of 
a registered valuer is, in .the opinion of the assessing 
officer, less than fair market value; 

(ii) In any other case, where, in the opinion of the assessing 
officer, the fair market value of the asset, exceeds the 
returned value, by more than such percentage of the 
returned value of the asset by more than such amount 
as may be prescribed in this behalf; 

(iii) Where in the opinion of the assessing officer it is neces-
sary to do so having regard to the nature of the asset 
and other relevant circumstances. 

2.9. The prescribed percentage and the amount are 33-1/3 per 
cent and Rs. 50,000 under all the three taxes viz. Income Tax, 
Wealth Tax and Gift Tax. In view ot these amendments, the 
Board issued consequential procedural instructions vide their 
Instruction No. 490 dated 22 December, 1972. 



20 

2.10. Para 14.9 of the Report of the Comptroller and Auditor 
General of India for the year 1974-75, Union Government (Civil) 
Revenue Receipts, Volume II, Direct Taxes cites several cases 
which apparently merited a reference to the Valuation Cell but 
were in fact not so referred. These cases are: 

(i) In Ahmedabad, a self occupied property, in a reside1ltial-
cum-commercial locality, and on a land area of 5,980 sq. 
YB/ds was returned and assessed to wealth-tax at Rs. 
2.50 1akhs in the assessment year 1963-64 to 1969-70. 
The value was not reassessed/revised up wards at any 
stage during these years, nor was it referred to the 
Valuation Cell. In the assessment year 1968-69, the 
assessee produced a certificate from an approved valuer 
showing the value of the property at Rs. 2,40,000. As a 
result of an objection raised by Audit in 1972, the valua-
tion was referred to the Valuation Cell, who, in October, 
1974 determined the value of the property at Rs. 19.47 
lakhs on 31 March 1967, Rs. 22.83 lakhs on 31 March 
1968 and Rs. 25.93 lakhs on 31st March. 1969. On the 
basis of. this valuation. the short recovery of wealth-tax 
in the 3 assessment years would be of the order of 
Rs. 2.84 lakhs. 

Similarly in another case a property with. a land area of 
15,600 sq. yards was returned and assessed at Rs. 5.50 
lakhs for the assessment year 1968-69. The assessment 
was completed in March, 1973. Though the value ex-
ceeded Rs. 5 lakhs, no reference was made to the 
Valuation Cell. 

(j i) In Bombay. the number of cases referred to the Valua-
tion Cell for re-valuation of properties was 3110 in 1973-
74 and 185 in 1974-75 as against the total number of 
wealth-tax assessees viz., 45,256 and 47,985 as on 31 
March 1974 and 31 March, 1975, respectively. , 

In one case an assessee constructed two buildings, very 
near each other in Colaba at the same time and declared 
their values as' Rs. 47,14,987 and Rs. 50,59,260. The 
fonner property was valued by the Departmental 
Valuation Cell, on a reference made to them under the 
Income-tax Act at Rs. 77,50,000. The valuation of the 
other property ~as. not referred to the Valuation Cell. 

(iii) In Rajasthan, out of;7]46 properties reviewed, only 
seven were found to have been valued by the depart-
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mental Valuation Cell. The Commissioher had issued 
instructions in November, 1973 that all properties whose 
returned value is Rs. 2.00 lakhs or more should be re-
ferred to the Valuation Cell. It was" however, noticed 
that in the case of 11 properties these instructions had 
not been followed. 

2.11. While inviting attention to the aforesaid cases the Com-
mittee asked what action, had been taken by the 'Bo~d on these 
cases. In reply, the Board have intimated on 25 March, 1977:-

"The Board by their letter dated 16-10-1976 addressed to 
Commissioners of Income Tax, Bombay, Gujarat and 
Rajasthan requested them to take corrective action in 
respect of aU cases on the basis of the views expressed 
by the Audit. The reports received from the Commis-
sioners are under process." 

2.12. The Committee pointed out that Audit had mentioned 
only a few instances and it was just likely that there might have 
been more cases where references to Valuation Cell were not 
made. The Committee, therefore, desired to know if any review 
had been carried out to find out all such cases. In reply, the De-
partment have intimated: 

"No such review has been carried out." 

2·13. Asked if the Board had devised any mach'inery to ensure 
that all such cases as are required to be referred to the Valuation 
Cell are actually so referred, the Department have stated: 

"The Board have not devised any special machinery for this 
purpose. The lACS would t;)ormally keep these points in 
mind while inspecting the wCI!'k of lTOs." S 

2.14. The Committee learnt that according to a note sent to Audit 
on 29 March, 1975 in connection with p'aragraph 51 of the Report of 
the Comptroller & Auditor General of India for the year 1973-74, 
Union Government (Civil), Revenue Receipts, Volume IT. Direct 
Taxes, the number of cases decided by the Valuation Cell in 1972-73 
and 1973-74 were 988 and 5,049 on a total valuation of Rs. 97.02 crores 
and Rs. 115.17 crores respectively. The corresponding figures given 
for the Audit Report 1974-75' as printed in sub-para 4 of the Audit 
-para were however 679 and 745 with a total valuation of Rs. 87.26 , , 
crores and 5'7.38 crores respectively. Explaining the reasons for the 
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wide variation between the above two sets at figures, the Depart-
ment of Revenue and Banking in a note have stated: 

"The figures appearing in para 12 of the C&AG's Report for the 
year 1974-75 were those which were furnished to Audit in 

response to Annexure VII to their D.O. letter dated 10 

September 1975 which required information in respect of 
cases referred to the Valuation Ce!ls .fOt· Wealth Tax. Gift 
Tax.and Estate Duty purptoses, whereas the figures given 
in the Note forwarded with the Board's letter dated 29' 

March 1975 related to the working of the Valuation Cells-
as a whole and hence figures relating to all cases (under 
the Wealth Tax, Gift Tax and Estate Duty Act as well as 

others) handled were given. There was, therefore, no dis-
crepancy in the two sets of figures." 

2.15. In view of the above clarification that Valuation Cell handled 

not only cases under the Wealth Tax Act, Gift Tax Act and the Estate 

Duty which were given in the Audit paragraph but also cases under 

the Income Tax Act as well as other cases, the Committee desired 

to have the figures of the total number of cases (category-wise) which 

were decided by the Valuation pell during the years 1972-73, 197a-

'" and 1974-75. In reply. the Department have furnished the follow-
ing data: 

Sr. No, Categoria Total No. of caJea decided by 
Valuation Cell during-

19711-73 1973-'" 1974-75 

._----
I Investment cases 179 1I95 7115 

• At:tj~ c~ un~er ~PIO: xx.: of I~cOlJl~ D7 37 .. 7113 

3 Acquisition cues under Chapter XXA which Were 
41 DS", referred 2nd time and aubsequently • • • 

4- Capital gaiD 16 +0 199 

5 Wealth Tu Act ~ 529 5.7°7 

S Estate Duty Act 1,1 195 98 

7 Gift Tu Act 4- II !i 

• Misc. &t Tu Rccoftl'y .. 101 II, 

t Tribunal Cuet. 67 85 64 

g88 5049 144'5 
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2.16. The Committee were given to understand that in the figures 
furnished to Audit on 29 March 1975, it was indicated that the Valua-
tion Cell had detected under-valuation to the extent of Rs. 35 .• 

·crores in 1971-72, Rs. 42.54 crotes in 1972-73 and Rs. 34.04 crores ia 
1973-74. The Committee desired to know if assessments had beea 
made in all these cases at the valuation determined and penaltiei 
levied for concealment. In reply. the Department of Revenue aDd 
Banking have stated: . 

"The data called for is not available. It may be pointed out 
that there is unavoidable time-gap between valuation aJHl 
assessment and subsequent imposition of penalty, if any." 

2.17. In 'Paragraph 12.5 of their 186th Report (5th Lok Sabha) 
,Committee while stressing the need for setting up an efficient Ita-
tistical organisation have observed: 

"In Chapter III o~ this Report, extracts of various recommea-
dations of this Committee have been given in which the 
importance of strengthening the statistical machinery has 
been repeatedly stressed. The Committee would like par-
ticularly to draw attention to paragraphs 1.23 to 1.26 of 
their 51st Report (Fifth Lok Sabha). In these paragrapiul 
the Committee had deplored the failure of the Central 
Board of Direct Taxes to establish a proper machinery for 
furnishing up to date statistics so as to ensurt:! a more 
accurate forecast of revenues. However, apart from stat-
ing that a Committee had been set up, under the Chair-
manship' of a Joint Secretary of the Department Clf Statis-
tics, to look into the statistical framework of the Income· 
tax Department and to make suitable recommendations for 
streamlining and systematizing it. no concrete stt:ps appear 
to have been taken. This was clearly pointed out in para-
graphs 1.9, 1.10 and 1.14 of the 150th Report (Fifth Lok 
Sabha). The latest All I.ndia Income-tax Statistics that is 
available in cyclostyled form relates to the yt:ar 1971-72 
and this too is deficient in many respects. There has 
been, to the knowledge of the Committee, no All lnd~a 
Statistics in respe~t of other Direct Taxes. The Commit-
tee, would, therefore, strongly urge Government to spee41 
up action On the settilli up of an efficient statistical orga-
nisation which should give all necessary data promptly 
and contemporaneously with the framing of the Budget, 
so that not only the Ministry of Finance but also tlle 
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Members of Parliament at the time of discussion of the-
Budget could have the advantage of complete inf.ormation 
in respect of all aspects of tax levy and collection. On' 
several occasions, the Central Board of Direct Taxes were-
also unable to furnish promptly to the Committee com-
plete and updated information relating to the statistical 
paragraphs included in Chapter I of the Volume of the-
Report of the Comptroller and Auditor General of Reve-
nue Rccepits relating to Direct Taxes, on account of the 
absence of a sound statistical base within the organisation 
when set up, as recommended by the Committee. should 
also be in a position to give all information in this regard 
required by the Committee. 

2.18. In this context, the Committee wanted to know if there was, 
any machinery in the Central Board of Direct Ta.xes to guide, sup-
ervise and co-ordinate the working of the Valuation Cells. The 
Department have stated: 

"The District Valuation Officer performs the administrative 
functions of watching the p'erformance of the Valuation 
Offi~~rs/Assistant Valuation Officers and giving them ex-· 
pert guidance in case of difficulty." 

2.19. When asked if there was any organisation to collect and 
monitor all the data connected with the functioning of the Valuation 
Cells in a systematic manner and if not, whether any ttHlught had 
been given to it, the Department have replied: 

"Such functions are performed by the Chife Engineer (Valua-
tion) , Delhi and the Chief Engineer (Valuation), Madras", 
both of whom have purely administrative and coordinating 
functions. Their functions include co-ordinatiOn between 
the activities of the Valuation Cells and the other Wings 
of the Income-tax Department and to ensure thftt the field 
officers in the Cells are performing their activities efft-· 
ciently and effe~tively. Each V.O./A.V.O. has to forward 
a copy of his valuation rep'Ort to the Chief Engineer through 
which the Chief Engineer keeps a watch on the quality of 
work being performed by these officers. He obtains 
Monthly and Quarterly Returns from all his officers to' 
ascertain the pendency and disposal and discusses with, 
hie officers how to reduce the pendencies. 

The Chief Engineers/D.V.a.s also hold periodica1 meetings with. 
,; , , the ,. Commissioners of Income Tax etc, to re'\l'ie~ the vari-

ous' .. peets of the ",aluation work. 
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The Board exercises controls through exhaustive Monthly and 
Quarterly rep'Orts received from Chief Engineel·s. Period-
ical discussions are also held by the Member(WT) with 

, the Chief Engineers to discuss various aspects. It 

2.20. The number of cases pending with the Valuation Cell as on 
1 April, 1975 and 1 April, 1976 was as under: 

As on 

1-4-1975 . 

1-,,-19,~j • 

Wealth Gift 'fax 
Tax 

-----_._-
8,355 32 

U.9(){i 54 

Estate Total 
Duty 

247 8,634 

184 9. 144 

2.21. If cases under the Income Tax Act and other cases leferred 
to the Valuation Cell are also taken into account, the actual penden~y 
as on 1 April, 1976 comes to 11,682. The break up of 11,682 pending 
cases category-wise and region-wise is given below: 

S. No. CatC':gory No. of Ca.e$ pI'nding as on 
1-4-1976 

Ddhi Madraa Total 
R~gi()n Region 

I. Valuation relating to proct,t:ding IInd .. r Incornr-Talt 
Act 

II. Valuation relating to XXA of Incomr -tax: Act.' 

3- Valuation relaling to XXA of Inroeme tax A;I referrC'd 
2nd time and mbsequently. , . . . 17 

4. Valuation relating to Wealth-tax ,.4756 

5. Valuation relating to Estate-Duty 155 

6.' Valuation relating to Gift -'fax. 20 

,. Valuation relating to Capital Gain 'fa:" JO 

8. Valuation relating to recovery of 'fax Arrr.ar~ and Misc. 
«:aleS • ' 38 

g.R.ererence relating to Vatuation oflmmovable property 
~. diaputed in appeal before tribunal • " ,~Il' 

'---'-' -
'J.'oTAL , 

,po 

29 

3+ 

68 

N~. 

572 

17 

1\906 

184 

54 

98 

I 1,68,z-
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2.22. The Committee called for age-wise analysis of ~ndjng cases. 
In reply, the Department ha,ve informed the Committee: 

"The information is not readily available." 

2.23. The Committee pointed out during evidence that though the 
number of valuation units had increased from 20 in 19'12-73 to 80 ia 
1973-74 and 1974-75, the number of pending cases had kept on ill-
creasing and that if this alarming trend continued arrears might 
not get cleared in the foreseeable future. In reply. the representatiYe 
.of the DepartDlent has stated: . 

"It is a fact that our pendency is increasing from year to year 
but our disposals are also increasing from year to year." 

2.24. In the same context, the Chairman. Centr'al Board of Direct 
'Taxes has clarified: . 

"There has been deficiency in the rule (rule 3-A of the Wealta 
Tax Rules) also which also to some extent is responsible 
for this accumulation of the work in the Valuation Cell. 
Previously we had laid down limits for various types of 
officers in the ValUation Cell. For instance the Regional 
Valuation Officer was merely to super'Vise the work of 
the Cell u.nder his control and the District Valuation Om.-
cer can value properties exceeding Rs. 5 lakhs. The next 
below valuation officer can value properties ex~(.>eding Rs. 
2 lakhs but not exceeding Rs. 5 lakhs and the Assistant 
Valuation Officers can value properties upto Rs. 2 lakhs. 
What was happening was that one of the officers got accu-
mulated too much of work and another one did not han 
enough work and then there could be no re-adjustment of 
work between them. ···We have now amended the rule 
so as to see that this maladjustment in the functioniq 
is dealt with sutably." 

2.25. Subsequently, the Department of Revenue and Banking ia 
a note furnished after evidence have explained the main reasons t:Dr 
-this backlog thus: 

"(I) Cases, where the V.Os do not have any statutory powers 
for enforcing production of documents/information, re· 
quired for valuation and inspection of property. In sucla 
cases, after the efforts of the V.Os have faded, the lT08( 
IAC/ACED/DCED are requeated anc:Lreminded for obtal.-
ine documents aDd enforcing. inspeetion· of. tile·}O'1:cperty.; 
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(ii) Cases, where the VOs have statutory powers for enforcing 

production of documents/infonnation, etc.. but the asseSs-
ees delay the proceedings by requests for adjournment 
either for genuine difficulties or by way of dilatory tactics; 

(iii) Injunctions through courts restraining the VOs from prn. 
ceeding with the valuation; 

(iv) Lack of co-operation by the assessee or their positive resis-
tence of the actual inspection of the property; 

(v) Considerable delay is also c~used by the assebsees them-
selves due to late submission of their objections to the 
VOs' preliminary estimate and asking for frequent ex-
tensions; . 

(vi) Development of some staff of valuation cell on survey of 
the posh localities." 

2.26. Rule 3-A of the Wealth "Tax Rules as amended w.e.f. 15 
December 1976, stipulates that: 

3-A JURISDICTION OF VALUATION OFFICERS 

.1. Regional Valuation Officers shall exercise, within such area! 
as the Board may direct, general supervision over the 
work of District Valuation Officers, Valuation Officers, and 
Assistant Valuation Officers. 

2. District Valuation officers, Valuation Officers tlIAd Assistant 
Valuation Orfficer in respect of such areas and in relation 
to such classes of assets as the Board may direct. 

3. Where, under any directions issued under sub-rule (2) the 
functions of a Valuation Officer in relation to any class of 
assets, being buildings or lands or any rights in buildings 
or lands, in respect of any area have been assigned to a 
District Valuation Officer, Valuation Officer and an Assi8-
tant Valuation Officer. such functions shall be performed 
by the District Valuation Officer, the Valuation Officer or, 
as the case ma.y be, the Assistant Valuation Officer at 
provided hereunder: 

(i) if the value of the asset as declared in the return made 
by the assessee under section 14 or section 15 exceed. 
Rs. 10 lakhs or if the asset is not disclosed or the value 
of the asset is not declared in such return OIl'" 

no luch return has been made and the value of the 



ueet, in the opinion of the Wealth-tax Officer, exceeds". 
the aforesaid amount, the functions shall be performed 
by the District Valuation Officer; 

(ii) if the value of the asset as declared in the return made 
by the assessee under section 14 or section 15 exceeds 
Rs. 2 lak:hs but does not exceeds Rs. 10 lakhs or if the 
asset is not disclose or the value of the asset is not 
declared in such return or no such return has been made 
and the value of the asset in the opinion of the Wealth-
tax Officer, falls within the aforesaid limits, the func-
tions shall be performed by the Valuation Officer; and 

(iii) if the value of the asset as declared in tht:! return made 
by the assessee u/s. 14 or section 15 does not exceed Rs. 
2 lakhs, Or if the asset is not disclosed or the value of 
the asset is not declared in such retu l'n 0(' no such return 
has been made and the value of the asset, in the opinion 
of the Wealth-tax' Officer, does not exceed the aforesaid 
amount, the functions shall be pterformed by the Assis-
tant Valuation Officer. Provided that the District Valua-
tion Officer referred to in clause (i) having jurisdiction 
in respect of the area may, if he considers it necessary 
or expedient so to do for the purpose of proper and 
efficient management of the work of valuation, himself 
perform such functions in relation to any asset referred 
to in clause (ii): 

Provided further that the Valuation Office!.' referred to in 
clause (ii) having jurisdiction in respp.ct of the area may, 
if he considers it necessary or expedient so to do for 
the pUI'pose of proper and efficient management of the 
work of Valuation, himself perform such functions in 
relation to any asset referred to in clause (iii). 

14. Where the valuation of any asset, being building or land or 
any right in any building or land, referred to the district 
Valuation Officer is pending with him on the 15th day of 
December, 1976 being the date of commencement of the 
Wealth-tax (Fourth Amendment) Rules, 1976, the District 
Valuation Officer shall transfer the reference to sub-rule 
(3) if the value of the asset as declared in the return made' 
by the assessee under section 14 or section 15 does not 
exceed Rs. 10 lakhs, or, if the asset is not disclosed or the 
value of the asset is not declared in such return or no such 
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return has been made the value of the asset, in the opinion 
of the District Valuation Officer, does not exceed the said 
amount." 

2.27. Questioned as to why the charges in the aforesaid rule could 
not be brought about earlier than 15 December 1976, the witness has 
tiepoed: . 

"The problem came to our notice a few months ago"··· 
when we started analysing the causes, this rule was 
found to be one of the causes· ..... This rule we decided 
to amend only recently. Since it is to have prospec-
tive effect, it will come into force with effect from 15 
December 1976." 

2.28. Since new cases would also be coming up every year to the 
Valuation Cell, thus making the problem of clearance or arre~.rs more 
difficult, the Committee wanted to know if apart from amendment 
of Rule 3-A of the Wealth Tax Rules, the Department of Revenue 
and Banking had taken or proposed to take up other steps to cle~ 
the backlog of the pending cases. In Teply, the Department have 
)jsted the following steps which have been taken by the Central 
Board of Direct Taxes to reduce the number of pending cases: 

(i) Instruction to the Chief Engineers to the effect that: 

(a) Bigger cases should be disposed of on priority basis; and 

(b) Suitable time-limit should be fixed within which Valua-
tion Officers should submit their reports. 

(U) Instructions to the Chief EngineeTs to send age-wise and 
cause-wise pendency lists so that necessary control can be 
exercised in the matter. 

(ill) 

(iv) 

Instructions to Commissioners of Income Tax (Incharge 
of Acquisition Ranges) that they should meet the District 
Valuation Officers occasionally with a view to sorting out 
proble-ms that may arise in the functioning of the Valua-
tion Cells. 

A letter has been addressed to the Chief EngineeTs saying 
that attempts should be made to dispose of all cases which 
have been pending for more than one year as on 1-3-1977 
bv 30-6-1977 and that if any ,cases remain undisposed of on 
the said date, a list giving detailed reasons for pendency 
should be sent to the Branch. 



30 

2.29. To dispel Committee's apprehensions that when attempts 
were being made to clear the backlog of cases, there was always the 
possibility of cases yielding less revenue getting precedence over 
higher revenue yielding cases, the Chairman, Central Board of 
Direct Taxes assured during evidence: • 

"We will fix the priority in such a way that the casel:i yielding 
more revenue will be taken up first till the backlog haa 
been cleared." 

2.30. Asked if any instructions fixing such u priority had been 
issued, the witness has replied in the negative. 

2.31. The Committee further desired to know if any time limit 
had been set by which the Valuation Cell was required to furnisk 
reports on cases referred to it for Valuation, the Chairman CBDT 
stated: • , 

"We did not set the time limit." 

2.32. The Committee enquired that in such instances how was it 
ensured that Valuation cell give its reports, well before an assess-
ment was due to become time barred. In teply, the Chairman, 
Central Board of Direct Taxes has elucidated: 

"What you say is absolutely correct. We will try to ensure 
this by fixing a much smaller period for the submission 
of the report of the Valuation Officer so that he does not 
wait till the last minute to submit the report. It has got 
to be ensured that valuation report is received well in 
time before the case can be time barred. Assessments 
which are likely to get time barred are to be completed. 
before end of December. These are the instructions." 

2.33. The Committee enquired if laying down of 4 years' limit 
on completion of wealth tax assessments by assessjng officers as com-
pared with only 2 yea.]"s limit laid down under the Income Tax Act 
had possibly given more latitude to the Valuation Cell and led to 
accumulation of arrears. Clarifying the p'Osition the Chairman, Cen-
tral Board of Direct Taxes, has stated: 

"Some say this (i.e. time limit of 4 years ior completion of 
Wealth Tax assessments) is too large and it should be 
reduced. We will consider this aspect too. In regard to 
Wealth Tax you know the period has to be larger thaa 
income tax cases. There are various problems of valuatio. 
of immovable properties. shares in limited companies and 
various forms of assets. These are controversial in nature 
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and so this time limit has to be more. If it is found that 
2 years is good enough, we will not hesitate to bring it 
to 2 years." 

2.34. Since the staff of the Valuation Cells which already had 
backlog of cases on their hand was being utilised for carrying out 
sUTvey of posh localities in various metroptolitan cities, the Com· 
mittee enquired if it was due to shortage of staff that arrears in the 
valuation ·cell were mounting up year after year. In reply. the 
Chairman, Central Boarel of Direct Taxes, has ~tated: 

"It is a fact that we do need more staff. There can be no two 
opinions about it"'**. The Staff Inspection Unit carried 
out a study the year before last and with great difficulty 
we could persuade them to an 3.dditional strength of about 
600 persons for our income tax work; but they wanted 
it to be in three phases; one instalment then, one instalment 
after three years and one instalment after another three 
years." 

2.35. The Committee desired to know if better results could not 
be achieved by way of increasing the efficiency of the staff and 
systematic p'lanning of work·load rather than increasing the stat!. 
The Chairman, Central Board of Direct Taxes, has expressed the 
view thus: 

"Increase in efficiency and better planning can cause marginal 
reduction in artears. FOr substantial reduction in arrears, 
larger staff is needed." 

2.36. Asked if increase in staff could help yielding greater revenues 
and if SO to what extent, the witness has stated: 

UThe Finance Ministry does not want to look at this aspect. 
I have told that any expenditure on this Department is 
not to be called expenditure at all; it is an investment. 
If you spend a lakh of ruptees on thi.s department, in re-
turn you are likely to get at least Rs. 25 lakhs. I am col· 
lecting nea.rly Rs. 2000 crores and my cost of collection is 
1.8 per cent. If I am given more staff and the wherewithal 

. to improve my efficiency, the revenues are bound to in· 
crease. The number of assessees will increase. The 
number of search and seizure cases will fncrease. AJJ a 
said, they do not try to make a correlation between the 
results which are liekly to be achieved and the expendl· 
ture that i' sought to be 1Dcreued." 
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2.37. In this context, the Secretary. Ministry of Finance has clad-

,fled the position as under: 

"This question of staff in the Income tax Department has been 
under fairly continuous review. '" '" Ii' '" '" ...... We have 
sanctioned 223 extra posts .... '" ... *. While it is relatively 
easy to get posts sanctioned because it merely means tak-
ing the approval of the Government Rnd issuing sanction 
orders, this does not by itself mean strengthening the de-
partment because people have to be recruited and recruit-
ment also takes time. He has also to go through a certain 
amount of experience before he may be let lOOSe on assess-
ment cases." 

2.38. In furtherance of their socio-economic policy a Departmental 
Valuation Cell was set up by Government in October 19&8 with the 
avowed object of preventing large-scale avoidance of taxes by under-
statement of the returned value of assets and making investment of 
unaccounted money in real estate unprofitable and unattractive. 
The Departmental V~luation Cell, which was sct up to inter alia 
assist the Income Tax Officers ill detecting under-valuation of urban 
immovable properties, was manned by qualified and experieuced 
officers drawn from the CPWD and attached with the Income Tax 
Department on deputation basis. The Taxation Laws (Amendment) 
Ad. 1972 brought about important changes in the proviSions of the 
Direct Taxes Acts .. relating to ,'aluation machinery for properties. 
An elaborate valuation machinery for valuation of immovable pro-
perties other than agricultural land was set up in the Income Tax 
Department and statutory authority was conferred o~ the officers of 
the Cell. The Committee arc surprised that although the Cell bas 
bren functioning for over 8 years, Government have not carried out 
any direct study Or review to see how far the objectives in further-
ance of which the Valuation Cell was set up had in fact been achie-
ved. Except for some periodical reports on the working of the Valua. 
tion Cell and sample studies. no concerted efforts were made to 
carry out examination in depth about the functioniuh of the De-
partmental Cell and the impact it has made in preventing the 
escapement of tax. The Committee desire that an immediate re-
view of the working of the Departmental Valuation Cell may be 
undertaken aDd the results intimated to the Committee. A note 
about the functioning of the Cell should also be specifically included 
In the Annual Report of the Ministry to bring out how far the Cell 
has been able to 1Itlbserve the objectives with whlch It has been set 
Up. 
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Z.39.The Committee find that on 28 December, 1971 the Centra) 
Board of Direct Taxes issued detailed instructions laying down the 
types of cases whieh shoUld be referred by the assessing ofticers to 
the Valuation Cell. By amendment of the Taxation Laws (Amend-
ment) Act, 1972 .. with effect from 1 January, 1973, it was provided 
that the valuation determined by the Valuation Officer would be 
binding on the assessing officer. The amending Act of 1972 stipula-
ted the types of eases which should be referred to the Valuation 
Cell but it is regrettable that ·despite the issuance of departmental 
instructions supported by statutory provisions, a number of case» 
which merited a reference to the Valuation Cell were in fact not 
referred to it. Details of several cases have been given by Audit jn 
para.graph* 14.9 of their Report for the year 1974-75, Union Govern-
ment (Civil). Revenue Receipts, Volume II, Dired Taxes. 

2.40. In this connection, the Committee would particularly men-
tion that in Ahmedabad a short recovery of wealth tax to the extent 
of Us. 2.84 lakhs in the three assessment years ending 31 March 
1969 on tbe basis of value of a self-occupied property in the residen-
tial-cum-commercial locality was determined by the Valuation Cell 
in October, 1974. Sim.ilarly, property with a land area of 15,600 sq. 
yards was returned and assessed at Rs. 5.50 lakhs for the assessment 
year 1968-69. Though the value exceeded Rs. ;) lakhs. no reference 
was made to the Valuation Cell. In Bombay, the number of caseS 
J'eferred to the Valuation Cell for re-valuation of properties was only 
~no in 1973-74 and 185 in 1974-75 as against the total number of wealth 
tax assessee" viz. 45,256 and 47,985 as on 31l\farch, 1974 and 31 March 
1975 .. respectiveiy. In one case, an assessee constructed two build-
ings. very near each other. in Colaba at the same time and declared 

. their values as Rs. 47,14,987 and Rs. 50,59,260. The former property 
was valued by the Departmental Valuation Cell at Rs. 77,50,000, 
but the valuation of the other property was not referred to the 
Valuation Cell. In Rajasthan out of 476 properties reviewed only 
seven were found to have been valued by the Cell. Though the 
Commissioner had issued instructions in November.. 1973 that all 
properties whose returned value was Rs. 2.00 lal(hs or more shou'd 
be referred to the Valuation Cell, it was noticed that in the use of 
11 properties those instructions had not been followed. 

2.41. The Central Board of Direct Taxes wrote to the Commis-
sioners of Bombay, Gujarat and Rajasthan on 16 October, 1976 about 
the cases cited by Audit for taking corrective measures. The Com· 
mittee need hardly point out that after the issue of detailed instruc-
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tiOIla about the type of cases which are required to be referred for 
.aJuation to the Valuation Cell, any omission in this behalf should 
be .uiously viewed and strict action taken against those found to 
be remiss in this behalf. The Committee would also like adequate-
institutional arrangements to be made in the field, at the Commis-
aioner's level as also in the Board's OfIice to make sure that the 
instructions issued in this behalf are strictly given effect to by all 
eoncerned. 

2.42. The Committee find that as against 20 valuation units in. 
1972-73, there are now as many as 80 valuation units. The expendi-
tUre incurred on valuation cells has increased from Rs. 4.36 lakhs 
in 1972-73 to Rs. 61.94 lakhs in 1974-75. The number of cases decided 
by the Valuation Cells were 988 in 1972-13, 5,049 in 1973-74 and 
14,455 in 1974-75. The rate of disposal was no doubt stepped Up but 
the fact cannot be gainsaid that the cell ac-cumu}ate(l as on 1 April 
1976 a backlog of 11,682 cases. According to the information furni-
shed to Audit by the Department of Revenue and Banking on 29 March 
1975, the Valuation Cells were able to detect under-valuation to the 
extent of as. 35.33 crorcs in 1971-72, Rs. 42.54 ('rores in 1912-73 and 
B.s. 24.04 crares in 1973-74. The Committee are, however, surprised 
that the Department do not know as to whether thc enhanced value 
determined by the Valuation Cell was in fact adopted by the 
Assessing Officers for finalising the assessments and the amount of 
additional tax which was gathered on this account. Information 
is .also not available a.bout the penalties levied and collected from 
the assessees for concealment. Further it is not known whether in-
formation contained in the reports of the Valuation Officers was 
used in re-opening earlier years' assessments wherever called for. 
It is necessary that the Department should have a .review made at 
least, in the metropolitan cities, of the action taken on the valUation 
reports in all these respects. The Committee would like to know the 
result of the review early. Another lacuna which the Committee-
have noted is the absence of an age-wiseJcause-wise analysis of 
pending eases. They are said to be "not readily available". 

2.43. The Committee would like to recall earlier recommenda-
tion made by them inthair 51st, 150th and 186th Reports (Fifth Lok 
Sabha) emphasising the need for setting up of an etudent statistical 
organisation under the Board to have meaningful and contempor-
aneous data for assisting the Government in taking decisions. The 
Committee are yet to be informed that the requisite statistical organl-
NOon has come into being. 

2.44. The Committee are perturbed to find that tile Valuatiob 
Cells have still a large number of cases OIl haad awaiting disposal. 
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AeeordiDg to the Department of Revenue and Banking on 1 April,. 
~976 ther~ were 6,736 pending cases in De.hi region and 4,946 pend-
~g cases In Madras region making up a total of 1l/682 pending cases 
.. aJI. It is further observed that 70 per cent of the pendiug cases 
in Delhi region and 83 per cent in Madras region l·e.ate to va'uations 
under the Wealth Tax Act. Though disposal of pending cases is 
increasing from year to year, the Committee feeJ that considering 
the large number of new cases which are referred to the Valuation 
Cell each year, the Cell may not, at this rate, be able to clear the 
back-log. For example,. while the number of new wealth tax cases 
referred to the Cell was only 535 in 1972-73, new cases of wealth tax 
increased to 1,724 in 1973-74 and to 11,022 in 1974-75. The reasons 
for such a high pendency ,of cases are varied and these have been 
mentioned in para ~.25 of this Report. The Committee have been 
informed that in order to reduce the number of pending cases with 
the Valuation Cell, besides amending Rule 3-A of Wealth Tax Act 
with effect from 15 December 1976, the Chief Engineers have also 
been asked by the Department to (i) dispose of bigger cases on 
priority basis, (ii) fix suitable time limit within which Valuatiou 
Officers should give reports on references made to it, (iii) send age-
wise and cause-wise lists of pending cases for effective control, (iv) 
make attempts to dispose of by 30 June 1977 all cases which have 
been pending for more than one year as on 1 Mar(:h 1977 and give 
a report on cases which are not disposed. of. The Committee have 
also been informed tbat the Commissioners of Iucome Tax have 
been asked. to meet the District Valuation Officers occasionally to 
sort out problems, if any. One of the reasons advanced for delay in 
finalisation of cases by the Valuation CeU is stated to be the dilatory 
tactics adopted in some cases by the assessees in submitting the re-
quisite documents and information. The Committee need hardly 
point out that in such cases stern action should be taken against the 
assessees so as to act as a waming to others. 

2.45. The Chairman, Central Board of Direct Taxes has conceded 
during evidence that Rule 3-A of the Wealth Tax Rules was deficient 
and had led to some extent to accumulation of work in the ValuatiOn 
Cell. The aforesaid rule provided that Regional Valuation Officer 
was merely to supervise tbe work of the Cell under his control,. 
while the District Valuation Officer could value properties exceed-
ing &S. 5 lakhs only, the Valuation Officer could value properties 
exceeding as. 2 lakhs but not exceeding Rs. 5 lakhs and the Assistant 
Valuation OfIlccr was to han.dle cases of property valUing upto 
as. Z Jakhs. This is stated to have resulted in une1'en load of work 
~ varioUs aatecoliea of otBeen. The Committee regret that 



.thouch this rule had remaiaed in operation for a number of ye81'l, 
its adverse eftect was noticed by the Department only recently. 
Since the rule has DOW been amended with effect. from 15 December, 
1976 to deal with the mal-adjustments in its functioning, the Com-
mittee desire that operation of the Rule as amended may be kept 
under review by the Department. The Committee would like to 
know in due course how the amended Rule has made for more ex-
peditious finalisation of cases. 

2.46. The Committee are surprised to note that the Central Board 
of Direct Taxes has not fixed any priorities for disposal of cases by 
the Valuation Cell. The Committee feel that while efforts already 
under way to clear the backlog of pend~g cases may continue, 
care mny be taken to see that, in the process, cases capable of yielding 
less revenue do not get precedence merely because of the ract that 
such cases had been lying with the Cell for a longer time. The Com-
mittee urge that a~ assured during evidence, priorities should he 
fixed by the Board in such It way that cases expected to yield higher 
revenUe are ha.ndled by the Valuation Cell on top priority basis. 

2.47. The Committee also find that though the .number of cases 
pending with the Valuation Cells had kept on increasing year after 
year, the Central Boar(l of Direct Taxes had 110t laid down any time 
limit by which the Cell should finalise its reports on cases referred 
to it. The Committee recommend that time limit for finalislrtion of 
valuation reports may be laid dow~ so that reports arc availabl<" (0 

the assessing offi.cers well before the assessmenb: become time-barred 
under various Direct Taxes Acts. 

2.48. The Committee note that while the Income-tax assessment .. 
are .required to be completed within two years, the time that has 
been laid down for completion of wealth tax assessments is four 
years. The Chairman, Central Board of Direct Taxes has ple'adetl 
during evidence that the time limit for wealth-tax assessment!"; had 
to be higher because unlike income tax assessments, wealth tax 
assessments involved problems of valuation of property and otner 
forms of assets. When the Committee pointed out that laying down 
of a higher time limit for completion of wealth tax assessments 
might have given more latitude to the Valuation Cell, and thus led 
to accumulation of arrears, the Chairman, Central Board of Direct 
Taxes assured the Committee that this aspect would 'be considered. 
"!'he CODtJDittM- would like to be apprised GIl the result of con5idera~ 
tion of the matter. 
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2.49. What has surprised the Committee more is the fact that 
while the Valuation Cell had a backlor of as many as 11,684 pending 
cases as on 1st April, 1976, some of its staJI' was diverted by the 
Department and put 011 an entirely difterent type of work viz. survey 
of posh localities. While discussin& the question of 8l1t1JD1entation of 
&taft strength in the c«¥1text of mounting arrears of work in the 
Valuation Cell, the Chairman, Central Board of Dire,ct Taxes, has 

-expressed the view that "increase in efficiency and better planning 
',COD cause marginal .reduction in arrears. For substantial reduction 
in arrears, lauer staff is ;needed." He has stated that if he was given 
more staff and ;the wherewithal to improve efficiency "the revenues 
are bound to increase." In this connection, the Committee have also 
been given to understand that witb the collection of nearly R.... 2,000 
crores as revenue, the cost of colloction of revenues came to only 
about 1.8 per cent. The Finance Secretary statea during evidence 
that the question of increase in staff in this Department had been 
under "iairly continuous review" and that 223 extra posts had al-
ready been SI\UCtiOlled for the Income Tax Department. The Com-
mittee are, however, conscious of the fact that placing of too much 
reliance on augmentation of staff strength may prove counter-pro-
ductive in the long run. They, therefore, stress the need for fixing 
reaJi~ic norms of work. depluymcnt of staff 011 a more scientific 
basis and a gr«.>.ater emphasis OjU expeditious and conclusive disposal 
of cases, particularly those with large tax implications. 



CHAPTER III 

VALUATION OF URBAN IMMOVABLE PROPERTIES 

Audit paragraph 

The IIncome-tax Act and other direct taxes enactments have 
been repeatedly amended. in recent ye&1'8 with a view to preventin& 
evasion of taxes through under-valuation of immovable properties. 
The provision made in 1964 about the production of a tax clearance 
certificate for registration of transrer documents in respect of pro-
perties valued at more than Rs. 50,000 and flaws noticed in the 
actual administration of this provision were pointed out in para-
graph 12 of the Audit Report 1973-74. 

3.2. The Income-tax Act, 1961 was also-am'ended through the 
Taxation Laws (Amendment) Act, 1972 with effect from 15th Nov-
ember, 1972 to introduce a new chapter-Chapter XXA authori;oing 
the Department to acquire an immovable property, where such pro-
perty is transferred by sale or exchange and the true consideration 
for such transfer is concealed with the object of evading taxes. 
Under these new provisions acquisition notices were issued in 8258 
cases upto 31st March, 1975. Of these, the proceeding were drop-
ped in 2.785 eases. Acquisition orders were made in 136 cases eover-
ing 120 properties, whose total consideration, as stated in the in-
struments of transfer, was Rs. 1.28 crores against the fair market 
value of Rs. 2.59 crores. None of the acquiSition orders had how-
ever, become final as on 31st March, 1975 and not a single property 
had been acquired by that time. 

3.3. The subject of valuation of properties is itself of considerable 
importance not only in the normal working of the various direct 
taxes, but more so in the proper implementation of the said new 
provisions made specifically to tackle the problem of under-valua-
tion of properties. 

3.4. The basic principle underlying the valuation ot properties 
as laid down in the various Direct Taxes Acts is that the value of 
any property shall be estimated to be the price wbich, in the opinion 
of the assessing authority the property would felch, if sold in the 
open market. It has been judicially held that the Statute does not 
co~template actual sale or the- actual state of the market but only 

31 
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~njoins that it would be assumed that here is an open market and 
the property can be sold in such a market and. on ttiat basis the value 
has to be found out. 

'3.5. The Public Accounts Committee have repeatedly, expressed 
concern about the extent to which property values are depressed in 
tax returns. The Audit Report (Oivil) on Revenue Receipts, 1961 
mentioned a case in paragra'ph 56(a) where two urban properties 
declared for wealth-tax at Rs, 1,80,000 and RI. 1,00,000 were 
acquired/purchased by a State Government and a University at 
Rs. 26.40 lakhs and Rs. 10 lakhs respectively. While commenting 
upon this case, the Public Accounts Committee (Fourth Lok Sabha) 
in paragraph 1.68 of their 117th Report, emphasised the need to 
undertake a survey of all metropolitan properties in accordance 
wih a time-bound programme. The Committee reiterated the sug-
gestion in their 25th and 88th Reports and the Boal'd issued instruc-
tion No. 265 through their letter No. 3261617c.-WT, dated 12th Jan-
uary, 1971 that a time-bound programme for survey should be 
drawn-up. 

A test check conducted in respect of certain localities in a lew 
major cities indicated the following position:-

(i) lIn Ahmedabad, no regular or special survey was carried 
out by the Department in a recently developed posh loca-
lity, either to locate new assessees or to detect evasion of 
taxes through under-valuation of properties. 

(ii) In Bhubaneswar, no special survey was conductecI in 
pursuance of the recommendations of the Public Accounts 
Committee but a general survey was carried out from 
August 1974 in a few areas only. Out of survey reports 
received till March. 1975, follow-up action had been taken 
only in 230 cases. 

(iii) In Bombay. routine surveys had been undertalten since 
July, 1972 but there was no effective procedure for follow-
up action on the results of these surveys. There was no 
evidence of any special survey, as required by the Public 
Accounts Committee, having been conducted till March. 
1975. 

(tv) In Calcutta, it was noticed that the surveys conducted by 
the Department covered only shops and premises and the 
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lurvey_ were conducted at random and not in any Iy ... · 
tematie manner. There was no scheme for an overall 
4>u.rvey of immovable properties in areas developed in the 
recent past in and around Calcutta. 

(v) In Delhi, only a partial survey was conducted in a selected 
locality and the survey reports did not contain essential 
details like the cost and nature of construction. No ex-
tracts of these surV1:!y reports were found in the assess-
ment records of the concerned assessees and some 
01 the assessing officers eXpressed complete unaware-
ness of the receipt of any such -extracts. A correlatiolll 
of the survey :reports with the records in the Land and 
Development Office showed that, in many cases, the per-
sons shown as owners in the survey reports were diffe-
rent from those shown as such in the records of the 
Land and Development Office. 

(vi) lIn Hyderabad, a limited survey was conduct-ed in 1974. 
The survey was a new-ease-oriented one and was con-
fined to certain old and established business area. The 
survey registers did not contain any information about 
the owners of the buildings or details relating to the area 
of site, nature of construdion, date and the cost of con-
struction. 

(\ii) In Jaipur and Udaipur, surveys were conducted in some-
localities/colonies but these were incomplete and did not 
cuver all the properties in a locality or all localities of the 
city. Follow-up action was also not found complete as the 
survey rep10rts had not been forwarded to the assessing 
ofticers in all cases. 

(viii) In Kanpur, a partial survey was conducted but there was 
no evidence of any follow-up action. The results of .survey 
were passed on to two assessing officers having jurisdic-
tion over the localities in AUi'ust. 1973 but these were not 
available in those offices at the time of audit. In one of 
the assessing offices the results were i'ltat~d to have been 
misplaced. 

3.6. In relation to house properties, the Central Board of Direct 
Taxes haw, by executive instructions. [-vide Board's circulM' 
No. 4-D (W.T.) of 1965 dated 30th July. 1965] indicated two methods-
of valuation which could be adopted in cases where market values 
l!8nnQt be ascertained with due regard to the nature, size and loca-
}tty of the property, the amenitie- RVflilable and tlle prices prevail-
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ine for similar assets in the same locality or in the neighbourhood. 
The first of these two methods, called the capitalisation method 
involves capitalisation, at the rate of return expected. from house 
properties, of the net annual average income from the property. 
This method is suited mainly to the case of properties which are 
fully developed and fetch economic rent. The fairness of the re-
sults obtained would depend on the correctness of the net annual 
average income on the one hand and the multipli~ adopted. for 
capitalisation on the other. The second method called the land and 
building method, involves valuing the land and the building sepa-
rately. This method is more suitable in important cities where land 
has a very high value and the income from the building does not. 
otten, give a proper idea as to the value of the land on which it is 
situated. .- , 

3.7. lIn May, 19'69 the Central Board of Direct Taxes issued in-
structions that, where on the basis of a Valuer's certificate, the 
value of a property is shown at a higher figure in a certain year 
as compared to its value declared in the earlier years, the earlier 
assessment should be reopened only in cases where the assessee had 
failed to fumish all relevant details in the earlier years and not in 
cases where the higher valuation had resulted trom a difference 
in the method of valuation adopted. The Board also stated that 
where an assessee, filing a return for the first time on the basis of 
a Valuer's certificate, had not filed any return in the earlier years 
on a bona fide belief that the value of his assets was below the taxa-
ble limit, no action should be taken for the earner assessment years. 
These instructions were revised. at the instance of Audit in June, 
1970, to provide that even where the higher valuation in the subse-
quent year was attributable to a different basis of valuation, the ear-
lier assessments should be reopened if the difference in valuation ex-
eeded 25 per cent of the value adopted in the earner years and the· 
assessee could not plausibly explain the difference. The revised tn--
structions also provided that where a return was tiled for the first 
time on the basis of a Valuer's certificate, an enquiry should be made 
in Iregard to the earlier years so as to reopen earlier assessment. if 
it was found that the assessee was liable to wealth-tax in any earlier 
year. 

3.8. It was noticed during the test check that the Valuers, ,ene-
rally, adopted the income capitalisation method for the valuatton 
.f·house p,ropertJes. There were. however. cases wh!'>fe this method' 



'Was not followed, though it was the appropriate method or where 
it was applied incorrectly. Some instances are given below: 

.. 

(1) In Ahmedabad, a building property constructed on a 
lease-hold plot of 3,691 sq. yds. at a returned cost of 
as. 6,20,325 was valued by the Vaiuation Cell at Rs. 8,76,000 
in December, 1970. The value was determined on the basis 
of the fair average rate of construction. It did not include 
the value of lease-hold rights, the cost of lifts and the cost 
of temporary garages. The Valuer had stated that this 
could not be taken to be the value of the property which 
would depend on the income that the property was fetch-
ing. 

During the previous year relevant to the assessment 
year 1969-70 the total effective rent realised from thi. 
building was Rs. 3,52,291 and even on the basis of taking 
the value at 8 times the net annual rental income, the 
value of the property would be over Rs. 14 lakhs. The 
assessment was, however, made at Rs. 8.76 lakhs . 

(Ii) In Kanpur, a house property constructed in 1967-68 was 
not returned or assessed to wealth tax for the assess-
ment year 1968-69 though it had been completed and let 
out prior to the relevant valuation date i.e., 31st March, 
1968. The cost of the building was estimated by an ap-
proved Valuer in September, 1968 at Rs. 2,11,267 and the 
value of land (3,011 sq. yds.) at the prevailing municipal 
market rate of Rs. 60/- per sq. yard for this locality was 
Rs. 1,80,660. The total value of the property not assessed 
to tax for 1968-69 was thus, Rs. 3,91,930. 

For the assessment years 1969-710 to 1971-72, the pro-
perty was assessed to tax at a value of Rs. 2,65,825 on the 
basis of the value computed by an approved Valuer on 
the land and building method. For the assessment year 
1972-73, the property was valued by another Valuer on 
the basis of the income capitalisation method and the 
annual vafue was multiplied by ten. If the same method 
with the same multiplier was followed for the assessment 
years 1969-70 to 1971-72, the value of the property would 
wqrk out to Rs. 4 lakhs as against Rs. 2,65,8'25 taken for 
888essment. 

(iii) In Hyderabad, two properties were valued at Rs. 5,42,681 
on the basi, of land and building method. Under iaeo. 
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capitalisation method the value of these properties would 
work out to Rs. 8,05,800. 

In 3 cases where housing properties were valued on 
income capitalIsation method, it was noticed that there 
was an under-valuation of Rs. 2.s:l lakhs per year, 
either because of the adoption of a lower net income in 
respect of the property or due to the adoption of a higher 
yield rate. 

3.9. In 1968, the Government of India set up its own Valuation 
Celis in Ahmedabad, Bombay, Calcutta, Delhi, Lucknow and 
Madras for the valuation of properties for purposes of assessment 
to direct taxes. The Central Board of Direct Taxes issued instruc-
tions, from time to time, about the types of cases to be referred by 
the departmental authorities to these Valuation Cells. In Decem-
ber, 1971, in Instruction No. 365 issued through circular F. No.319/ 
5/70-WT, dated 28th December, 1971, the Board directed that, apart 
referring cases where a reference is considered necessary in the 
interest of revenue, the following types of cases should be referred 
to the Valuation Cells: 

(i) Cases under the Income-tax Act, where there is a suspect-
ed under-valuation of Rs. 50,000 or more; 

(ii) Cases under other direct taxes; 

(a) where the net annual value is not less than Rs. 10,000 
and the declared value is less than 8 times the net 
annual rental value, or 

(b) where the returned value is Rs. 5 lakhs or more, or 

(c) where there is a suspected under-valuation of 20 per 
cent, with a monetary minimum of Rs. 50,000. 

In 1972, the various direct tax enactments were amended 
through the Taxation Laws (Amendment) Act, 1972 to provide a 
statutory basis for reference of the question of valuation to the 
Valuation Cells. According to the rules framed under the amended 
Acts, in the case of wealth-tax a reference would fie to the Valua-
tion Officer, if, in a case supported by the certificate of a registered 
Valuer. the assessing officer is of the opinion that the returned 
value is less than the fair market value and, in any other case, the 
assessing ofticer considers that the faIr market value exceeds the 
returner! V1\lue by more than 33-1/3 per cent or Rs. 50,000, which-
ever is J~ss. 
2085 LS-4 



Instances were noticed during the test check where cases which . , 
apparently called for a reference to the Valuation Cell, were not 
so referred. A few instances are given below:-

(i) In Ahmedabad, a self occupied property, in a residential-
cum-commercial locality, and on a land area of 5,960 sq. 
yards was returned and assessed to wealth-bx at Rs. 2.50 
lakhs in the assessment years 1963--64 to 1969-70. The 
value was not reassessed/revised upwards at any stage 
during these years, nor was it referred to the Valuation 
Cell. In the assessment year 1968-69, the assessee pro-
duced a certificate from an approved valuer showing the 
value of the property at Rs. 2,40,000. As a result of an 
objection raisen by Audit in 1972, the valuation was refer-
red to the Valuation Celi, who in October, 1974 deter-
mined the value of the property at Rs. 19.47 lakhs on 
31st lI481I"ch, 1967, Rs. 22.83 lakhs on 31st March, 1968 and 
Rs. 25.93 lakhs on 31st March, 1969. On the basis of 
this valuation, the short recovery of wealth-tax in the 
3 assessment years would be of the order of Rs. 2.84 
lakhs. 

Another similar property with a land area of 15,600 
sq. yards was returned and assessed at Rs. 5.50 lakhs for 
the assessment year 1968-69. The assessment was com-
pleted in March, 1973. Though the value exceeded Rs. 5 
lakhs, no reference was made to the Valuation Cell. 

(ii) In Bombay, the number of cases referred to the Valua-
tion Cell for re-valuation of propterties was 310 in 1973-
74 and 185 in 1974-75 as against the total number of 
wealth-tax assessees viz. 45,256 and 47,985 as on 31st 
March, 1974 and 31st March, 1975 respectively. 

In one case, an assessee constructed two buildings, very 
near each other, in Colaba at the same time and declared 
their values as Rs. 47,14,987 and Rs. 50,59,260. The for-
mer property was valued by the departmental Valuation 
Cell, on a reference made to them under the Income-tax 
Act, at Rs. 77,50,000. The valuation of the other property 
was not referred to the Valuation Cell. 

(iii) In Rajasthan, out of 476 properties reviewed, only seven 
were found to have been valued by the departmental 
Valuation Cell. The Commissioner had issued instruc-
tions in November, 1973 that all properties whose return-



ed value is Rs. 2.00 lakhs or more should be referred to 
the Valuation Cell. It was, however, noticed that in the 
case of 11 properties these instructions had not been 
followed. 

3.10. The Public Accounts Committee had also suggested in para-
graph 2.7 of their 117th Report (1969-70) and again in paragraph 1.24 
of their 25th Report (1971-72) that it would be necessary to devise 
adequate checks over the work of Valuers to ensure that valuation 
is correctly and fairly done. The Wealth-tax Rules empower the 
Board not to register any Valuer, if in their opinion, such Valuer 
has been guilty of misconduct in his professional capacity. The 
test check revealed that the valuation by Valuers was always much 
lower than that by the departmental Valuation Cell. Thus-

(i) In Calcutta, out of 13 cases studied, 4 cases valued by 
approved valuers were· subsequently valued by the 
departmental Valuation Cell. The departmental valua-
tion worked out to be more in each case, the percentage 
of increase varying from 31 to 100. The Department 
had not, however, tried to prepare any list of valuers, 
whose estimates were invariably or generally lower than 
those of the Department itself. 

(ii) In Hyderabad, in 10 cases, all but one of which had been 
valued by apptroved Valuers, it was seen that the rates of 
land and unit costs of building were substantially lower 
than the rates adopted by the Valuation Cell for similar 
properties in the same areas and at the same time. On 
the basis of rates adopted by the Valuation Cell, the 
under-valution, in these cases, worked out to 42 to 70 per 
cent or a total of Rs. 12.60 lakhs per year. 

(iii) In Kanpur, the value of land of a property was returned 
at Rs. 1,02,400 for the assessment years 1969-70 to 1972-
73 on the basis of an approved Valuer's report, who com-
puted the value at Rs. 32 per sq. yard. The Municipal 
market rate of land in that locality was Rs. 85 per sq. 
yard for the assessment year 1968-69, and Rs. 130 per sq. 
yard in July, 1973. 

The departmental Valuation Cell valued the land for 
the assessment year 1973-74 at the rate of Rs. 127 per sq. 
yard. Adopting a graded rate of increase in the market 
rate from time to time, the aggregate under-valuation 
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for the assessment years 1969-70 to 1972-73 would work 
out to Rs. 9,97,4000. 

In the case of another property in the same locality, 
an approved Valuer adopted the rate of Rs. 35 per sq. 
yard in the valuation of a building property on a land 
area of 2,540 sq. yards. The valuation was accepted for the 
assessment years 1973-74 and 1974-75. On the basis of 
the valuation given by the Valuation Cell in the other 
case, there would be an aggregate under-valuation of 
Rs. 4,52,120 in the two assessment years. 

(iv) In Rajasthan, in the caSe of seven ~roperties referred to 
the Valuation Cell, the valuation by the Cell was more 
than that returned on the basis of the approved Valuers' 
certificates to the extent of 21.7 to 296.4 per cent. Fur-
ther, the valuation certificates. did not, in many cases, 
contain vital information like location, area of land, built 
up area, specifications of construction, etc. Sometimes 
the value of land was not included or was included only 
partially. 

3.11. In paragraph 1.89 of their 117th Report (1969-70) and again 
in paragraph 5.32 of their 119th Report (1973-74), the Public Ac-
counts Committee had emphasized the need to establish a proper 
coordination among different direct taxes assessments and also 
between the Central and States Taxes Departments to improve the 
quality of tax administration. The present test check revealed a 
lack of such coordination in many cases resulting in loss of reve-
nue. It also revealed cases where information already available 
with the Department was not made use of in the interest of reve-
nue. A few instances are given below: 

(i) In Ahmedabad, a house property jointly owned by five 
individuals was assessed to wealth-tax at less than 
Rs. 6.00 lakhs on the basis of an approved Valuer's report. 
In the estate duty assessment of one of the co-
owners completed in February, 1974, the value of 
the property was taken as Rs. 17,47,900 on the basis 
of the departmental Valuation Officer's report of October, 
1973. The Wealth-tax Officer did not refer this case to 
the Valuation Officer at any stage though the value 
exceeded Rs. 5 lakhs. Even after the departmental valua-
tion for estate duty purposes, the higher value was not 
adopted in the Wealth-tax assessment. The failure to 
refer the case to the Valuation Cell and to co-ordinate 
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the value ascertained for estate duty resulted in an agree-
gate under-assessment of wealth of Rs. 26.69 lakhs for 
5 years for only two co-owners; the records of the remain-
ing co-owners were not made available . 

. (if) In Bombay, a hOuse property at Peddar Road, jointly, 
owned by 6 persons, was returned and assessed to 
wealth-tax at Rs. 10,57,897 during the assessment years 
1957-58 to 1960-61. The property was acquired by the 
Government of India in July, 1961 at a compensation of 
Rs. 22,37,349. In the assessment to capital gains tax, the 
Appellate Tribunal accepted the assessee's claim in Sep-
tember, 1974 based on an approved Valuer's report, that 
the valuation of the property as on 1st January, 1954 was 
Rs. 19,26;900. There was still no attempt to revise the 
valuation in the wealth-tax assessment for the assess-
ment years 1957-58 to 1960-61. 

(iii) In Bombay, also a multi-storeyed building on Warden 
Road was officially valued by the Department in Janu-
ary, 1972. According to the valuation report, the cost of 
each fiat of about 2,200 sq. ft. carpet area in this build-
ing would be Rs. 3.30 lakhs. It was, however, noticed 
that an assessee, owning a fiat in this building, returned 
the value of her flat for the assessment years 1973-74 and 
1974-75 at Rs. 1,27,000 as per valuation of an approved 
Valuer made on 5th June, 1973. The Department accep-
ted this return. On the basis of the Department's own 
valuation, there would be an under-assessment of Rs. 2.03 
lakhs in each of the assessment years. This would also 
call for a review in the case of all other 46 flat owners 
in this building. 

In another case, a fiat in a multi-storeyed building at 
Cumballa Hill, returned at Rs. 3 lakhs was officially 
valued at Rs. 3.50 lakhs as on 31si March, 1973. This 
valuation was not made Use of by the Department in the 
revision or completion of assessments of the other 71 flats 
owners in the same building, though much lower valua-
tion was returned in their cases. 

In still another case, departmental valuation of a pro-
perty in Cuffe Parade, made for the purpose of Income-
tax Act, came to Rs. 77.50 lakhs as against the declared 
value of Rs. 47,10,987. The revision of the wealth-tax 
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assessments of flat owners for this building which was 
apparently called for, was not, however, taken up. 

(iv) In Rajasthan, the State Government levy a tax on the 
value of urban lands and building under the Rajasthan 
Landi and Buildings Tax Act, 1964. The principles of 
valuation under this Act are the same as those under the 
Central Direct Taxes enactments. The State Lands and 
Buildings Tax Department had worked out land rates for 
vanous urban localities as on 31st March, 1973 on the 
basis of the rates given in the returns filed by the asses-
sees, rates obtained in actual sales, reserve prices fixed 
and rates received during auctions held by the Urban 
Improvement Trusts/Municipali~ies, etc. On a review of 
IS cases, it was seen that the values assessed to wealth-
tax were lower by 21.6 to over 100 per cent than the 
values determined by the State Lands and Building T~x 
Department for the same properties. A similar lack of 
co.-ordination was noticed in the following instances: 

(a) Although many properties in the cities of Jaipur, 
Jodhpur and Udaipur have vast landed areas and land 
prices have risen very steeply in the last few years, the 
Valuers, as well as the assessing officers, were found t~ 
have continued with the old low rates, resulting in large 
scale under-valuations of such properties. Thus, in the 
valuation of seven properties situated in Mirza Ismail 
Road in Jaipur, the Valuers had adopted rates of land 
ranging from Rs. 7.50 to Rs. 80 per sq. yard during the 
years 1967 to 1971, though the value of land in this area 
was being assessed at Rs. 630 per sq. metre as On 31st 
March, 1973 by the State Lands and Buildings Tax 
Depaa-tment. 

(bj A commercial building property at Mirza Ismail Road. 
Jaipur was assessed to wealth-tax on the basis of value 
of land computed at Rs. 180 per sq. yard for show room 
land, Rs. 60 per sq. yard for workshop land and Rs. 50 
per sq. yard for petrol pump land making up a total 
of Rs. 1,67,250. Similar lands in nearby commercial 
buildings, were valued by other Valuers at Rs. 250 per 
sq. yard in March, 1969 and Rs. 350 per sq. yard in 
March, 1973. There would be an aggregate under-
valuation in this case of over Rs. 13 lakhs during the 
three assessment years, 1970-7f to 1972-73. 
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(c) In Jodhpur, a house property assessed to wealth-tax at 
Rs. 2.90 lakhs to Rs. 3.50 lakhs during the assessment 
years 1969-70 to 1973-74 had a land area of 22,967 sq. 
yards. This land was valued at Rs. 3 per sq. yard on 
the basis of a valuation made in 1964 for the assessment 
year 1957-58. The Urban Improvement Trust had fixed 
a reserve price of Rs. 18 per sq. yard for plots in this 
area in January, 1970 and the State Lands and Build-
ings Tax Department had fixed a rate of Rs. 44 per sq. 
yard for similar lands in this area in March, 1973. On 
the basis of these rates, there would be an aggregate 
under-valution of about Rs. 18 lakhs during the assess-
ment years 1969-70 to 1973-74. 

(0) Another property assessed to wealth-tax at Rs. 2,91,135 
to Rs. 3 lakhs during the assessment years from 1969-70 
to 1974-75, had a land area of 28,047 sq. yards. This 
land was valued at Rs. 3 per sq. yard. The rates adopt-
ed by some other Valuers for similar plots in the same 
area during these years varied from Rs. 15 to Rs. 25 
per sq. yard. The reserve price fixed by the Urban 
Improvement Trust, in January, 1970 for this area, was 
Rs. 22.50 per sq. yard and the rate fixed by the State 
Lands and Building Tax Department in March, 1973 w~s 
Rs. 28.35 per sq. yard. There would be an aggregate 
under-valuation of about Rs. 32 lakhs in the 6 assess-
ment years from 1969-70 to 1974-75. 

(e) In two other cases, landed properties of 64,603 and 
48,800 sq. yards in the same area in Jodhpur were 
assessed during the assessment years 1965-66 to 1972-
73. at rates below Rs. 2 per sq. yard. The rate based 
on actual sales in another case in the same area rose 
from Rs. 9 per sq. yard in 1965-66 to Rs. 33.30 per sq. 
yard in 1972-73. The State Lands and Building Tax 
Department had valued similar land in that area at 
Rs. 45 per sq. yard in March, 1973. Even on the basis 
of the former graded rate, the aggregate under-valua-
tion in these two cases would be over Rs. 55 lakhs in 
the said assessment years. 

(f) A building in Jaipur was assessed to wealth-tax at the 
same figure of Rs. 1,95,000 in 4 assessment years, 1968-69 
to 1971-72. The land area of 8,237 sq. yards was valued 
at Rs. 5 per sq. yard for developed land (875 sq. yards) 
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and Rs. 10 to 15 per sq. yard for undeveloped land 
(7,362 sq. yrds.). According to the Collector, the prevail-

ing rate in September, 1970 was Rs. 50 per sq. yard. 
Adjacent vacant plots were auctioned by the Urban Im-
provement Trust in July, 1972 at an average rate of Rs. 
52.50 per sq. yard. The State Land and Build1ng Tax 
Department valued the land in this area at Rs. 70 per 
sq. metre in March, 1973. On a conservative estimate, 
there would be an aggregate under-valuation of Rs. 11 

lakhs in the said four assessment years. 
3.12. As the values of urban properties keep on increasing from 

year to year, the Central Boa'rd of Direct Taxes had issued instruc-
tions in July, 1969 (circular No. 6/11/69 WT, dated 3rd July, 1969) 
to the effect that the assessable values of such properties once de-
termined should ordinarily be left undisturbed in two subsequent 
assessment years only. Instances where the assessable values were 
not revised over much longer periods were noticed in Ahmedabad, 
Hyderabad and Jaipur. 

In Rajasthan, the plinth area rates prescribed by the State 
P . W . D. in March, 1968 were adopted for calcula Hng the cost of 
building. These rates, according to the Superintending Engineer 
of the Departmental Valuation Cell, were not suitable for this pur-
pose, as these were meant basically, for calculation of standard 
rents of Government buildings in which the specifications used are 
considerably different as compared to private buildings. The 
Superintending Engineer had stated in November, 1974 that the 
Departmental Valuation Cell itself had been following the Central 
said State P. W . D. rates were "very low and unrealistic." The 
departmental Valuation Cell itself had been following the Central 
Public Works Department plinth area rates and cost indices cir-
culated by the Central Board of Direct Taxes for the guidance of 
the asses!,ing authorities in December, 1971 (Instruction No. 365 
issued thl'Ough circular F. No. 31915170 WT, dated 28th December, 
1971). 

The Commilsioner had issued instructions in August, 1972 that 
the property values computed on the State P.W.D. plinth area 
rates of 1968 should be stepped up progressively in the subsequent 
years. It was, however, noticed that 234 urban properties belong-
ing to 151 assessees and valued at over Rs. 1.35 crores were valued 
by the assessing officers at the same price in 2 to 7 successive assess-
ment years from 1968-69 to 1974-75. 

3.13. In Rajasthan, in over 2/3rd of the 476 cases reviewed, essen-
tial details like area of land, built-up area, specifications of construc-
tion, site and ~uilding p'lans, copies of purchase. deeds, etc., were 
not obtained. As a result, not only, in most of the cases, the valu~s 
~!....!~~~,!l~~ __ ~:y.~~l~ lissessees were accepted or they were marg1-
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concealment of wealth went unnoticed in some cases. A few in· 
stances are given below:-

(a) In returnin,g for wealth-tax a property consisting of land 
and building, an assessee in Jaipur, had been ~eturning 
the area of land as 69,382 sq. ft. since the assessment 
year 1957·58. The assessee sold 45,757 sq. ft. of this land 
in two lots in September, 1958 and April, 1970. The 
balance of land was measured by a valuer as 73,260 sq. 
ft. Apparently, the original area of land was 1,19,017 
sq. it. instead of 69,382 sq. ft. as returned and accepted. 
The aggregate amount of wealth escaping assessment 
over the 13 years from 1957-58 to 1969-70 would be over 
Rs. 23 lakhs. 

(b) An assessee in J odbpur had b~n returning a land area 
of 44,000 sq. ft. with a building property since the assess· 
ment year 1957-58. The valuation certificates! of ap-
proved Valuers furnished by the assessee in the assess-
ment years 1968-69 and 1971-72, howevetl, showed the 
area of land as 1,38,177 sq. ft. Thus, for a period of 11 
years from 1957-58 to 1967..u8 the land area was short 'l'e-
turned and assessed by 94,177 sq. ft. making for an aggre-
gate escapement of wealth of over Rs. 11 lakhs. 

(c) In Udaipur, two plots of land jointly owned by six brothers 
had been returned during the assessment years 1965-66 to 
1972·73 with an area of 1,72,464 sq. ft. In the assessment 
year 1973-74, the total area of these plots was taken as 
3,88,044 sq. ft. A land a'l'ea of 2,15,580 sq. ft. thus escap-
ed assessment during the said 8 years making up an aggre-
gate escapement of wealth of over Rs. 40 lakhs. 

(d) In Jodhpur, an undeveloped land area of 15,361 sq. yearcts 
with a building property was assessed to wealth-tax at 
the rate of 28 paise per sq. yard, while similar undeve-
loped plots were valued at rates ranging from Rs. 1.50 
to Rs. 22.50 per sq. ya'l'd. The developed part of this 
plot itself was valued at Rs. 18 per sq. yard. The aggre-
gate under-valuation in the 9 assessment years from 1966-
67 to 1974-75 would be of the order of Rs. 24 lakhs. 

3.14. '1 he Ministry have stated (January, 1976) that necessary 
informaU In has been called for from the field formations. 

[Paragraph 14 of the Report of the C&AG of India for the year 
1974-75, Union Government (Civil), Revenue Receipts Vol. II, 
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A. Acquisition of properties concealing true consideration 

3.15. An immovable property is to be v,.alued, for the purpose 
of direct taxes, at a price which, in the opinion of the assessing 
authority, the asset is estimated to fetch if sold in the open market 
on the relevant date. The phrase 'if sold in the open market' does 
not contemplate actual sale or the actual state ·of the market but 
only enjoins that it should be assumed that there is an open market 
and the porperty can be sold in such a market even hypothetIcally. 
The market price is the price at which a seller and a purchaser are 
willing to sell and purchase respectively. Valuation of immovable 
properties under one or the other recognized methods of valuation 
is generally the responsibility of the assessing authority. When with 
effect from 1 April, 1969, the penalty provisions for concealment 
were made more stringent, the Government extended the facility 
to the assessees/accoun,t;able persons to get the valuation done and 
certified by approved and registered valuers and return the value 
of the assets concerned on the basis of such certificates. The Audit 
has pointed out that despite this, values of properties continued to 
be under-stated by the assessees/accountable persons in the income-
tax, wealth-tax and gift-tax returns and estate duty accounts and 
the ,transfer deeds executed and registered in 'felation to transfer of 
assets. Under-statement of values were noticed by the Audit even 
in cases where an approved valuer had done the valuation. 

3.16. From the year 1960 onwards, the value of immovable pro-
perties registered a phenomenal increa'Se due to all round economic 
development and growth of urban areas. This incr-ease has, how-
ever, not been reflected in the value of immovable properties return-
ed and assessed resulting in evasion/avoidance of direct taxes. Ac-
cording to Audit, the return from immovable properties increased 
but much more in the shape of capital appreciation of the proper-
ties. The percentage yi'eld from real estate, hovered, due to onti-
nuous increase in thei'f value, between 5 per cent to 8 per cent. On 
account of speculative gains resulting from investment in real estate, 
such investments have become a heaven for the persons having un-
accounted money. 

3.17. The Income-tax Act, 1961 was amended by the Taxation 
Laws (Amendment) Act, 1972 with effect from 15 November, 1972 
to introduce a new Chapter-Chapter XX-A-authorising the De-
partment to acquire an immovable property, where such P'foperty 
is transferred by sale or exchange and the true consideration for 
such transfer is concealed with the object of evading taxes. 
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3.18. The Committee desired to know the objectives sought to 

be achieved by the introduction of Chap~er XX-A in the Income-
tax Act with effect from 15 November, 1972 and how far these ob-
jectives have been achieved. In a note, the Central Board of Direct 
Taxes stated: 

"Taxation Laws (Amendment) Act, 1972 inserted a new Chap-
ter XXA in the Income-tax Act, 1961 with effect from 
15-11-1972 with the object of countering evasion of tax 
through under-statement of the value of the immovable 
properties in transfer deeds and also to stop circulation 
of black money by empowering the Central Government to 
acquire immovable properties including agricultural land<J 
at prices which correspond to those recorded in the trans~ 
fer deeds plus solatium of 15 per cent thereof. 

3.19. Action under the aforesaid provlSlons is taken if the fol-
lowing three conditions are satisfted-

(i) That the competent authority has reason to believe that 
the immovable property is of a fair market value exceed~ 
ing Rs. 25,000; 

(ii) He has reason to believe that the fair market value of 
such property exceeds the apparent consideration ther~ 
for by more than 15 per cent of such apparent considera-
tion; and 

(iii) He has reason to believe that the consideration for such 
transfer as agreed to between the parties has not been 
truly stated in the instrument of transfer with the object 
of either faCilitating the reduction or evasion of the liability 
of the transfer or to tax in respect of any income (includ~ 
ing capital gains) arising from the transfer or facilitating 
the concealment of any income or any monies or other 
assets which have not been Or which ought to be disclos~ 
ed by the transfer for the purposes of the Indian Income~ 
tax Act, 1922, Income--tax Act, 1961 or Wealth-tax Act, 
1957." 



3.20 Audit parasraph points out that though under these new 
provisions acquisition notices were issued in 8,258 cases upto 31 
March 1975, proceedings had been dropped in 2,785 cases. Acquisi-
tion orders were made in 136 cases covering 120 properties whose 
total consideration, as stated in the instruments of transfer, was 
Rs. 1.28 crores against the fair market value of Rs. 2.59 crores. None 
of the acquisition orders had, however, become final as on 31 March 
1973 and not a single property had been acquired by that time. 

3.21 In the course of his evidence before the Committee in March 
1978, the representative of the Department of Revenue handed over 
to the Committee a statement showing the progressive figures upto 
31st January 1978 of action taken in pursuance of the provisions re-
garding acquisition of immovable property on incorrect valuation 
introduced in the Income~tax Act! 1972. The statement is repro-
duced below:-



Stlltll'ltmt Sfa~U1i1r1 tlu p,situm ill rup«t 11/ CIISe$ Df Acq/JifitiDII Prl1pmy Iltttler Cllilpter XX_4 if [lI&l1rJ1t-Tu Ad, 1961. 

Noo of Acqui- Proper- Apparent Fair Noo of Prndency No_ of No_of pro-
Period notices !ition ties con~i- Market proced- of pro- orders penies 

issued order involved deration Value ings ceedings have vested uls 
passed dropped actually ~6g1 (4) 

become 
fiDal 

-----
~ 3 4 5 6 7 8 9 10 

[PROGRESSIVE] 
(Rupees in Crores) 

31-3-74 4191 ~6 ~3 0 0 16 0-30 NOT AVAILABLE Nil Nil g: 
31-3-75 8187 136 119 I- 33 2-80 2701 5350 Nil Nil 

31-3-76 13689 ~32 210 2-95 5°3i 5004 8453 Nil Nil 

31-3-77 17917 !l86 259 3-59 45 8146 9085 8 4 
31-1-78 18979 315 !l88 3-70 6 0 64 10161 8494 15 4 
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3.22. It would be seen from the above statement that upto 
31st March, 1975, out of 8187 cases in respect of which the acquisi. 
tion JlDtices w'ere issued acquisition orders were passed in only 136 
cases but not a single property had been acquired by Government. 
During evidence on 15th November, 1976, the representative of the 
Government indicated that as on date the acquisition had become 
final in five cases. The Chairman, Central Board of Direct Taxes 
amplified: 

"That means in these five cases either the assessees have ac-
cepted the position or they have not succeeded in appeal. 
After an acquisition order is passed, the assessee is en-
,titled to go in for an appeal before the Income-tax Appel-
lat.e Tribunal. That by itself takes not less than one to 
two years to decide the maHer'. Thereafter, if the order 
goes against the assessee, the assessee has a right to go 
to the High Court which takes several years to finalise." 

3.23. Indicating the reasons for the slow progre6s in the matter 
of passing acqUisition orders and orders becoming final, the note of 
the Board has stated: 

"The acquisition order is quasi-judicial order and can be 
pasRed only after certain statutory processes which are 
fai1'11y time consuming are gone through. The parties to 
be proceeded against have to be given adequate hearing. 
The hearings generally raise contentious issues both of 
law and fact. The orders of acquisition are appealed in 
most of the cases and become final only after they are 
confirmed and no further appeal is pending .... " 

3.24. Explaining the procedure followed in this regard during 
evidence, the representative of the Depar~ment has deposed: 

"The procedure is like this that when a property is trans-
ferred, a report in a particular prescribed form is receiv-
ed from the Registrar of PropeTties wherever the value 
of it exceeds Rs. 10,000. Then, on the basis of that, the 
competent authority makes up his mind whether the true 
market value exceeds the prescribed margin. And then 
he issues a show cause notice to the transferor, trans-
feree and other persons concerned. 
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But, if after hearing the parties coneerned, the competent 
authori'ty comes to the view that the market v!lilue does 
not really exceed the value shown in the deed, that is, if 
it does not exceed the speCification margin, then he drops 
the proceedings.". 

3.25. The Department of Revenue were asked to offer suggestions 
to streamline the processes of acquisition of property, by amend-
ment of law, if necessary. They have. in their communication dated 
23rd February, 1978, stated that "the Board have not examined the 
question of amendment of law to streamline statutory processes 
which have to be gone through before acquisition orders become 
final." The Board has, however, taken the followinr steps for ex-
peditious disposal of acquisition proC'eedings: 

.. (i) The Director of Inspection (R&S) have recently complet-
ed a study to identify causes for slow process of disposal 
of al:quisition proceedings under Chapter XX of the 
Income-tax Act, 1961. 

(ii) The Commissioners of Inc"me-tax incharge of Acquisition 
Ranges have been asked v';dc d.o. No. 316/8/77-WT, dated 
7th May, 1977 (a) to plan the work in such a manner that 
the pendency on 1st April, 1978 is reduced to 50 per cent 
of what it was on 1s~ April, 1977, (b) that all the cases 
which were more than one year old on 1st April, 1977 are 
disposed of by 31st March, 1978. They have also been 
asked to chalk out a time-bound programme for each Ac-
quisition Range and to exercise personal supervision and 
effective control over their performance. 

(iii) All Commissioners of Income-tax in-charge oi Acquisition 
Ranges have been asked vide d.o. No. 316/105/77-WT, dated 
the 6th August, 1977 to locate the causes of slow movement 
and send a report to the Board giving their recommenda-
tions for speeding up the rate of disposal. The reports 
from most of the Commissionerg of Income-tax have been 
received and are being examined for further action." 

3.26. A reason given for not acquiring even a single property 
under Chapter XXA of the Income-tax Act. 1961 has been indicated 
in a note furnished to the Committee as follows: 

"No ~perty had been acquired So far because the procedure 
regarding taking over and maintenance of properties etc. 
had tn be ftnalised. This has been done very recently and 
it has been decided that the properties shall be taken over 
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and managed by the Central Public Works Department. 
It is expected that process in this regard would be accele-
rated now."'" 

3.27. During evidence also the fact that not a single property'~ had 
been acquired till March 1975 was pointed out. Asked if in this con-
text, the proviSion can be said to have achieved any positive result, 
the Chairman, Central Board of Direct Taxes has sta.ted: 

ell wish to make a submission that this provision should not be 
viewed in ,the context of the results achieved in the form 
of acquisition of properties. This has to be viewed in the 
light of its deterrent effect as a whole. What we have to 
see is that :the people now realise that if they pass too 
much money tmder the table, then what might happen is 
that the property may get lost. Now it is our experience 
and probably, anybody who goes' around, would be notic-
ing that the amount of black money that used to pass 
under the tabl~ for the purchase of these properties has 
considerably diminished." 

3.28. During evidence in November 1976, the Committee also 
desired to know the reasons for dropping as many as 33 per cent of 
the cases (2701 cases dropped out of 8187 cases). The representa-
tive of the Department has explained: 

"These are dropped where the compe';.ent authority is satisfied 
that acquisition proceedings do not lie." 

3.29. In a note furnished on 20th March, 1978, the Department 
have indicated the reasons for dropping such a large number of 
cases as follows: 

(i) The directions contained in Board's F. No. 328/113/72-WT. 
dated 28th August, 1973 were acted upon. 

(ii) The fair market value, after hearing the parties was found 
not to exceed Rs. 25,000. 

(iii) The fair market value was ultima'~ely found not to exceed 
115 per cent of the apparent consideration. 

(iv) The difference between the fair market value and 115 per 
cent of the apparent consideration was marginal. 

"'As would be seen from para 3.21, by 31st January. 1978, in 15 
cases the acquisition orders had become final and the number of 
p'roperties vested in Government under Section 2691 (4) were 4. 
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(v) Object of concealment or tax evasion as per Section 

269C(i) (a) and (b) not found to be present in the tran-
o saction . 

. (vi) The transaction was found on enquiry not to be a sale 
but a gift, mortgage or conveyance by public au~tion etc. 
and did not come within the purview of Chapter XXA of 
the Income-tax Act, 1961. 

. . 3.30. Subsequently, during eVldence on 20th March, 1978, the rep-
resentative of the Department of Revenue revealed that the total 
number of cases of transfer of property valued at more than Rs. 10,000 
reported to revenue by the Registration Officers upto 31st January, 
1977, came to 45,84,200. As indicated earlier, the number of notices 
of acquisition issued upto 31st March, 1977, were 17,517 out of which 
proceedings were dropped. in 8,146 cases. That out of a total of 
nearly 46 lakh cases reported by the Registration Officers, only 17,517 
were picked up by the competent authority as cases fit for the issue 
of the notices, showed that the officers of the Revenue Department 
had sifted the cases carefully and with full sense of responsibility. 
How then, the representative of the Department of Revenue was 
asked, it happened that more than 50 per cent of the cases were ulti-
mately dropped.. In reply, the representative of the Ministry stated 
that the officers "have to look into it precisely within the time avail-
able" and at that stage "they would not have all the evidence with 
them." Accordingly, "naturally they would efr on the safe side .... 
from the point of revenue." 

3.31. It was further pointed ou·t to the representative of the De-
partment of Revenue that it appeared that the officers designated as 
the "competent authority" had the infinite power to decide whether 
a particular case should be processed against or not and that there 
was perhaps no mechanism whereby it could be found out whether 
the decision of the officer not to proceed against a particula<r case 
was correct or not. In reply, the witness stated: 

'''The Inspecting Assistant Commissioner (Acquisition) is the 
deciding authority. He decides the case after receiving 
inftlrmation, by way of local reports, etc. He may send 
his Inspector, he may himself visit the place and he may 
make any investigation and find out the fact." 

Ful'lther, according to him, "The Commissioners are there. They are 
8upposei to supervise the proceedings of the competent authority.'· 
2085 LS- 5 
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3.32. In this context the representative of the Department of 
Revenue was asked whether it was' open to a private person to pur-
sue a case of under-valuation of property involving loss to revenue. 
The witness clarified that a private person, who had knowledge of 
an under-valued transaction in regard to transfer of immovable pro-
perty, could "come forward and tell us" and "it is our duty to look 
into it". But it is for the Department to decide whether or not it 
was "a matter which deserves to be looked into". According to wit-
ness, the status of the per~on giving infonnation is merely that of 
an "informer". 

3.33. The Committee enquired if issue of notices of acquisition 
without looking into tile cases thoroughly within 9 months of the 
registration of the document and later dropping a large number of 
cases did not cause unnecessary harassment to the people. In reply. 
the Chairman, Central Board of D~ect Taxes, has explained: 

"It is true that the period of 9 months is fairly long, but bet-
ween the time we receive information from the registra-
tion authorities and the time we receive intimation from 
our valuers abou.t their assessment, considerable time 
lapses. Since prima facie we have been informed that 
value is under-stated by over 15 per cent, we cannot take 
the risk of not taking action. It is true it does cause some 
harassment to those against whom notices have issued: 
But we are helpless in this because when pTima facie there 
is a case, we have got to take acti<?n, and it is only when 
the assessee is given an opportunity to prove his case and 
satisfies the competent authority that the value put by him 
was correct within he margin of 15 per cent, that proceed-
ings have to be dropped." 

3.34. The Committee desired to know the steps taken or proposed 
to be taken to obviate undue harassment. The Chairman, Central 
Board of Direct Taxes, has stated: 

"This harassment could be avoided only in one way; we should 
st&rt proceedings only after a full verification of the value 
of property, after giving an opportunity to the assessee 
and after consultation with the valuers· has been arrived 
at. If you ask whether this process can b:e completed 
within 9 months, I would say no, because hundreds of pro-
perties are being registered every day. If we ask our 
valuation machinery to give complete verification, or com-

; - plete foolproof valuation of the property within a parti-
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cular period when hunckeds of properties are being regis-
tered, r think we will be asking for the impossible: So 
unless there is a prima facie case, we should not start pro-
ceedings. If we have to do that after giving an oppor-
tunity to the assessee and after complete verification, if we 
start doing ,that in the case of aU properties which are 
communicated to us to have been registered, it would be 
an impossible task." 

3.35. Section 269-P of the Income-tax Act lays down that the re-
gistering officer shall, at the end of every fortnight forward to the 
competent authority one set of statements in respect of transfers of 
immovable property received by him during the fortnight. The 
Cotn:mittee, therefore, enquired whether this infonnation was being 
received by the competent authorities regularly. The Chairman~ 
Central Board of Direct Taxes, has stated: 

"We are receiving intimation from. the . registering authorities. 
Where we find it has not been received, we remind them.'· 

3.36. A non-official memorandum to the Committee described the 
manner in which the procedures for acquisition of immovable pro-
perties laid down in Chapter XXA of the Income-tax: Act, 1961, were 
being applied and administered as "ineffective, inefficient and lethar-
gic". The memorandum had pointed out a specific case of KeraJa 
where under-valuation of a transferred property came to the notice 
of the authorities concerned and the proceedings were initiated. 
Although the deal was executed and registered on 20th August, 197( 
the requisite notification under Section 269D was published in the 
official ga·zette dated 7 June, 1975. The pUblication of the notice 
had rendered the notice infructuous and the case escaped the pro-
ceedings under Chapter XXA of the Income-tax Act. Thus, accord-
ing to the memorandum, "immovable properties involving black 
money transactions are rendered nugatory and ineffective by-gross 
negligence, omission or inaction on the part of persons who are to 
enforce the said law". 

3.37. Section 269D(1) provides for the initiation of proceedings 
for the acquisition of property by the competent authority "by notice 
to that effect published in the official guette". It is also provided 
that "no such proceedings shall be initiated .... after the expiration 
of a period of 9 months from the end of the mont.h in which the ins-
trument of transfer in respect of such property is registered \1IId4tr 
the Registration Act, 1908." 
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3.38. By the end of 31 January, 1978, in 18,970 cases, notices of 

acquisition of property were issueci According to the informaltion 
furnished by the Department (Appendix IT) out of 8,187 cases .in 
which notices were issued up to 31 March, 1975, in 74 cases the 
decision to initiate the proceedings was taken within 9 months from 
the date of registration of the property but, as the publication of the 
notice in the official gazette was after the expiry of the period of 9 
months, the notices had become time-barred and the cases could not 
be proceeded with. In another statement handed over to the com-
mittee by the witness during evidence on 21st March, 1978, the 
Department has ~ven the infonnation upto 30 September, 1978 
(Appendix ll). The statement indicates the following position. 

Upto 1974-75 

1975-76 

ut quarter 

2nd quarter 

3rd quarter 

4th quarter 

1976-77 

ut quarter 

2nd quarter 

grd quarter 

.,Ih I.lllar· er 

1977-78 

No. ~f t.m /llIIieh got tim,-btlrrtd 

Period 

.", 

No. of 
calell 

8 

133 

!l4 

5 

Ni 

!5t quarter Nil 

'lZnd quarter (i e upto 30-9-77) 

TOTAL 179 

3.39. During evidence, it was revealed that the gazt'!tte of 'j June, 
1974 contained as many as 48 cases which were published after the 
~piry of g months from the date Qf registration, rendering the 
proceedinp in all such cases time-barred and consequentially in-

·fructuoU8. EKplaining the high incidence of such cases during the 
:first quarter of 197>76 (there were as many as 133 cast"S in this 
quarter), the representative of the Depa1'>tment stated: 

"There is a plausible explanation for this.... We have only 
circUmStantial evidence for that.... The notices were 
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sent by name to the Manager of Printing Press, Faridabad~ 
The Manager happened to be one Mr.. ........... Some-
of the notices. were sent in his name. Mr .............. . 
happened to be transferred to Gangtok and so they were-
sent to Gangtok and (from there) they were returned with 
a forwarding letter and a copy of that came to the Board 
and we immediately issued instructions saying that hence-
forth they should not send notices (for ptliblication to the 
Manager of Printing) by name ............. . 

We do not have any di1'eC't evidence but it is our belief that. 
many of the notices must have been like that ........... . 
After that there have been one or two (such cases) but 
they are practically negligible." 

3.40. The representative of the Department also stated that the 
statutory proviSion for the publication of the notices in the gazette 
"has become a little cumbersome" and that "an amendment of this 
particular aspect of the pTovision could be made." Later, during evi-
dence, be further stated: "We are amending the law and it will be 
retrospective. " 
B. UndeT-va(ua'tio1t of Properties and Surveys 

3.41. While considering draft para No. 58 (a) of Al1dit Report 
(Civil) on Revenue Receipts 1969, in which non-assessment of capi-
tal gains amounting to· Rs. 33.60 lakhs was reported, the Committee-
in para 1.88 of their 117th Report (4th Lok Sabha) (1969-70) had 
observed:-

"An important issue which emerges from this case is the 
magnitude of the problem of under-valuation of the value 
of properties for tax purposes. These are not stray cases. 
The Committee have also in para 1.30 of their 100th Report 
(4th Lok Sabha) drawn attention to the result of a sample 
survey recently conducted by the newly created Valua-
tion Cell which disclosed that the value of 71 properties 
in Delhi was 73 per cent more than what was shown in 
the return flled by the assessees. These cases illustrate the 
extent to which property values are depressed in tax 
returns. The Committee note that for proper valuation 
of properties a Valuation Cell has been created by Gov-
ernment. The Committee have already emphasized the 
need to undertake a survey of all metropolitan properties 
in accordance with a time-bound programme (para 1.31 of 
their 100th Report). They would like immediate action 
in this regard." 
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3.42. In para 1.11 of the same Report, the Committee had also laid 
stress on external surveys and systematic analysis and processing 
()f information collected. In yet another para (2.7) of the same Re-
port, the Committee observed: 

''The procedure for valuation will have to be streamlined. 
'l'I:ie Committee note that in regaTd to real estate, the 
Board have recently asked the Commissioners df Income-
tax to conduct a census of house properties in major 
cities and towns and to check up whether there had been 
any evasion of wealth-tax and to report the progress 
made by the end of 1970. Another measure that the De-
partment should adopt to have a check on valuation is a 
system of integrated return. for wealth and income-tax 
(for assessees who are liable to pay both)". 

3.43. RecommendatiQ,llS of the Committee in regard to census 
were reiterated in para 1.19 of their 25th Report (5th Lok Sabha) 
(1971-72). In para 1.18 and 1.23 of their 25th Report, the Committee 
laid:. stre~ on the survey to be conducted in respect of all metro-
politan properties in accordance with a time-bond programme. 

3.44. The Board instructed in their instruction No. 265 (letter No . 
. 326/6/70-WT da~ 12-1-1971) that a timebound programme fM' 
3Urvey should be drawn up. In a reply furnished by the Ministry 
Para 2.3 of PAC's 50th Report (5th Lok Sabha) to the committe. 
it was stated that the Board had asked the Commissioners of Wealth-
Tax to start a planned programme of survey from 1st April, 1971. It 
was also stated that they had been able to do this on a selective basis, 
because of a shortage .of inspectors. The Finance Ministry in a reply 
;Pa'l"a 2.7 of PAC's 88th Report (5th Lok Sabha) (1972-73) stated "in 
1971-72 nearly 4 lakh premises were surveyed and in 1970-71 about 
2,32,000 premises were surveyed. A special number of inspectors 
were put on the job and a total of nearly 39,000 new cases were dis-
covered as a result of this in the years 1970-71 and 1971-72." 

3.45. The Committee in para 2.8 of their 88th Report (5th Lok 
Sabha) (1972-73) referred to para 1.23 of their 25th Report (5th Lok 
Sabha) (1971-72) wherein it was found that as a result of census of 
house properties 5,477 cases had been detected. The Committee de-
sired to know the number of cases detected till the year 1971-72 al 
also its break-up city-wise and char.wise. The information sub-
mitted by the Ministry in respect of some important Commissioner'. 
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charges (city-wise information was stated to be available) was u 
follows:-

-------------------------------------------
Name or the CommiPioner', Charge 

A. P. I 8t II 

ADam 

Bihar 

Orina 

Bombay 

Poona 

Delhi 

Jaipur 

G~arat I, II a: III 

Kerala 

Madhya Pradeah 

Madr .. 

Mysore 

Pwijab 

Lucknow. 

Kanpur . 

Weat Bengal 

Vidharba and Marath Wad. a 

No. of 
Cues 

370 

!l9~ 

+86 
58 

11311+ 
394-

11992 

297 

271 

11111 

923 

167 

94-
7112 

1159 

!l5S 

5711 
146 

.. _-_._-
3.46. In para 1.14 of the Action Taken Repent No. 118 (5th Lok 

Sabha) on their 88th Report (5th Lok Sabha) the Ministry stated as 
follows:--

"Instructions have alre~dy been issued (dated 20-7-1973) for 
intensifying survey operations and to divert a substantial 
number of inspectors for survey work. Very recently with 
a view to rope in new wealth-tax assessees instructions 
have been issued to all the CommisSioners of Income Tax 
to make a survey of house properties with annual letting 
value afRs.. 5,000 and more. Commissioners have been 
complaining of shortag'e of inspectors and the question of 
augmentation of the strength of inSpectors is under con-
sideration of the Ministry. The Central Board of Direct 
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Taxes are also conducting a study of the utilisation of pre-
sent strength to the inspeCtors so as to aiee whether DlOIW' 
inspectors could not be diverted for survey work front the 
existing strength." ' C 

3.47. The recommendations of the Committee about streamliDiDg 
the procedure for valuation of assets were reiterated in their 25th. 
50th and 88th Reports (5th Lok Sabha). The Ministry as per para 
2.10 01. the 103rd Report of the Committee (5th Lok Sabha) on AI>-
tion Taken en their 50th Report stated in regard to streamlining of 
the procedure for valuation of assets, as follows:-

" •... the Board have already issued comprehensive instructiOD. 
No. 365, dated 28-12.-1971 for the guidance qf the officers. 
In addition to the 8 existing valuation units, 8 more addi-
tional valuation units have been created. When the o1B.-
ce~ join in these 8 additional units the pending cas~ re-
ferred to the Cell will come down. Further with the en-
actment of 1he Taxation Laws (Amendment) Act, 19'12, the 
Valuation Cell has been strengthened and reorganised. 
The Valuation Officers taken on deputation from the CPo 
W.D. would not only augment the existing st«-ength of 
the Valuation Cell but would also be instrumental in 
framing detailed and more realistic valuation on reports 
by u'tilising their new statutory powers for recording 
statements, entering the premises to be valued and sum-
moning of witnesses etc." 

3.48. In paragraph 14(5) of the Audit Report there is a long list 
of defects in the surveys and follow up action in Ahmedabad, Bhuva-
neswar, Bombay, Calcutta, Delhi, Hyderabad, Jaipur, Udaipur and 
Kanpur. During evidence, the Committee enquired wheth!er the 
reaSbns for these defects have been analySed with a view to taking 
remedial action thereon. The representative of the Department has 
stated:-

"Most of it relates to general surveys to discover new assessees. 
The main reason for the defects was lack of concerted 
effort in the sense that individually or OIrganisationally 
there was no direct responsibility fixed for achieving 
certain results or doing certain things. In a circle there 
will be 4 or 5 I.T.Os. 

3.49. Answering the question as to what action was taken against 
the defaulting officers, the witness has stated:-

"If an ITO is entrusted with several duties like assessment, 
survey and others, it becomes difficult for the supervisory 
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auth~rity to exercise cuntrol. So, in 1974 we issued very 
detailed ~ positive instructions that survey shall be the 
responsibIlity of each Commissioner. He in turn will make 
one InspeCting Assistant Commissioner responsible for the 
survey in his jurisdiction. In turn, the survey work is 
entrusted exclusively to a number of ITOs who have noth-
ing else to do except the survey. Each Commissioner wu 
askled to appoint one ITO ,assisted by 6 or 7 in8lpeC'tors. 
They were to work on a pattern which was laid down by 
the Commissioner. Reports were to come to the Com-
missioner every month and reports in turn were to go to 
the Board These were reViewed by the Board and the 
Conmllssioners month after month." 

3.50. Subsequently, at the instance of the Committee, Department 
furnished the following note, stating that the reasons for the defects 
in the surveys, results of the general surveys, and indicating the 
results of the general surveys, year-wise, during the period 1972-73 
to 1975-76:-

--

441n so far as the survey carned out in the cities of Ahmedabad, 
Bhubaneshwar, Bombay, Calcutta, Delhi, Hyderabad, 
Jaipw and Kanpur is concerned, it was noticed that the 
fdllow-up action was generally delayed. This position had' 
arisen due to lack of concerted effort and adequate and 
proper feed-back. Within the number of officers and staff 
available only a limited strength can be deployed for the 
purpose. Guidelines were issued in 1974 [F. No. 415/9/74-
IT (Inv)] dated 30th July, 1974 for systematising survey 
operations." 

Year 

ResUilts of the survey year-wise, during the period from 
1972-73 to 1975-76, are as under:-

No. of No. of No. of 
new I. T. newwr Total Voluntary 
a.vesseea asseueea returns 

received 
from the 
new 
lI&.'Iessees 

,-------------,----------
1972-73 (10 months only) . 

1973-74 

1974-75 

1975-76 

89,4 19 

60.461 

1,33,462 

82,890 

4,:267 

9,21 9 

:2,770 

5.7 19 

93,686 Not 
available 

69,680 Do. 

1.36,23:2 l,oB.Ol2 

88,609 1,48.408 



The progress of survey operations is being constantly 
reviewed. The Commissioners are advised, as necessary, 
to take adequate steps for ensuring a better perform-
ance." 

3.51. The representative of the Department was asked as to 
whether the overall position about the metropolitan citiel, apart 
trom what is mentioned in the Audit Paragraph, was reviwed by 
the Department. He stated that-

"So far as immovable properties are concerned, they were 
covered last year by a special squad, i.e., survey of pOlh 
localities and important buildings in those areas and that 
was done for three months. It has again been resumed 
towards the end of June and systematic survey of new 
constructions, big buildings, multi-storeyed buildings, 
etc. in regard to their value and whether they are cor-
rectly accounted for, is going on. 11 cities are covered 
by this posh locality survey. They are Ahmedabad, 
Bombay, Bangalore, Calcutta, Delhi, Hyderabad, Jalpur, 
Madras, Nagpur, Poona and Kanpur." 

3.52. In response to another questian, the witness elaborated 
the special drive undertaken in 1975 as follows: 

"In the context of valuation of conspicuous construction, a 
survey was started last year in July by a special squad. 
For three months, we carried on this work. It was con-
fined to 11 cities, and 5495 premises were surveyed. 
Estimated un-disclosed investment in these premises wu 
28 crores and 96 lakha. We have resumed this survey 
toward the end of June, 1976 and upto the end of Octo-
ber, 2375 premises have been surveyed and accordipg to 
the preliminary estimate,. the value of undisclosed or 
undervalue assessed comes to 33 crores and 35 lakhs. So 
far as the follow-up action is concerned, I would Uke to 
submit that that would be relevant for the last year'1 
Survey." 

3.53. The Commitu>e desired to know the specific steps taken 
-during this period to detect large scale tax evasion in respect of 
urban immovable properties. In a note, the Central Board of 
Direct Taxes have informed the Committee as follows:-

"Survey of urban immovable properties forms an important 
segment of the survey operations conducted by the 
Department. Special attention is given to collection of 
information regarding construction of new buildings. 
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Special squads have also functioned in some of the big-
ger cities for detecting unaccounted investment/under'" 
valuation in luxury houses. Proceedings under Chapter 
XXA of the Income-tax Act, 1961 for acquisition ot im· 
movable properties have been initiated. in a number of 
cases. 

The pace of search and seizure operations for un-
earthing unaccounted income/wealth has been stepped 
up. This includes cases of unexplained investment in 
urban immovable properties. 

In a large number of cases, action has been initiated 
under the Smugglers and Foreign Exchange Manipula-
tors (Forfeiture of Property) Act, 1976." . 

3.M. The Central Board of Direct Taxes have, at the instance of 
the Committee, furnished to them 'the details of the results achiev-
ed by the special drive launched in 1975 as follows: 

S. No. NanlC~ or City 

I. Ahmedabad. 

2. Bombay 

3. Bangalore 

4. Calcutta 

5. Delhi. 

6. Hyderabad • 

7. Jaipur. 

8. Madra. 

9. Nagpur 

10. Poona. 

t I. Kanpur 

12- Patiala. 

No. of 
premises 
11Ill'Yeyed 

55 

11300 

292 

98 

1295 

16 

17 

485 

72 

877 

30 

69 

5606 

Eatimated 
undilc!OI-
ed invelt-
ment un-
der 
yaluatioQ 
detected 
(Rs. in 
laldu) 

,85. 12 

602.00 

':17. 00 

t50 • 00 

...33. 00 

15. t 7 

15. to 

865 .... 2 

t 53. 85 

174·93 

1511 .3'" 

J·45 

291'15 .... 8 
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3.55. In this connection. the Central Board of Direct Taxes bave 
JDtJmated that: 

II •••••••• The more posh localities were selected for survey in 
the first instance. Of the assessees whose premises were 
covered by the Special Survey Squads, over 1400 mad6 
declaration of income/wealth under the Voluntary Dis-
closure of Income and Wealth Act, 1976; income and 
wealth declared being Rs. 4.35 crores. 

The functioning of the Special squads was suspended 
in October, 1975 for appraisal of results achieved, proces-
sing of information collected and -taking further action 
as necessary. So far as the progress of assessment work 
is concerned, information presently available shows that 
733 Income-tax and 532 Wealth-tax assessments have 
been completed by the end of December, 1976; extra 
amount of income and wealth assessed being Rs. 59.07 
lakhs and Rs. 65.1.24 lakhs Il'espectively. Special S'luods 
functioned again during June, 1976 to December, 1976 
with the object of:-

(a) detection of unaccounted investment in the construc-
tion of luxury houses; 

(b) detection of money spent on lavish and ostentatious 
living. 

The Scheme consists of the following three steps: 

(a) Collection of basic data from authorities in Municipal 
and Development Administrations; 

(b) Spot inspection-to be undertaken by Valuation 
Squads, each squad consisting of an Income-tax Ofticer 
Class-I and an Executive Engineer with such inspec-
torial and other assistance as considered necessary; 

(c) Feed baCk-monthly reports by the concerT'ed ITO/ 
lAC to the lAC {Property Survey).n 

3.56. The CommitfRe were informed that a survey r)f properties 
in certain posh localities of Bombay like Juhu-Vile 'Parle, Malabar 
Hill Plllli Hills etc. had been carried out and that considerable , , 
amountll of under-statements of valuation had been discovered in 
the localities visited. The Committee desired to know the results 
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-of this survey together with relevant statistical data. In a note, 
.the Ce.atral Board of Direct Taxes intimated as tollows: 

I'll, so far as Bombay is concerned, in 1975 Special Squads 
surveyed some buildings in the posh localities of Cuffe 
Parade, Malabar Hill, Worli and Bandra. The number 
of premises surveyed and estimated undisclosed invest-
ment/under-valuation detected being 2300 and Rs. 602 
lakhs respectively. 

During 1976, survey operations have been carried out 
in Colaba, Juhu-Vile Parle, ParIi Hills, Malabar Hill and 
Bandra etc. as per information presently aVailable, the 
number of premises surveyed being 1292 and estimated 
unaccounted. for investment/under-valuath,n above Rs 11.1 
crores." 

... M'. The Committet> refeJ'll"ed to the following recor.m-.endatf(ln 
'made ill Paragraph 1.88 of their 117th Report (4th Lok Sabha) 
(1969-·'/0) emphasizing the need to undertake a survey of aU 

metropolitan properties in accordance with a time-bound pro-
gramme and enquired whether the latest review had given them 
the clear picture as to whether they were moving effiCiently or 
·otherwise. The representative of the Department has replied: 

h'W'e are moving in the matter fairly efficiently. I would not 
say that all the areas and all the properties which should 
be surveved have already been surveyed. i'!I~ w(1rk is 
going on and we hope that over a period of time which 
will not be too long, we will cover all the important 
areas," 

3,58. The Committee enquired as to what would be the broad 
.-asseUlnlmt of the quantum of money which could come into the 
countIy's coffers, if accurate collection of taxes was ensured. The 
oChairll!l'n Central Board of Direct Taxes replied: , 

"Very high-powered Committees have tried to undertake this 
exercise but there were differences of opinion amongst , 
them. So, I would not like to hazard a guess in this 
respect." 

The witness has, however, added: 
"I think with better management, greater efficiency and 

better scrutiny it is possible to increase our tax collec-
tion." 
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3.59. The Committee enquired whether it was true that there 

was still a lot of ground to be covered in evaluating metropolitan 
properties. Conceding the position during evidence, the Chairman 
Central Board of Direct Taxes stated: 

"There is a lot of ground to be covered yet. But, as I sub-
mitted earlier, I am afraid, I have again to suspend those 
operations during the months of January, February and 
March, because I am getting pN!6sure from the Commis· 
sioners that their other work is suffering. For that rea-
son, they would like these people to come back to the 
desk." 

3.60. Apart from citing a few instances, Audit Paragraph men-
tions that the test check carried. out has revealed the following 
general defects in the valuation of immovable properties: 

(i) Lack of systematic survey of localities in Ahmedabad, 
Bhubaneswar, Bombay, Calcutta, Delhi, Hyderabad, Jai· 
pur, Udaipur and Kanpur; 

(ii) Instances in Ahmedabad, Kanpur and Hyderabad were 
income capitalisation method was not followed even 
though it was the appropriate method or where it was 
applied incorrectly; 

(iii) Instances in Ahmedabad, Bombay and Rajasthan where 
cases, which apparently called for a reference to the 
Valuation Cell, were not so referred; 

(iv) Valuation by Valuers in Calcutta, Hyderabad, KanpuI 
and Rajasthan was always much lower than that by the 
Departmental Valuation Cell; 

(v) Instances of lack of coordination among different direct 
taxes assessments and also between the Central and 
Sta~e taxes departments to improve the quality of tn 
administration Ahmedabad, Bombay and Rajasthan; 

. (vi) Instances where assessable values were not revised fOJ 
more than two years in Abmedaba:i, Hyderabad an~ 
Jaipur; and 

(vii) Instances in Rajasthan where essenttal details like area 
of land, built up area, speciftcatio~ of construction, site. 
and building plans, etc. were not obtained. 

3.61. The Comtnittee wanted to know the action taken to look 
into specific cases brought to notice as a result of text check and: 



73 
to remove the general defects found in valuation of immovable 
properties. In reply, the Central Board of Direct Taxes have inti. 
mated that: ' 

j . 

• 
"The Board by its letter F. No. 326/58/75-WT dated 3-1-1976 

forwarded the details to the concerned COmmissioners 01 
Income-tax with Q request that a detailed note givin~ full 
facts of the case should be sent to the Board. As these 
reports were found to be inadequate in some respects, 
the Board by their letter F. No. 326/56/76-WT dated 
16-10-1976 requested the concerned Commissioners of 
Income-tax to take remedial action in specific cases on 
the basis of the views expressed by the Audit. The 
reports from some Cs IT are still awaited. 

The Board have also addressed the Commissioners 01 
Income-tax, drawing their attention to the general defect.! 
pointed out by the Audit and requesting them to tak( 
necessary steps to avoid the recurrence of these defects." 

'3.62. The Committee desired to know whether in the light of the 
Audit findings disclosed in this comprehensive review, any attempt 
has been made by the Board to segregate the procedural defects 
from individual errors with a view to taking suitable remedial 
measure and whether suitable instructions/guidelines have been 
issued in the matter. The Centrat Board of Direct Taxes have 
informed the Committee that the matter was under consideration. 

C. Methods of Valuation of House Properties 

3.63. During evi-dcl1ce the Committee desired to know the dine-
rent methods adopted to evaluate immovable properties. The repre-
sentative of the Department has explained: 

"For the valuation of immovable properties, we generally 
adopt three methods. One is comparable sales 
method-when we can get information and data regard., 
ing the actual sales of a comparable property. Failing 
that we have two other alternatives-the rent capitalisa-
tion method and land and building method. The rent 
capitalisation method is generally adopted where the 
rents are controlled by rent control legislations. Other-
wise, we can find out what is the reasonable maintain-
able rent of a property. In the case of self-occupied 
houses, we adopt land and building method. Here we 
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determine the value of the land separately and the valu(' 
of the property separately and then add them. 

Under the rent capitalisation method, there are two 
factors which go into the computation. One is, what is 
known as the annual rental from that building. Here, 
we take the gross annual rental from the building minus 
certain deductions. The second factor is the number of 
years of gurchase, i.e. what is the reasonable rate or 
return which can be expected from the property and 
then we multiply, on that basis. If the remaining life of 
the property is, roughly, less than 50 years, then we 
apply the discounting formula to find out the rever-
sionary value of the land." 

3.64. The Committee desired to know whether and if so, in what 
manner, pugree or salami could be brought to tax to ensure that 
there was no less of revenue on this account. In reply, the repre-
sentative of the Department stated:-

"It is a fact that pugree or salami was being paid for renting 
premises. Now, where the Income-tax Officer has a sus-
piCion that the rental income of a particular property 
should fetch more, he has to alert himself. He gets 
alerted as to why this property is getting less rent when 
this property was eligible to get a larger amount of rent. 
And that should be a red signal for him. After having 
got that red signal, he has to concentrate on proving 
that some pugree has passed hands. Here, the difficulty 
arises. If he assumes that the normal rent of this pro-
perty should have been this, and hence so much pugree 
has passed hands, and he makes an addition, no appal-
late authority will let it stand unless he has got some 
evidence. This becomes a part of the larger problem of 
tax evasion. This means that whatever money was paid 
in the form of black money is being kept by some body 
else. For that, as you are aware, We have started our 
operations of swarches and seizures, and scrutinising 
accounts more thoroughly and cross-cl1ecking of ac-
counts. Unless we come across some sort of investment 
which is not explainable, we cannot do anything, because 
the appellate authority requires proof, and it is impossi-
ble to produce any evidence of pugree having passed. 
This is our problem." 

3.65. The Committt>e enquired what criterion were followed 



75 

to determine as to which method of valuation should be followed in 
var1ou.s cases. The ~epresentative of the Department has stated:-

" .... large number of instructions had been issued in the past 
on the subject but as these leave some gap which needed 
consirieration and clarification, we have tried to solve this 
problem in two ways. One is that we now have the expert 
advice of the valuation cell. However, thEU'e ate inherent 

I .:;. \ c.,_J 

difficulties in determining the exact value of a property 
and it leads to unnecessary litigation. After all, owr 
valuation cell is not the last word on the value of a pro-
perty. The whole thing goes to the appellate authority 
and we have seen that in several cases the value put by 
the department is not accepted by them. So, we have a 
few months ago set up a Committee to examine all aspects 
to see wheth-er it is possible to put this valuation of 
immovable property on the baSis of some objective oriteria." 

3.66. Replying to thE' question as to why the appellate authorities 
-do not accept the valuation as determined by the departmental 
valuation cell, the Chairman, Central Board of Direct Taxes has 
stated: 

,. 

"The valuation of a property done by a valuer can also be 
contested by the other party because that party has also 
got a valuer, and both are equally qualified to value pro-
perty. My valuer adopts one criterion for valuing the 
property and the other valuer adop's a different criterion. 
It is open to the appellate authority to accept his valuation 
or my valuation. 

The need for this committee has arisen because of the Urban 
Land CeIling Act due to which the entire complexion (if 
valuation of urban property will undergo a change, as the 
properties which are sought to be valued are generally 
costly ones. Urban ceiling has come into f~ce now. If 
in the case (If an 'A' class city somebody owns a piece of 
land which is a thousand sq. metres, he is entitled to keep 
on'y 500 Sq. metres, he is not allowed to sell the balance 
-without obtaining the approval of the competent autho-
·rlty. Even the remaining ~O Sq. metres the Government 
is entitled to take over at a price to be fixed. HelW am I 
j!ofn_g to valUe ,that p.roperty?" 
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3.67. The Committee enquired whether in the midst of a plethora~ 
of instructions issued from 1957 to 1976 any definite gUidelmes had 
been issued for the guic\ance of Valuation Officers to enable them to-
select the right method. The representative of the Department 
stated:-

II •••• there is another aspect invoJ.ved in the rent capitalisation-
method and that is the multiplier which is based on the 
reasonable rate of interest which is taken into account. We 
started with twenty times the rental value. It was in the 
good old days when the rate of interest was about 4 per 
cent. In some cases it is ten times and in some cases, it is 
fifteen times. Particularly in view of these difficulties, we 
thought that we should try to lay down a common factor~ 
a definite multiplier. 

My Chief Engineer of the Valuation Cell is here. If you so· 
desire, I wCluld request him to explain to the Committee 
as to why different rates are adopteci. in some individual 
cases." 

3.68. The Chief Engineer, Valuation Cell, Madras; thereupon, 
explained as follows:-

"The rent capitalisation method takes the net income available 
from the property as the basis and derives the capital 
value of the property, rather, the fair market value of 
the property that will be cibtained in an open market by 
the process of capitalisation. In this capitalisation·· pro-
cess, we take the rate of interest that is normally available' 
on capital investments and in the case of immovable pro-
perties we have to add also an element of sinking fund 
on accvunt of the depreciation in the value of the property 
and for redemption of this capital· at the end of its life. 
When the multiplier is derived on this basis, these two 
facton may be different for any two properaes taken for-
comparison. For example, if one prc.perty is 50 years old 
ann the lI'emaining life is only 10 years while another 
property may be only 10 years old and the remaining life 
is 50 years, in that case, the stnking fund element will be 
different for the two cases. We also take the rate or 
interest that was normally prevalent at the time the 
prciperty was put up. Th~ rates of interest have varied 
tram 1965 to date and tberefbre. tliese:rates also w.ill be 
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different in the case of different properties. Because of 
these variations the variation in the multiplier or the 
capitalisation factor crops up." 

3.69. As already staf.ed, the question of laying down some objective 
criteria for determining the multiplier for purposes of valuation has 
been I'eferred to a Committee on valuation of immovable properties. 
The Committee desired to know the terms of reference of this 
Committee and whether the Committee had since submitted its 
Report. In a Note dated 28 March, 1977 the Central Board of Direct 
Taxes have stated as follows:-

"The Committee's terms of reference were as under:-

(i) To evolve objective criteria I guidelines for the valuation 
of various kinds of immovable prc.perties including 
agricultural land; and 

(ii) To evolve to the extent possible suitable rules which 
may be incorporated for this purpose in the wealth tax 
Rules. 

However, it was subsequently decided that the Committee 
could confinE' itself to the task of drawing up of guide-
lines for the valuation of re:idential properties only, for 
the time being. 

The Committee's report has since been received and is under 
consideration of the Board." 

D. Setting up of Valuation Cells 

3.70. During evidence, the Ccmmittee desired to know the gene-
sis and functions of the Departmental ValuaUon Cells, the repre-
sentative of the Department stated in evidence:-

"The valuation cell was set up for the first time in 1968 on 
an informa' basis to Rssist the income-tax officers and 
other assesc:in('! authorities in the proper determination 
of the value of immovable properties. To begin with. 
we had one Superintending Engineer and eight Execu-
tive Engineers. Later on, in December, 1971, we aug-
mented the strength by eight Executive Engineers. A'1ter-
wards, with the cassing of the Taxation Laws Amend-
ment Act, 1972, the valuation cell was given a 5:tatutory 
basis. Thereafter, the strength has been augmented con-
siderably with the result that we have noW two posts of 
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Chief Engineers, ten posts of Superintending Engineers 
eighty posts of Executive Engineers and eighty-two pos~ 
of Assistant Engineers supported by the complement 
staff of junior engineers, etc. 

Before the Taxation Laws Amendment Act, 1972 came in, we 
had laid down a detailed instruction No. 365 dated Decem-
ber, 1971 in which the Board spelt out the various types 
of cases which the Income-tax officers should refer to the 
valuation cell for a proper determination of the market 
value of the property. I may read out. lIt says, that the 
following types of cases shall be referred to the valuation 
cell:-

(1) All case,s involving inco;rrect valuation of immovable 
property which are being processed for possible pro-
secution. 

(2) All cases of estate duty, wealth-tax and gift-tax where 
the property is wholly rented and is fetching a net rent 
of Rs. 10,000 per year or more, if the value declared 
by the accountable person is less than eight times the 
net ann'. rental valued and where the property is 
partly rented and i~ fetching a net rent of Rs. 10,000 
or more, if the value of the rented part taken into 
consideration for the valuation of the whole property 
is less than eight times the net rent. 

(3) All cases under the Income-tax Act where there Is a 
reasonablE> suspicicn that the assessee hEls understand 
the value of the immovable property by Rs. 50,000 or 
more. 

(4) All cases of estate duty, wealth tax and gift tax where 
the accountable person or asses"ee has shown the 
value of any individual immovable property as Rs. 5 . .r--., 
lakhs or more. ' 

(5) All ca~es of ~c;tate duty, ~ift tax and wealth tax where 
the value 'of any individual immovable property has 
been shown as less than Rs. 5 lakhs but where the 
Assistant Controller of Eslate Duty or the Wealth Tax 
Officer estimate an under-valuation of the property by 
at least 20 per cent with a monetary minimum of 
Rs. 50,000. subject to the prior approval of the Con-
troller of Estate Duty or the Commissioner of Income 
Tax. 
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(6) All cases of income-tax, estate duty and wealth tax 
and gift tax where, in the opinion of the Commissioner 
or the Controller, it is considered necessary in the in-
terests of revenue, for reasons to be recorded, to refer 
the valuation of immovable property to the Valuation 
Cell." 

E. Action .against the Approved Valuers 

3.71. The Public r.ccounts Committee had in parap,raph 2.7 of 
their 117th Report (1969-70) (4th Lok Sabha) and again in paragraph 
1.24 of their 25th Report (1971-72) recommended that it would be 
necessary to devise adequate checks over the work of Valuers to en-
sure that valuQtion is correctly and fairly done. The Wealth-tax Rules 
empower the Boa,rd not to register any Valuer, if in their opinion, 
such Valuer has been guilty of misconduct in his professional capa-
city. The test check conducted by Audit has revealed that the 
valuation by Valuers was always much lower than that by the 
departmental Valuation Cell. Some such instances are enumerated 
at Serial Nos. (i) to (iv) of Sub-paragrapli 3.10 of the Audit Para-
graph. 

3.72. The Committee desired to know the action taken against 
the Valuers, whe~ the valuation done by them reveals an under-
estimation of a serious nature. The Chairman, Central Board of 
Direct Taxes, has stated during evidence as follows:-

"We have come across quite a few cases. Particularly in 
Gujarat, we have found that a particular valuer had the 
habit of continuously valuing property at a very low 
figure. We took notice of it and then the Commissioner 
of IIncome-tax issued a show-cause notice why recognition 
granted to him should not be withdrawn. He went in 
writ to the Gujarat High Court and the High Court 
stopped further action being taken. 

Then we referred the matter to the Ministry of Law, who 
advised us that it would not be competent for the Board 
or for the Commissioner to take any action against him for 
disqualification, because ~ome authority other than the 
punishing authority should say that he has committed 
some offence. We are stuck there. This opinion of the 
Law Ministry has been received only recently." 
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3.7a. Further elabratmg the position about the action to be 
taken against such Valuers, whose valuation is of doubtful nature, 
the Chairman, Central Board of Direct Taxes stated:-, 

" .... if these were left entirely to me, I would have been 
guided by Section 34AD and !I would have taken action 
against the valuer to derecognise him or dereiister him. 
As a layman's reading of the provisions of the law, I 
have every right if I find that he is guilty of misconduet 
and if it has to be my finding, to take, action against 
him. If the Law Ministry's opinion is found to be correct, 
then we must amend the law. Otherwise, what hapJ:ens 
is this. These valuers have no association; there is no 
body to which they are affiliated." In the case of Char-
tered Accountants, they have an Institute of Chartered 
Accountants and that Institute can take disciplinary 
action against them when it declares them to be guilty 
of misconduct. That 'Can enable me to take action against 
them. In the case of valuers, there is no institution or 
body which can declare them guilty of misconduct. lIn 
that event they can do anything they like. So after these 
meetings are over, we will take it up seriously with the 
Law Ministry. We would request them to have a second 
look at the provisions in the light of various other pro-
visions of tre rules or Act. If they are still of that view. 
I would certainly come before you to amend the law and 
to take powers to de-register those people." 

3.74. The particular~ of the Valuer df the Gujarat have been 
furnished to the Committee in a note from the C.B.D.T., which 
inter-alia has stated:-

Shri Z was an approved Valuer uts 4(3) of the Estate Duty 
Act as per BGard's letter F. No. 5139166-ED dated 16-9-1966. 
The term of this appointment expired on 26th July, 1971. 
He, therefore, applied on 12th July, 1971 for renewaJ, of 
his appointment uts 4(3) of the Estate Duty Act. Report 
of the CIT, Gujarat was called for. The OIT reported that 
the applicant was not cooperating with the Department in 
the matter of furnishing report in the proforma prescribed 
by the Board and was found to be grossly undervaluing 
the properties. The Board, therefore, rejected the appli-
cant's request for renewal of his appointment and this 
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.decision was convElyed to the applicant in the Board's 
letter dated 17th Decemher 1971. The applicant challenged 
the decision of the Board in a writ petition. The High 
Court of Qujarat passed an order on the petition filed by 

·Shri ...... quashing the decision of the Government con-
tainedin the letter dated 17th December 1971, and (ii) 
directing the Union of India to dispose of the application 
of the petitioner latest by 1st January 1975 after giving 
the petitioner an opportunity to make his submissions in 
support of his application. 

:The application for registration as a valuer of immovable pr~
perty .under section a4AB of the Wealth Tax Act, 1957 
w.as .also submitted in March, 1973. While deci:don on the 

· application was pending, the applicant filed a writ a peti-
tion in the Gujarat High Court challenging the constitu· 
Uonal validity of provisions of Section 34AB of the W.T. 
Act and praying that he should"be deemed to have been 
registered as a registered valuer under the provisions 
of the WT Act, 1957, because the Government of India 
had not given any reaSOn for not registering him till that 
date. The writ filed'by the applicant was admitted by the 

· Division Bench of the Gujarat High Court. The High 
Court directed that the Board should dispose of the peti. 
tioner's application for registration as a valuer u/s 34AB 

· of the W.T. Act before 1st December 1974 whereas in res-
pect of the writ petition in the Estate Duty case the Cour1 
directed for the application to be decided before 1st Jan-

· uary 1975. Following the Law Ministry's advice in the 
case of Shri 'X', the appointment of the valuer, Shri 'Z' 
was renewed under theE.D. Act and he was also regis-
tered as a valuer under the W.T. Act, 1957. 

"In the case of Shi'i X Law Ministry had expressed an opinion 
that the finding regarding the applicant being guilty of 
miscon'duct in' his professional capacity shall have to M 
from an agency other than the Board, which finding should 
be the ba~is for the opinion of the Board rendering him 
unfit to be registered asa valuer. 

rThe entire matter relating to the circumstances under which 
a person could be refused registration under the Wealth-
tax Act or de-registered urufer Section 34AB or 34AD as 



the case may be is under consideration on in consultation 
with the Law Ministry." 

3.75. The CC'mmittee desired to know whether any survey has. 
been conducted by the Board with a view to ensure that the work 
of valuation is done by the approved valuers in accordance with the 
iuidelines issued by the Department. The Chairman, Central 
Board of Direct Taxes has explained:-

"We have issued instructions 110 the Commissioners to keep 
a watch over the valuers who are found to be under-
valuing the property in a fairly large number of ca~es. 
But if a valuer is found to have done under-valuation in 
8 or 10 cases loUt of 100 cases, then, of course it is a matter 
of opinion. He can alwa~s say that this is the value I put 
and somebody el~e may put it differently." 

F. Revision of Assessable Values 

3.76. As the values of urban properties keep em increasing from 
year to year, the Central Board of Direct Taxes had issued instruc-
tions in July, 1969 (Circular No. 6/11/69 WT, dated 3t'd July, 1969) 
to the effect that the assessable values of such properties once deter-
mined should ordinari1y bp left undisturbed in two subsequent assess-
ment years only. It has been repclrted by Audit (vide paragraph 
3.12) that instances whe~ the assessable values were not revised 
over much lange: ppriods were noticed in Ahmedabad. Hyderabad 
and Jaipur. 

3.77. It h~s been reportp.~ by Audit that in Rajasthan the Commis-
sioner had issued instructions in August, 1972 that the property 
values computed on the State P.W.D.'s plinth area rates of 1968 
should be stepped-up progressively in the subsequent years. Audit 
had, however, noticed that 234 properties belonging to 151 assessees 
and valued at over Rs. 1.35 crores were valued by the assessing 
officers at the same price in 2 to 7 suC<!essive assessment years from 
1968-69 to 1974-75. 

3.78. Audit has pointed out that in over 2/3rd of the 476 cases 
reviewed in Rajasthan, essential details like area cl land, built-up 
area, specifications of ('onstruction, site and building plans, copies-
of purchase deeds, etc. were not obtained. As a result, not only 
tn most of the cases, the values as returned by the assessees were 
in most of the cases, the values as returned by the aSsessees were 
making any effort to ascertain the market values on the relevant 
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valuation dates, but also concealment of wealth went unnoticed in· 
some cases. 

3.7~. The Commit~ep desired to kriow whether it was not suffi-
ciently made clear in the instructions dated the 3rd July, 1969 that· 
the value adopted once should be reassessed after two years and if 
so, the reasons for the failures and deviations menti.oned in ~ub

paragraph 14.12 of the Audit Paragraph. The Committee also en-
quired whether these instructions have since been suitably modi-
fiedlclarified. In a note, the Central Board of Direct Taxes stated: 

"(a) The Board's instructions dated 3rd July 1969 is enclosed 
(Appendix I). 

(b) The relevant instructions were as under:-

'As the market value of assets does vary from time to time, 
it may not be possible for the Wealth-tax Officers to 
invariably adopt the same value for an asset over a 
peri.od of three years. However, ordinarily they would 
not disturb the valuation placed on a particular asset 
for the assessment year 1968-69 while making the Wealth-
tax assessments of the tWl' assessment years immediately 
following. l'nless the circumstances of the case clearly 
justify a deviation from the past assessed value.' 

As to the reasons for failures reported in sub-paragraph 14.12, 
the Board l'PquE'sted the Commissioners vide their letter 
F. No. 326156t'76-WT dated 16th October 1976 to take reme-
dial action on the basis of views expressed by the Audit. 
Their reports are awaited. However, it may be mentioned 
that in view of the amendments to the Wealth-tax Act 
providing for statutory references to Valuation Officers, 
these instructions became out of date and were, accord-
inglv withdrawn vide Boa'l"d's Circular datf'd 5th April 
1974." 

3.80 .. The findings of the Audit as contained in para No. '3.12 go 
to show that the implementation of the law, rules and orders on the 
subject is somewhat lax in Rajasthan. The Committee enquired 
whether the Board have analysed the causes therefor and if so, the 
remedial measures, if any, taken in this regard. The Central Board 
of Direct Taxes informed the Committee as follows:-

"The Chief Engineer (Valuation Cell) has been asked to send 
a report in the light of th~ views expre~sed by tlie Audit." 
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3.81. The Committee desired to know whether the Rajasthan Gov-
-ernment had been consulted before a decision was taken to value 
properties situated in hat State on the basis of CPWD rates instead 

·of Rajasthan PWD rates (vide Paragraph 9.12 of Audit Report). The 
Central Board of Direct Taxes have informed the Committee as 
follows:-

"The Board vide their letter F. No. 328174176-WT dated loth 
December, 1976 requested the Chief Engineer (Valuation 
~ell) to make on the spot study and send a detailed note 
on the subject. His report whi~h has recently been re-
ceived, is under consideration. Further report may kindly 
be awaited." 

F. Revermonary Interests 

3.82. The property which is to be valued is sometime subject to 
a charge o,r mortgagle for debts secured on it. Such debts are to be 
taken into account whEe computing the market value of the 
property. But in the case of a property encumbered by existing 
tenancies, the market value on a sale under vacant possession may 
not be the ~me as the market value of the Pl"O!Perty subjeCt to 

. subsisting tenancies. The difference should not ,be more than thie 
estimated legal expenses which need be incurred for obtaining 
.evic'tion of the tenants. This position was accepted by the Ministry 
'vide p8'l'a 4.10 of the 50th Report of the Committee (5th Lok Sabha) 
-(1972-73) when the Ministry replied as follows:-

"Even if it were possible to take possession of the property 
after evicting the lessee, litigation expenses would have 
to be allowed against the value of the property." 

3.83. The CommWee having taken note of this reply, recommend-
..eel in Para 4.11 Otf theirSOth Report (5th Lok Salbha) , as follows:-

"The C'ommfttee consider it desirable to lay down suitable 
guidelines, if not already done, to regulate the determina-
tion of the (deceased's) reversionary interest in the lease-
hold property." 

3.84. This poSition ',vas reiterated in para 1.537 of the 103rd Report 
0If the Committee (Action Taken Report on their 50th Report). In 
'their action taken note in respeCt of the said para 1.37, the MiniSttry 
<(Jf Finance have stated:-

"The draft !1uidelines drawn up by the Ministry were referred 
-to the Mini&try -of Law for their advide. The matter is 
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being examined in the light of the Law Ministry's com-
ments and in consultation with the Chief Engineer. As 
soon as a tinal decision is arrived at 'the committee will 
be informed." 

3.85. The Ccmmlttoee desired to know the reasons/difficulties 
::involved in implementing the aforesaid recommendation and the 
.latest position in this regard. In a note, 'the Central Board of Direct 
-Taxes have stated as follows:-

"In pan 4.11 of their 50th Report (1972-73) the PAC recom-
mended that the Board should lay do,wn SUItable guide-
lines, if not already done, to regulate the determinaaon 
of the deceased's reversionary interest in the leased 
property. This recommenda'tion was received in the 
Branch in March, 1973. Immediately the Supdt. Engineer 
(Valuation Cell) was asked to indicate certain guidelines. 
On the basis of the guidlines a circular was drafted and 
sent to the Ministry of Law fo,r their advice. The Ministry 
of Law wt::re consulted on three occasions and the matter 
still could not be finalised, because a large number of 
variable factors entered into calculation of valu.e of 
reversionary Interest and it is difficult to lay down a 
circular which will exhaustively encompass all the possible 
cases ·of valuation. At one stage Ministry of Law had 
advised in tb~eir note dated 29-7-1975 that it is not practical 
to lay down aetailed guidelines in the matter and that as 
the in. ructions can only explain broad general proposi-
tion, u:tility of such instructions is nedessarily limited.. 
The comments of the Ministry of Law were communicat-
ed to 'the Revenue Audit. It was also pointed out to the 
Revenue Audit on 29-4··76 that thle Board had issued. a 
circular being Circular No. 7D of 1957 dated 4-5-1957 
wherein detailed annexures were attached. giving guide-
lines for ·valuation of leasehold properties including 
valuation of reversionary interest and It might not be 
necessary to issue fresh guidelines. The Audit reiterated 
that a fresh circular be issued. The matter was, there-
fore, referred to the .Chief Engineer (Val) Cell who then 
prepared a draft of the circular in the light of th~ obser-
vatioIlSl made by the C&AG. Final draft instrucbon has 
been prepared by the Bo,ard-tax Section and the same is 
under consideration by the Circular Group." 
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G. Coordination amongst the difterent direct tax organisatiOJls 

3.86. In paragr~h 1.89 of theilT 117th Report (1969-70) and again 
in paragraph 5.32 of their 119th Report (1973-74), the Committee had 
emphasised the need to establish a proper co-ordination among. 
different direct taxes assessments and alse. between the Central and 
State taxes departments to improve the quality of tax administra-
tion. 

3.87. The CommittE:!e pointed out that in spite of their repeatedly 
pointing out in the past that there was lack of proper coordination 
among the different direct tax (organisations and also between the 
Centre and the State tax departments and stressing the need for 
establishing proper cO-OITdination between these agencies, nothing 
appears to have been done in this regard. The test check conducted 
by Audit recently has revealed a lack of such co-ordination in many 
cases resulting in loss of revenue. It also revealed cases where in-
formation already available with the Department was not made use 
of in the interest of revenue. The Committee desired to know the 
reasons for this state of affairs. The representative of the Depart-
ment has stated as fol1ows:-

"On this I. would submit three points. Firstly, .... instructions 
have been issued that assessments under various direct tax 
laws regarding the same assessee should, as far as pos-
sible, be taken together. In November, 1973, a circular 
was issued I)v the Directorate of 0 & M Services on the 
subject of Troper Co-ordination between assessments 
under different Direct Taxes laws'. That circular is divid-
ed into three portions. One relates to income-tax and 
gives illustrations of the types of situations which would 
involve examination of consequential action under gift 
tax. Then there is another chart of illustrations of wealth 
tax proceedings which would involve examination of cot-
responding action under income-tax and gift tax. The 
third one Telates to Estate Duty proceedings which would 
involve examination of consequential action under gift 
tax. wealth tax and income-tax. A large number of 
illustrations are given, but it has been made clear that 
these are only guidelines and that they should be kept in 
mind as also other situations. 

Lately, another set of instructions has been issued, again by 
way of guidelines, relating to utilisation of information in 
applications under section 230A, i.e., applications f>or grant 
of certificates relating to registration of properties. Here, 
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too, various illustrations have been given about information 
available in such applications and what action should be 
taken on the basis thereof under the income·tax Act the 
gift tax and wealth tax." ' 

. 3.88. The Central Board of Direct Taxes have further explained 
1n a note the steps taken to ensure liaison among different tax 
authorities:_ 

"The Commissioners of Income·tax have been advised to 
inspect the Central Information Branches once a year. A 
system of surprise visits of Income-tax Officers by the 
Inspecting Assistant Commissioners/Commissioners has 
been introduced to look into the various aspects of work 
from the view point of toning up of administration and 
increasing efficiency. 

Liaison with the Sales·tax Dep'artment has been made the 
responsibility of the Sp'ecial Investigation Branches, re-
named as Central Information Branches. 

Liaison between the Income-tax, Customs, Central Excise and 
Enforcement Authorities is ensured through regional, 
zonal and Headquarters coordination Committeei'!. Useful 
information is dso gathered from other' Central Govern-
ment Departments. A Committee constituted of senior 
Departmental officers has studied in depth the problem 
of coordination between the Income-tax and other Gov· 
ernment Departments with a "iew to tackling tax evasion. 
The Committee's report has been received recently and 
is under consideration." 

3.89. Although the value of immovable properties has registered 
a phenomenal increase since 1960, sucll increase has not been reflected 
fully in the value of immovable properties returned and assessed 
resulting in considerable loss of revenue to the state. The Com-
mittee note that with a view to preventing the evasion of taxes, th., 
Income-tax Act and other Dircct Taxes enactments had been repe.· 
tedly amended by Government in recent years. One of the important 
amendments to the Income-tax 'Act, 1961 was the addition of Chapter 
XXA by the Taxation Laws (Amendment Act), 1972 (eff~tive from 
15 November, 1972) which empowered the Government to acquire 
an immovable property where such property was transferred by 
sale or exchange and the trUe consideration for such transfer wllS 
eoneealed with the nbi~t of evading taxes. The Committee have 
found that upto 31-3--197'6 not a single immovable property has been 
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acquired by Government on this account. It was explained to the Com-
mittee that no property could be acquired because the procedure 
regarding taking over aDd maintenance of property etc. had to be 
finalised. The Committee have been told that it has since been 
decided that properties so acquired would be managed by th.· 
CPWD. The Chairman, Central Bo.ard of Direct Taxes has gone on 
record that the efficacy of the new provision of acquisition of property 
should not be judged by the number of properties actually acquired 
but in the light of its deterrent etlect as a whole. The Committee re-
gret that though the provision for acquired of property was intro-
duced as far back as 1972, the procedure to be followed for acquisition 
and management of such properties r~ained undecided till recently 
with the result that the provision could not be effectively imple-
mented. Now, that these procedlJres have been settled, the Com-
mittee trust that Government will utilise this prol-ision more 
vigorously as an instrument to curb tax evasion. 

3.90. The Committee find that upto 31st January, 1978 acquisition 
notices were issued in as many as 18,970 cases, under the provisions 
of Chapter XX-A of the Income-tax Act. Proceedings were dropped 
in 10,161 cases. Acquisition orders were made in 315 cases covering 
288 properties, whose total consideration; as stated in the instruments 
of transfer, was Rs. 3.70 crores against the fair market value of 
Rs. 6.64 crores. The Committee have been informed that by 
31st January, 1977, acquisition orders had been made in 260 
cases. Acquisition orders had become final in 15 cases and in 4 cases 
the properties have vas ted in Government. Explaining the reasOnS 
for delay in conformation of a large number of acquisition order, the 
Department have stated that acquisition order is a (luBsi-judicial 
order and entails time-consuming processes of giving adequate hear-
ings to the parties. More often than not, these hearing~ raise con-
tentious issues both of law !lnd fact. As these orders could be ap-
pealed against, they could be taken as confirmed only when no fur-· 
ther appeal was pendling. If these processes are said to be time-
consuming, the Committee fail to understand why the Ministry did 
not re-examine them with a view to identify the stRge~ at ,,·hich 
delays generally occurred and revamped the procedurco; with a view 
to streamline tbem. The Committee hope that Ministry would look 
into this matter. 

3.91. The Committee are concerned to note that of the 18,970 cases 
in which notices of acquisition of immovable property were issued up 
to·31-3-1978 proceedings were dropped in as many as 10,161 cases. 
Notices of atquisition have to be issued within 9 months of the regis-
tration of documents transferring immovable property in all cases. 
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where, prima facie, the value is understated by more than 15 per cent.. 
cases where the assessees are able to satisfy tile competent authority 
that the margin Or understatement of value does not exceed more 
than 15 pel' cent are dropped. The fact that such a large number of 
cases are dropped clearly indicates that cases are not looked into 
properly before issuance of acquisition notices, thus causing unneCes-
sary harassment to the people. The Committee recommend that in 
issuing notices of acquisition of immovable property due caution 
should be exercised SO that as far as possible only genuine cases of 
understatement of value are proceeded against. 

3.92. Section 269D(1) of the Income-tax Act provides for the initia-
tion of proceedings for the acquisition of property by the competent 
authority "by notice to that effect published in the official gazette.~ 
It also provides that "no such proceedings shall be initiated after 
the expiration of a period of 9 m.onths from tbe end of the month in 
which the instrument of transfer in respect of such property is regis-
tered under the Registration Act, 1908." The Committee note that 
upto 30 September, 1977, there have been as many as 179 cases where 
the decision to initiate tbe proceedings was taken within 9 months 
from the date of registration of the property, but, as the publication 
of the notices in the official gazette was after the expiry of the periOd 
of 9 months, the notices had become time-barred and the cases could 
not be proceeded with. The Committee also observe that out of 179 
such cases, as many as 133 'Occurred during the first quarter of 1975-76. 
During evidence, a possible exp!anation was offered for this unusual 
feature. It was stated that the notices were sent to the Manager of 
Printing by name. The Manager having been transferred to Gangtok, 
the notices were delivered to him there. He thereafter forwarded 
it to the appropriate person. The delay in transit resulted in delay 
in the printing of the notices in the gazette. The realion for and· 
circumstances of the delay as explained above seem!,= to have a ring 
of strangeness about it. The Committee was not told of any rule 
whereunder a notice to the Government Press is to be issued in the· 
namc of the person in charge of the Press. Being so, it requires a 
little bit explanation as to how it is that the competent authorities 
located in different parts of the country addressed the communica-
tions to the Manager of the Government Press in his personal namc. 

The Committee would like this aspect of the matter to be looked into 
and if found unwarranted under the circumstances or against 'the-
background of the relevant rule, to investigate as to where and in 
when the responsibility for the grevious mis...direction of the 
notices rested. 

The Committee also note the view of the representative of the· 
Department expressed during evidence that the existing provision.-
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in Section 269D(1) of the Income Tax Act relating to publication of 
notices in the ofticiat gazette "has become a little cumbersome" and 
that an amendment to this particular pr'ovision is under consideration 
and that the amendment of law will have retrospective effect. The 
Committee recommend that Government should take an early 
decision in the matter and bring the necessary amendment before 
Pa.rliament. The Committee also recommend that the proP'Osed 
amendment should be given a retrospective effect so as to enable all 
the cases which had become timebarred in the past being re-opened. 

3.93. In their earlier Reports, the Committee had repeatedly ex-
pressed their deep coocern about the extent to which property 
values were manipulated in t!lx returns. In paragraph 1.30 of their 
tOOth Report (4th Lok Sabha), the Committee had drawn attention 
to the results of a sample survey then conducted by the Valuation 
Cell, which disclosed that the value of 71 properties in Delhi was 
73 -per cent more than what was shown in the return filed by the, as-
sessees, Further, commenting upon a case where two urban properties 
declared for Wealth-tax at Rs. 1,80,000 and Rs. 1,00,000 were acquir-
ed/purchased by a State Government and a University at Rs. 26.40 
lakhs and Rs. 10 laIms respectively, the Committee in paragraph 1.88 
of their 117th Report (4th Lok Sabha) emphasized the need to under. 
take a survey of all metropolitan properties in accordance with a 
time-bound pr9gramme. In paragraphs 1.11 and 2.7 of the same 
Report, the Committee laid stress on external surveys and syste-
matic analysis and processing of information collected and stream-
lining of the procedure for valuation. The question of streamlining 
the procedure for valuation of assets was reiterated in paragraphs 
2.10 and 4.59 of 50th Report and 88th Report of the Committee 
(Fifth Lok Sabha). In paragraphs 1.18 and 1,23 of their 25th Report 
(Fifth Lok Sabha) (1971-72), the Committee reiterated their earlier 
suggestion for conducing survey in respect of all metropolitan pro-

.. pertie~ in accordan~e with time-bound programme. In pursuance of 
this, the Board issued instructions in January, 1971 that a time-bound 
programme for survey should be drawn up. On 20th July, 1973 
the Board issued instructions for "intensifying" survey operations 
and to divert a substantial number of inspectors for survey WOrk. 
In July, 1974. the Board issued detailed guide-lines for "systematis-
ing" survey operations. According to the information made available 
to the Committee, the number of new assessee! discovered as are· 
suit of these surveys W-ft"l 39,000 in 1970-71 and 1971-72. 93,686 in 
19'1!-73, 69,680 in 1973-74. 1.36.232 in 1974-75 nnd 88,809 in 1975-76. 
While tile results are en~ouraging, the Committe~ lind that tbe cost 
~heck cftnducted by Audit in respect of certai~l localitleIJ in major 
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dties like Ahmedabad, Bhubane$war, Bombay, Calcutta, Delhi, 
Hyderabad, J aipUr and. Kanpur has revealed that the sW'veys were 
conducted at random and not in any systematic manner and that 
there was by and large, no eJlective procedure for follow-up action on 
the results of such surveYI>. Admitting that "with better management, 
greater efficiency and better sCl'utiny, it is possible to increase Our 
tax collections", the representative of the Department has assured 
the Committee that "over a period of time which will not be too 
long" all the important areas would be covered. lie has, however, 
pointed out that because of pressure of other work it was 1I0t possible 
{or the Department to continue survey operations during January, 
February and March, 1977. The Committee trust that the Depart-
ment would henceforth gear up their tax-collecting machinery so as 
to show better results. The Committee, however, feel that surveys 
should be a continuing part of the normal operations of the revenue 
collection system in the country. They reiterate that It time-bound 
programme should be drawn up for this purpose so as to cover in 
shortest possible time as many posh areas in metropolitan cities as 
possible. 

3.94. The Committee note that in the context of valuation of 
conspicuous constructions, a survey was started in July, 1975 by a 
special squad, which was carried on for three'months and coniine .. 
to 11 cities of Ahmedabad, Bombay, Bangalol'e, Calcutta, Delhi 
Hyderabad, Jaipur, Madras, Nagpur, poona, Kanpttr and Patiala. 
5.606 premises were surveyed with an estimated undisclosed invest-
ment/under-valuation detected in these premises to the tune of 
Rs. 29.85 crores. The functioning of the special squads was suspen-
ded, in October, 1975 for appraisal of results achieved, processing of 
information collected and taking further necessary action. This 
survey was resumed towards the end of June, 1976 and upto the 
end of October, 1976, 2.375 additional premises were surveyed add 
according to the preliminary estimate, the value of undisclOSed 
investment or under-valuation detected comes to Ks. 3:t.35 crores. 

The fact that the special drive spread over n total period of 7 
month!! during 1975 and 1976 revealed undisclosed investment! 
under-valuation to the tune of Ks. 63 crores is indicative of the 
extent of undisclosed investment in real estate leading to collosad 
lOIS of revenue to the State. The Committee appr~iate the results' 
of the special drives and hope that efforts in this direction would Dot 
only contl1lue but be accelerated. 

2.95. fte Committee note that the test check conducted by Audit 
bas revealed that the Valuers .. generally adopt the income capitalt •• -

2085 LS-7. 
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ho. method for the valuation of house properties. This meth04 
involves eapiWilation, at the rat. of return eXpected bom hou ... 
properties, of the net annual average income from the property. 
In some cases, this method was not followed, thOUCh it was th-
appropriate method or where followed it was applied incorrectly. 
A number of such irregular instances have been enumerated in the 
Audit Report [vide sub-paragraphs 3.8(i) to 3-8 (iii)]. 

The Committee regret to note that no objective criteria haVe' 
been laid down so far for determining the valuation of house pro-
perties. The Committee have been informed that a Committee on, 
valuation of immovable property appointed by the Government fOr 
drawing up of guidelines for the valuation of residential properties 
have since submitted their report and the same is under the consi-
deration of the Government. The Committee would like to be a})-
prised of the action taken by Government on the recommendations 
made by the aforesaid Committee. 

3.96. In 1968, Valuatio~ Cells were established in some metropoli-
tan cities for the valuation of properties for purposes of assessment 
to direct taxes. In December, 1971, the 'Board laid down detailed 
instructions spelling out the various types of ('ases which should 
Ite referred to the Valuation Cen for a proper rletermination of the 
market value of the property. The Committee take a serious view 
of the fact that as a result of the test check conducted by Audit, a 
number of cases [enumerated in sub-paragraph 3.9(i) to 3.9(.ii) 
of the Audit Paragraph] were noticed, which apparentY~' called for 
a reference to the Valuation Cen but which were not so referred. 
The Committee think that the Central Board of Direct Taxes shOuld 
take a serious note of the position and issue suitable instructions to 
the assessing officers. 

3.97. Another disclosure made by the test-check con~tlcted by 
Audit is that the valuation of immovable properties done by approved 
yaluers has very often been much lower than that determined by 
the Departmental Valuation Cell. A number of stich instance~ have 
'been enumerated in the Audit Report sub·~arat!raphs 3.IO(i) to 
3.10(iv). In this ronnertion the Committee would like to recall 
that in paragraph 2:.7 of their 117th Report (4th Lok Sabha) (1969-
70) and again paragraph 1.24 of their 25th Report (5th I~ok Sabha) 
(1971-12), they had suggested that it would be necessal'y to dev)se 
adequate checks over the work of valuers to ensure that valuations, 
were done accurately an'd fairly. 
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3.18. The Committee find that the Wealth-tax rulti empower 

the Board not to register any valuer. if such valuer has been "fouad 
ruilty" of mis-conduct in his professional capacity. Section 34 AD 
.f the Wealth-tax Act, 1957 also provide~ for de-registration of • 
valuer if he has been "guilty" of mis-conduct in his professional 
capacity. It has transpired during evidence that though there have 
been quite a few cases particularly in Gujarat where valuers w~re 
cwlty of under-valuation of immovable properties, yet the Central 
Board of Direct Taxes found itself helpless to refuse registration or 
de-rt·gister them becallf,e in a case referred to the Ministry of Law 
the Board was advised that "the finding regarding the applicant 
:"'i"~ guilty of mis-eonduct in his professional capacity, shall have 
to be from an agency other than the Board, which finding should 
be the basis for the opinion of the Board rendering him un-fit to be 
registered as a valuer." The Chairman. Central Board of Direct 
Taxes has pointed out that the main difficulty in implementing the 
advice of the Ministry of Law is that valuers have no association of 
their own nor are they affiliated to any other body who could be 
('xpected to look into their professional conduct and give their find-
ing for consideration of the Board. In view of this difficulty the 
Mini!dry of Law are stated to have been approached again to have 
a second look at the provisions of the law. The Committee once 
a~in stress the need to discipline the recalcitrat valuers so that 
they conform to professional ethics in conducting their business. 
The Committee recommend that if on re-examination it is felt that 
the statute as it stands at present stands in the way of proceeding 
agajn~t valuers who are guilty of under-valuation of immo\'sble pro-
pertie!'!, the question of amending the same may be con-;idcred in 
consultaHon with the Ministry of Law. 

3.99. The Committee note that with a view to take into consi-
deration the continuous appreciation in values of urban prflperties, 
the Board issued instructions in July, 1969 to the effect that .the value 
of the property adopted once should be reassessed after two years. 
The Committee are distressed to note that some instances came to the 
notice of the Audit in respect of Ahmedabad, Hyderabad and .Taipur 
during test check, where the values were not revised over much 
longer periods. The Committee would like the Board to examine 
the reasons for non-implementation of the specific instructions of 
the Board by the field officers with a view to taking appropriate 
action against them. 

3.100. The Committee note that in Rejasthan, the Commissioner 
had issued instructions in August, 1972 that property values 
computed on the State P.W.D,·s plinth area rates of 1968 should 
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be. stepped up progressively in the subsequent years. The Commit-
tee regret that de$,Pite these instructions, 234 properties helooginl 
to 151 assessees and valued at about Rs. 1.35 crores were \1aluecl by 
the assessing officers at the same price in 2 to 7 successive years 
from 1968-69 to 1974-75. The Committee would like to know the 
reasons for ignoring the specific instructions of the Commissioner 
on this matter and the action taken against erring ~fficers. 

3.101. The Committee' also view with concern the fact that in 
Rajasthan in over 2/3rd of the 478 cases reviewed by Audit, eseR-
tial details like area of land, built up area, specUications of cOnstruc-
tion site and building plans, copies of purchase deeds, etc. were not 
obtained. Consequently, the values returned by th~ assessees had 
to be accepted without making necessary enquiries. Some such in-
stances have been mentioned in sub-paragraphs 3.13(a) to 3.13(d) 
of the Audit Paragraph. The Committee recommend that in order 
to prevent recurrence of such cases, suitable guidelines may be 
issued so that all relevant and material details necessary to scrutinJse 
the values returned by assessees are invariably called for by the 
assessing officers. 

3.102. The Committee are deeply concerned over the fact that a 
recommendation made by them a!il far back as ],972-73 has not heen 
implemented by Government so far. In paregraph 4.1.1 of their 
50th Report (5th Lok Sabha) (1972-73), the Committt~e had desired 
that suitable guidelines should be-issued to regulate the determina-
tion of the deceased's reversionary interest in a lease hold property. 
This recommendation was reiterated by the Committee in para 1.37 
of their 103rd Action Taken Report. The Central Board of Direct 
Taxe!il have explained in a Note that on receipt of the Committee's 
recommendation, they had prepared a draft eireular on the basis of 
~uidelines indicated by tbe Supdt. Engineer (Valuation Cell). ThG-
ugh the Ministry of Law are st·ated to have been consulted thrice, 
the matter could not be finalised because a large number of variable 
f~tors entered into calculation of value of reversionary interest. At 
one stage (29 July, 1975), the Ministry of Law had even advised 
that it was not pradical to lay down detailed guidelines in this 
matter and that as instructions could only t!'xplain broad JCeneral 
proposition, lrtility of such instructions was ne(,e5sar(ly limited. 
When the views of the Ministry of Law were communicated to Re-
venue Audit the latter reiterated that guidelines on this subiect 
should be i8~ued. Accordingly, the Board have prepared a circular 
and are stated to be considering its issue. The Committee recom-
mend that issue of instructions/guidelines may be expedited. 

3.103. In paragraph 1.89 of their 117th Report (1969.70) and again 
in parall'aph 5.32 of their lltth Report (19'73-74), the Committee 



emphasised the Deed to establish a proper co-ordination among ditt-
erent direct taxes assessments and also between the Central and 
State Taxes Department to improve. the quality of tax administra. 
tion. The Committee have been informed during evidence that in-
stnlCtions were issued that assessments under various direct tax 
laws regarding the same assessee should, as far as possible, be taken 
together. In November, 1.973 the Department issued a circular on 
the subject of "Proper Co-ordination between assess1nents· under 
difterentDirect Taxes Laws". In October, 1976 the Board issued in-
structions on utilisation of information in .ppUcations under section 
230A and interrelated action under various direct taxes. Despite 
issue of instructions on various aspects of co-ordination, Govern-
ment do not seem . to have come to grips with the prohlem. A test 
check conducted by Audit has revealed 1ack of such co-ordination in 
many cases thus resulting in loss of considerable revenue. It has 
also been revealed that case::; arc not lacking where information 
already available with the department was not made use of in the 
interest of revenue. Details of a few such instances have been given 
in SOb-PUR graph 3.11 of the Audit paragraph. The Committee have 
been informed that reports received from the Commissioners of 
Income-tax on the specific instances brought out by Audit are ond. 
scrutiny. Meanwhile, a Committee consisting of senior Depart-
mental OtBcers has been appointed to study in depth the problem of 
co-ordination between the Income-tax and other Government De-
partments with a view to tackling tax-evasion. The Committee un-
derstand that the report of that Committee has already been received 
and is under consideration of the Department of Revenue and Bank-
ing. The Committee would like to be apprised about the recom-
mendations made by that ColDJllittee and the decWons of the De-
"l.artment thereca They need hardly stress that early steps should be 
taken to find an abiding solution to the problem of lack of co-ordi-
nation amone various direct tax authorities. 

NEW DIUII; 
Ap"il 17, 1978 
Ch4itra 27, lOOt (S) 

C. M. STEPHEN, 
CMiirman.. 

Public Accoun.ts Committee. 



APPENDIX I 

vide Paragraph 3.69 

Copy of Letter No. 61 111 69-W.T. dAted 3rd Ju.ly, 196& from the Seo-
-ret.", Central Boarel qj Direct Taxes to the Secret471/, the Gu;1 
Grat Chomber 01 Commerce and Industry, Ahmedabad and eopst 
to aJl CommilsioneT, of Income Tczz. 

SUBJIICT: Approved Valuer's Certificate for Wealth-tax Asseument. 

Please refer to your letter No. FIN/1 (1) /1/5361 dated the 9th June, 
1969 on tlie subject. 

It has already been clarified by the Central Board of Direct Taxell 
that assessees may rely on the certificates given by approved Value1'5 
for the assessment year 1968-69, while returning the value of an asset 
for the subsequent two years also. You have enquired whether it 
means that the Wealth-tax Officers too would adopt the same value, 
which has been assessed for the assessment year 196&-69 for the sub-
sequent two assessment years. In this respect, you!' attention is 
invited to Section 7 of the Wealth-tax Act which porovides that the 
value of the asset shall be estimated to be the price which in the 
open market, on the valuation date. As the market value of assets 
does vary from time to time, it may not be possible for the Wealth. 
tax Officers to invariably adopt the same value far an asset 
over a period of three years. However, ordinarily they would not 
disturb the valuation placed on a particular asset for the assess-
ment year 1968-69 while making the Wealth-tax assessments of the 
two assessment years immediately following, unless the circumstan-
ces of the case clearly justify a deviation from the past assessed value. 
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