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INTRODUCTION )

. ) ¢
1, the Chairman of the Public Accounts Committée, as authorised by
the Committee, do present on their behalf this Hundred and First Report of
the Committee on paragraphs 4.02, 4.06(i), 4.07(i) & (ii), 4.08(1) and
4.09 of the Report of the Comptroller and Awditor General of India for the
year 1979-80, Union Government (Civil), Revenue Receipts, Volume II,
Direct Taxes relating to “Wealth-tax”. '

2. The Report of the Comptroller and Auditor General of India for
the year 1979-80, Union Government (Civil), Revenue Receipts, Volume
I1, Direct Taxes was laid on the Table of the House on 17 March 1981.

3. The Committee have in this Report concluded that, both in its design
as well as administration, the wealth-tax Act has failed to achieve the ver
socio-economic objective of building up an egalitarian society. In fact 1t
is incapable of achieving such objectives in its present form and substance.
So far as its administration is conccrned it is more a Mability than otherwsic
to the Government. The provisions of the Act have been admitted to be
inequitious, Therefore, the advisability of its continuance on the statute
book needs an indepth and objective examination. The Committee have
also noticed that there is multiplicity of legal provisions, modes of valuation
and valuation authorities for the valuation of the same properties. The
Committee have recommended sctting up of an autonomous valuation autho-
tity, free from departmental or extrancous influence which should determine
objectively the values of all real propertics at least in the urban centres in
the country.

4. The Committee have recommended that the specific question of con-
tinuance or otherwise of the Wealth-tax Act as also the question of setting up
an autonomous valuation authority may be referred to the Economic Admi-
nistration Reforms Commission for indepth examination in the light of the
findings and recommendations of the Committee in this Report.

5. The Public Accounts Committce (1981-82) examined these para-
graphs at their sittings held on 1 and 2 January, 1982. The Committee
considered and finalised this Report at their sitting held on 24 April, 1982,
. Minutes of the sittings form Part T1* of the Report..

6. A statement containing conclusions and recommendations of the
‘Committee is appended to this Report (Appendix V). For facility of
reference these have been printed in thick type in the body of the Report.

7. The Committee place on record their appreciation of the assistance

rendered to them in the examination of these paragraphs by the office of the
Comptroller and Auditor General of India.

8. The Committee would also like to express their thanks to the officers
of the Ministry of Finance (Department of Revenue) for the cooperation
extended by them in giving information to the Committee.

SATISH AGARWAL

NEw DELHI; Chairman
April 28, 1982 ’ Public Accounts Committce.
ha 8,

*Not prat:d. (Oae cyclos—tyl;d cn;ﬁruhu‘&- on the Table of th> House and five copics
placed in Parliam:nt Library), vy



REPORT
CHAPTER 1

OBJECTIVES OF WEALTH TAX LAW

1.1 The text of the Statement of objects and reasons spelt out at the time
of intr’(;duc(ion of the Wealth-tax Bill on |5 May, 1957 in Lok Sabha rcads
as under ;—

“The object of this Bill is to impose an annual tax on the net wealth
of individuals, Hindu undivided families and companies. The
proposed tax is an important constitucnt of an integrated tax
structure which Government have been aiming at for some time,
With Income-tax, Estate Duty and a tax on Capital gains
already in existence and with the addition of the Wealth-tax
and a tax on large personal expenditures (separately being
proposed) the direct taxes will form a composite system made up
of complementary elements. Apart from the fact that a com-
posite tax system of this type helps to satisfy the criterion of the
ability to pay, it is consistent with the avowed goal of the
attainment of a socialistic pattern of society.”

1.2 Asked about the extent to which this legislation had achieved the
desired objectives, the Chairman, CBDT stated in evidence :

“Besides the two objectives. .. .. namely, prevention of conceatration
of wealth in fewer hands and realismg some revenue from them,
there was another important objective, and that was an integ-
rated system of taxation. Before this Act was placed on the
statute book, Prof. Kaldor, an expert from UK, visited our
country and suggested that there should be an integrated
system of taxation with a view lo preventing tax evasion.
Therefore, he suggested that besides the Income-tax Act, there
should be Wealth-tax Act, Expenditurc Tax Act and Gift Tax
Act. The Estate Duty was already there in 1953. The idea is that
il a person is able to conceal his income, he is found out at the
time of the wealth-tax assessment. If he resorted to conspicuous
consumption of wealth or income, he should be caught under the
Expenditure Tax Act. Should he be tempted to give away a
part of his income or wealth in the form of gift, he will be
caught under the Gift Tax Act. 1f he was able to cheat the
department under all these Acts, he will be caught under the
Estate Duty Act. That was the purpose for which this enact-
ment was placed on the statute book. The collection of revenuc
was a secondary consideration, or no consideration at all. The
other objective of prevention of concentration of wealth in the
hands of a few, who belonged to the affluent class, was already
there. In our opinion, the enactment has been quite success-
ful, though not comoletely successfully, in unearthing the tax
evasion of income. The wealth tax return is an annual return
which a wealthy person has to give to the department. Should
therc be any accretion of wealth, which he is not able to
explain with reference to his annual income, or incomes
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carned by him in the past, he is caught there. This Act has
some deterrent effect. In so far as revenue is concermed, the
revenue has started with Rs. 7 crores. It reached Rs. 67 crores
last year. In the current it might be Rs. 75 crores. As
compared to the revenue that we get from income tax which
will be the budget estimate of Rs. 3,134 crores, it is only a
small fraction as compared to that.”

- 1.3-In reply to a specific question on how far the composite tax structure
has succeeded in achieving the avowed goal of the attainment of a socialis-
tic pattern of society, the Chairman, CBDT stated :

“A mention of the integrated tax structure is made in the Statement
of objects_and Reasons of the Bill. But apart from that, onc
of the objectives is to achieve the socialistic pattern of society.
Now here I have with me figures from 1970-71 onwards upto
1980-81. We started with the number of 1,73,000 of wealth
tax assessees and we have now on our Register today as on
31-3-1981 3,90,000 assessees. The growth in the number of
assessees during the last three years....was 20%.

We are '-W',lig to find out the class of people who should be paying
Wealth Tax. There are certain provisions in the Wealth Tax
Act which give certain concessions and exemptions and deduc-
tions with the result that we arc not able to bring amy of thc
persons having a wealth of say, Rs. 5 lakhs, within the tax net.

If a person possesses a wealth of, say Rs. 5 lakhs he can stil be out
of tax net.”

1.4 The Secrctary, Ministry of Finance (Department of Revenue), sup-
plementing the above statement, stated :

“It is true that the Statement of Objects and Reasons aims at pro-
gressing towards the socialistic. pattern of society.

But it is too much to attach too much value to this tax structure as
the most important tool towards that goal. There is the rest of
the system, the economy, the policies. .. .The impact of our
imports would lead to inflation from time to time. We have
also the seasonal oroblems of agriculture. We have the popu-
lation growth. All this, in fact, contributes to make the poor
poorer and the rich richer. The impact of inflation will be felt
more by those with small and fixed incomes rather than by
those who will have control over productive assets. These are
very large questions. They cannot be tackled by just the Tax
Acts.”

1.5 Asked to elucidate the Kaldorian concept of integrated system of
taxation, the Chairman, CBDT clarified : ’

“As I mentioned, Kaldor's concept of checking tax-cvasion was bascd
on this; a person who evades income-tax will either spend it
away or gift it away or accumulate and acquire some mvestment;
in case he resorts to any one of these three ways, we should be
able to catch him by one of these three Acts. That appearns to
my mind to be the logic behind bringing these three Acts.”
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1.6. Affirming ‘that ¢ iture tax was an important constituent of the
integrated pattern of taxation, the Chairman, CBDT explainad the reasons for
glving up the concept of expenditure tax as follows :—

“....Expenditure tax was one of the methods to tax this uncamned,
unaccounted income. . . .

That pattern might have become slightly weaker, but at that time
considerations which weighed with us were broadly two.
One, it was very difficult to administer. For cxample, if a
person has some unaccounted income, or has concealed some
income, then he can meet his expenditure out of that and .after
two or three years, it is very difficult to find out; thus it was
very difficult to administer. The second consideration which
was a secondary consideration, was that the post of collection,
as compared to the revenue, was very high. The revenue was
so insi]?;‘iflca.ut——it was less than Rs, 1 crore—that it was given
up although it was originally considered to be a part of the
integrated tax structure.”

1.7 In reply to a question whether the concept of expenditure tux which
was to form a comgent of the integrated system of taxation was in actual
working found to impracticable, the Chairman, CBDT replied in the

- affirmative. .

1.8 Asked whether the Department favoured continuance of the existing
system. of taxation, the Chairman, CBDT stated :

P I would like to say that the wealth-tax has served a very
useful purpose, though it might not have served the last pur-
pose, where again, to some extent, with the rate of growth being
twelve per cent every year, that also has bcen taken care of.
But so far as the other objectives are concerned, they have been
properly served. If the last objective is also to be served very
effectively, it is not that we should abolish the wealth-tax but
we should make the provisions more stringent.”

1.9 In the same context, he added :

“I would readily concede that there is much to be desired; that this
enactment may not have served hundred per cent of its pur-
pose—I am talking of wealth tax—the purpose for which it
was put on the Statute Book. But all the same I would like to
submit before this Committee that it has served a very useful
purpose and its continuance, I would certainly plead before this
Committee.”

1.10 It is seen that out of a total number of 3,13,368 assessees, the num-
ber of assessees below the taxable wealth of Rs. 5 lakhs was 2,96,795. In
other words, only 5 per cent of the wealth-tax assessees on the registers of
the Department had wealth above Rs. 5 lakhs. The Committee thegefore
cnquired how far the achicvement of the objective of the enactment of
‘wealth-tax in not allowing concentration of wealth in a few hands has been
attained. The Chairman, CBDT stated :

“The number of assessees in the category "of above Rs. 5 lakhs is only
5 per cent of the total number of assessees on our registers, But
according to a study recently conducted, we have tried to find
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out what is the collection made from this category of 5 per cent
people—almost 40 per cent of our revenue came from 16,000
assessees where wealth is above Rs. 5 lakhs and remaining 60
per cent, from 2 lakh and odd assessees.”

1.11 He amplified :

.

....It was not a case to case study..... It was done on a sample

basis.”

1.12. Asked whether it would not be desirable to concentratc on these
5% of people, the Chairman CBDT stated :

....I would like to draw the attention of the Committee to the

fact that the number of persons with an ostensible wealth of
Rs. 5 lakhs is very small in this country, If we were to leave
out 95 per cent of cases out of our probe and scrutiny, then the
result will be that tax evasion will increase. A person with
Rs. 8 lakhs or. Rs. 9 Jakhs of wealth should have a corres-
ponding annual income. In case we o not have this probe
in respect of this class of assessees, then this class of people will
start showing income which is not commensurate with their
real income. So, in order to have a check, as I said, on the
Integrated Tax System, revenue is not the only consideration.
The revenue consideration is not at all the consideration. It
is an integral system. In case we leave out this affluent class of
people—about 2,90,000 assessees from the wealth-tax net, eva-
sion of income will also increase. '

This, therefore, serves as a check on income-tax cases.
So far as concentration on the larger wealth-tax cases is concerned,

we are already doing that and we are trying to see with our
Directorate of Investigation that more attention is cdevcted to
these cases.”

1.13 Asked to what extent the intcgrated tax system had helped in
arresting evasion of tax, the Chairman, CBDT stated :

..... We have not been able to check 100% of tax evasion. We

could not achieve 100% of non-concentration of wealth in a
few hamis.”

1.14 Asked to indicate specifically whether tax evasion had increased, the
Chairman, CBDT replied :

“Certainly it has increased.”

'1.15 The Committee desired to be apprised of the factors which had
impeded the fulfilment of the desired objectives. The Chairman, CBDT

explained :

L1

.. .Wealth-tax was introduced basically with the idea of having

an integrated tax structure with a view to tackling tax evasion.
It would be said and probably accepted by some that tax
evasion has not been completely arrested. But so far as the
revenue is concerned. it was never the consideration, although
wc were able to collect Rs. 67 crores during the last year,
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and we might collect about Rs. 75 crores during the current
year, But when compared to the total 1%0 of over
Rs. 3,100 crores, this Rs. 75 crores is not much. So far as
operation of Act is concerned, therc may be reasons why the
Department has failed to operate it successfully. The law
may bc faulty so that its implemecntation or operation may
causc difficulty for the tax administration. Now this is also
to some extent correct.  After the receipt of the Choksi Com-
mittce’s Report, the entire matter relating to simplification and
rationalisation not only of wealth tax but also of income-tax,
estate duty and gift tax has been gone into by the Board.
Thereafter, the Government appointed the Economic Adminis-
tration Reforms Commission headed by Mr. Jha. They are
looking into all the provisions of the Income-tax Act with a
view to simplifying them and rationalising them. 1 do hope
that they will take into consideration provisions where the
loopholes or evasion of tax are there.”

1.16 He added

“There is no failure as such in the philosophy of wealth tax. 1
have not accepted it. .. .and 1 would not accept it again. But
certain provisions of the wealth-tax are difficult to understand,
they need to be rationalised.”

1.i7 According to the Department of Economic Affairs,-the percentage
mcrcises in price indices between 1972-73 and 1979-80 were as follows :

(1) As measurcd by the All-India Wholesale Price Index (1970-
71==100) the incrcase betwecn 1972-73 and 1979-80 works
out to 87.3 per cent,

(2) As measured by the All India Indusrial Workers' Consumer
Price Index (1960=100) the incrcase during 1972-73 and
1977-78 comes to 73.9 per cent.

1.18 During the 8 years from 1972-73 to 1979-80, the number of
wealth-tax assessees went up from 2.11 lakhs to 3.46 lakhs and the collec-
tion of wealth-tux went up from Rs. 3594 crores to Rs. 64,47 crores.
Looking to the cver-rising values of propertics, the collecton of wealth-tax
has not shown any marked improvement. In this context, the Committee
enguired whether the wealth-tax collections reflected the spurt in the real
estate values. The Finance Secretary stated :

“I think, if T understand the point correctly, what you are looking
for is a relationship between the growth of revenue and tax, due
to incrcase in property value as reflected in the growth of
GNP, growth of land revenue, property value, etc. and there
should be some co-relation, if the tax is administered well. . . .
Assessments have been done on u different method. They
show the actual revenuec. The revenue collections include the
increases which have taken place in the value of the property.
1 gather, our statistical studics do not give us substantial in-
formation on this. Onc point is, the wholesale price index has
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one up so much. It is all very well, But within the wholesale
~p#ge, I am using an illustration, certain indices have moved
up faster than certain other indices. But for the purpose of
our assessments which are in the form of financial assets or
physical asscts, buildings etc., what provisions are involved in
the propertics brought to assessment every year and how these
values have moved from year to year.....But I do not think
the Departmental statistics give us this information right now.”

1.19 The Chairman, Central Board of Direct Taxes added :

“I would like to submit straightway that the valuc of the assets,
especially of the real estate, gold and diamonds has gone up
two time or two and a half times over a period of four or five
years. But 1T would like to submit that therc are certain factors
in so far as collections go which have to be taken into consi-
deration while judging whether our collections are commen-

suratc with the inflation and increase in the prices. ... . We
have given concessional rate to most of the residential pro-
perties.”

1.20 He added :
“T will not be able to give a firm answer as to what the reason is.”
He further added :

. these rules that we framed and which came into foree in
1979... ... gave concessional value to the properties. Again

we will have to do a lot of activity to find out what cxactly
is there. Although there was a sort of fall in rates in 1978-79
and 1979-80 all thc assessments were not-completed in that
year; the assessments of the arrears in bigger cases or compli-
cated cases would have been completed in the next few ycars.
That factor has also to be taken into consideration. To come
to 4 conclusion that our collections are not commensurate with
the increase in the value of the assets would not, T would sub-
mit, be quite fair.™

1.22 In reply to a question if the concept of asscssment on the basis of
fair market valuc was workable and whether the Department had been able
10 take care of the massive spur! in the valuation of property, the Chair-
man. CBDT replied :

“We are taking note of it and our figurcs do indicate that we are
taking into consideration the spurt in the fair market value of
the various assets. This is my personal view that the values
have increased during the last 11 years. Earlier, they had not
increased that much. For the current ycar, we have fixed the
target at Rs. 67 crores.  In this year. we have already reached
the target.”

1.23 Asked to indicate the rcasons why despitc the increase in the
number of asscssees and the ever-rising values of properties, the collection
of wealth-tax had not shown any marked improvement, the Ministry of
Finance have, in a note furnished subsequently (March 1982), stated as
under :
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“The increase in collection of wealth-tax during 1979-80 is about
80% over the collection during 1972-73 as compared with the-

5 increase of only about 60% in the number of assessees,

The amount of wealth-tax demand/collection is directly dependent
ugon the exemptions and rate structure of wealth-tax applic-
able to the different assessment years. Further, the collection
during the year also relates to assessments made in earlier years
in respect of various previous assessment years. It may not
therefore, be possible to correlate the collection of wealth-tax
with the price indices of assets of respective years.”

Cost of collection

1.24 The cost of assessmenl,’coﬂection of wealth-tax vis-a-vis that of
income-tax given below : '

Year Amount Cost of collection in
in crores terms of percentage
. of Rupees

Wealth- Income-

tax tax
1978-79 . . . . . . . . 347 626 3-55
1979-80 . . . . . . . . 3-61 561 3-28
1980-81 . . . . . . 410 6-13 2-59

1.25 Asked whether any extra man-power had been.speciﬁcally -and
exciusively employed for assessment and collection of wealth-tax, the Minis-
try of Finance have stated :

“There is no deployment of man-power exclusively for wealth-tax.”
*  Case Studies
1.26 The Directorate of Inspection (Investigation) S&ecial Cell, carried
out a selective study recently of contributions made to the national exche-

quer in the form of wealth-tax by persons controlling the large industrial
houses. The salient features of the study are summarised below.

The following table shows the growth of the assets of some of the large
industrial houses during the period 1972 to 1977 :

Name of the Industrial Houses (Rs. in (Rs. in Percen-
crores) Crores) tage in-
Value of Assets crease

Assets 1977 over

1972 1972
Tata . . . . . . . . 64193 1009 -28 666
Birla . . . . . . . . 589-42 107020 816
Mafatlal . . . . . . . . 183-74 28563 55-4
J.K. Singhania, . . . . . . . . 12145 267 -31 120 -1
Modi . . . . . . . . 58 05 12526 115.78
Sarabhai . . . . . . . . 88-44 13692 62-3
Goenka . . . . . . . . 1801 §2-26 19017

[The aboye data ddes not take into account the marked value of the assets]”



1.27 It is common knowledge that during these years the value of
bonds, securities and also immovable properties have multiplied. A wealth
of Rs. I lakh in 1957-58, at an yield of 10% would have multiplied to
Rs. 0.72 lakhs over a period of last 20 years. On the basis of ths assump-
tion, the following table shows the expected appropriaticn in weaith of these
persons over a span of 20 years.

Name of the person Value of Projected Wealth
wealth value of  in Asses-
disclosed the sment
in Asstt. wealh yeor
Yerr in1977-  1977-78
1957-58 78 at disclosed
(in lakhs) vield of  (in lakhs)

109 (in
lakhs)

M.P. Birla . . . . . . . . 4528 304-02 11-65(R)

BM. Birla . . . . . . . . 58 -67 39470 16-85(R)

Smt. Rukmanidevi Birla . . . . . : 75-43 50740 19 -4%R)

J.R.D. Tata . . . . . . 12-21 82-14 12-58

N.H. Tata . .. . . . . . 1-98 13:32 16-00(R)

Y.N. Mafatlal . . . . . . . 37-57 25275 12.94

; (76-77)

R.N. Mafatlal . . . . . . . . 35-53 23903 17 -81

Anand Sarabhai . . . . . . . 1512 10172 265

Gautam Sarabhai . : . . . . . 2207 148 48 0-59

VH. Dalmia . . . . . . . 919 6183 7-79

G.K. Singhania . . . . . . Lo 7-36 - 40-51 3510

K.N. Modi . . . . . . . . 2 1345 067

RP. Goenka . . . . . . . . 7-76 5221 120

1.28 The above projection clearly shows that the wealth of the persons
controlling these large industrial houses has declined in 1977-78 and the
Nation has been denied the benefit of even normal hppreciation expected
in. the wealth of these persons even at wealth-holding level of 57-58. Tn
contrast to this, it is observed that there has been pronounced growth in the
assets/wealth of the large industrial houses. As these large industrial hou-
ses are controlled by the persons are the real owners of the multiplied wealth
of these institutions. '

1.29 The main conclusions based on the case study are as under :

(i) The growth in the large industrial houses has been channelicd
through the development of corporate scctor, an achievement
made possible largely on account of resource potentials and
know-how available to such institutions in mobilising, generat-
ing and utilising economic surplus. One of the factors contri-
buting to the enlargement of the size of such corporate sectors
is the phenomenon of inter-co. te investments by family
controlled business houses. It 1s also evident from the study
that in this growth and the slze of large industrial houses, family
controlled investment companies have played a crucial role.

(ii) The disquieting feature revealed is the decliné in the wealth
of most of these persons. Another phenomenon witnessed is
that the increase in the wealth shown by these persons for
taxation is invariably considerable lagging behind the overall
growth observed in the groups and prima-facie, appreciably
falls short of even reasonable appreciation and corresponding



9

1

contributions expected from the wealth holdings of these per-
sons.

(iii) The facts collected clearly show that most of these persons
have devised and made use of various tax avoidance techniques
for reducing their wealth-tax liabilities. The main tax avoid-
ance methods used by these persons are :

(a) Creation of private trusts and transfer of assets to these
trusts;

(b) Transfer to minors and ladies;

(c) Transfer of assets to companies;

(d) Conversion of equity share into preference shares;
(e) Diversion of assets through H.UF., and

(f) Rigging of shares.

1.30 The case studies inter-ulia give an analysis of the wealth-tax
returns of the members of a large industrial house, viz., Sarabhai Group.
The total assets of this Group as per book value have increased from Rs.
88.44 crores in 1972 to Rs. 116.73 crores in 1976 and Rs. 136.96 crotes
in 1977. The market value of the total assets is estimated at about Rs.
520 crorcs as against book value of about Rs. 137 crores. The contribu-
tion of the group to the national exchequer in the form of Wealth-tax has
ranged from Rs. 4 to 5 lakhs in a year during the last 4 years. A striking
feature is the phcnomenal growth in the assets of the group on the one
hand and its almost negligible contribution to the wealth-tax of the Exche-
-quer, on the other. The Members in this Group have consciously made
such arrangements so as to reduce their wealth-tax liabilities.

The Study further shows that the following technigues have been devised
by the Group to circumvent the provisions of Direct Tax Laws :

(i) Creation of private trusts and transfer of assets to the trusts;

(ii) Creation of investment companies and transfer of asscts to the
companies;
(iit) Property impressed with the character of H.UF.

To quote the findings of the study :.

“The device of creation of private trusts has enable the group to
avoid weath-tax on a huge scale. Prior to March, 1972, there
were about 400 private trusts in Sarabhai family. After March,
1972 more than 1200 trusts were created with the result that
the total number of such trusts as on today (date of study) is
about 1600. In all these trusts, the ultimate beneficiaries are
the 25 individuals of this group. Each member of the family
has been made a beneficiary of .the number of trusts and is
also a trustee in other trusts in which he is not a beneficiary.
The trusts have been created in such a way that the applicabi-
lity of Section 64 of the Income-tax Act on the basis. of cross
transfer of assets is rendered impossible.”

1.31 The study clearly shows that the existing provisions of Wea'th-tax
Act and Rules provide sufficient leverage to the persons controlling mono-
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ly houses to minimise their contributions to the national exchequer. The

of some of these loopholes is considered imperative. The follow-
mg recommendations have been made :

(i) It may kg worthwhile to extend the levy of wea;Jt_h—tax to private
limited companies and investment companies.

(ii) The existing instructions which regulate the valuation of un-
quoted shares of investment companies need substantial modifi-
cations,

(iii) The definition of ‘unquoted share’ should be extended so as to
clearly bring under the ambit those quoted shares, where
prima facie, evidence shows that the quotatiors have been rig-
ged in a stock exchange.

(iv) In order to curb tax avoidancc through the mechanics of private
trusts, it would bc necessary to make certain legal changes.

(v) Rule 1-D which governs the valuation of preference shares also
needs modification. The valuation of preference shares in cases
wherein rights over reserves and surplus of companies have been
retained in converted sharcholdings, should also be regulated
on the basis of ‘assit backing method’, as is the case with the
unquoted shares of private limited companies.

1-32 The object of the Wealth-tax Bill as introduce in May, 1957 was to
impose an annual tax on the net wealth of individuals, Hindu undivided fami-
lies aud companies. The wealth-tax was to be an important constituent of an
integrated structure of direct taxes, with income tax, estate duty and a tax on
capital gains already in existence and with the addition of wealth tax and a
tax on large persona) expenditure in 1957 and Gift-tax in 1958 these direct
taxes were to form a composite tax system made up of complementary elements,
The system was intended to subserve intor alia the avowed goal of attainment
of a socialistic pattern of society. :

1.33 According to the Chairman of the Central Board of Dire:t Taxes,
the idea behind the integrated pattern of taxation was that ““if a person is able
to conceal his incom», he is found out at the time of wealth-tax assessment.
H he resorted to conspicuous ~onsumption of wealth or income, he should be
caught under the Expenditurc-tax Act. Should be tempted to give away
a part of his income or wealth in the form of gift, he will be
caught under the Gift Tax Act. If he was able to cheat the Depart-
ment ander all these acts, he will be caught under the Estate Duty Act.”’

1.34 The committee find that while the number of wealth-tax assessces
has increased from 2 -11 lakhs' in 1972-73 to 3 -46 lakhs in 1979-80 i.e., by
64 1%, the yield from this tux has gone up from Rs. 3594 crores to Rs.
69 47 crores i.e by 79°%/, during this period. The All India Wholesale Price
Index has increased by 87:3°% and the All India Tadastrial Workers Con-
sumer Price Index has increased by 73 9%, during the same period. The
price of gold however registered an increase of nearly 3209/, It is also
widely kown that the prices of real estate have gone up tremendously over the
Years particularly in the metropolitan and bigger towns. The Committee
are surprised to find from the data furnished by the Department that only 597
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of the assessees had assessable wealth above Rs. 5 lakhs while the number of
those having net wealth above Rs. 20 Iakhs was only 0 -21 9; of the total pumber
of Wealth-tax assessees. It is thus clearly established that the number of
assessees brought into the wealth-tax net has not increased in proportion to the
increase in the prices of gold and real estate. In reply to a pointed qaestion,
It was admitted in evidence that ‘‘tax evasion had certainly incressed’’ and
that “‘concentration of wealth in a few hands could not be fully checked.”’

1.35 A selective study of the contributions made to the national exchequer
in the form of wealth tax by persons controlling large industrial houses, carried
out recently by the Directorate of Inspection (Investigation), has revealed
that while there has been a pronounced growth in the assets/wealth of the
large industrial houses, the wealth of the persons controlling these houses
has declined and the nation has been denied the benefit of even normal apprecia-
tion expected in the wealth of these persons even at the wealth holding level
of 1957-58. The logical inference would be that while enjoying virtually all
the rights of ownership attached to the assets multiplied scveral-fold, not
only did the growth of assets remain unchanged, the owners who control the
assets of the companies, virtually as owners, escaped the real burden of wealth-
tax. The study further reveals that most of these persons have made use of
various tax avoidance techniques for reducing their wealth tax liabilities.
The main tax avoidance methods are creation of private trusts and transfer
of assets to those trusts, transfer to minors and ladies, transfer of assets to
companies, conversion of equity shares into preference shares, diversion of
assets through HUF and rigging of shares.

1.36 To cite one such example from the study, it was found that the assets
of Sarabhai Group, as per book value increased from Rs. 88 ‘44 crores in 1972
to Rs. 136 -96 crores in 1977. ‘The market value of the total assets is esti-
mated at about Rs. 520 crores as against book value of about Rs. 137 crores.
The ultimate control and ownership of the total assets in the group rests with
about 25 individuals. The contribution of the group to the national exchequer
in the form of wealth-tax has ranged from Rs. 4 to 5 lakhs per year. The
members in the group have conscionsly made such arrangements over a period
of time so as to reduce their wealth tax liabilities. The Group has created
over 1600 trusts to avoid wealth-tax on a huge scale. In all the trusts the
ultimate beneficiaries are the same 25 individuals in this Group. Each member
of the family has been made a beneficiary of a number of trusts and is also a
trustee in other trusts in which he is not a beneficiary. The trusts have been
created in such a way that the applicability of Section 64 of the Income-tax

FAct on the basis of cross transfer of assets is rendered impossible.

The study has, therefore, come to the conclusion that the existing provi-
sions of the Wealth-tax Act and Rules thus provide sufficient leverage to the
persons controlling monopoly houses to minimise their contributions to the
national exchequer. However, the calculations made by the Department
show that the cost of assessment and collection of wealth-tax for the years
1978-79, 1979-80 and 1980-81 worked out to Rs. 3 ‘47 crores, 3-61 crores
and 4 -10 crores respectively. In terms of percentage of the wealth-tax yield,
it works out to be as high as to 6 :26, 5-61 and 6 ‘13 in the respective years,
The corresponding figures of cost of collection of income tax in terms of per-
centage work out to 355, 3-28 and 2 -59 during the respective years. Ap-
parently, the cost of collection does not include the burden of social compliance,
involved in the valuation of assets by private registered valuers, lawyers’s
fees, court fees etc.

2—132 LSS/82
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1.37 The Committee have in the subsequent Chapters of this Report dealt
with certain important aspects of administration of wealth-tax in the light lof
failures and omissions pointed out by audit. The Committee trust that the
Department would take effective measures to see that the lacunae

polnted
out by them are effectively dealt with and the scope for tax evasion/aveidance
is rednced to the maximum extemt possible.



CHAPTER 11
ARREARS OF WEALTH TAX ASSESSMENTS/DEMAND
Audit Paragraph : )

2.1 The arrears of demand and cases pending assessment as at the end
of the assessment years 1976-77 to 1979-80 are given below. The arrears
~of demand exceed three times the yearly realisation of tax.

Yoar No. of cases peading ~ Arrears
. assessments _ of demand

) (Rs, in crores)

1976-77 . . . . . . . . 2,88,949 5275
1977-78 . . . . . . . . 3,14,224 56-41
1978-79 . . . . . . . . 3,31,561 184 .08
1979-80 .. . . .o . . 4,32,988 180 -54

[Paragraph 4-02 of the Report of the Comptroller and Auditor General of India for
the year 1979-80, Union Government (Civil)—Revenue Receipts—Volume 11—
Direct Taxes—p. 114}

2.2 The following statement shows the number of assessees on General
Index Register, number of assessments completed and the proceeds col-
lected in respect of Wealth-tax during the years 1970-71 to 1979-80 :

Finangial year No.of No.of Amount
wealth-  wealth- of tax
' tax asses- tax asses- collected
sees on  sments (Amount
G.I.R. as completed in crores
at the in

end of rupecs)

the year
1970-71 . . . . . . . . 1,73,255  1,90,205 15-31
1971.72 . . . . . . . . 203,655 235,769 2514
1972.73 . . . . . . . . 211,178 248,031 3594
1973.74 2,17,881  2,36,696 35.78
1974.75 2,18928 2,50,624 3923
1975-76 2,30,524  2,65,672 5373
1976-77 e, .. 249306 2.79.927 60 -44
1977-78 . . . . . . . . 2,82,864 3,18,565 48 -46
1978-79 . . . . . . . . 3,18450 4,75,021 55-41
1979-80 . . . . . . . . 346,291 3,25718 64, 47

Arrears of Wealth Tax Demand

2.3 The demand in arrears under Wealth-tax as at the end of each
of the years 1976-77 to 1979-80 is given below:

Year Demand in arrears at the end
of the year
(In crores of rupees)
1976-77 . . . . . . . . 52-75
197778 . . . . . . . . 56-58
1978-T9 . . . . . . . . 184 -08
1979-50 . . . . . . . . 180-54

13
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2.4 These arrears do not obviously include Wealth-tax locked up in
4,32,988 pending assessments as on 31-3-1980. The Committee, thero-
fore, desired to have an estimate of the tax so locked up. The Ministry
of Finance (Department of Revenue) have, in a note, stated as- follows:

“The estimate of wealth-tax locked up in pending assessments may
be formed with reference to assessments completed during the past
years atid the net demand raised in these years. In this connection .
following chart may be relevant: -

Financial Year - No.of W.T.de- Average
assess-  mand demand
ments raised per Assegs-
completed (‘000" ment

Rs.)
1975-76 . . . L . . 265572 395323 1488
19%6-77 . . . . . . 279927 441649 1577
1977-78 . . . ‘ . . . . 318565  49931R 1570
1978-79 . . . . . . . . 475021 2003411 4217
1975-80 . . . . . . . . 325718 952714 2802

The year 1978-79 was the one in which limitation provisions became
applicable to wealth-tax assessements for the first time. As a result
assessments for a number of years involving various disputes in the case
of the same asscssee were completed in one year. The picture of demand
_raised during this year woukl be a distorted one in as much as the de-
mands were raised without thc assessments being subjected to appellate
scrutiny. This year, therefore, could be said to be an abnormal year, The
subsequent year 1979-80 can also not be said to be a normal year in as
much as only some of the assessments completed during 1978-79 under-
went appeal process. The basis of assessments completed in 1979-80 in
respect of the remaining cases would be the same as in 1978-79. It would
thus appear that a more reasonable estimate could be arrived at by taking
average of the demand raised during 1975-76 to 1977-78 for the
purpose of computing the average wealth-tax demand created per weaith-
tax assessment. This can be worked out as under:

Financial Year Average demand raised per
assessment
1975-76 . . . . . 1488
1976-77 . . . . . 1577
1977-78 . . ; . . 1570
4635
Average for these three year in 4635/3 =1545
Estimated tax locked up in 432988 =Rs. 1545x432988
pending assessments will be =Rs, 66-89 crores.”

2.5 From the figures of arrears of wealth-tax as at the end of the year
1979-80, it is seen that whereas the collections were of the order of Rs.
64.47 crores, the outstandings mounted to Rs. 180.54 crores. Asked to
explain this unusual phenomenon, the Chairman, Central Board of Direct
Taxcs stated:
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“1 admit that the arrears are disproportionate to the amount of
revenue that we age collecting annually from the levy, but this
position was not there till 1978-79.»

2.6 The Committee desired to know the figures of collections and out-
standings as on 31 March, 1981. The Chairman, C.B.D.T. informed
the Committee as follows :

“The gross arrears were of the order of Rs. 217 crores and net
arrears Rs. 110 crores. The corresponding figures for 31.3.1979
werc Rs. 184 crores and 60 crores net. The collections for 1979-
80 r}ndl 1980-81 were Rs. 64.47 crores and Rs, 67.58 crores res-
pectively.,

There was a time limit introduced in the Wealth Tax Act which
made all assessments pertaining to the assessment years time-barred
on 31-3-1979. Earlier there was no such limit with the result that
the assessments were kept pending. With thig time limit, the Wealth
tax Officers were compelled under law to frame all the assessments
upto 1974-75 by 31-3-1979. This is also indicative of the fact
whereas immediately in the vear 1977-78, we had completed only
3.18 lakh assessments, in 1978-79, we completed as many as 4.75
lakh assessments. The result was that the demands which had
been raised, had not fallen due on 31-3-1979. This was one factor
which was responsible for the sudden spurt in arrears as on
31-3-1979. Whereas in the earlier years, we had created a demand
of only Rs. 60 crores, this year the demand created was of the
order of Rs. 212 crores.

So, there was a bulk disposal of assessments, therc was a bulk
raising of demands. The demands which werc raised in the last
few months of 1978-79 were mainly responsible for huge arrears.
This is also evident from the figures T gave just now. Out of the
gross arrcars of Rs. 184 crores, the outstanding for collection as -
on 31-3-1979 was about Rs. 60 crores. This means that the net
for collection was only Rs. 60 crores. The remaining demand had
not fallen due or was being disputed or had been stayed by the
court or appellate authorities. This is the reason why there was
such a huge hike in the arrears position as on 31-3-1979.”

2.7 Asked whether it was due to this factor of time-bar that the De-
partment were obliged to complete a much larger number of assessments
during 1978-79, the Chairman, C.B.D.T. stated in evidence :

“On account of the introduction of the time-bar in 1978-79, we
had to dispose of 4.75 lakhs assessment, because otherwise they
would have become time-barred, but it was at the cost of disposal
of the income tax assegsments. We have got S.LU. norms. We
had to be satisfied with the lower disposal so far as income-tax
cases were concerned.”

He added :

“In 1979-80. we had disposed of 24.12 lakh summary assessments
out of a total of 33.10 lakhs. Tn thc next vear, when the (wealth-
tax) time limit pressure was not there, our disposal went up to
34.89 lakhs. Therc was a corresponding increase in the total hum-
ber of income-tax assessments.”
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2.8 Replying to a pointed question on the desirability or otherwise
of having uniform limitation period for completion of both income-tax
and wealth-tax assessments, the Chairman, C.B.D.T. stated :

“Earlier, there was no limit. We reduced it to four years, If we
reduce it to two years and bring it on par with the time limit for
Income-tax, it may create some difficulties in wealth-tax assessments.
Most of the difficult wealth-tax cases involve valuation of ies
and other assets, It takes quite some time before we are able to get
these valuation reports. On the income-tax side, this problem is
not so acute. So, we thtmqht we would keep a higher time-limit
for wealth-tax assessments.”

2.9 Asked whether taking up of both income-tax and wealth-tax assess-
ments of the assessee simultaneously was possible administratively, the
Chairman, C.B.D.T. replied :

“We have already issued instructions to the Commissioners, and
through them, to W.T.Os. that wherc the wealth assessed is more
than Rs. 5 lakhs, cases should, as far as possible, be taken up to-
gether, for income-tax wealth-tax purposes. In cse it is more
than Rs. 5 lakhs, we will give them a certain weightage in disposal.
That is the inducement given by us.”

2.10 He added :

“It would be an ideal state of affairs if we were to complete both
income-tax and wealth assessments within the assessment year it-
self.u ?ur]that would require a very large increase in man power,
at all levels.”

2.11 Age-wise break-up of the arrears of Rs. 180.54 crores as on
31-3-1980, as furnished by the Ministry of Finance, is given below:

(Rs. 000's)
() Out of current domand . . . 624298
(i) Between one to two year old arrears . . 8776587
1022772
(iii) Betweon two to three year old arrears . . 145114}
(iv) Between three to four year old arrears . . . . . 45964
(v) Betweon four to five year old arrears . . . . . 39627 } 105276
_(vl) Between five to six year old arrears . . . . . 19685
(vii) Between six to seven year old arrears . . . 13692
(viii) Between seven to eight year old arrears . . 13127
4077700
(ix) Between cight to nine year old arrears . . . . 10638
(x) Between nine to ten year old arrears . . . . 3320
(xi) Over ton yearold . . . 12192
Total . . . 180,53,15

2.12 From the above statement, it is seen that of the arrears of tax
for collection i.e., Rs. 180.54 crores as at the cnd of 1979-80, Rs. 62
crores related to demands of 1979-80, Rs. 88 crores to demands which
were one to two years old, Rs. 15 crores to demands which were 2 or 3
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years old and Rs, 1433todcm:ndover3andupt010yearsoldandthc
balance Rs. 1.21 crores to demand over 10 years old.

2.13 Asked to give reasons for arrears remaining to be realised beyond
10 years, the Chairman, C.B.D.T. stated :

“Rs. 1.21 crores arrear is over 10 years old. If we break up ac-
cording to the reason-wise pendency, may be it belongs to those
people who have left India or compames which are in liquidatioh
or who have no known assets..

2.14 Of the arrears of Rs. 180.54 crores, the total demand in dispute
before various appellate authorities, Courts etc., aggregated to Rs. 55.29
crores, sﬁgureincludedasumofks2836 crores on
there were ncither stay orders mnor were they covered by
orders for payment in = instalments. Only Rs. 3.75 crores of demands
were stayed by Courts. Rs. 18.89 crores of demands were in the nature
of protective assessments in appeal. The amount involved in cases pend-
ing before the Settlement Commission was only Rs. 1.14 crores.

2.15 The break-up of the total demand of Rs. 55.29 crores in disputc,
furnished by the Ministry, is given below:
(In thousands of Rupees)
I. Amount for which stay has been granted
(2) By the Courts . . . . . . . . . 37546
(b) by the W.T. authorities
0] pmdm; dmpoul of appauh (inc.mdins amounts under protecuve

s 188936
() Pe‘ndmg duposal of utthmom peﬂﬁonl . . . . 11377
II Amounta not covered by above and for which msmlments have been
(i) Pending disposal of appeals . . . . . . 28246
(i) Settlements/writ petitions . . . . 3127
(iii) Amounts disputed in apponlsfmfmnw but not stayud or covcned by
instalments 283620

Total demand in dl&pute baforo Apgellatc Authonnes courts etc.’
{3'_7546+188936+ll377+28246+31 +283620) Rs. 552852 (000)

2.16 Asked to give a break-up of the remaining Rs. 125.26 crores arrears
of demand, the Chairman, CB.D.T. stated :

“In regard to the other balance demand, amount not fallen duB
before the end of the quarter is Rs. 36 crores. Normally, we

35 days for collection and therefore, this amount had not f; 1
due as on 31-3-80. The amount which is awaiting adjustment or
verification is Rs. 1.62 crores...... The amount due from com-
panies under liquidation is Rs. 0.04 crore. The amount due
from persons who are not traceable or not known as such, is Rs.
3.46 crores...... There is a net arrears of Rs. 112 crores which
has been worked out.”

2.17 The charge-wise break-up of the arrears of Rs. 180.54 crores as
onngil-s'l-wso furnished at the Committee’s instance is reproduced at Ap-
pendix L. "



2.18 The following charges sceount for substantial demands
of Rs. 180.54 crores) as outstanding:

Cs. L.T. Bombay . . . . . . Rs, 28 03 crores
C.LT. Bombay (C) . . . . . . . Rs. 773 crores
Cs. LT, Delhi . . . . . . . Rs.19-69 crores
C.LT. Delhi (C) . . . . . . . Rs. 1074 crores
Cs.1.T.,W.B. . . . . . . . . Rs. 24-55 crores
C.LT. Calcutta (C) . . . . . . . Rs. 402 crores
Cs. LT. Gujarut . . . . . . Rs. 5-80 crores
C.LT.Gujarat (C) . . . . . . . Rs. 6-19 crores
C.LT. Kamataka (C) . . . . . . Rs, 10-37 grores
Cs. LT. Tamil Nadu . . . . . . Rs. 986 crores
C.LT. Madras (C) . . . . . . . Rs.1-16 crores

Rs. 128 -14 crores

- 2.19 In paragraphs 2.12 and 2.13 of their 34th Report (7th
Sabha), the Public Accounts Committee (1980-81) recommended: -

(out

Lok

“From the statement given in Appendix I the Committee find that
the net arrears of tax ouistanding against the monopoly houses
covered by the MRTP Act, 1969 amounted to Rs. 1,164.60 lakhs
as on 31 March, 1979. The Ministry have stated that “this state-
ment does not include information ubout three dominant ugdertak-
ings registered under Section 20(b) of the MRTP Act, 1969.”

The Committce recommend that information regarding tax in ar-
rears and current demand exceeding Rs. 10 lakhs should hence-
forth be made available to Parliament through the Annual Reports

of the Ministry.”™

220 In their Action Taken Note dated 26-5-1981, the Ministry of

Finance bave stated :

“The observations of the Public Accounts Committee contained in
the above paras have been noted by the Ministry. The information
about the cases relating to tax arrears exceeding Rs. 10 lakhs as
dn 31 March, every year, updated upto 30 September will be in-
corporated in the Annual Reports of the Ministry for financial

year 1981-82 onwards.”

221 The Public Accounts Committee (1980-81) had, in paragraph

5.10 and 5.11 of their 34th Report (7th Lok Sabha) recommended :

“A special cell has been functioning in the Directorate of Inspec-
tion since June, 1972 entrusted with the responsibility of effectively
tackling tax cvasion by large industrial houses. Originally only 2
Groups of Industrial houses were entrusted to 1. But now 8
Groups are entrusted to it. According to the Ministry, with the
limited staff at its disposal. the Cell is not able to keep surveillance
over all the 2000 and odd co ies belonging to the large
imdustrial houses covered under the MRTP dehnition. The repre-
sentatives of the Ministry averred during evidence that surveillance

over MRTP companies should continue to be done by

the

existing field machinery on a decentralised basis. The Committce
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uaderstand that dusing 1979-80, the Cell was _actively invplved
in 72 assessments which yielded adgditional reveanuc of the order of
Rs. 48 crores to the Government,

The Committee are strongly of the view that the activities of the
large industrial houses need to be watched more closely than has
baen the case so far. Considering the fact that the monopoly houses
in' the country are increasingly adopting the same tchniques and
tactics of tax evasion and tax avoidance as the multi-national com-
panies, the Commitiee would cmphasise the nced for strengthening
the_Special Cell so that it becomes an effective instrument for over-
seeing the activities of the monopoly concerns, for directing, coordi-
nating and expediting their assessments as well as for studying the
various methods ‘employed by them to evade/avoid their tax liability
as to make it increasingly difficult for them to dodge the tax dragnet.”

2.22 In their Action Taken note dated 24-9-1981, the Ministry of
Finance have furnished the following reply:

“The recommendations of the Committee are accepted in principle.
As submitted to the Committee, it is not possible for the Direc-
torate of Inspection (Special Investigation). as the Special Cell
is now designated, to oversee all the cases of all the large indus-
trial houses. The strength of the Directorate of Inspection
(Special Investigation) will be augmented in order that impor-
tant cases of a few more group can be overseen by it.”

2.23 The number of wealth tax assessees according to size of their
wealth for the vears 1970-71 to 1978-79, as furnished by the Ministry of
Finance (Department of Revenue) is as under: .

Year Above Between Between Below Rs.-Grand
Rs. 20 Rs.10to Rs.Sto 5 lakhs Total
lakhs 20 lakhs 10 lakhs

1970-71 - . . 448 1445 6057 1,59,669 1,67,619
197172 . . . . 449 1599 6105 '1,90,172 198,325
1972-73 . . . . 361 1340 5841 1,98,440 2,05,982
1973-74 A . . 385 1320 6085 2,08,459 2,16,249
1974-75 . . . . 3 1575 6137 2,11,336 219,379
1975.76 . . . . 296 1499 6359 2,22,370 230,524

197677 . . . . 301 1353 6838 2.:10,8 14 2,49,306
1977-78 . . . . 408 1670 7487 2,73,293  2,82,864
1978-79 . . . . 784 3776 12147  3.01,743  3,18,450

2.24 Accnrdmg to the above break up of wealth-tax assessees, there
are onlv 4,560 persons in the whole country having a net wealth of over
Rs. 10 lakhs and only 16,707 persons have a net wealth of over Rs. §
lakhs. Tt is seen that 0.21% of the assessces have net wealth exceeding
Rs. 20 lakhs, 1.19 % of the assessces have nct wealth between Rs. 10 lakhs
and 20 lakhs, 3.82% of the assessees have net wealth between Rs. 5 and
Rs. 10 lakhs and the remaining 94.78% of the asscssees have net wealth
below Rs. 5 1akhs
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2.25 Asked to give an estimate of the understatement in these figures,
the Ministry of Finance have stated:

“The break up of figures of wealth-tax assessees according to
slabs of nct wealth was obtained from various Commissionors
of wealth-tax charges and the reply was based upon the
information so received. In the absence of any material to
the contrary, the Ministry do not visualise any understate-
ment in these figures. However, it may be stated that the
number of wealth-tax assessees according to size of their
wealth is based upon the amount of total net wealth assessed
after allowing exemptions and deductions of varyin]g amounts
in accordance . with the relevant provisions of law. Also
there are likely to be a number of ‘persons’ who will be
having a net wealth of over Rs. 10 lakhs or 5 lakhs but not
included in the number of persons mentioned in the reply...
....because they belong to categories which are not assess-
able to wealth-tax.”

226 The Committee desired to have a break- LE of the amount of
tax in arrears by size of wealth assessed in the wealth group above Rs. 5
lakhs and below Rs. 5 lakhs, The Ministry -of Finance (Department of
Revenue) have expressed their inability to furnish the same stating that :

“No isters,‘records etc., from which this information can be
collected are maintained by the Department. This could be
done only by Physical scrutiny of all the wenlth-tax assess~
ment files which besides being a very voluminous and time-
consuming job could seriously dislocate the normal work
of the Deptt...... »

2.27 The Committee enquired during evidence as to how much
arrears of the total outstanding arrears of Rs. 180.54 crores pertained to
the category of assessees in the slab of over Rs. 5 lakhs, the Chairman,
CBDT replied :

“We are trying to reconcile the arrears. It is a laborious and
time-consuming job....... We have to look into each and
every file and then link up the arrears with the wealth level.
You see it is possible that a person* may be = possessing a
wealth of over Rs. 20 lakhs but his arrears may be very
small. But a person with a wealth of Rs. § lakhs accumulates
his arrears. This requires examination and physical scrutiny
of each and every file to find out the information.”

2.28 Detailed particulars of the top 50 assessees in descending order

of demand of wealth-tax in arrears as on 31 March, 1980 reproduced as

ix IT show that a total of Rs, 46.41 crores as outstanding against

them. The wealth-tax demands outstanding against the top 13 of these

assessees range betwecn over Rs. one crore and Rs. five crores; the total
arrears due being of the order of Rs. 28.73 crores,

229 The statement shows that sum of Rs. 175.98 lakhs was out-
standing against Dr. J. Dharma Tcja, who had since left the country.
The Committce enquired about the reasons for non-recovery of wealth-
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tax dues from the known assets. - In reply, the Member (Wealth-tax),
C.B.D.T. stated : '

“Shri Dharma Teja was the Managing Director of Jayanti Ship-
ping Company and as far as we know, his total assets were
the shares of that company. This company was nationalised
sometime in 1971 and all his shares were taken over by the
Government, After that, all he was entitled to was a com-
pensation amounting to Rs. 3,31,84,000/-. This was the
amount of compensation which was receivable by Mr. Dharma
Teja from the Government in 1971, Tax amount was quan-
tified but at that time he had only a right to receive compen-
sation . ..... He received the compensation only on
31-3-1979. The Department had attached it. At that parti-
cular time, as on 31-3-1979, the income tax demand against
Mr. Dharma Teja was Rs. 6,50,54,000.”

2.30 Asked whether the market value of the right to compensation
should have been quantified, the Member, C.B.D.T. replicd :

“As far as I can understand, what was considered here was how
much this gentleman was going to get. The right was
quantified at Rs. 3,31,84,000. There was no further ques-
tion of considering the market value of this particular right.
This particular right was worth Rs. 3,73,94,000; this was
the amount, which he was to receive from the Government
inclusivo of intcrest (at 44%).”

2.31 Subsequently, the Ministry of Finance have furnished the
following particulars of attachment of compensation : '

.. the compensation payable to Dr. Dharma Teja was
attached by the T.R.O. Bombay on 19-11-71, 19-12-72 and
19-12-73.” An amount of Rs. 372.94 lakhs was collected
in the quarter ending March, 79. The aforesaid amount

was adjusted against LT, arrears.”

2.32 The Committec desired fo have details in chronological order
of the factors leading to accumulation of gross arrcars, wherein these
exceeded rupces one crore, together with steps taken to recover the tax
arrears. The Ministry of Finance have, however, furnished a statement
showing assessment ycars in which the outstanding wealth-tax, demands
as on 31-3-1980 werc raised in respect of these assessees. The same is
reproduced as Appendix ITI.

2.33 According to the Ministry, the reason for non-collection of
purt of the wealth-tax demand is not the ineffectiveness of the legal and
administrative framework for collection, but a number of other factors
as tabulated below :

“(a) Demands are in dispute before the llate Authorities and
in mz:xsny cases stay has been granted till the disposal of
appeals,

(b) In some cases assessces have become insolvent and the agsets.
have been taken over by official assignee.
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(c) In some cases demands have been raised as a protective
measure and collections are not pressed in such cases till
the final disposal of the issue involved.

(d) In some casss the assessees have left for Pakistan without
leaving any asset in India.

(e) Double taxation/Duty relief applications are pending in some
cases.

(f) In some cuses petitions before  Settlement Commission  are
pending.

(g) Petitions of waiver of penaltics etc. are pending.”

2.34 Asked to furnish details of the steps designed to effect reduc-
tion in arrears of collection of wealth-tax, the Ministry of Finance have
stated as follows :

e the Department has been laying cmphasis on collection of

‘arrears of Wealth-tax, Gift-tax and Estate Duty in its action

from year to year. Further vide Board’s D:O.F, No.

303/13/81-ED dated 31-7-81 the Commissioncrs of Inzome-

tax (Appeals) have been roquested to dispose of the high

demand appeals in respect of Wealth-tax, gifttax and estate
duty on a priority basis.”

2.35 The Commiltec enquired whether any time bound programme
was formulated or structural changes were devised to liquidate the ever-
imcreasing arrears, the Chairman, C.B.D.T. stated :

“We draw up an action plan every year and according to it, we
lay down for every wealth tax officer a certain percentage
assessments which have to be completed during that parti-
cular year. Similarly, we also lay down a target for collec-
tion of arrear demand. We also lay down a target for
' collection of current demand. The d has laid down all
these targets, and I can say that in the targets laid down for
our current action plan for 1981-82, we have said that
regarding the disposal of wealth tax above Rs. 5 lakhs i.e.
cases which pive us nearly 40% of the revenue, the Income
Tax Officer should disnose of 75% of the work-load with
him. We deliberately fixed the target s]_il%uly higher in order
to introduce an eclement of challenge. e Income Tax or
Wealth Tax Officer can make an effort to reach it. But
sometimes they even-exceed it. If the ITO is quite vigilant,
he can exceed it.”

2.36 He added :

‘....we are as much concerned about the accumulation of
arrears as this Hon. Committee is. We had in fact discussed
this question threadbare in the Commissioners Conference
where all the Commissioners all over India had assembled in
May, 1981. We had then devised certain methods of liqui-
dating the wealth-tax arrears.”
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Over-pitched/vexatious asseasmenis
2.37 ASkfld if it woui:hebe correct to ijifar that the wealth tax assess-
ments, specially in the higher income bracket were apt to be over-pitched
bec::dse of the lacunae in the provisions of the Act, the Chairman, CBDT
sta :

“As a general rule, they are not to be over-pitched, but as I said,
in view of the special reasons which were prevailing during 1978-
79 certain assessments which were made in the last quarter of
that financial year and especially in the last month of that s
were not correctly made, certain jrregularities were co ted,
certain over-pitched assessments were made and certain cases
which should have been referred to higher authorities, had not
been referred. But we had reviewed the position in the later
years, Now, I think as a matter of rule, only few asscssments
are over-pitched and even then, it is ensured that the asressments

are not done in a very slipshod manner.”

2.38 In the samec context, the Chairman, C.B.D.T, iurther stated :

“We- have been msuing instructions from time (o time that the
overpitching of assessments should be avoided. The assessments
should be very reasonabie and cogent reasons should be given in
the assessment order wherever some additions have to be made,
so that they stand the test of appeal and no defects are found by
the internal audit parties or by the Revenue Audit parties. .. ...
All the same, T would not deny that sometimes. the officers try
to err on the side of making some additions which are later on
not found sustainable by the appellate authorities. But so far as
the mandatory provisions arc concerned, I have no doubt that
out officers are required to comply with them, and they are not
allowed to make assessments which may be set aside in appeal
or thrown out in appedl.”

2.39 The Comimittee desired to know if cases of vexations assessments.
had come to thc noticz of the higher officers and if so, what administrative
action was taken against the erring officers. The Chairman, C.B.D.T.
replied :

“I do not certainly deny that some times in some cases the assess-
ments are vexations and some additions are made on frivolous
unds. We take note of this only administratively while mak-
ing inspection of the work of the I.T.O. or at the time of writing
the annual confidential report. At that time the inspecting or
reporting officer has to see whether by and large the 1.T.0.'s
assessments have stood the test of appeal or whether they are
made on baseless grounds. I do not deny that such assessments
are being made by certain officers who consider themselves to be
pro-revenue, We have been trying to see that they bring to bear
a balanced judgement and sense of proportion.”

2.40 He added :

“Adverse comments certainly are given. We can say in the CR.
(Confidential Report) that his sense of proportion is poor. T
g;; n;g;:;ﬂ-rmber whether anybody has been suspended or
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Recovery of undisputed demands

2.41 In connection with the stc taken to liquidate undisputed
arrears etc., the Chairman, CBDT inlormed the Committee as follows :

[13

..... We are quite aware of the fact that the arrears arc very

large and they are mounting up from year to year,

In the annual Income-tax Commissioners’ Conference that was
held in April/May, 1980, we had discussed this question thread-
bare, At that time, we had thought that this was one of the key
result areas which should be included in the Central Action Plan
and, therefore, we: have laid down certain targets for the collec-
tion of these arrears. The target is further broken up in two
quarters, June quarter and September quarter, I have already
reviewed the position for the quarter ending 30-9-81.

1 would like to read out my comments which I bave sent to all
the Commissioners of Income-tax. 1 have said in the area of
wealth-tax, in absolute terms, our performance is rather poor
considering that we have collected only Rs. 21 crores as against
the target of Rs. 30 crores which was for the first two quarters,
But we can derive satisfaction from the fact that we have done
much better during the current year than in the preceding year
when we collected only Rs. 5 crores, a mere 3 per cent of the
total arrears......

We keep on monitoring the collection of these arrears through
the Central Action Plans and a quarterly review is issued after
the close of each quarter......

In addition to that, we found that a lot of these arrears repre-
senting penalty, etc, were locked up in the petitions which were
pending under Section 188 before the Commissioner of Wealth-
tax. We have set up a target for the disposal of petitions under
Section 1 BB also, This is also a subject matter of review every
quarter. We have written to all the Commissioners during the
last month so that they should devote their entire attention to
the liquidation of these arrears,

We have also taken up another step. In so far as the arrears
locked up in appeals are concerned, we have written to all the
appellate authorities to treat the cascs where arrears are locked
up in the appeals, as priority appeals. As the Committee knows,
there arc two types of appellate authorities. One is the Appellate
Assistant Commissioner and the other is the Commissioner of
Income-tax (Appeals). For the Appellate Assistant Commis-
sioner, we have said that the cases where the demand locked up
is more than Rs. 10,000 they should treat it as a priority case
and, for the Commissioners of Income-tax (Appeals), we have
said that the corresponding figure should be Rs. 50,000.

We have also found that when the assessees go to the Settlement
Commissioner, then they think that the entirc demand is stayed
till the disposal of their petitions by the Settlement Commissioner.
We have discussed this matter with the Settlement Commission
and we have decided, with the approval of the Chairman, Settle-
ment Commission, that where an assessee files a petition before
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the Settlement Commissioner and it has not yet been heard
it has not been decided whether it is to be admi or not,
that case, so far as the undisputed demand is concerned,
should have a free hand to recover that amount. He has agreed
to it and we have already issued instructions on 31-7-81 that
bar will operate against the collection of undisputed demand
where the petitions have been filed before the Settlement Com-~
mission and the Settlement Commission has not yet decided
whether the petition should be admitted or not....”

' 2.42 The Committee desired to know whether any study was made to
evaluate reasons for not recovering the undisputed demands. In reply,
the Chairman, C.B.D.T. stated :

“That is correct. We will study that.”

iv

3

Penaliies

2.43 The Committee desired to know the quantum of penalty mchaded
in the arrears of Rs. 180.54 crores together with its year-wise break-up.
The Ministry of Finance has stated as follows :

“There is no source record from which the amount of arrears on
account of penalties included in the total arrears could be compiled.
The only way to collect it is by reference to the records of each
Wealth-tax Ward/Circle. This is a voluminous and highly time
consuming work and the Hon’ble Committee are requested to dis-
pense with this requirement. ’

However, amount of penalties included in arrears of cases with outstand-
Ehgﬂ dfmand_cxceeding Rs. 10 lakhs. is available and is given below :
L S AN

Arrears relating to Total arrears in

penalties these cases
As on 31-3-79 . . . . . . Rs. 496.99 lakhs Rs. 52,08,18 lakhs
As on 31-3-80 . . . . . . Rs, 6,62+63lakhs Rs. 60,03:59 lakhs
As on 31-3-81 . . . . . . Rs. 21,1985 lakhs Rs. 75,29 -04 lakhs”

2.44 Details of 20 cases involving the highest amounts of penalties in
respect of outstanding demands exceeding Rs. 10 lakhs for the years
ended 31 March, 1979, 1980 and 1981 furnished by the Ministry of
Finance are reproduced in Appendices IV-A to IV-C.

2.45 From the figures furnished by the Mini of Finance, it is seen
that the 20 cases involving the highest amounts of penalties account for
recoverable penalties amounting to Rs. 1352.95 lakhs during the quarter
ended 31st March, 1981,

2.46 One of the rcasons given by the Ministry for non-collection of
part of the wealth-tax demand is that petitions of waiver of penalties etc.
are pending.

2.47 Asked to give an idea of the quantum of penalties which was
ultimately sustained at the appellate level, thg Chairman, CBDT stated :
“It was not upheld in most of the cases and it was reduced in a
mimber of cases by the Appellate Commissioners.”
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‘Recovery of tax. demands

.2.48. Where an assessee defaults in ‘Eopayment of a tax, the
Income-tax Officer may issue a certificate to Tax Recovery Officer for
recovery of the demand by attachment and sale of the defaulter’s movable
or immovable property, etc

249 The Audit Report (1979-80) mentions the corporation tax and
income-tax demand certified to Tax Recovery Officers and State Govern-
g:}em %fﬁilwrs for recovery and its year-wise particulars for the year 1979-

as follows :

. (Ruptes in crores)
— Demand certified  Total  Demand  Balance
! Recovered
Atthe  During
beginning the year
of the
yoar
1979480 .« . . . 7039 32365 1027-61 287-61  740-00

2.50 The Committee desired to have detailed information about tax
recovery certificates issued with amount thercof and reasoms for’ non-
enforcement of recoveries after certification in cases involving arrears of
tax of Rs. 1 lakh and abowe.

2.51 The Ministry have furnished the following information in respect
of mgc.?gn%btax and other direct taxes put together for the years 1977-78
to 1

STATBMENT OF TAX RECOVERY CERTIFICATES AND THEIR DISPOSAL

(Rs. in crores)
1977-78 _ 1978-79 1979-80

1. No. of Certificates for disposal . . . . 28,42,939 29,03,786 28,21,258

2. No. of Certificates disposed of . . . -. 621,804 618,375 4,77,737

3. No. of Certificates partly disposed of . . . - 49,601 47,428 49,295
4, a) Ne. of Certificates in wmch Momble propcru:s -

attached . . . 45,073 38,128 25,357

(b) Amount in (a)above . . . . . 2443 2312 2155

5. (a) No. of cases in which immmovable properties attached 6,875 NA 5,103

(b) No. of proparties in (a) above . . . 8,134 " 7,235

(c) Amount in (a) above . . 59 -51 ' 86-93

2.52 Asked to indicate the position of wealth-tax demands certified
during 1979-80, the Chairman CBDT stated :

“We do not have a separate classification for Income~tax and for
wealth-tax.”

2.53 In regard to difficulties faced by the Department in liquidating
the mounting arrears, the Chairman, CBDT stated :

“QOne fact the Hon. Committce may keep in view that if we are
not able to recover the arrears from persons within the period of
one or two years, then it' becomes hard core of arrears. 1t
becomes: more difficalt tc recover the arrears. That is why cases
of more than 10 years old are pending. It may be that the
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“assessees would have left the country or they would have gone
‘in liquidation or there would have been some other reasoms. The
vazious modes of recovery given in the Income-tax Act and they
are to be put into operation and the amount is to be recovered.
So far as thc issue of tax recovery certificate...... is concerned,
there is a time-limit provided in the Act. The time-limit is the
period of onc year from the last date of the financial year in which
the demand is made. Now, therc are three or four modes of
recovery in the Act. In case the Income-tax Officer adopts one
of those modes within the prescribed time, there is no further time
limit for completion of recovery proceedings.”

2.54 The Committee desired to know whether any prosecutions _were
launched in big cases for wilful evasion of taxes. The Chairman, CBDT
stated :

“We have not arrested or detained in prison any tax defaulter.”
He further explained :

“There is a provision. In fact, - we negotiated with the State
Government for keeping these persons and there were some diffi-
culties, They havc explained that they cannot do it because of
certain administrative difficultics. We do not have any civil prison
of our own. . '

2.55 Asked- whether coercive measures like detention of wilful defaul-
ters could act as a dcterrent to others, the Chairman, CBDT stated :

“I agree fully that, if we were even to threaten a person . about
his being arrested and detained in a civil prison it may work as
a deterrent and he might pay up the amount. But we do mnot
have the necessary facilities or arrangements for keeping them in
prison, and the State Governments also do not want to keep them.
1 do remember, when 1 was a Commissioner, I wanted to detain
some people, but the State Government said that we would have
10 make so much payment for detaining them. Then I thought
that I would be spending much more than the amount of tax -that
1 was to recover. In any case, we would pursue this matter further
and sce that this provision in the law is made more offective. I learn
that a person was arrested in Bombay ten days back for non-
payment.of (ax...... It was about Rs. 1-1/2 lakhs.”

2.56 In reply to another question, the Chairman, CBDT stated :

“A post of CLT. (Recovery) has becn created to take charge of
recovery matters. and wherever it is considered that a person has
money and he is not paying, action will be taken against h'm.”

2.57 Asked about the reasons why inspitc of having enormous powers
vested in the Department to efféct recovery of tax orrears. it had not been
pO&u(ll:lg to rcalise/reducc the arrear demands, the Finance Sccretary
stated :

“We share fully thce concern expressed by you......and we are
- trying our best to improve the position. and in fact. the position
is bound to improve as we go along.” :
3—~1321.85/R2.
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2.58 The Committee find that the number of wealth-tax cases pending
assessment as at the end of the year 1976-77 was 2 -89 lakhs. This figure
has gone upto 4 -32 lakhs as at the end of 1979-80. The assessments completed
during these two years numbered 2-28 lakhs and 3:26 lakhs respectively.
The Committee are concerned to find that the arrears of wealth-tax demand
have increased from Rs. 52.73 crores in 1976-77 to Rs. 184.08 crores in 1978-79,
Rs. 180 -54 crores in 1979-80 and went up further to Rs, 217 ‘11 crores as at
the end of 1980-81, Compared to the actual coliection of the order of Rs.
64 ‘47 crores in 1979-80 the arrears would amount to more than 3 vears’ collec-
_tions. The above figures do not include the amount locked up in the pending
assessments. According to the calculations made by the Ministry on the
basis of average demund raised per assessment during the years 1975-76 to
1977-78, the estimatcd tax locked ap in the pending assessments is of the order
of mearly Rs. 67 crores. Thus the total outstanding dues to the exchequer om
account of wealth-tax demand, amount to as high a sum as nearly Rs. 248
crores. The Committee have discussed in the subsequent paragraphs the
various ramifications of this problem. The Committee must, however, at
the outset express their deep sense of alarm at this situation. The Committee
regret to point out that the evidence tendered before them by the representa-
tive of the Ministry of Finance did not reflect the amount of concern that they
expected in such a situation. The Committee trust that at least now the
CBDT would realise the gravity of the problem and come out with a specific
plan of action to clear-the backlog of assessments and what is more imporfant,
- collect the revenues due to the exchequer.

2.59 The data furnished to the Committee reveal that out of the total
demand of the order of Rs. 180 54 crores outstandiag on 31 March, 1980,
11 Commissioners’ charges in Bombay, Delhi, Calcutta/West Bengal,
Gujarat, Karnataka, Madras/Tamil Nadu accounted for as much as
Rs. 12814 crores. :

The Committee have been informed that the reason for the sudden increase
in the arrears of demand from Rs. 56 -41 crores in 1977-78 to Rs. 184 -08
crores in 1978-79 was the bar of limitation introduced by the Taxation Laws
(Amendment) Act, 1975 according to which no assessment for the assessment
years upto 1974-75 could be made after the expiry of four years from 1 April,
1975 i.e. after 31 March, 1979. As a resalt, the disposal of wealth-tax assess-
ments went up from 3 -19 lakhs in 1977-78 to 4 -75 lakhs in 1978-79. The
Chairman, Central Board of Direct Taxes admitted in evidence that ‘‘the
arrears are disproportionate to the amount of revenue that we are cellecting
annually from the levy but this position was not there till 1978-79”".

While the Committee do concede that the bar of limitation imposed for
the first time in 1976 resulted in sulden spurt in the demand of wealth-tax,
they are not able to appreciate why in spite of the emphasis laid on the disposal
of the wealth-tax assessmen(s in thc subsequent Action Planms, the arrears
continue to rise. The Committee desire that the eleven Charges mentioned
ahove should be enjoined to intensify the collectign of arrear demand and their
performance closely monitored by the Board.

2.60 In the 38th Report (7th Lok Sabha), the Public Accounts Committee
had recommended that the Wealth-tax Act may be amended to provide for a
period of two years (instead of four years us at present) beyond which the
bar of limitation would apply. The Committee would like to reiterate this
recnmmendation as it would go a long way in ensuring simultaneous disposal
of income-tax and wealth-tax assessments which would be in the interest of
revenue as well as the assessee.
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The Committee were informed that it had been imipressed upon the wealth-
tax Officers that in cases where the wealth declared is more than Rs. 5 Jakhs,
the assessment for both income«tax and wealth-tax purposes should, as far as
possible, be taken up together. Despite these instructions the Ministry were
not in a position to furnish to the Committee the break-up of the amount of
tax in arrears by the sizc of wealth assessed in the wealth-group below and

above Rs. Sglakhs® It is obvious that the instructions have remained only on
paper.

2.61 The-age-wise breakup of arrears furnished to the Committee
shows that out of the total outstanding arrears of the order of Rs. 18054
crores as on 31 March, 1980 the arrears of corrent demand i.c. those raised
during 1979-80 amounted to Rs. 62 -43 crores; those between 1 to 3 years old
amounted to Rs, 102 28 crores; those between 3 to 6 years old amounted to
Rs. 10 -53 crores; those between 6 to 10 years old amounted to Rs. 4 -08 crores
while those over 10 years old accounted for the balance Rs, 122 crores.

The Committee further observe that of the above stated arrears of Rs.
180 -54 crores, the total demand in dispute before the Appellate authorities,
Courts etc. amounted to Rs. 55-29 crores. This included Rs, 28 -36 crores
in respect of which there were neither stay orders nor were they covered by
orders for payment In instalments. Demands aggregating Rs. 3 -75 crores
only were stayed by the Courts. Demands totalling Rs, 18 90 crores were
in the nature of protective assessments in appeal. Demands involving 2 sum
of Rs. 1-14 ¢&rores stood referred to Settlement Commission. Of the balance
demand of Rs. 124 :26 crores, the demand awaiting adjustment or verification,
amounts due from companies under lignidation or from persons not traceable
etc, amounted to over Rs. 12 crores. Thus, the net undisputed arrears of
wealth tax have been assessed to be of the order of Rs. 112 crores.

2,62 The above data clearly disproves the widespread impression thnt
large arrears of demand are due to stay orders and/or on account of doln\r
disposal of the cases by the Courts. The generalised reasons given by the
Ministry for the huge accumulation of arrears are insolvency, emighation to
Pakistan, double taxation relief under consideration and petitions for waiver
of penaltics pending consideration. The Committee consider the situation to
be highly unsatisfactory. They would urge the Department to make an
indepth cause-wise analysis of the large amount of wealth-tax arrears awaiting
realisation so as to segregate such of the demands which are not realisable
and have to be written off and determine with some percision the amouut which
is clearly due to the exchequer and must be realised expeditiously.

2,63 The Special cell should be asked to undertake this study and the

Committec should be informed of the measures taken or _proposed in this
regard,

2.64 The information furnished by the Ministry with regard to the number
of wealth-tux assessees according to the size of their wealth shows that lhe
number of assessces having assessnble wealth above Rs. 20 lakhs was 784
those having wealth between Rs. 10 to 20 lakhs was 3776, those having wealth
between Rs. 5 to 10 lakhs was 12,147, while those having wealth below Rs. 8
lukhs numbered 3 -02 lakhs as at the end of 1978-79. The Committee are
surprised to find that in the records of the Department there were only 4,560
persons in the whole coumtry having a net wealth of over Rs, 10 lakhs and only
16,707 persons having a uct wealth of over Rs. 5 lakhs. The data furnished hy
the Ministry also indicate that as many as 94 -78 per cent of the assessees have
net wealth below Rs, 5lakhs, The Ministry bave informed that ‘“the number
of wealth tax assessees according to size of their wealth is bascd upon the
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amouat of total net wealth assessed after allowing exemptions and deductions
of varying amounts in accordance with the relevaat provisiens of the law. Also,
there arc likely to be a number of ‘persons’ who will be having a net wealth of
over Rs, 10 lakhs or Rs. 5 lakhs bat no! included in the number of persons
mentioned in the reply............ because they belong to categories which
are not assessable to wealth-tax.”

In view of this positien of the matter and particularlysn view of large
increasc in value of movable and immovable assets in the last few years, it
would, in the opinion of the Committee, be desirable if the exemption limit
of wealth-tax is fixed at about Rs. 5 lakhs so that the Department may be
able to function effectively and advantageously so far as collection of revenue
from persons holding larger wealth is concerned.

2.65 Considering the developing naturc of the economy and the sky-rocket-
ting pace of increase in the value of real estate in recent years, the Committce
are not in a position to place reliance on the data furnished to them. Obviously,
there bas been no worthwhile effort to locate new assessees, It is no secret
that a larger number of high cost buildings particularly in the metropolitan
cities, have been coming up over the years. In case concerted and well direc-
ted efforts are made it would not be surprising to the Committee if 12,147
wealth-tax assessees between Rs. 5 lakhs to Rs. 10 lakhs reported for the
entire country are found in one big size city alone. '

2°66 No data bhave been furnished to the Committce with regard to the
arrears outstanding against assessees in the slab of over Rs. 5§ lakhs. How-
ever, the Ministry have furnished to the Committee data showing outstanding
demand exceeding Rs. 10 lakhs in each case which shows that as on 31 March,
1979, 1980 and 1981, the total arrears in such cases amounted to Rs, 52 -08
crores, Rs. 63 -03 crores and Rs. 75 -29 crores respectively. The Committee
were informed that instructions have been issued to the effect that in cases
where the demand locked up is more than Rs. 10,000, the: Appellate Assistant
Commi should treat the casc as a priority case. For the Commis-
sioners of Income-tax (Appeals) the corresponding limit is Rs, 50,000. Ap-
parently these instructions havenot had the desired effect. The Committee
consider that if only the Department could conceutrate on these bigger cases,
they could make a sybstantial contribution to the collection of out-standing
demand of wealth-tax. The Committce, therefore, urge that the Department
should take concerted measures under a time bound programme to settle these
cases which have locked up huge arrears of revenue. The steps taken in this
regard should be reported to the Committee.

2.67 From the detailed particulars of the top 50 assessees against whom
there are heavy arrears of wealth-tax, the Committee find that the total arrears
of wealth-tax against these assessees amounted to over Rs, 46 crores on 31
March, 1980, 13 of thesc assessees against whom the outstanding arrears
ranged between Rs. 1-08 crores to Rs, 5-47 crores accounted for total out-
standing of the order of Rs.28 73 crores. Most of these demands are stated
to be in dispute. In one case, the defaulter (Shri Dharam Teja) left the country
without obtaining clearance certificate from the Income-tax authorities. The
arrears against Shri Dharam Teja amount to Rs. 1:76 crores. Action is
stated to have been taken against the carrier Airline under the provisions of
Section 230(2) and (3) of the Income-tax Act. The Committee were informed
in evidence that as on 31 March, 1979 the Income-tax demand against Shri
Dharam Teja was of the order of Rs. 6 ‘50 crores. The compensation payable
to Shri Dharam Teja consequent upon the nationalisation of the Jayanti Ship-
ping Company amounting to Rs. 3 -32 crores (approx.) was uttached.
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2,68 The Committec find that in a number of cases appeals are pending
before the Commissioner (Appeals) while in one case revision and settlement
petitions are pending before the Commissioner. Requests are stated to have
been made by the Department to the Commissioners concerned to accord
priority to the disposal of appeals. The Committee would like these cases
to be pursued actively by the Special Cell in the CBDT with a view to ensuring
that these are disposed of without much loss of time.

2.69 The Committee find that the number of tax recovery certificates
pending disposal as at the end of the years 1977-78, 1978-79 and 1979-80 in
respect of income tax and other direct taxes put together was 28 43 lakhs,
2904 lakhs and 28 -21 lakhs respectively, The number of certificates dis-
posed of wholly or partly during thesc years was 6 -71 lakhs, 6 -66 lakhs and
5-27 lakhs respectively. The total demand certified for recovery during
1979-80 was of the order of Rs. 1027 -61 crores of which Rs. 287 ‘61 crores
was recovered during the year, leaving a balance of Rs. 740 crores. The Com-
mittee were informed that siatistics for Corporation Tax and Wealth-tax
were not maintained scparatelv. Information regarding the numbcer and
amount of arrears for which recovery certificates have not been issued as
also reasons for non-enforcement of recoveries after certification in cases
involving arrears of tax of Rs. 1 lakh and above is also not readily available
with the Department. The Committee consider that broadening of the data
base is essential for proper monitoring. The Committee would, therefore,
emphasise the need for maintaining ¢ssential statistics for each direct tax
separately under broad income groups say below 1 lakh, 1 to 5 Iakhs, S lakhs
to 10 lakhs etc.

2.70 Considering the large number of recovery certificates awaiting dis-
posal year after year, the Committee consider that there is need to strengthen
and streamline the system. The Committee would like to be apprised of
the steps taken by the Department to improve the system in the field and the
results achieved.

2,71 The Committee note that the penalties included in arrears of out-
standing demand ‘exceeding Rs. 10 lakhs in each case were as high as Rs. 21 -20
crores against the total arrcars of Rs. 75-29 crores in these cases as om 31
March, 1981. (The corresponding figure of arrears of penalties on 31 March,
1979 was Rs. 497 crores out of total arrears of Rs, 52 -08 crores in these
cases). Out of the above amount of Rs. 21 -20 crorcs, penalties to the tune of
Rs. 10 -53 crores were outstanding against as few as 20 assessees. The amount
in individual cases varies from Rs. 28 lakhs to ncarly Rs. 211 lakhs. The
Committee were informed that ‘penalties were not upheld in most of the cases
und were reduced in a number of cases by Appellate authorities’. It has
also been admitted that cases of vexatious assessments or ndditions made
on frivolous grounds did sometimes come to the notice of the Board. While
such tendency which certainly cannot be widespread, has to be curbed and the
erring officials suifably taken up, the Committee consider that the Dopart-
ment must concurrently study the decisions of higher Courts with a view to
finding out the reasons why the penalties are not upheld in most of the cases
and are reduced in others by the Appellate authorities with a view to impro-
ving the quality of assessmonts,

2,72 The Committee further suggest that effective monitoring of the out-
standings above Rs. 10 lakhs should be done by the Special Cell in the Central
Board of Direct Taxes so that large amounts of revenue do ot remain locked

np in departmental proceedings for unduly long periods.



. CHAPTER 1IN

(a) INCORRECT VALUATION OF PROPERTIES

3.1 Reproduced below arc certain typical cases of incofrect valuation
of properties/jewellery which the Committee have selected for detailed exa-
lmn_aitiomil The facts of each case have been given after the rélevant audit
paragraph. '

Audit paragraph :

3.2 (i) The wealth-tax assessments and re-assessments of an individual -
for the assessment years 1974-75 to 1976-77 were completed in January
and March 1977 and October 1977 in which the value of a house property
was adopted as Rs. 7,44,400 as returncd by the assessece on the basis of
certificate of an approved valuer. The income-tax assessment records of
the assessee revealed that the entire property was rcnted out and was fetch-
iRg a gross annual rent of Rs, 1,94,825. Its net annual value was of Rs.
1,18,784, Rs. 1,23,543 and Rs. 1,20,247 for the assessment years 1974-75
to 1976-77 respectively. This case was not referred to the Valuatien Cell
for valuation as required in the Board’s instructions of December, 1971,
although the value of the property was more than Rs. 5 lakhs and the
value returned by the assessee was also less than 8 times the net-rental
value. In the wealth-tax assessments of the same assessee for the assess-
ments years 1974-75 and 1975-76 additional wealth-tax on thc value of
urban assets owned by him was also not levied. .

On these mistakes being pointed out by Audit in September, 1976
and August 1977, the department accepted them and referred the case to
the departmental Valuation Cell which detcrmined the valug of the house
preperty as Rs. 11,36,000, Rs. 11,27.000 and Rs. 14,18,000 respectively
for the assessment years 1974-75 to 1976-77. Thereupon, the department
revised the assessments on 8.6.1978. adopting thc valuation determined
by the Valuation Officer and raised an additional demand of Rs. 72,286 for
the assessment years 1974-75 and 1975-76. Report about the assessment
yeur 1976-77 is awaited (Decembtzr 1980).

3.3 The audit paragraph was sent to the Mini,x'try of Finance in Sep-
tember 1980. Their reply is awaited (December 1980). -

. [Paragraph 4.06(i) of the Report of the Comptroller and Auditor Gene-
ral of India for the year 1979-80, Union Government (Civil) Revenue
. Receipts Vol. IT—Direct Taxes].

Facts of the case

3.4 The assessee referred to in the above mentioned paragraph is Shri
Anokh Singh. The p_r_og@t which is the subject matter of valuation, is
sitpated in Motia Khan, lﬁl
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3.5 The reléva;nt details relating to the assessments in question, as
fumnished by the Ministty, are given in the following chart :

-

Asgessment year Date of filing Date of filing Dae of completion

original return reviscd return of assessment

1914-‘}5 31-7-74 (value of 18-8-75 (Velee ¢f 6-9-75
Motia Khan proper- Motia Khun proper-
ty returned ty revised to

. Rs. 5,20,398;-) Rs. 7,44,400/-)

1975-76 . . 14-8-75 (Value of —_ 17-11-1975
property returned
at Rs. 7,44,400/-)

1976-77 . 30-7-76 (Value of —_ 7-10-76

property returned
at Rs. 7,44,400/-)

“The revised return for the assessment year 1974-75 was accom-
panied by a valuation report by a registered valuer, valuing the
property in question at Rs. 7,44,400/-. The same value was
returned for the assessment years 1975-76 and 1976—& The
value shown in all the three assessment years was epted
by the W.T.O. Audit have pointed out that having regard to
the annual rental value of the property and the instructions of
December, 1971, the case should have been referred to the
Valuation Cell. The Audit have also pointed out that the

W.T.O. did not charge additional wealth-tax in of urban
i"ngmovabjb property for the assessment ycars 1974-75 and 1975-

3.6 In reply to a further (iliestion, the Ministry have stated that the
assessments for the assessment years 1975-76 and 1976-77 were liable to
be checked but could not be checked by Internal Audit.

3.7 The present position about rectification of assessments and raising
of demands as intimated by the Ministry is given below :

“The proceedings for the assessment years 1974-75 and 1975-76
were opened u/s 17(1)(b) of the Wealth-tax Act on 6.7.77.
The assessments were completed on 8.6.78 by taking the value
of the property as per the report of the Valuation Cell, valuing
it at Rs. 11,36.000/- and Rs. 11,27,000/- respectively. (How-
ever. these orders were cancelled by A.A.C. on 10.5.79 and
appeals filed by the Department before the ITAT were dismiss-
ed on 9.4.81) The C.W.T. modified the order of the W.T.O.
for the assessment year 1976-77 u/s 25(2) of the Wealh-tax
Agct and raised an additional demand of Rs. 62,180/-. How-
ever, the order of the CWT has been cancelled by ITAT on

6.2.1980.

For charging additional Wealth-tax om urban immovable propcrties,
the assessments for 1974-75 and 1975-76 were rectified u/s 35
of the Wealth Tax Act on 31.5.79, resulting in demands of Rs.
2,290/- and Rs. 4,285/- respectively and the same have been
realised from the assessee.” ' ’



34

3.8 In the case cited under Audit paragraph 4.06 (i) ;although the value
of the property in question was more than Rs. 5 lakhs and the value returmed
by the assessec was also less than 8 times the pet rental value, the case was
not referred te the Valuation Cell for valuation as required in the Board’s
instraction of December, 1971. The entire property was rented out and the
net rental value was available with the W.T.O. in the income-tax assessment
records. The test audit also revealed that the WTO did not charge additional
wealth-tax in respect of urban immovable property for the assessment years
1974-75 and 1975-76. The assessments are since stated to have been rectified
and the addiiional weal{h tax dues hive heen realised, The Committes regret
to observe that the assessments for the assessment years 1975-76 and 1976-77
were not checked by Internal audit cven though they were required to do so.

3.9 The Committec find that the re-assessments made for 197475 and
1975-76 have ‘been quashed in appeal. Information on the question whether
these were set aside on merits or on technical grounds has not been made avail-
able to the Committee (April 1982). 1In any case, loss of revenue to the ex-
chequer conld have been avoided if the Wealth-tax Officer had made a reference
ab initin to the Valmation Cell for valuation. The Committec desire that the
Weal]'th;la-x Officer. concerned should be suitably taken up for the neglfgence
in this case,

Audit Paragraph :

3.10 (i) The wealth-tax returns of an individual for the assessment
ycars 1970-71 to 1974-75 included a piece of land admeasuring 3,751 sq.
yds. within the well-developed part of a big city. This land was claimed
to be agricultural and its value was returned at Rs. 3 lakHs for the assess-
ment years 1970-71 to 1972-73 and at Rs. 3.30 lakhs for the assesement
years 1973-74 and 1974-75, as certified by an approved valuer. The
asscssment records showed that, as early as August, 1974, the Wealth-
tax Officer had considered the land to be non-agricultural for these assess-
ment years and on the 2nd August, 1974 referred its valuation to the
departmental Valuation Officer. The Valuation Officer in his report of 23
May, 1975 had valued the land at different values ranging from Rs. 4,87,630
for the assessment year 1970-71 to Rs. 8,32,730 for the assessment year
1974-75. This report of the Valuation Officer was made after ‘spot ins-
pection by him and he had observed in it that it was uncultivated land, was
fenced around and was situated in well-developed old residential area in
the city. The assessments of these five assessment years were, however,
finalised on the 30 December, 1978 i.e. more than three and half years
after this valuation report, incorrectly treating the land as agricultural
and accepting the value of the land as returned and as certified by an approv-
ed valuer as Rs. 3 lakhs and Rs. 3.30 lakhs. In thesc assessment orders,
no mention was made of the fact that the valuation of the land had been
referred to the Valuation Officer and his report had also been received.
Failure to consider the valuation report of the departmental Valuation Offi-
cer, which was binding on the Wealth-tax Officer, in wealth-tax assessments
for the agsessment years 1970-71 to 1974-75 (done together on 30 Decem-
ber, 1978 as against time-bar operating on 31st March, 1979) resulted in
total under-assessment of wealth of Rs. 24.80 lakhs with consequent under-
charge of tax of Rs..87,527.
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3.11 The _aﬁdit objections has been accepted by the Ministry of Finance.
) “Paragraph 4.07(i) of the Report of the Comptroller and Auditor
eneral of India for the year 1979-80, Union Government
(Civil), Revenue Receipts Vol. Il—Direct Taxes—pp. 121~
122“' .

Facis of the case

3.12 The assessee referred to in the alore-mentioned paragraph is Smt.
‘Gangaben Ratilal Patel. The property, which is the subject matter of valu-
ation, is situated in LP.S. No. 3, Navrangpura, Ahmedabad.

3.13 The relevant details relating to the assessments in question, as
furnished by thc Ministry, arc given below : '

S

“Asscssment years  Date of filing the Date of filing the v Value declared
original retwrn | revised return (of property)
1970-71 . 28-9-70 3,00,000
1971-72 28-9-71 .- 3,00,000
1972.73 11-8-72 - 3,00,000
1973-74 . 1-10-73 25-9.74 3,30,100
1974-75 . 31-7-74 29-9-74 3,30,100

The - values returned in the first three assessment years were
supported by the report dated 24-9-70 of an approved valuer.
It has ‘been reported by the CIT that for the latter two years
no reporl of the approved valuer was filed, even though it was
mentioned by the assessee that the values shown were support--
ed by the certificate of the approved valuer,

Refcrence was made by the W.T.O. in August, 1974 to the
Valuation Cell for the assessment years 1970-71 to 1973-74
and in February, 1975 for the assessment year 1974-75. The
Valuation Cell were asked to value the land as if it wete non-
agricultural one. The Valunation Oflicer vide r dated
23-5-75 valued the same at Rs. 4,87,630/-, Rs. 5,62,650/-, Rs.
6,560,425/-, Rs. 7,50,200/- and Rs. 8,32,730/- for the respec-
tive years.
The assessments for all these years were completed on 30-12-78,
treating the land as agricultural and accepting the valuation
shown in the returns.
The file was audited by the revenuc audit on 4-1-1980, who
pointed out the omission in adopting the valuations made by
the Valuation Officer of the Valuation Ccll.” -
. 3.14 The present position about rectification of asscssments and rais-
mg of demands as intimated by the Ministry is given below :

“All the assessments were set aside by the CWT vide order u/s
25(2) dated 22-8-1980 with the direction that they should
redone in accordance with proper law and facts. Revised
assessment orders werc passed on 15-7-81. The demands have
apparently not fallen due.” '
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3.15 Asked to indicale the circumstances in which the Wealth Tax
Officer concerned failed to adopt the value returned by the Valuation Officer,.
the Ministry of Finance (Department of Revenuc) have stated : -

“The Commissioner of Incomec-tax has reported that in the case
referred to in para 4.07(i), the Wealth-tax Officer made refer-
ence to the Valuation Celi from a separate folder captioned as
‘Valuation Folder’. After that, therc was certain change in
the jurisdiction of Inspecting Assistant Commissioners, due to
which, the officc of the W.T.O. assessing this case was shifted
to a difierent building, resulting irt dislocation as assessment
papers. Then, this case was transferred from the seid W.T.O.
to another W.T.0. There was a change of officers in the
latter charge and the W.T.O., who completed the case finally,
due to pressure of work and possible delinking of papers
pertaining to the valuation reference report, failed to act on
the Departmental Valuation Report.”

3.16” Para 4.07(i) of the Audit Report refers to a case in which a statutory
reference was made under Section 16A(1) of the Wealth-tax Act, 1957 and it
was bindiug on the wealth-tax officer to have adopted the valuation dene by
the Vgaluation Officer. The Committee have heen informed that ‘due to pres-
sure of work and possible delinking of papers pertaining to the valuation re-
ference/report, the Wealth-tax Officer failed to act on the Departmental
Valuation Report’. The resultant dislocation of assessment papers Is attri-
buted to shifting of the office of the wealth-tax officer assessing this case to a
different biflding. Thereafter, the case was transferred to another Wealth-
‘tax Officer. The explanation is hardly convincing. Obviously, there has
been a failure to maintain the records properly. The IAC who was required
‘te keep a check on such references also failed to cxercise neoessary supervi-
:sion, The ‘Conmmittee trust that more vigilance shall be exercised in such
matters and the Board’s instructions scrupulously followed.

Audit Paragraph

3.17 (ii)) A house property in a matropolitan city shared cqually by
four individual assessees was valued at Rs, 31,87,500 and Rs, 21,33,600
(its value fell as a number of flats in the building had been sold) for the
assessmont ycars 1972-73 and 1974-75 respectively by the departmental
Valuer. While completing the weulth-tax assessments in the case of one
co-owner in January 1978, the department cousidered his 1/4 share in the
value of the property on the basis of the said valuation. 1n the wealth-tax
assessments of the other three co-owners for the same assessment years
1972-73 to 1974-75, completed in September 1974 and February 1975, the
value of thc housc property had been adopted at a much lower figure.
These assessments also needed revision for adoption of the higher value as
per the departmental Valuer’s report subsequently received. This was not
done. The omission resulted in an under-assessment of wealth of Rs.
31,86,621, in the aggregate, leading to a total undercharge of wealth-tax of
Rs. 82,578, including non-levy of additional wealth-tax.

3.18 Further, according to the Board’s instructions of June, 1970,
the Wealth-tax Officcr was also required to re-open, in June 1978, when
departmental valuation report was received, the earlier assessments (for the
assessment years 1970-71 and 1971-72 which were not then time-barred)
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in all thesé four cases for consideration of the correct valuc of the property.
This was also not done. Re-opening of the assessments for the assessment
years 1970-71 and 1971-72 is now lime-barred. -

3.19 The Ministry of Finance have accepted the audit objection and
stated (December, 1980) that the matter is being examincd whether reme-
dial action cap be taken now as escaped wealth,

[Paragraph 4.07(ii) of the Re) of the Comptroller and Auditor
General of India for the year 1979-80, Union Government (Civil),
Revenue Receipts Vol. TI—Direct Taxes, pp. 122-23]

Facts. of the Case

3.20 The assessces referred to in the paragraph mentioned above are
Sarvashri Ajit Singh, Harbhajan Singh ard Amrik Simgh.” The property
gilllliCh is the subject matter of valuation, is situated at 4A, Auckland Square,

cutta. :

3.21 The relevant details relating to the assessments in question, as
furnished by the Ministry are given below :

“Four assessces, three mentioned ...... above and another Shri
Arvindar Pal Singh were co-owners of the property having
1/4th share each. Wealth-tax assessments in respect of former
three mentioned in the audit para, for the years 1972-73 and

‘ 1973-74 were ed on  25-9-1974 and for the
3;’14-?5 on 15-2-1975. No reference was made to the Valuatien

In respect of the fourth co-sharer Shri Arvindar Pal Singh
refercnce was made to the Valuation Cell in respect of the said
property. Ap tly the assessments in this case werc not
completed at the time they were done in the case of the other
‘three co-sharers. The assessments were completed on 16-1-78
on the basis of the report of the Valnation Officer.

The Revenue Audit, vide objection dated 23-2-79, pointed out
that the assessments in the case of the other three co-sharers
should also have been revised, by taking suvitable remedial
action, on the basis of the Valuation of the property adopted
in the case of Shri Arvindar Pal Singh. They have, further ob-
served that the W.T.0. should have also taken action for the
assessment ycar 1970-71 and 1971-72, when the Valuation
report was received.”

. 3.22 The present position about rectification of assessments and rais-
ing of demands as intimated by the Ministry is given below :

“The assessments under Section 17(1)(a) of the Wealth-tax Act
had been re-opened in all the three cases. (Sept. ‘81) Reme-
dial action has alrcady been completed on 29-9-1981 by raising
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additional demands in the three cases under Section 17(1) (a)

as under :
Nhrn Of_;i;w.lswn,_.__ T N Addl. demand raised
- (l) A,m Smgh T o
197275 ., . . Re. 24,714 00
1973-74 . . . Rs. 1,868 -00
1974-75 . . . Rs. 5,785-00
(2) Amrik Singh :
1972-73 . Rs. 24,324 -00
1973-74 . . . . . . Rs. 1,868 -00
1974-75 . . . . . Rs. 4,198 -00
(3) Harbhajan Singh :
197274 Rs. 23,139-00
1973-74 Rs. 1,864 -00
197475 . Rs,  4,212:00
'f " 11 . P . . . . . Rs. 91,976 00

3 23 The case mentioned in para 4.07(ii) of the &udit Report again high-
lights the failurc of the assessing officer to conform to the departmental valua-
tion resulting in under-assessment of wealth of Rs. 31-87 lakhs. On the
omission being pointed by Revenue Audit, additional demand of the order of
Rs, 91,976 has been raised against the three assessees for the assessment
years 1972-73 to 1974-75. However, for the earlier two years viz., 1970-71
and 1971-72 the re-assessment proceedings have become time-barred. The
Committee consider that in such cases of glaring failures, the Wealth-tax
Officer concerned should be suitably taken up. The Committee would like
to be informed of the action taken against the concerned officer. The Com-
mittec would also like to be informed about the position of recovery of the
additional’ demand.

Audit Paragruph

3.24 The Income-tax records of an assessce for the assessment years
1966-67 to 1974-75 disclosed that she had purchased 1,14,605 sq. ft. of
land in a posh locality in Bangalore in May 1960 for a consideration ol
Rs. 1,05,000 and that she had sold portions of the land totalling
27,605 sq. ft. between the years 1965-66 and 1974-75. With
refercnce to these details, the area of land held by the assesseec og the
valuation date relevant to the assessment year 1966-67 would be 1,06,108
sq. ft. and wouid thereafter progressively reduce on successive valuation
dates bringing it on the valuation date rclevant to the assessment year 1974-
75 to 87,000 sq. ft. In the wealth-tax assessments of the assessee for the
assessment years 1966-67 to 1974-75, which werc made together on 16
March, 1979 (time-bar operating on 31 March, 1979), the area of land held
by the assessec on the respective valuation dates was uniformly taken at
50,000 sq. ft. only and its value was adopted as Rs. 5,56,600 for the assess-
ment years 1971-72 to 1974-75 and for the earlier assessment years, a
reduction of 10 per cent in value for each assessment year was made. Thus,
for all the assessment years the correct arca of land which was workable
-from the income-tax records was omitted to be adopted for valuation,
resulting in under-assessment of wealth aggregating Rs. 36,29,107 for nine
years from 1966-67 and a total short levy of tax of Rs, 86,706.
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3.25 The Ministry of Finance have accepted the audit objection in
principle.
[Paragraph 4.08(i) of the Reggrt of the Comptroller and Auditor
General of India for the 9-80, Union Government (Civil) —
Revenue Receipts, Vol. II—Direct Taxes pp. 124-125)

Facts of the case

3 26 The assessee referred to in the paragraph cited above is Smt. Sara
Bai. The property, which is the subject matter of valuation is situatgd at
37/2, Cunninghan Road, Bangalore, v

The relevant details relating to the assessments in question as furnish-
ed by the Ministry are given below.

‘‘Asstt, year Value of the Date of Date of

property return completion of

) Rs. . the assessment

1966-67 . .. . . . 3,33,630 25-2-75 18-3-79

1967-68 . . . 3,70,700 Do, Do,
1968-69 . . . 4,11,890 Do, Do.
1969-70 . . 4,57,650 Do, ‘Do.
1970-71 . . . 5,08,500 Do. Do.
1971-72 . . . 4,65,000 Do. Do.
1972-73 . . . . 5,96,000 Do. Do,
1973-74 . . . . 5,96,000 Do. Do,
1974-75 . . . . . 00 000 Do, Do.

The vnluauon of thc propeny shown in various rclurns was
supported by report dated 8-5-71 of an approved valuer.

The Revenue Audit pointed out that the approved valuer had
wrongly taken the area of land available with the assessee at
50,000 sq. ft, and that the correct arca of land availablc with
the assessee for the various assessment years should have been
worked with reference to the Income-tax records for the pur-
pose of valuation for the various assessment years.”

3.27 The present position about rectification of assessments and rais-
ing of demands as intimatcd by the Ministry is given below :

“The Commissioner of Wealth Tax has set aside the assessments for
all the years u/s 25(2) of the Wealth Tax Act on 11-3-81,
Re-assessment proceedings have not yet been completed.
(September, 1981)". ‘ :

3.28 In a somewhat similar case cited under paragraph 4.08(i) of the
Audit Report, the Wealth-tax Officer failed to work out the correct area of
land which was available in Income-tax records of the assessee for wealth-tax
purposes. Consequent under-assessment of wealth aggregating to Rs. 36 -29
Inkhs resulted in short levy of tax of Rs. 86,706. The assessments are stated
to have been set aside by the Commissioner of Income-tax on 11 March, 1981
but re-assessment proceedings had not becn completed upto September, 1981,
This is a case of failure on the part of the assessing officer to properly correlate
the assessment made under to direct taxes viz., Income-tax and Wealth-tax.
That this should be so despite constant exhortalions by the Committee and
repetitive instractions issued by the Board, is regrettable. The Committec
would stress the need for tightening up supervision at the level of I.A.Cs so
that such mistakes do not occar.
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(b) VALUATION OF URBAN IMMOVABLE PROPERTIES
3.29 The principle of valuation of properties is contained in section 7
.of the Wealth Tax Act, 1957. The sum aad substance of the provision is
that, subject to the rules as may be prescribed in this behalf, the value of
an asset shall be estimated to be the price which in the opinion‘ of the
assessing officer it would fetch if sold in the open market on the relevant
date. .
330 Valuation of immovable properties is generally made by one of
the '?ﬁllowing methods depending upon the nature of the casc :
(i) Land and building method.
(ii) Rent capitalisation method. .
(iii) Profit and loss- method.

Over a period of time, a ‘number of rules were inserted in the Wealth-Tax
Rulkes viz., Rules 1B, 1C, 1D, 2, 2A, 2B, 2C, 2D, 2E, 2F, 2G, 2H and 2L
All these rules laid down some principles or formulae providing guidance
in the matter of valuation of various classes of assets.

3.31 The Central Board of Direct Taxes issued a Circulur dated 28
September, 1957, prescribing the capitalisation method (by adopting a multi-
ple, say 20 times of such annual value) when the municipal valuation
appeared to be prima facie too law. Otherwise “the value of land ‘and
buildings should be estimated with due regard to the nature, size and
locality of the property, the amenities available and the price prevailing for
similar assets in .the same locality or in the neighbourhood of that locality.”

3.32 In another circular dated 16 March, 1968, the Central Board of
Direct Taxes laid down the following guidelines : '

“In view of the vartious divergent factors which affect the market _
value of the property no rigid rule for valuation of house pro-
perty can be followed. However, in the case of properties
covered by the Rent Control Acts it may be appropriate to
adopt the rent receivable as the basis of calculating unless the
circumstances warrant the adoption of a different mode of valu-
aﬁon.l’ .

3.33 The Chokshi Committee favoured the yield method. It recom-
mended that : ' : .

“Values of house propertics should be determined by the method of
capitalisation of the return actually reccived or which could
reasonably be received from those properties.”

3.34 Rule 1 BB ([Inserted by the Weaith-tax (Amendment) Rules,
1979, with effect from 1-4-1979] provides that ; ’

“For the purpose of sub-section (1) of Section 7, the vale of a
house which is wholly or mainly used for residential purposes
shall be the aggregate of the following amounts, namely :—

(a) the amount arrived at by multiplying the net maintainable
rent in respect of the part of the house used for- residential
purposes by the fraction 100/8; and

(b) the amount arrived at by multiplying the net maintainable
tent in respect of the remaining part of the house, if any, by
the fractiog 100/9.

_In relation to a house which is built on leasehold land, the fraction 100/9
and 100/10 respectively are applicable for (a) and (b). =
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3.35 Bxplaining the provisions of Rule 1BB which was inserted b
the Wealth Tax (Amesdment) Rules, 1979 with effect from 1 April, 1979,
the Ministry of Finance have stated : '

*....cstimale of price which an asset would fetch if sold in the
open market on the relévant date is decmed to be arrived at.
in accordance with the procedure laid down by the rules.
According to the provision contained in Rule 1BB the value of
a house 1s the aggregate of the amounts arrived at by multi-
plying the net maintainable rent by prescribed multiphier/
factor of 100/8 in respect of the part of the housc used for
sesidential purposes and that arrived at by mulliplying the
nct maintainable rent by multiplier/factor of 100/9 in respect

* of the remaining part of the house not used for residentia} pur-.
ppscs.  If the house is built on leasehold land then the multi-
plier/factor in respect of the part of the house for residential
purposes is to be taken at 100/9 in place of 100/8 and in
respect of thc remaining part of the housc not used for resi-
dential purposes, thc multiplier/factor is to be taken at 100/8
in place of 100/9.

The value of the housc «arrived at as above is to be adjusted
by increasing it by an amount, calculated as provided for in
the rule, in the cases of such house properties where the un-
built arca of the plot of land on which the house is built,
exceeds the arcas specified in the rule. It may be mentioned
that rule 1BB does not apply to the cascs of the nature speci-
fied in Sub-rule (5) of rule 1BB”,

3.36 The Committee desired to know whether it had been held by any
judicial authority that Rule 1BB was designed to give a concession and was
of retrospective application. In reply, the Ministry have stated :

“There has not so far been any judgment/decision by any High
Court with regard to retrospective application of or intent be-
hind the Rule 1BB. The special bench of the Income-tax
Appellate Tribunal, however, held that rule 1BB is retrospective
in application. Other benches are also reported to have follow-
ed this decision. These decisions have not been accepted by
the Department. The Ministry’s view is that Rule 1BB is appli-
cable for assessment year 1979-80 and onwards and not ear-
lter years.”

3.37 In Kusumben Mahadcvia V.. Commissioner of Wealth-tax (124 .
TTR 799) the Bombay High Court have held that a rule made under Section
7,‘must be for the purpose of carrying out the abject of Section 7. the
object béing to determine the market value as contemplated by Section 7(1).”
The Committee desired to know whether the provisions of Rule 1BB had
been reviewed in the light of the principle enunciated by the Bombay High
Court in the above cases. Ministry’s reply is still awaited (April, 1982).

3.38  The Committee desired to know the mode of valuation of sclf-
occupied residential properties that existed prior to the incorporation of
Rule 1BB effective from 1 April 1979. The-Chairman, CBDT stated :

“There was a general concession of Rs. one Jakh in the case of ow-
ners who possess a residential accommodation. At that time also
p



42

we were trying to arrive at the value of the house by capitalis-
ing the rent yield. But then there was another Section name-
ly 7(4) which existed prior to 1.4.1979. Acoord:ﬁ
to this Section, the valuc of the house would be pegg

at the value as for the year 1971-72 or the year of acquisi-
tion of the property, whichever is latter. In the case of resi-
dential housc or self-occupied housc which was constructed
after 1971, the value of the house would be pegged on the
basis of the value for thc year in which the house was cons-
tructed. In the case of houses constructed prior to 1971, if
the value has increased from 1971, the enhanced valuc will be

ignOl'ed.”

3.39 Asked to clarify whether valuation of identical properties cons-
tructed prior to 1971 and those constructed after that year, would be govern-
ed by separate modes of valuation, the Chairman, CBDT stated :

“Under Rule 7(4) the value for thc year in which the property is

constructed or-the assessment year 1971-72, whichever is later,
is taken into account. So in this casc, the value for the
assessment year 1971-72 would be the value of the property.
In the case of the second example (i.e., propertics constructed
after 1971-72), we should work out the net annual value and
then multiply it with the prescribed multiplier if it is self occu-
pied. It is 9 times, I think, We would take net maintainable
rent of such a property.” ’

3.40 The Committee cnquired whether this did not leads to inequitous
valnation, since the fair market value of the propertics was identical on the
date of valuation. -The Chairman, CBDT stated :

. .there are inequities like this. Tt is the policy of the

Government that more houses should be built*so that people
can either live in their own houses or rent them out to others
and for that, the Govérnment want lo give some concessions.
Now, it is for the assessec to see all these things.. He may put
his money in the agricultural land for which the whole of his
money would be exempt. There are certain concessions al-
lowed. But we cannot compare one assessee of this type with
other assessee of that type.” /

3.41 Asked whether it could be.concluded that the assessable valuc
was different from the fair market value, the Chairman CBDT stated :

“May be different. We are assuming that the market value is equal‘

to that, by assumption.”

3.42 The Committee enquircd whether arrangements existed for- syste-
matic suﬁply of information regarding rental values, in various areas, avail-

able wit

Municipal /registration authoritics, to sssessing and valuing offi-

cers. The Ministry of Finance (Deptt. of Revenue) have in a note, stated :
“Registration offices do not seem to maintain record of rental values,

Municipal authorities do maintain such records for fixing muni-
cipal taxes on properties. . . the Commissioners of Income-tax
get the necessary data through Central Intelligence Branches as
and when necessary. Some of the wnits of the Valuation Cell.
have reported that they collec: data on rental value in their
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respective areas. The datp collected in each case is kept in a
continuous record for reference in. future cases and utilised as
and when pecded.”

343 The Committee desired to know the effect of Section 7(4) of the
Wealth-tax Act and Rule 1BB of the Wealth-tax Rules in relation to
houses on the functioning of the Valuation Cells and whether the pending
references had been reviewed in the light of these new provisions. In reply,
the Ministry of Finance have stated :

“The promulgation of Rule 1BB and the provision of Section 7(4)
of the Wealth-tax Act have tended to reduce the number of
references made to valuation cell in the cases of residential
housc.

The new provisions have been made prospectively. The ques-
. tion of reviewing the references alrcady made, thercfore should
not arise.”

3.44 Asked whether the utility of the Valuation Cell had greatly dimi-
nishf;]d with the introduction of Rule 1BB, the Chairman, C.B.D.T.
replied :

“1BB covers only residential property. You have the commercial
properties. These go to the Valuation Cell.”

He added :

“Valuation Cell will be concerned with Valuation of properties
for Income-tax purposes; there are also gift tax cases, there are
also Bstate Duty cases.”

3.45 The Committec pointed out that the commercial properties were
covered by global valuation and their value may be reflected in the balance
sheets. The Committee, therefore enquired about the rationale for artificial
valuation of commercial properties. The Chairman, C.B.D.T, stated :

“We are scparately considering framing a rule for commercial
properties. I agree that it would be better if we have rules for
remaining type of properties also and do away with the valuers’
certificates completely.”

3.46 The Committec Eointed out that there was a multiplicity of agencies
for valuation of immovable properties for different purposes and enquired
whether it would nat be desirable to have only one agency for valuation for
purposes of municipal taxes, state registration fees, Income-tax, wealth-tax,
estate duty and gift tax. The Finance Secretary stated :

“We can certainly consult thé States about ha,vihg one valuation
Cell like this. Whatever may be the reaction of the States, we
have to consult them.”

3.47 Asked about the various taxes—Central, State and Local, for which
valuation of properties was necessary, the Ministry of Finance have stated :

“Information on all Local, Stdate and Central taxes leviable in
the country for which valuation of properties is required to be

made is not available.”
4-1321.85/82
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Valuation Cell
_ 3.48 On the recommendation of the Public Accounts Committee a Valua-
tion Cell was set up in the Income-tax t in October 1968 to
assist the Income-tax Officers in detecting -valyation of urban ipamaov-

able properties. The work-load of the Valuation Cell considerably incxemsed
after the enforcement of the Taxation Laws (Amendment) Act, 1972, when
it acquired statutory recognition. Prior to that the functions of the were
purely advisory.

bel 3.49 The organisation and functions of the Valuation Cell are given
ow :

(1) Organisation :

There are two Chief Engineers located respectively at New Delhi
and Madras ksown as Regional Valuation Officers under the
Wealth-tax Act. The Cell functions under the over all super-
vision of the Central Board of Direct Taxes, '

The Regional Valuation Officer is assisted by District Valuation
Officers, Valuation Officers, and Asstt, Valuation Officers, who
are respectively of the rank of Superintending Engineer, Execu-
tive Engineer and Asstt. Engineer. They are assigned jurisdic-
tion with reference to monetary limits of the value of the
property.

A2) Functions :

The main function of Valuation Cell is to deal with the cascs
pertaining to valuation of immovable properties (lands, build-
ings, plant and machinery) referred to them under the provisions
of different Acts. The valuation of lands and buildings arc
dealt with by qualified Civil Engineer borne orr the cadre of the
CPWD, and posted to the Valuation Cell at different stations
all over India. For valuation of plant and machinery there arc
two Exccutive Engineers (Electrical) also from CPWD and
posted at New Delhi and Madras respectively.

The valuation cell handles references made by assessing officers
broadly falling under 4 categories as under :

(i) Statutory references : These are made by the assessing
officers under the following provisions :

(a) Section 16A of the Wealth-tax Act, 1957.
(b) Scction 55A of thc Income-tax Act, 1961,
(c) Section 15(6) of the Gift®tax Act, 1958,

Tn all these cases the valuation made by the officers of the valua-
tion cell is mandatory and valuation of the property is to be
taken accordingly,

(ii) Semi-statutory references : These are made bv the Inspect-
ing Asstt. Cmmissioner (acquisition) u/s 269L of the Income-
tax Act, 1961, The purpose is to determine whether th~ pro-
perty in auestion is fit for being taken under the proreedines
for acquisition under Chapter XXA of Income-tax Act. 1961.
The Valuation Officer in these cases is empowered to Call for
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reports, ¢ out inspection of the and to determine
the fair market valwe but his vmot mandatory.

(iii) Advisory references : Im these cases references ame mde
for determiming the cost of coastruction of a building for
Income-Tax purposes or for the cases relating to Estate Duty.
The Valuation Officer has no statutory powers for ccmpellmg
production of documents/dctails and for Inspection of

property etc. The valuation made is also not mandatory.

(iv) References for appearance before the Appellate Autho-
rities . Where the assessee gocs in appeal against the assessment
on ground of valuation, among others, before the appellate
authority such as AAC/CIT(A)/Income-tax Appellate Tribu-
nal, valuation officers are given an tunity under the rele-
vant Act for being heard by the Ap authorities in respect
of the departmental valuations.

3.50 Instructions were issued by the Central Board of Direct Taxes on
28 December, 1971 on the types and categories of assets which were
required to be referred to the Valuation Cells by the assessing officers. Under
Section 16A of the Wealth-tax Act, inserted from 1st January 1973, the
Wealth-tax Officer may refer the valuation of any asset to the Valuation

Officer :

(a) In @ case where the valué of the agset as returned is;in accord-
ance with the estimate madec by a registered valuer, if the
Wealth-tax Officer is of opinion that the value so rcturned is
less than its fair market value;

(b) In any other case, if the Wealth-tax Officer is of opinion—

(i) that the fair market value of the asset exceeds the value of
the asset as returned by more than such percentage of the value
of the asset as returned or by more than such amount as may
be prescribed in this behalf; or

(ii) that having regard to the nature of the asset and other
relevant circumstances, it is necessary so to do.

3.51 According to Rule 3B inserted with effect from 1 January, 1973,
a reference may be made to the Departmental Valuation Officer, if the
assessing officer considers that the fair market valuc exceeds the returned
value by more than 33-1/3 per cent or Rs. 50,000 whichever is less.

3.52 Where a reference is made to the Valuation Officer, it is oblicatory
on the Wealth-tax Officer to complete the assessment in accordance with the
valuation of the Valuation Officer vide Section 16(6) of the Act.

3.53 The following table shows the number of wealth-tax cases decided
by the Valuation Cells and the total amount of valuation made by them

compared with the returned value in the decided cases :
{In Iakhq of mpue';)

Wcahh 1ax
Year " Value returned Value dctermin?l
197778 .. . 22,481 -36 47,902 78
1978.79 .. . 38,924 70 1,09,733 96

1979.80 . . . . 13,600 -81 37.109 .51
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3.54 According to these figures the values given by the Valuation Cells
l'nn’fo from 212 to 280 per cent of the values returned during the years
1977-78 to 1979-80. Asked whether these figures would be truly indicative:
of the extent of under-valuation or the higher values would ve been
quashed in appeal in most of these cases, the Ministry stated :

““There is no source records/data from which the number of
cases in which the values given by the Valuation Cells under the
Wealth-tax Act were modified and the extent of reduction/
modification effected in appcal could be gathered. However,
a sample study to have an idea of the extent of modification of
the values determined by the Valuation Cells in appeal, was
conducted in the metropolitan charges of Delhi, Bombay, West
Bengal and Tamil Nadu. The information compiled in respect
of the charges of West Bengal and Tamil Nadvu is given overleaf.
Certain clarifications in respect of information received from

. Delhi and Bombay, have been called for and are awaited.”
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3.55 The following statement shows the number of cases referred to
Valupation Cells, number finalised and the number of cases pendimg with
Valuation Cells at the end of each year from 1975-76 to 1979-80.

Year No. of cases No. of cases No. of cases
referred to finalised pending with
valuation cells. Valuation Cels

at the end of
each pear.
1 2 3 L
NORTHERN ZONE
1975-76 . . . 14,133 13,389 6,736
197677 . . . . . 17,433 16,452 1,17
1977.718 . . . . . 17,461 16,453 8,725
197879 . . . . . 2432 21,950 8607
1979-80 . . . . . 18,132 17,420 9,399
SOUTHERN ZONE
1975-76 . . . 10,806 #0,380 4,951
197677 . . . . . 7,709 7,847 4,813
1977718 . . . . . 9.,7% 8,170 6,419
197879 . . . . . 9338 12,883 2,894
1979-80 . . . . . 7.91% 8,117 2,69

3.56 In regard to awerage time taken by the valuation cells for finalisa-
tion of valuation of properties, the Ministry of Finance have informed the
Committee as follows : —

“The average time taken by the Cell for ﬁnaljsation of valmation
on a reference is 4 to 7 monthy depending upon the nature of
reference as to whether it is statutory or non-statutory and upon
the complexity of the case and co-operation of the assessee in
furnishing required information, details and documents or faci-
litating inspection and also the pcndcncy of the references with

them.”
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Registered Valuers

3.57 Under Section 34-AB of the Wealth-tax Act, inserted with effect
from 15 November, 1972, the Board is required to maintain a register to
be calied the Register of Valuers who will be persons possessing qualification
prescribed (in rules) in thig behalf.

3.58 The number of persons registcred as on 9-7-81 as valuers under
Section 34 AB of the Wealth-tax Act and the category of assets for the
valvation of which théy arc registered are given below :

5. No. of persoms Categoties of assets for which registered
No. registered

1. 2031 . . Immovable

2. 235 . . Agricultural lands,

3. 4 . Plantations of Coffee, tea, rubbér and cardamom

¥, 1 . Forest

s, 3 Mines and quarries.

6. 193 Stocks, shares and debentures, securities shares in

partnership firms and business assets etc.

7. 86 Machinery and Plant

4. 574 . Jewellery

9. 1 . . Works of art.

10, 10 . . . Life interest reversions and interest in expeciancy

1,283

3.59 According to the Ministry of Finance, the institution of registered
valuers was introduced with a view to bringing about better regulations and
discipline over non-official valuers. The valuers appointed under section 4
of Estaie Duty Act who were performing their function under the Wcalth-tax
Act also were replaced by the registered valuers over whom the Board exer-
cised some control,  Provisions were made in the Wealth-tax Act relating
to appearance by registered valuers before the wealth-tax authority on behalf
of the asscssees.

3.60 The Committee desired to know about the type of controt exercised
by the Central Board of Direct Taxes on the Registered Valuers. In a notc
the Ministry of Finance (Department of Revenue) have stated as follows :

“Section 34AD provides for removal of names of the valuers
from the register where the Board is satisfied that it is necessary
to do so, after giving the lE:crson concerned reasonable oppor-
tunity of being heard and after such further enquiry if any, as it
deems fit to make. The name of registered valuer may be so
removed by the Board in the cases where (i) name is found to
have been entered in the register by error or on account of mis-
representation or suppression of a muterial fact (ii) where the
registered valuer is convicted of an offence and sentenced to a
term of imprisonment, or has been found guilty of misconduct _
in his professional capacity rendering him unfit to be kept on
the register of valuers. Rules 8(E) to 8(M) have beea pres-
cribed for the aforesaid purpose of exercising contrel over
registered valuers.”
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3.61 Asked to indicate the number of cases wherein the Department had
procesded so far against registered/approved valuers for under-valuing
propesty, the Ministry of Finance have stated :

- “According to the reports received from Commissioners of
Income-tax, there is no case of valuer against whom action has
of Encome-tax, Agra, Bombay, Kanpor. Ranpur(c). Delts (1V,

) y Om‘ Yt ._ .anpurt ur{c ’ ! »

- V & (C), Tamilnadu-TII and Baroda are u::ged (Dec. 1931)'_‘.

~ 3.62 The Committee desired to know about the inherent defects in the
institution of registered/approved valuers which add to the work of depart-.
meatal valuation officers. In reply, the Ministry of Fimance (Deptt. of
Revenue) have stated : ' o

“As reported by Valuation Cell, onc of the reasons which adds
. to their work and leads to delay in the disposal of valuation
cases is that the registered valuers do not furnish their valuation

rerorts in the form prescribed under the rules and do not give
all the required information.” .

3.63 The Committee enquired if the Board had used its powers of
control over the Registered Valuers to improve their working. In a note,
the Ministry of Finance (Department of Revenue) have stated :

“To avoid delay and to persuade the registered valuers to furnish
valuation report in prescribed proforma accompanied by essen-
tial documents, instructions were issued to all commissioners to
advise the registered valuers to strictly follow the provisions of
Rule 8D and submit valuation reports in prescribed form and
also necessary information alongwith the repott. The Commis-
sioners were also asked to warn them that failure to do so shall
be construed as misconduct is professional capacity within the
meaning of Sec, 34AD(I) (ii) of Wealth-tax Act.”

3.64 At the instance of the Committee, the Ministry have furnished the
following statement showing the proportion of wealth-tax returns which were
supported by valuation done by registered valuers in various charges during
the last 2 years, The number of cases in which the basis for valuation
adopted by registered valuers was questioned by assessing officers and the
percentage thereof to the total number of such cases : '

S. Nameof CIT. Proportion of  No. of cases “Percentage
No. W.T. returns in which ba sis

supported by for valuation
‘valuation done  adopted by
by registered registered valuers

A valuers has been .

questioned by

] ,__ assessing officers
1. = 2 L 4. . S
1. Kohapur . . . 10% 265 14
2. Rohtak S 14 , 44 3
3 Pume .. . Y 109 .3

4."Nmsik . . . 102% R | _ 567

5. Vishakhapatanam . . Y I 1 | R ¥

6. Cochin/Trivandurm . . 13-5% 121 T 1044
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I 2 3 ’ 4 5

7. Coimbatore . . . 20% 256 -35 40
8. Jbalpur . . . . 25% 84 10
9. Nagpur . . . . 24% 97 p
10. Jullundur . . . . 21% 31 22
11, Patiala . . . | 5t010% 37 14
12. Jaipur . . . . 41% 106 2t
13. Jodhpur . . . . 9% 63 3
14. Shillong | . . 6:3% 21 l

: cases (simple basis)

15. Andhra Pradesh-] & 11 . 11:4% 24 5¢
16, Orissa . . . . 103% 11 55
17. 'West Bengal (C-1 & IT) . 12 15 A4
18. Karnataka—] & IT (C) . Varies from

209% to 15%
from circle to

circle. T

19.  West Bengal all charges above About. -
30% . . (Average) About 25 cases 15
20. Bombay (c)—I & I . 2% 35 66
21. Tamilnadu—] . .29 -— —
22. Tamilnadu—1 . .22% 10 15
23. Tamilnadu— 1V . 2% 10 5
24, Madurai . . 10% 72 25
25. Bhopal . . LNy 79 2
26. Lucknow . . . 25257, 110 1135
27.  Tamilnadu (Central) .33y 100 76 -43
28. Amritsar . . . By% 10 10
29, Ranchi . . .25 19 21
30. Patna . . . 45-299, 3 215
31. Rajkot . . . . 409 41 15
32, Delhi—1, 1L 11 &IV . . 60% 139 37
33, Tamilnaduo---111 . . .24 * 10
34, Baroda | . . . 49539 24 .
35. Meerut ) . . 39Y * 50
36. Gujarat . . . 60% 301 56
(All charges including central)

*This particular information is awaited from CIT c>ncerned.
Notes : 1. The information has been gathered on a sample basis by having the physical
scrutiny of the files made in one of two wards in cach IAC's Range in a
Commissioner’s charge. In some Commissioners Charges, which are com-
paratively smaller, the information has been collected from all the wards.
The information in Col. No. 3 is with regard to wealth-tax returns Gled during
the finantial years 1979-80 and 1980-81 and that given is col. 4 is with regard
to wealth-tax assessments completed during these financial years.
2. Reports/clarifications are awaited from Cs. 1.T. Agra, Bombay, Kanpur(C),
Ludhiana, Allahabad and Delhi-1v, V and (C). 3

3.65 The Central Board of Dircct Taxes had caused a sample study on
the Tate of valuation certificates in some selected metropolitan to be
Cﬂnfltlcted in respect of wealth-tax and estate duty assessments completed
during the financial year 1974-75. The results of the Study are refiected in

the following statement :
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3.66 Rule 1 BB incorporated from 1 April, 1979 governs valuation of resi-
deatial houses with multiplier factors of 100/8 and 100/9 applicable to ‘net
maintainable rent’, The formula in this rule is independent of market value
and even of sctual cost. In Kusumban D. Mahadevia Vs. Commissioner of
‘Wealth Tax (124 ITR 799), the Bombay High Court have held that a rule
“‘made under Section 7, must be for the purpose of carrying out the object of
section 7, the object being to determine the market value as contemplated
by Section 7(1).”” The Rule thus contravenes the principle of open market
valae provided for in Section 7(1) in respect of fully marketable assets like real
property. Furthermore, Rule 1BB is irreconciliable with the provisions ef
the Income tax Act and the Gift-tax Act wherein the principle of fair market
value determined by normal market forces, continues to apply. The Com-
‘mittee consider that since Rule 1BB lays down an altogether different mode of
valuation of house property which has nothing to do with the concept of fair
market value as enumerated in Section 7 (1), it is a substantive provision and
4 separate law in itself. The Committee, therefore, desire that the views of the
Mimistry of Law should be obtained in this regard. The Committee would
Tike to be apprised of the same,

3.67 The Committee find that after the incorporation of Rule 1 BB with
effect from 1-4-79, the maintenance and updating of record of rental values of
houses used for residential purposes has assumed added importance. The
Committee have been informed that only some of the units of the Valuation
Cell collect data on rental value in their respective areas which is kept,as a con-
tinnous record for reference in future cases and utilised as and when nccessary.
The Committee would impress upon the Board the need to devise better infor-
mation systems and control mechaunisms to ensure collection and dissemination
of data on sale of land/houses, rental values in close coordination with the
municipal authorities, Registration offices of the State Governments, State
Housing Boards etc. The Committee would like to be apprised of the steps
taken in this direction. 3 Pk '

R et

3.68 The Committee find that the average time taken by the Valuation
Cells for finalisation of .valuation on a reference is 4 to 7 months depending on
the nature of reference. On an average, the Valuation Cells i the [Northern
and Southern Zones finalised 17,133 and 9,479 valuations per vear respoctively
in the last five years. Even so, the pendency as on 31 March, 1980 was 9,399
and 2,696 respectively. The Audit Report [Para 1.15(iii)] shows that the
valoes determined by the Valuation Cells ranged from 212 to 280 pcr cent of
the values returncd during the years 1977-78 to 1979-80. The Committee
bave been informed that in the absence of specific stadies on the fate of yalua-
tions done by Valuation Cells, it is difficult to conclude how far these have been
helpful in preventing evasion of taxes through under-valuation of assets.
However, a sample study was conducted by the Department in some selected
metropolitan charges of Delhi, West Bengal, Bombay and Tamil Nada to
have an idea of the extent of motllﬂcltion of the values determincd by the
Valuation Cells in appeal,

3.69 The Committec find that out of 74 properties in West Bengal and
Tamilnadu charges, (certain clarifications in respect of Delhi and Bombay are
still awaited), covered by the sample study on the basis of assessments com-
pleted daring 1974-75 on the basis of valuation made by the Valuation Cell,
the Valuation was disputed by the assessees in 38 cases. In 20 cases, the
valuation made by the Cell was totally confirmed by the AAC/CIT(A)/Tribumal
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and partially reduced in 13 cases. In the remaining 5 cases, it was totally
reduced by the Appellate anthorities.

3.70 The Committee thus find that the values determined by the Valuation
Cell are not upheld by the appellate authorities in a quite large number of
cases. The Committee comsider that while on the one hand, it is necessary
to curb the tendency on the part of the assessces to undervalue the properties,
it is equally necessary that the valuation officers act in a judicious manner and
be fair both to the assessees and the revenue. This underscores the need for
proper <election and training of the personnel employed for this work.

3.71 The large arrears outstanding both in the Northern and Southern
Zones also point to the nced for streamlining the functioning of the Valuation
Cells so that the pendency as well as the time lag of 4 to 7 months in completing
the valuntion are éffectively reduced. The Committee, therefore, suggest
that a work and methods study into the functioning of the Valuation Cells
should he carricd out and necessary action (aken in the light thereof to stream-
line the system,

3.72 The Committec have been informed that Section 7(4) of the Wealth-
fax Act effective from April 1976 coupled with Rule 1 BB effective from April,
1979 have tended to reduce the number of references made to Valuation Cells
in cases of residential properties. The Department is separately considering
framing a rule for commercial properties. The Chairman, Central Board of
Direct Taxes stated in evidence that ¢ ‘it would be better if we have rules for the
remafining type of propertics also and do away with the Valuers® certificates
completely”. .

3.73 The Committee consider that so long as the avowed object for which
the Valuation Cells were set up viz., that of preventing large scale avoidance of
taxes by under-statement of the returned value of assets and making invest-
ment of unaccounted money in real estate unprofitable and umattractive is
not achieved, the need for such an organisation will remain. The Committee
would therefore expect the Ministry of Finance to keep a close watch on their
functioning.

3.74 The institution of registered valuers was introduced with a view to
bringing about better reyulation and discipline over non-official valuers, The
number of registered valuers as in July 1981 was 3283, ' Of these, 2031 were
in respect of immovable properties, 574 in respect of jewellery, 235 in respect
of agricultural lands, 193 in respect of stocks, shares, sccurities etc., 186
in respect of machinery and plant, 49 in respect of plantations of coffee, tea,
rubber and cardamom, 10 in respect of life interest, reversions and interest
in expectancy, 3 in respect of mines and quarries. and one each in respect of
forests and works of art.

3.75 The Committee have been informed that one of the reasons whick
adds to the work of the Valuation Cell and leads to delay in the disposal of
valuntion cases is that the registered valuers do not furnish the valuation reports
in the form prescribed nor do they give all the required information. However,
there has been no casc of a registered valuer against whom action has been
taken so far under Section 34AD for misrepresentation or suppression of a
material fact or for misconduct in his professional capacity.

3.76 The data furnished at the instance of the Committce shows that the
Proportion of wealth-tax returns supported by valuation done by registered
valuers in the various Charges varies from 5 to 10 per cent in the Patiala
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C.LT. Change to 72 per cont in West Bengsl (C-I and C-H) Charges. The
aumber of cases in which the basis for valuation adopted by the registered
valuers was questioned/disapproved by the assessing officers is anywhere
between § per cent in Shilleng C.L.T. Charge to 76 ‘43 in Tamil Nadu (Central)

3.77 The Charges where the percentage of cases questioned/disapproved
by the assessing officers was high are Bombay C I and 11 (66°/), Amdbra
Pradesh I and 1T (549)), Gujarat all Charges (56°), Meerut (50°,), West
Bengal 1 and H and (C) (44°/). Considering the high percentage of such cases
and the admitted fact that the registered valuers tend to delay giving infor-
mation and even then do not_give all the information required, the Committee
consider that there is need for exercising stricter supervision and discipline
over the registered valuers. The Committee would, therefore, like a
study to be made to find out the type of deficiencies generally noticed with parti-
cular reference to the amount of under-valuation moticed by the
officers/appellate authorities so as to find out to what extent the institution has
subserved the objectives in view and what measares need to be devised to im-
prove the system in the interest of revenne.

3,78 The valuation of properties is important not only for the purpose of
wealth tax, but also for other Central direct taxes, like gift tax, ecstate, duty
and capital gains tax. It is also important for State taxes, like registration
fees and stamp duty. It has its relevance for municipal taxes, like property
tax too. The provisions of various laws governing valuation are not, however,
identical; even the basic principle of ‘market value’ has heen departed from in
respect of residential houses for wealth tax purposes under Rule 1 BB of the
Wealth Tax Rales, 1957. Even where the basic principles remain the same,
differcnt modes of valuation have been prescribed by rules or instructions
issued under different tax laws. In the resultant situation different values for
the self same property are determined at the same time by different tax autho-
rities for purposes of different taxes. In fact, the Commiftee have come
across cases, such as those commented upon in para 3.103 of the Committee’s
7th Report (6th Lok Sabha), where different values for the same properties
are adopted for purposes of different taxes though the principles of valuation
as well as the instructions under the two tax laws happen to be the same. For
purposes of Central direct taxes the institution of approved/registered valuers
was introduced to bring about better regulation and discipline over non-official
valuers. Despite the specific recommendations of the Public Accounts Com-
mittee contained in Paras 2.7 of their 117th Report (4th Lok Sabha), and
3.98 of their 7th Report (6th Lok Sabha) about the Central Board of Direct
Taxes exercising proper control over the registered valuers and in spite of the
powers given to the Board for that purpose under Chapter VII (B) of the
Wealth Tax Act, 1957, it has apparently, not been possible for the Board to
control their activities. According to the evidence tendered by the Ministry
of Finance before the Committec <. . . . the registered valuers do not furnish their
valuation reports in the form prescribed under the rules and do not give all
the required information’. As a measure of further control departmental
Valaation Cells manned by engineering officers were set up to help the Central
Tax authorities and these valuation cells were also given statutory recognition
in the various Central direct tax laws. The evidence before the Committee
would cast serious doubt on the efficacy of these Valuation Cells also. The
Committee have repeatedly come across cases where references on question of
valuation were not made to the Valuation Cells though required to be made,
or where valuations given by the Cells were not adopted in the assessments
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des) provisions of the Central tax laws making such valuations

on the tax autherities, The time taken by the Valuatior Cells to give
their- valuation repoxts-is also far too.long and the number of cases remaining
pending with them very high, The large number of cases valuations given by
the Valuation €ells do not stand the test of appeal.

3.79 The Committee are of the opinion that this multitude of legal pro-
visions, modes of valuation and valuation authorities for the valuation of self-
same properties has created a situation where property taxes have become a
matter of great harassment as well as abuse. While unscrupulous people are
able to evade payment of Central, State, as well as local taxes with impunpity,
the honest tax payers are harassed by different tax as well as valuation auntho-
rities. It is the Committees, considcred opinion that a system based on a
common principle of valuation for all property taxes with a common imple-
mentation mechinery would go a long way in improving the administration of
all these taxes and also in ameliorating the hardships caused to the tax-payers
on this account. The Committee would strongly reccommend that the Govern-
ment of India should in consultation with the State Governments, arrive at a
common principle of valuation for all property taxes in the country and set
up an autonomous valuation authority free from departmental or extraneous
influences which should applying this common principle of valuation, determine,
objectively the values of all real properties at least in the urban centres in the
country. The values so determined by this authority could be revicwed/up-
dated by it periodically, say, at quinquennial intervals. The valuation certi-
ficate given by this authority in respect of any particalar property shounld then

be necessary as well as sufficicnt for all taxes relating to that property, Central,
State or local.

(C) SURVEY OF URBAN IMMOVABLE PROPERTIES

3.80 A brief note on the set up and functions of the survey organisation
furnished by the Ministry indicates the following position :

“The Income-tax Department identifics new assessees through survey.
Survey is an integrated operation involving detection and
utilisation of information from external and internal sources.
The object of survey is (i) to bring into tax register all persoms
liable to tax and (ii) to collect relevant  information  from
various sources with a view (o detecting evasion of tax. 1t
is a continuous activity to achicve this object and includes
survey of business premises, survey of house properties in
various localitics and collection of information from various
sources. Survey is a local activity carried out mainly by the
Inspectors of Income-tax and is orguniscd by the Inspecting
Assistant Commissioners and Income-tax Oflicers under the
supervision of the Commissioners of Income-tax. With the
sanction of 500 additional posts of Inspectors of Income-tax
in June, 1979 the Survey Organisation has been set up on a

permanent footing. Eight Commissioners of Income-tax
designated as Commissioners of Income-tax (Investigation)

have recently been posted at Delhi, Bombay, Calcutta, Madras,
Ahmedabad, Bangalore, Hyderabad and Ludhiana and have
been made mainly incharge of survey operations. To monitor
the progress of survey operations on all India basis a Director
of Inspection (Survey) has been posted at New Delhi. The
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overall control over the survey uctivities of the Department is
exercised by Member (Inv.) of Central Board of Direct Taxes,
New Delhi. * As on 31 August, 1981, 81 Income-tax Officers
were deployed exclusively for work relating to survey. As
regards the Inspectors of Income-tax, out of 742 Inspectors
required by the Board to be deployed exclusively for survey
work, pending further sanction of posts for recently intensified
intelligence activities, 223 Inspectors have been temporarily
asked to be withdrawn from survey work for being deployed
for intelligence work.”

"3.81 Details of the survey operations undertaken during each of the
last 3 years as also the attion taken to recover the tax dues from such
asgessees as furnished by the Ministry are given below :

1978-79  1979-80 1980-81 1981-82

(Upto Oct., 81)

1. No, of premises surveved 138207 397372 551477 265257
2. NWo, of extracts taken . 247971 Not 127640 175098
) available,

3. No. of new assessees to whom
notices  for assessment/re- s
assessment issued
LT. . . . 53608 81746 87304 45869
W.T. . . . . 4452 7722 3119 1759
4, No, of assessments made  in
Survey cases.
IT. . . . 50700 59465 70347 28895
WwT. . . . 1690 3316 2931 1322
5. Demand raised (000) :
LT. . . . . 58490 57085 + 70184 20104
w.T. . . . . 3344 2083 5479 anm
“6. No. of Voluntary returns fiked :
LT. S 160090 153219 154181 125210
Ww.T. . . . - 4048 " 5874 6086 2912

“The number of new Wealth~-tax assessees found during the last
three years is given in the above statistical information.

The number of assessees having assessable wealth of upto
Rs. 5,00,000 and over Rs. 5,00,000 lakhs separately is mnot
presenty available.

As rﬁgs recovery of tax dues, it may be stated that whenever

is outstanding demand, action is taken in accordance with
the Act inchiding imposition of penalties and sending certifi-
cates to the TROs. Information regarding the tax actually
collected from such assessees is not presently available,”

3.82 There has been a ghenomenal increase in the price of real Frcpcﬁ.‘y‘
A survey published in the Fortnightly ‘India Today’ dated July 1-15, 1981
reveals the following trends :

“In Defence Colony, one of South Delhi’s oldest residential areas, a
three bedroom single storey house on a 270 square metre plot
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thR.{f-lsl;akhsasoom to Rs. 12 lakhs a
In more tigeous ential areas like Sunder

Exclusive luxury duplex apartments—carpet area 4,000 square
foot—are being il:nned for the ridge on Malabar Hill each
costs, as present Rs, 40 to 50 lakhs, by the timg they are com-

, the flats would have a market value of Rs. 1.50 crores.
other prestigeous residential areas of the city like Warden:
Road and Nepean Sea Road, a well constructed flat is available
at the rate of Rs. 1,200 to Rs. 1,600 per square ft. On Marine
Drive, the long ami winding road that skirts the breakers of
the Arabian Sea; a pugree of Rs. 10 lakhs is expected for a
2,000 square foot flat.” X :

3.83 The position is not dissimilar in other important cities like Calcutta,
., Bangalore, Ahmedabad etc., where also unprecedented escalation
in real property prices can be noticed.

3.84 An idea of the range of prices of land obtained in Delhi in the
auctions of residential and commercial plots by the Delhi Development
Authority may be had from the following :

Date of Areaflocality Average

auction . rate per

sq. metre
Residential " 6-7-1981 East Delhi/Yamunapuri (Ghonda) 407/
6-5-1981 West Delhi/Paschimpuri Vikas 1005/-
Puri.

26-5-1981 Vikas Puri. 569/-

26-6-1981 North Delhi/Pitampura 827/-

22-6-1981 Shalimar Bagh 1106/-

29-4-1981 South Delhi/Safdarjung Enc. 2996/~

Commercial 20-5-1981  West Delhi/Naraina Indl, Area * 6225/

27-2-1981  South Dethi/Bhikaji Cama Placc 34143/

3.85 The Committee called for information on the range of cost of
land -and construction per sq. yard and per sq. ft. respectively in urban
arees like Delhi, Bombay, ta and Madras. The Ministry of Finance
(Department of Revenue) have furnished the following information :

Bombay Calcutta Delhi Madras

Range of cost of land per sq. yard . Rs.150t0  Rs.350t0  Rs.300¢to. Rs. 3510
Rs. 4,000. Rs. 3,660. Rs. 4,400. Rs. 1,100,

Range of cost of construction per
5q. foot . . . . Rs.BGto Rs. B8ty Rs.69to Rs.75¢0
Rs. 121. Rs.135.  Rs. 100, Rs. 106.
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3.86ﬁccommitwahadbommpeatuﬂ expressing concern about th
thwmmvmmmigmmm tax returns, Th:
%specm squads was suspended in December, 1976. Thereafter
'gethe el Boar Board of mmot I Taxes issued instructions on 5 October, 1977
t oners ncome-tax to their of
i s s et s S e e oL e
covered by survey by the end of the financial year 1979-80; priority being
given to posh localities/new localities and important markets. A further
cu-cul.a:ti lettcbl;u dmm”g emphasized the need for intens; ﬂymfmmmvy
operations, ) date f i i
from 31-3-80 to 31-3-82. faret or coveting ol e

3.87 The Committee enquired whether survey operations particularl
inmcuogoﬁmndﬁtocmr,auprogerﬁawﬁmks. Slakhshavi
been carried out. The Chairman, C.B.D.T. stated :

“It is only 5% of the assessees who have wealth above Rs. % lakhs,
The number of people having 10 lakhs to 20 lakhs is very
small. It will have to be seen that the Wealth Tax Act itself
allows lots of exemptions, and deductions, The basic exemption
is now Rs. 1.50 lakhs. After considering all these exemptions
and deductions, a person who has a net wealth of Rs. 5 lakhs
would in effect have about Rs. 8 to 9 lakhs. May be some
people are not disclosing correct wealth and they may not be
on our register, but in this connection, I would like to draw
the attention of the Hon. Committee to the survey and our
efforts in setting up a permanent survey organisation. We
had decided three or four years back that there should be a
permanent survey machinery, or Branch which should go
about and discover income tax and wealth tax assessees, Very
recently we have augmented it and we have created a post of
Comnussioner of Survey in the metropolitan towns. We have
also at the centre created a post of Director of Inspection,
Survey. With these efforts we are also augmenting the strength
of Inspectors (Survey). We have created 500 posts. They
will go about in a systematic manner to find out new tax
assessees—both wealth tax and income-tax......... we are
going to augment and strengthen our survey machinery and
we hoped to cover the entire country over a period of four to
five years and then start action so that we are able to trace
out those people who have a taxable income or taxable wealth.
This is about external survey. We have strengthened our
machinery for internal survey. Internal survey is carried on
the basis of the records of the Municipal Committee—Housc
Building Societies, Housing Corporations and others. On_that
basis also we are trying to strengthen our wing in the Com-
missioner’s Office. E Commissioner has got a cell which
is called as the Central Investigation Branch. That Branch is
working under the Commissioners and its job is to extract
information from various sources and pass on the same to the
Wealth-tax Officer and In¢ome-tax Officer. With these steps
taken to strengthen the internal and external survey we do hope
that we should be able to detect in future all those people who
have taxable wealth.,”
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3.88 Asked to state the results of survey operations in the locali~

ties of Delbi/New Demmcmmuam%m
New Delhi stated : ..

“In 1979-80 South Delhi over 3,000 new houses were surveyed.

About 916 new wealth-tax assessees were added to our list.

otsbgg

In 1980-81 as per commitment to the PAC, this work

to shop survey is being undertaken which will have to

completéd by 31 March, 1982.”
3.89 He added : =

“....The localities surveyed were some parts of Greater Kailash I
and II, Green Park, Sarvodaya Enclave, Panch Sheel Park,
Hauz Khas, Malviya Nagar, Press locality i.e., Gul Mohar Park
and a few other. The survey was from house to house. The
number of business premises covered by survey operations last
year were 20007. In 1981-82 upto October they were 14052.”

3.90 In ytoamrﬂquuestionwhmhercznsusofaﬂl: ies had
been completed mn Delhi, the Commissioner of Income-tax, Delhi-III stated :

“We are in touch with the Municipal authorities to obtain information
- from them in regard to the gompletion certificates applied for.
That is an indication that the property has been completed.”

3.91 The Committee sought to be informed of the arrangements that
existed for data on sale/auctions of land/houses/flats, available with the
land and building development authorites, Housing Boards in States, Muni-
cipal Corporations etc., being made available by the department systema-
tically to assessing and valyation officers. The Ministry of Finance (Deptt.
of Revenue) have, in .a note, stated : :

“In the light of the circumstances prevailing in their respective
charges the Commissioners of Income-tax collect/collate and
disseminate informations by Central Information Branches
functioning under them. The information is gathered from
various sources such as municipal authorities, Improvement
Trusts, Houcing Boards etc.

The Inspecting Assistant Commissioner (Acquisition) passes on
the information contained in the form No. 37.G. received by
him from the registering authority to the Wealth-tax Officer/
Gift Tax Officer/Income-tax Officer for its utilisation in the
course of rclevant assessment (Instruction No. 842 dated
12-6-75 F. No. 328/123/73-WT).”

3.92 The Committee enquired whether the Board had compiled any
census of substantial urban propertics in large metropolitan areas with
reference to municipal records or the records of Housing Development
BO;rds or authorities. The Ministry of Finance have replied in the negative
and stated :

“Though instructions have been issued to those engaged in survey
together information in respect of properties from the records
of local bodies, the board do not have information about the
number of property owners in large metropolitan areas, The
Board have not compiled census of substantial urban

properties.”

-
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.. 3.93 Asked whether the Department could furnish information regard-
ing the number of houses constructed in posh localities in Delhi during the
last 10 years for which permission had been granted by the local bodies,
the Chairman, C.B.D.T. replied :

“This is the very job of our Survey squads who are
vey.- They are getting information about the new construc-
tion, about the builtup arca of the etc,
at some reasonable value of the house and then to bring to
book sugh assessees,”

3.94 He added :

“We had conducted a survey of posh localities in 1975 and at that .
time, we had collected some statistics. But, as a matter of
policy, this job is entrusted to the survey organisation so as to

out new assessees in respect of new constructions and
whether their income is above the taxable limit etc.”

395 The Committee desired to know if any sample study of immovable
ies had been conducted in recent years in the metropolitan cities,
and if so, what the findings werc. The Ministry of Finance have replied :

“No sample study has been conducted on the results of survey of
immovable properties in the metropolitan cities. How-
" ever, the Survey Range in Delhi had discovered 916 mnew
Wealth-tax assessces during the year 1979-80. At that time
the Survey Range did not have assessment jurisdiction and as
such the nofices to thesc assessees were got issued through
the territorial assessing officers. According to  information
gathered by CIT (Inv.), Delhi thesé cases are scattéred it
diffesent Commissioner Charges in Delhi and no assessments
in these cases had until recently been comtpleted. The Board
have asked all the Commissioners in Delhi to immediately
lal;i steps to identify these cases and to have their assessments
finalised.”

3.96 The number of wealth-tax assessees in the range, above Rs. 5 lakhs
on the registers of the Department as at the end of h 1979 was 70%
only. The Committee pomted out that in South Deti alone, where the
value of the houses was fantastic, the number of immovable ies
valuing over Rs. 5 lakhs would easily exceed the above figure. The Chair-
man, C.B.D.T. replied :

“There may be certain houses in Delhi which may be having value
of more than Rs. 5 lakhs. But I would draw the attention of
the Committee to Rule 1 BB of Wealth tax Act which we had
introduced. According to this Rule, where the house is occu-
pied by a person, we take a certain multiplier of the notional
annual value. In the case of property which has been let out,
we estimate the capital value of the property according to the

-~ prescribed multiplier. The intrinsic value of the property
may be more than Rs. 5 lakhs but according to the Rule 1 BB,
the value comes much less. That is one of the reasons that
the number of tax payers is not as large as it should be. In
view of Rule 1 BB and other concessions which we allow, the

" number of tax payers is not very large.” :
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3.97 He added :

“There mageebc four owners of the property. The property might
have been constructed against the loan. The loan will have
to be adjusted against the value of the property which is to be
estimated. Though some of the houses appear to be very costly
e, When we probe into the details, we find that the
llpcgz;fl}c or the wealth of an individual may not reach the taxable
imit.”

3.98 The Committee find that with the sanctioning of 500 additional posts
of Inspectors (Survey) in June, 1979, the Survey Organisation has been set
|p on a permanent footing. Eight Commissioners of Income-tax designated
as Commissiogers of Income-tax (Investigation) have recently been posted
‘at Dethi, Bombay, Calcutta, Madras, Ahmedabad, Bangalore, Hyderabad
and Ludhiana. They are responsible mainly for carrying out survey opera-
tions. To monitor the progress of survey operations on all India basis, a
Director of Inspection (Survey) has also heen pested at New Dethi. As on
31 August 1981, 81 Income-tax Officers and 519 inspectors were deployed
exclusively for work relating to survey. The Committee find that inspite of
such massive addition to the staff strength at all levels, the number of new
‘wealth-tax assessees found during the years 1978-79, 1979-80, 1980-81 and
1981-82 (upto October, 1981) was only 4,452, 7,722, 3,119 and 1,759 res-
pectively. The additional demand raised was also not very significant being
Rs. 33 -44 lakhs, 20 -83 lakhs, 54 -79 lakhs and 7 -77 lakhs during the respective
years. Information regarding the tax actually collected from such assessees
is stated to be ‘not presently available’.

3.99 The Committce have been expressing concern in the past about the
extent to which property values are manipulated in the tax returns. An idea
of the extent of non-disclosure of assets and or under-valuation of properties
could be had from the results of the survey operations carried out in South
Delhi during 1979-80. Out of over 3,000 new houses that were surveyed only
916 new wealth tax assessees were added. As stated earlier, the total number
of assessees in the wealth group of above Rs. 5 lakhs brought in the tax net
in the entire country was 16,707 only as on 31 March, 1980.

3.100 The Committee find that there has been a phenomenal increase in
the prices of real estate in recent years, particalarly in the metropolitan towns.
In Delhi, for example, the average rate per square metre for the residential
plots auctiened by DDA in 1981 ranged between Rs. 407 in East Delhi to
Rs. 2,996 in South Delhi/Safdarjung Enclave. In respect of commercial plots
the value realised was Rs, 6,225/- per sq. metre in West Delhi and as high as
Rs. 34,143 per sq. metre in South Delhi (Bhikaji Cama Place). The cost of
land is stated to vary from Rs. 35 to Rs. 1100 per sq. yard in Madras, Rs.
350 to Rs. 3,660 in Calcatta, Rs. 150 to Rs. 4000 per sq. yard in Bombay and
Rs. 300 to Rs. 4,400 per sq. yard in Delhi. The cost of construction varles
from Rs. 69 to Rs. 135/- per sq. foot in these cities. The Committee are
therefore positive that this staggeringly low figure of wealth-tax assessees
borne on the registers of the Department does not reveal a true picture with
regard to the potential taxable wealth in the country.

3,101 The Committee were informed that in terms of Instruction No.
842 dated 12-6-75 systematic flow of information to the asscssing and valua-
. tion officers in respect of sale/auction of land/houses/flats and new comstruc-
tiops. Since internal survey forms an integral part of ‘the sarvey operations,
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it is imperative that the machinery for collecting relevant information from
tmmmwithavlew to detecting evasion of tax is strengthened and
8

3.103 The Committee find that the CBDT issued imstructioms in October
1977 requiring the Commissioners of Income-tax to arrange their programme
of survey insuch a manmer that all the areas in their respective charges were
fally covered by the end of 1979-80; priority being given to posh localities/
new localities and important markets. A further Circular issued in August
1979 emphasised the need for intensifying survey operations but shifted the
target date covering all important localities to 31 March, 1982.

3.104 The Committee have been repeatedly emphasising the need for ex-
pediting the survey operations in the posh localities, municipal authorities,
the State Housing Boards, registration authorities etc. e institutional
arrangements in this regard need to be considerably improved. The Committee
would like to be informed of the measures taken or proposed, in this direction
and the results achieved.

(d) VALUATION OF UNQUOTED EQUITY SHARES

3.106 Rule 10 of the Wealth Tax Rules, 1957 framed under Section
7(1) of the Act provides that the market value of an unquoted equity
share of any company, other than an investment company or a managing
agency company shall be determined as follows :

“The value of all the liabilities as shown in the balance-sheet of
such company shall be deducted from the value of all its assets
shown in that balance-sheet. The net amount so arrived at shall
be divided by the total amount of its paid-up equity share capital
as shown in the balance-sheet, The resultant amount multiplied by
the paid-up value of each equity share shall be the break up value
of each unquoted equity share. The market value of each such
share shall be 85 per cent of the break-up value so determined. ...”

3.107 The Committec desired to know whether any studies had been
undertaken prior to prescribing the break-up value method for valuation
of vonquoted equity sgares in preference to the capitalisation of the yield
method. The Chairman, CBDT replied:

“When this Rule 1-D was framed which is at present on the Statute
Book. I was a member of a Committee which was set up at that
time for this purpose. It was a departmental committee constitut-
ed by the Board in 1976. We had scrutinised the balance-sheets
of about 200 companies and we came to a conclusion, after analys-
ing the break-up values and the quoted values, that the break-u
value method was a better method. But in most of the cases, 1t
Fa\re a slightly higher value than the quoted value. But the Rule
-D gives a discount of 15%. In respect of those companies which
have not declared dividends for the last threc or more years, we
had to give a discount upto 10% over and above this 15%. So,
75% to 85% of the break-up value was to be taken as the market
value of the shares. Thereafter we found that in certain groups
of cases, they were trying to so arrange their affairs that these
rules were to their advantage. Now the Board again constituted a-
Study Team. We have studicd not only the Reserve Bamk of India
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figures or the balance sheets of about two thousand ca:nﬁames but
we have studied and analysed as to what would be a simple method.
Considering all these complications as such it should be uniformly
applicable to all the companies—we have come to this conclusion,
although there was a case for taking the market value of the assets.
Now, the second question was whether we ghould take capitalised
value or break-up value. Ultimately after weighing the pros and
cons, we thought that the break-up value was a better alternative.
The main reason for this is that for adopting the capitalised value
We have to find not only the yield in a particular year but also main-
tainable profits. There may be some sort of abnormal profit or
loss and we have to exclude that. We have to take up an average
of 3—5 years of maintainable profit and then capitalise it. If the
concept of self-assessment for wealth-tax is there and if a

has got unquoted shares of ten companies he will have to have 10
balance sheets and determine what should be the maintainable pro-
fits. We thought that the simpler and the better method would be
to do it on the break-up value method.”

3.108 The Chairman, C.B.D.T. further stated:

“I submit that of the two recognised methods, capitalisation of the
yield method or the break-up method, capitalisation of the yicld
method is better, but in view of the practical difficulties, which I
have ‘pointed out involved in making self-assessment and the
Wealth-tax being an annual tax, we have come to the conclusion
that it would be better if we adopt the break-up method.”

3.109 Referring to the judgement of the Supreme Court in Commis-
sioner of Gift Tax, Bombay Vs. Kusumben D. Mahadevia wherein it was
held that the profit earning method was the only method which could pro-
perly be applied for arriving at the valuation of shares in that case, the
Committee desired to know whether Rule 1-D which provided for the
break-up value method/equity share of a company, did not call for amend-
ment and whether the same was mandatory or directory. Member of the
Central Board of Direct Taxes stated :

“In Commissioner of Gift-tax, Bombay Vs. Kusumben D, Maha-
devia [ITR 122 (1980)). it was held that in the case of a company
which is a going concern and whose shares are not quoted on the
stock exchange, the profits which the company has been making
and should be capable of making, or in other words, the profit-
eamning capacity of the company would ordinarily determine the
value of its shares.” .

The case is that of Bombay High Court. The question came up
before the Bombay High Court in the case of Kusumben D. Maha-
devia (1980) (124 ITR 799). That Court decided that Rule 1-D
is not mandatory but is directory.”

3.110 Asked whether in view of the rulings of the Court, the Board
contemplated evolving revised rules for valuation of shares the Chairman,

CB.D.T. replied:
“So far the valuation of shares is concerned, there is no problem
for quoted shares, but it is the area of unquoted shares which leads
for them there would not be any quotation;

to disputes. Firstly, Y
swon(ﬁ’;, rigging of shares values also takes place.
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3.111 He added : f

“We had framed draft rules for public comments. Comments have
been received and we are now examining them. We want to frame
rules in substitution of Rule 1-D.

According to the rules framed under Rule 1-D, the valuation of
unquoted shares is to be determined only for companies other than
the managing agency and investment companies.

The proposed rules cover all types of companies. Secondly, under
the preseat rule 1-D, we have to take the break-up value of the
shares on the basis of the book values as reflected in the balance
sheet. In the proposed rules in certain circumstances, say, where
the company is a subsidiary company, we propose that we shouid
take the market value of the assets and determine the value which
will be substituted in the share holding. In respect of the invest-
ment companies also, we have proposed that we will have the mar-
ket value of the assets held by the company. We find that if we
take the break-up value, it will lead to a very low valuation. We
found that in certain places, some people have formed a zompany
where all the share holders have transferred their jewellery to the
company and thereby are avoiding the payment - wealth tax on
jewellery.

The proposed rules take into conmsideration all thesec mattess.
Wherever possible, we have tried to introduce the capitalised value
concept in the rules, It is not possible to resort to capitalisation in
all the cases. Despite the Supreme Court decision, we cannot com-
pletely give up the break-up value concept. We will have to depend
upon that also. In the Supreme Court Judgemefii there is a sents
ence which says that although the capitalised value in a good method
of valuing the assects, in certain circumstances, the break-up method
could also be resorted to.

In so far as the rigging is concerned, we have added a proviso that
where the break-up value obtained by applying this rule is less
than the two-thirds of its quoted value, even in the case of quoted
shares, we can apply this rule. Sometimes the market value is
supposed to be artificially fixed by rigging or certain transactions
which are not at all corrcat.”

3.112 He further added:

“These are in the hands of limited companies. The properties are
used by the shareholders. This is done to escape tax liability. I
have nothing to say about that. But that can be duly taken: care
of by insertmg proper provision in the rule.

Now, there are certain Tribunal decisions which also say that rules
are directory and mandatory. But we have not accepted that. We
are seeking the advice of the Law Ministry in that matter. But we
have to make a rule whether that is made under the rule-making
power of the Government or whether by way of a substantive pro-
“vision m the Act so that the rule is mandatory and not directory,
because not only a tax cotlector 'should be able to assess the con-
crete value according to the rule but also we should see that it is
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_ bencficial to the assessee. The tax payer has to make self-assess-

3 ment. He has unquoted shares, he will have to make the valua-
tion. We have to seg that the interest of the assessce is safeguarded.
Otherwise the very objective of this rule will be defeated.”

3.113 Under Rule I-D of the Wealth-tax Rules, 1957, the market value of
the unquoted equitytshares of a company other than an investment company
or a managing agency company shall be 85/ of the break up value determined
by deducting, in the first instance, the value of all liabilities as shown in the
balance sheet of such company from the value o7 all assets shown in the balance
sheet and then dividing the net amount so arrived at by the trtal amounnt of
its paid up equity share capital. A further discount upto 10%/ of the break-up
valoe is allowed in the case of companies which have not paid any dividends
in the past years.

3.114 In the case of investment companies the valuation is governed by the
instructions issued by the Central Board of Direct Taxes on 30-10-1967. These
instructions broadly contemplate a valuation based on the average of the values
determined on the break-up value method and that determined on the capitali-
zation of the yield method.

3.115 Section 37 of the Estate Daty Act and Rule 10(2) of the Gift Tax
Rules provide for the valuation of the unquoted shares of private companies
“‘by referenc® to the value of the total assets of the company.”’ In their Instruc-
tion No. 835 of 24 May, 1975, it was clarified by the Board that the value
under these” provisions should be determincd by the break-up method taking
the market valuc and not the book value of the assets of the company.

3116 In Kusumben D, Mahadevia Vs, Commissioner of Gift Tax (124
1TR. 799) the Bombay High Court held that the provisions of Rule 1D of the
Wealth Tax Rules arc directory and not mandatory and the rules made under
the Act ‘“‘must be for the purpose of carrying out the object of Section 7; the
object being to determine the market value’. 1n para 4.29 of their 51st Report
(7th Lok Sabha) in Pablic Accounts Committee pointed out that Rule ID based
on beok value of assets would not bring out the market value in the casc of a
company which has undisclosed assets, or where the book value is much below
the fair market value. In para 4.30 of the same Report, the Committee also
pointed out that the provision about discount under the said Rule ID would also
give an undue benefit in the case of shares of a company which does not declare
dividends presumably with a particular design and accumulates profits in reserves.
The guestion of valuation of unquoted equity shares in investment companies
was also commented upon in para 4.31 of the same Report of the Committee.

3.117 To Commissioner of Wealth Tax Vs. Mahadeo Jalan (86 ITR. 621).
and again in Commissioner of Gift Tax Vs. Kusumben D. Mahadevia (122
ITR. 38) the Supreme Court held that the yield capitalization method based
on the profit earning capacity of the company is the normal method and the
break-up value methed can be preferred only when the company is ripe for
liquidation. N

AY

3.118 The Chairman, Central Board of Direct Taxes tes_tiﬁed in evidence

that of the two recognised methods, capitalisation of the yield method was
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better than the break-up value method, However, in view of the practical diffi-
culties involved not only in determining the yield but aiso the maintainable profits
in such cases, the Departmental Committee (1976) favoured prescribing the
break-up method. It was, however, found in actual working that the break-up
n}et::‘d resulted in very low valuation in certain cases and also led to rigging
o res.

The Board had therefore framed draft rules in substitution of Rule 1D and
public comments received thereon were being examined. The representative
of the Ministry added that it is not possible to resort to capitalisation in all cases.
Despite the Supreme Court decision, we cannot completely give up the break-
up value concept. ..... In the Supreme Court judgement there is a sentence
which says that although the capitalised value is a good method of valuing
the assets, in certain circumstances the break-up method could also be resorted
to”’, The Committee were assured that Rule ID will be so amended as to take
care of rigging of shares and escapement of tax liability and at the same time
the interests of assessee will be safe-guarded. As to the question whether the
Rules made by the Board were mandatory or directory, the advice et the Law
Ministry was being obtained.

3.119 Taking note’of the assuranceigiven by the Chairman, Central Board of
Direct Taxes, the Committee would like the rules for the valuation of wnquoted
equity shares being finalised quickly. Since the basic principle is the market
value both in Wealth Tax, as well as in Gift and Estate Duty, the Committee
would recommend that common rules consistent with the provisions of these
three Acts should be framed s0 as to ensure that different values are not assigned
to the same shares for purposes of these three different taxes at the same time.

The Committee would also like to be informed of the views of the Ministry
of Law on the question whether the rules framed under the Direct Taxes laws
are mandatory or only directory. '

(¢) INCORRECT VALUATION OF JEWELLERY
Audit Paragraph:

3.120 The value of jewcllery and silver articles, owned by an individual,
was assessed at Rs. 4,00,000 and Rs. 1,00,000 for the assessment years '
1972-73 and 1973-74 and at Rs. 4,25,000 and Rs. 1,20,000 for the sub-
sequent assessment ycar 1974-75. However, as the rates of gold and silver
which were Rs. 202.75 per 10 grams and Rs. 534.50 per Kg. on 31-3-1972
had risen to Rs. 506 per 10 grams and Rs. 1260 per Kg. respectively on
31-3-1974, the value of jewellery and silver articles on the relevant vdiua-
tion dates 31-3-1973 and 31-3 1974 would be Rs. 5,50,000 and Rs.
1,16,000 and Rs. 9,98,000 and Rs. 2,35,700 respectively. The under-
valuation of jewellery and silver articles resulted in total under-assessment
of wealth of Rs.8,54,700 with consequent short levy of tax of Rs. 63,040
in the assessment years 1973-74 and 1974-75.

3.121 The Ministry of Finance have accepted the audit objection im
principle.
[Paragraph 4.09 of the Report of the Comptroller and Auditor

General of India for the year 1979-80, Union Government (Civil)
Revenue Receipts Vol 11—Direct Taxes p. 126).

Fucts of the case

”3.122 The assessec referred to in this para is Shri Martend Singh of
Rewa. The property which is the subject matter of valuation is gold orpa-
‘ments and silver articles in personal possession.
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. The relevant details relating to the assessments in question are given
in the chart below : _

Asstt. Year Dateof  Dateof  Valueof  Valueof

filing return completion gold orna-  silver
of ments articles

agsessment  returned returned
assessed asyessed

Rs.* Rs.
197374 . . . . . 591973 20-1-1978 2,36,334 79,607

4,00,000 1,00,000
197475 . . . . . 1481974  25-1.1978 2,36,334 79,607

4,25,000 1,20,000

3.123 The Revenue Audit pointed out that the rates of gold and silver
were Rs. 202.75 per ten grams and Rs. 534.50 per kg. respectively on
31-3-72 and had risen to Rs. 506 per ten grams and Rs. 1,260 per kg
mom:ively on 31-3-74 and thus taking the valuation of gold ornaments

silver articles at Rs. 5 lakhs as the base for assessment year 1972-73
and taking proportionate increase in the rate, the valuation of gold omna-
memts and silver articles should have been at Rs. 6,66,000/- for the
assessment year 1973-74 and Rs. 12,23,700 for the assessment year 1994~
75. The assessments for both the years were re-;ifmzd U/s 17(1)(a)
of the Wealth Tax Act. The re-assessments are still pending.

3.124 The latest position about completion of re-assessments as fur-
nished by thec Ministry of Finance is given below :

“The assessment for Assessment Year 1974-75 has been completed
on 11-2-82, and the additional demand raised has also been collected
by way of adjustment.”

The Ministry have further stated that the assessments for the assessment
years 1975-76 and 1976-77 were liable to be checked but could not be
checked by Internal Audit.

3.125 Jewellery being one of the assets, the valuation is to be made
according to the provision of section 7 of WT Act, 1957.

3.126 An exemption for personal jewellery subject to the maximum
value of Rs 25,000 was provided for in clause (xv) of sub-section (1) of
Section 5 of Finance Act, 1963 and it was available for the assessment
years from 1957-58 to 1962-63 only. The exemption of personal jewellery
from lcguof Wealth tax was withdrawn with effect from 1-4-1963
by amendment of clause (viii) of sub-section (1) of Section 5 by Finance
(No. 2) Act, 1971, after an earlier amendment by Section 20 of Finance
Act, 1963 by which clause (xv) of Sub-section (1) of Section 5 was
deleted with effect from 31-3-1963.
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, 2.127 The relevant provisions of the Gold Contral Act in regard to

holding" and declaration of gold jewellery are reproduced hercunder :

i “In relation to any ornaments, or both articles and ornameats, where
both articles and omaments are owned, possessed, held or con-
trolled, unless the total weight of such ornaments or both articles

and ornaments as the case may be, owned, possessed, held or
controlled by— '

(1) an individual who is not a member of a family, exceeds two
thousand grammes,

(i) a family, exceeds four thousand grammes;
Section 16(6) defincs the family as:

“Fof the purpose of this Section, ‘family’ shall be deemed to
consist of: .

(1) The husband, wife and one or more minor children, or

(ii) any two or more of them. but shall not be deédmed to
* include any other person.” . :

3.128 Asked about the rationale for subjecting personal jewellery to
Wealth-tax, the Chairman, C.B.D.T, stated in evidence:

“We thought that this would lead to many loopholes and to plug
them, we decided that we should not exempt any amount of jewel
lery possessed by a person. But that brings us to the gencral ques-
tion as to whether jewellery should be exempt.”*

3.129 The Committee cnquired whether any special principles has been
laid down by thé¢ Board for valuation of jewellery. In reply. the Ministry
of Finance (Department of Revenue) have stated:

*  “The valuation of jewellery is done by experts. (For valuation of
gold and silver articles, the board criteria appears to be the prevail-
ing rates of gold and silver and the weight of the articles). CB.D.T.
do not seem to have issued any instructions laying down the special
principles for valuation of jewellery. The purity and conternt of
the precious metal in a piece of jewellery would appear to be broad
criteria for valuation.”

3.130 Asked to indicate the official price of gold and silver, us on a
particular reference date, the Ministry of Finance have stated :

“We have been informed by the Economic Adyviser, Department of
Economic Affairs, Mipistry of Finance that “there is no official
price for gold or silver. The prices are determined by demand and
supply factors in the market and show almost daily variations. Data
regarding market price of gold and silver are published by the
Reserve Bank of India in its publications like Report on Currency
and Finance, Reserve Bank of India Bulletin. .. ... ?. The average
price- of gold and silver for the period 1971-72 to 1979-80 as per
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. Repart on Currency and Finance published by the Reserve Bank of
India was as under: '

Statement of price of gold and silver at Bombay

- Year ' Gold per 10 grammes Silver per 1 kg average
(April-—-March) average price price
Rs. Rs.
-1970-711 . . 184 96 53608
1971-72 . . . 206 30 Not given in the Bullétin
(July—-June)
1972-73 . . 273 03 ” "
(July—June)
1973-74 . . 480 -00 "
1974-75 . * 51910 1121 -65
1975-76 . 544 99 1169 -36
1976-77 . 549 -50 1248 -66
1977-78 . . 637 92 1240 -52
1978-79 . . 791.-22 1501 - 2
1979-80 . . . . 1158 -78

. : 2297 -80
3.133 The Committee desired to know whether in view of the rising
by jewellery companies, the Chairman, C.B.D.T. stated :

“There are certain companies in Ahmedabad which are only known
as jewellery companies, or gold companies. I am talking of the
year 1976 when I was stud‘zi.ng this problem. I was a member
of this 2-man study team. We came across certain cases where the
assessees, with great ingenuity had transferred things. It had
become a company of 12 share-holders, including ladies. They
transferred all their jewelleries. Whenever they wanted to wear
them, they took them back, on hire. The wealth-tax assessee thus
does not pay wealth tax. Rule 1 D says that we have taken the
break-up value of the shares, according to the balance sheet figures.
Suppose an item of jewellery was transferred 5 or 6 years ago, the
balance sheet of that period will reflect its value at the time of
transfer. Thus, the share holders will escape wealth tax and proper
assessment under I D. Hiring out jewellery is a business. It is
allowed. They can convert such firms into companies, i.c. from a
partnership firm. It is not a case of evasion, but of lawful
avoidance.”

3.132 Asked whether any person was prosecuted ever since the exemp-
tion of personal jewellery was p\:ithdrawn in 1963 for concealment of such
wealth, the Chairman, CBDT replied:

prosecul i hat
“We have not ted any body. But I would like to add t

it may be on account of certain circumstances beyond conua}wm .
some persons may not be conscious also that they have e
wealth-tax assessees, because the prices of gold have risen so high.

. L iee of the risi
3,133 The Committee desired to know whether in view | rising
prices of gold and other items of jewellery it would be appropriate to frame
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gui!ab:!e rules for valuation of jewellery, The Chairman, CBDT stated
in reply :

“We can certainly make a rule regarding jewellery. We have the
draft rules. We are considering them and will certainly take these
things into account.”

3.134 Under the Gold Control Act, a declaration is required to be made if
an individual possesses gold jewellery exceeding 2000 grammes and a family
more than 4000 grammes. Exemption in respect of personal jewellery for
wealth tax purpses was withdrawn with effect from 1 April, 1963,

3.135 The Committee find that the average price of gold per 10 grammes
has shet up from Rs, 184 -96 in 1970-71 to Rs. 1158 -78 in 1979-80 while that
of silver increased from Rs. 536.68 per kg to Rs. 2297-80 per kg.
during this period. Given the traditional attachment to gold and jewellery
in the Indian society and the tendency to keep the family possessions a close
secret, it is no surprise that the withdrawal of the concession in respect of per-
sonal jewellery has not succeeded in bringing any substantial number of assessees
into the wealth-tax net. The Committee were informed in evidence that nobody
has been prosecuted for concealment of such wealth ever since the exemption
was withdrawn,

3.136 In the circumstances, the Committee consider that Government
would do well to restore the exemption limits to a reasonable level keeping in
view the current prices of gold and silver so that enforcement of the law becomes

easy and meaningful.

3.137 According to the Ministry, valuation of jewellery is an expert fanc-
tion and that no instructions on the principles to be followed with regard to its
valuation have been laid down by the Board. Further, there is no official price
of gold or silver, The market prices which vary from day ta day are publsihed
by the Reserve Bank of India. '

3.138 The Committee suggest that Government must lay down suitable
rales for valuation of jewellery for the guidance of the Valuation Officers,
These Rules should also take carc of the type of cases of avoidance of tax
liability mentioned above.



CHAPTER 1V
MISCELLANEQUS MATTERS

Review of assessments made in 1978-79

4.1 As stated earlier the Taxation Laws (Amendment) Act. 1975
imposed a timg.limit of 4 years for completion of wealxh-l:zx assessments.
Therefore, all pendmiﬂassessmcnts pertaining to the assessment year 1974-
75 and earlier years had to be completed by 31 March, 1979.

4.2 The number of assessments made in rush during January, February
and March, 1979 and the demands raised in these mon%hs cxgamd to the
performance during the year as a whole are given in the following table:

Months Number of WT assets Amount of demand of
completed WT raised
(in 000) Rs.
January,i979 . . . . 47355 ' - 8,51,92
February, 1979 . . . 64953 18,55,94

March, 1979 . . . . 1447728 1,39,99,92

4.3 The Audit Report mentions a large number of cases of mistakes/
omissions resulting from rush in completion of such pending assessments
near the end of the period of limitation. At the instance of Revenue Audit,
the Department carried out a special review of the assessments completed
in a rush before the expiry of statutory limitation on 31 March 1979. The
Ministry of Finance informed the Committce (March, 1982) as follows:

“....The review revealed non-levy of additional wcalth-tax in 167
cases, non-reference to valuation cell in 141 cases, non-levy of

nalty for non-payment of sclf-assessment tax in 91 cases, mistakes
in calculation of tax or computation of net wealth in 422 cases,
all 821 mistakes with estimated tax effect of Rs. 89,00,340, Reme-
dial action has already been initiated in 115 cases.”

4.4 The Committee observe that a large number of cases of mistakes or
omissions finding mention in the Audit Report resulted from rush in completion
of pending assessments towards the close of the period of limitation in 1979.
The number of such wealth-tax assessments completed in January, February
and March, 1979 was 47,355, 64,953 and 1,47,728 respectively. This represents
54.8 per cent of the total assessments completed during the year. During the
month of March alone, 31 per cent of the total assessments were completed.
At the instance of Revenue Audit, the Central Board of Direct Taxes (Direc-
torate of Inspection (IT & A) ordered a review in February, 1981 by the Internal
Audit of the assessments completed during the last six months of the financial
vear 1978-79 where the assessed wealth was over Rs. 5lakhs. The review (March
1982) revealed non-levy of additional wealth-tax in 167 cases, nou-reference
to evaluation Cell in 141 cases, non-levy of pensity for non-payment of salf-
assessment tax in 91 cases, mistakes in calculation of tax or in computation
of net wealth in 422 cases. In all, 821 mistakes with estimated tax effect of

(73)
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Rs. 89 lakhs came to notice. However, remedial action had been initiated only
in 115 cases mpto March 1982,

4.5 The Committee desire that necessary follow up action in the remnlnlng
cases should be taken without loss of time. The additional revenue realised as
a result should be reported to the Committee within six months,

4.6 In response to an earlier recommendation of the Committee contained
in their Seventh Report (Sixth Lok Sabha), the Central Board of Direct Taxes
had, in the instructions issued in April 1979, reiterated that agissions/lapses
in not referring liable cases to the Valuation Cells should be scriously viewed
by the Commissioners of Income-tax. Nevertheless, the review of the assessments
made in the last six months of the year 1978-79, where the assessed wealth was
over Rs. 5 lakhs, revealed as many as 141 cases of such omissions. Some of the
major reasons for failure to make reference to the Valuation Officers, according
to the assessment of the Board, ‘appear to be pressore and rush of work’
and ‘varying human temperament’. The Committee are concerned to note that
the provisions of the law have been rendered nugatory by such omissions. The
Board has asked the Commissioners to issue instructions to the Inspecting Assis-
tant Commissioners to carry out necessary inspections and to check the register
of references made to Valuation Officers. The IACs are also required to send
at the end of each financial year a certificate to the Commissioner of having
done so. Apparently these instructions are not being followed, The Committee
take serious note of such repetitive lapses and urge that strict action should be
taken against the erring officials. The Committee would also like to be apprised
whether adequate institutional arrangements have since been made to ensure
that the instructions issued in this behalf are strictly given effect to by the ficld
staff especially by IACs and assessing officers.



CHAPTER V
GENERAL

5.1 The Wealth Tax Act has been on the statute book for a quarter of 2
centary, The tax was introduced, along with the Expenditure tax in 1957, not
merely as a revenue measure but also with the express objects of forming ‘an
important constituent of an integrated tax structwre’ and serving ‘the avowed
goal of the attalnment of a socialjstic pattern of society'.*

5.2 According to the Statement of Objects and Reasons, ‘‘With income tax,
Estate Duty and a tax on Capital gains already in existence and with the addi-
tion of the Wealth tax and a tax on large personal expenditures. . . . the direct
taxes will form a composite system made up of complementary elements'’.
With the same object, Gift-tax was added to the list ir 1958. The idea behind
.this integrated pattern of taxation, introduccd on the suggestion of Prof. Kaldor,

was to cut out all escape routes for the taxpayer by providing that he should
pay tax not only on the income earned but also on its accumulation (Wealth-tax)
as }vtell as on its transfer, for consideration (Expenditure-tax) or otherwise
(Gift-tax),

5.3 Under the Act, wealth tax was leviablc on the net wealth of every in-
dividual, Hindu undivided family and company. Within three years, however,
the wealth-tax on companies was abolished with effect from 1-4-1960. The
expenditare tax, which was anticipated to become, ‘a potent instrument for
restraining ostentatious expenditure and for promoting savings**, was also
abolished in 1966 for ‘administrativc reasons’@. With the opening up of these
-escape routes, the original Kaldorian concept of integrated tax system
-apparently ceased to exist.

5.4 In the administration of the direct tax laws this aspect of integrated
character of these taxes was never given much importance by the tax authorities.
An almost total lack of coordination between the assessments made on the same
assessees, some times by the same assessing authorities, under these different
taxes has been a subject of repeated adverse comments by the Committee. In
para 4.12 of their 186th Report (S5th Lok Sabha), the Committee pointed out
the chronic lack of coordination among the assessing officers of the department
and among the assessment records pertaining to different direct taxes, parti-
cularly, income-tax and wealth-tax. While repeating their concern on this matter
in para 3:103 of their 7th Report (6th Lok Sabha), the Committee stressed
that steps should be taken to find an abiding solution to the problem of lack
of coordination among various direct tax authorities. Paragraphs 3.2 and 3 -26
of the present report are howcver indicative of this malaise continuing. Time
and again the Committee have also made a suggestion that the desirability of
having an integrated income and wealth return, at least in bigger cases, should
be seriously considered* &. The Committee have also had occasion to suggest in

— —

*Statement of Objects and Roasons,
**Para 62 of the Budget Speech, 1957-58.
@Para 43 of the Budget speech, 1966-67.
*@WPara 1 -89 of 117th Report (4th Lok Sabha).
&Para 1 -21 of 25th Report (Sth Lok Sabha).

Para 1-12 of 65th Report (6th Lok Sabha),
(75)
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para 4 25 of their 38th Report (7th Lok Sabha) that the limitation period for
completion of assessmeats should be the same both under the Income-tax Act
and the Wealth Tax Act so as to ensure that the two assessments are (aken
up together. The Central Board of Direct Taxes are stated to have already issued
administrative instruction on this point, Despite all these recommendations
of the Committee, the evidence before the Committee is clear to the effect that
the information available in the assessment records pertaining to different
direct taxes, and in particular income tax and wealth tax, is not used even when
the asscssments are made by the same authority with the result that unscrupulous
tax-payers are able to get away by filing different facts and figures for purposes
of different taxes. Therefore, the notions of integrated tax structure providing
a barrier against escape routes has been found to be a myth in actual working.

.5.5 The Committee are, therefor:, of the view that the avowed object of
4n ‘integratcd tax structure’ has noi becn achieved in practice. In the design of
direct taxes it was virtually, given up when the wealth tax on companies and later
the expenditure tax, were abolished. In the administration of direct taxes the
department has never done anything bevond paying lip sympathy to the concept.
The Chairman of the Central Board of Direct Tuxes conceded during evidence
before the Committee that tax evasion, which the integrated tax svstem was
meant to iackle, had “‘certainly increased.”

5.6. As for the second main object, i. e. the attainment of a socialistic pattern
of society by reducing inequalities in the distribution of incomes and wealth and
by preventing concentration of wealth in fewer hands, the Committee need
hardly labour the point that the direct taxes have not made any impact in
srresting the growing disparities. After the abelition of wealth tax on com-
panies, the wealth tax has no direct relevance to concentration of
cconomic power in a few hands because of the corporate veil.
The Selective study made by the Dircctorate of Inspection (Investigation)
Special Cell has clearly brought out that though family controlled
investment companies have played a crucial role in the growth and size
of large indnstrial houses in the country, yet the wealth assessed in the hands
of persons controlling these houses has declined over the years, The study has
pointed to the widespread avoidance of taxes through devices like the creation
of private trusts, transfer of assets to companies, rigging of shares, etc. Valua-
tion of unquoted shares has been the subject of comment by this Committee
on many an occasion in the past. Specific cases of tax avoidance through the
medium of private trusts were slso commented upon in paragraph 59 of the
Report of the Comptroller & Auditor General of India for the year 1978-79.
The relevant provisions in the direct taxes laws werc amended in 1980 but
apparently more remains to be done. The Chairman of the Central Board of
Direct Taxes, in his evidence before the Committee, referred to devices like the
so-called ‘jewellery companies’ which hold personal jewellery of the share-
holders, who can then continue using it without paying any wealth tax thereon.
The Committee are also aware of similar devices being adopted for residential
properties. It is little wonder that out of 3,46,291 wealth tax assessees on the
books of the department as on 31-3-1980, those assessed to a wealth of over
Rs. 5 lakhs each constitute only five per cent. In absolute terms the number
of such assessees is only 16,707, a number which could, in any realistic assess-
ment, be exceeded in a single metropolitan city in this country. There is an all
round proliferation of black money which is eating into the entrails of the
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economy. Even sporadic surveys by the department havedis closed unaccounted
fnvestment in costly and luxurious constraction, decoration and ornamental
fitting, fixtures and furnishings as mentioned in para 210 of the Committee’s
123rd Report (6th Lok Sabha).

5.7 As for the revenue angle, after 25 years of its working the wealth tax
contributed a mere Rs. 64 crores to the total tax revenues of the Central Govern-
ment of over Rs. 11,500 crores in the year 1979-80. The ten fold growth of G.N.P.
in the couniry with the development of the economy under the successive Five
Year Plans is hardly reflected in the collections of wealth tax. Between the
vears 1972-73 and 1979-80, while the wholesale price index went up by 87°,,
the collections under wealth tax went up only by 79°/. In other words, the
collections did not keep pace even with the inflation in values, such less reflect
the generation of new wealth in the economy over the ycars. The cost of collec-
tivn of wealth tax comes to more than wice the cost of collection of income tax
in percentage terms. The Committee are convinced that if the departmental
cnergies employed on the admimistration of wealth tax are diverfed to the better
cullection of income-tax, the gain to revenue would be more than the meagre
colleetion of 64 crores of rupecs under the wealth tax,

5.8 It would thus appear that none of the goals set for this unique experi-
ment of wealth tax have been fulfilled. The periodical amendments made to im-
nrove its working have only resulfed in creating more inequities and greater
problems. The valuc of one house exclusively used for residence by the assessec
was frozen as on 1-4-1971 or the date of acquisition, whichever is later with effect
frnm 1-4-1976. The market value of a housing property, wholly or mainly used
fev resideniial purposes, was substitated by a potional value computed under
rule 1 BB with effeet from 1-4-1979. As a result of these provisions similar
properties used for similar parposes would have different values and hence
different hurdens of tax depending mevely on the dates of construction or owner-
ship. Further, the assessees owning wealth of the same market valuee in diffcrent
torms would sufler different tax burdens. In the present situnf,sn when values
of veal properties in urban areas are literally shiyrocketing it is conccivable that
@ person owning liquid wealth of rupees 25 or 30 lakhs may acquire 2 house
property whose value, by virtue of application of Rale IBB. would he mercly a
fraction of that amonut. Apparently such amendments have resulted in a highly
incquitous distribution of burdens under the wealth tax. On the question whether
or not properfies having similar market values as, in terms of ihe rules, being
valued differentially, the Chairman, Central Board of Dircet Taxes stated
that. . there are inequitios like this. 1t is the policy of Government that more
houses should be built. . ..

5.9 Personal jewellery was taken out of the definition of personal or house-
hoid effects exempt from tax in 1971 retrospectively from 1-4-1963. On prescnt
day crisis every person owning gold ornaments in excess of about 75 tolas
should be a wealth tax assessee becausc cven the enhanced basic exemption
is Rs. 15 lakhs only. The exemption for a house is limited to Rs. 1 lakh. Even
taking into account the provisions of Rule IBB in respect of residential houses
most of the property owners in the urban areas should be in the wealth tax net.
If thesc provisions were really enforced, the number of wealth tax assessees
should be many times more than the figure of 3 -46 lakhs borne on the registers
of the department. The conclusion is inescapable that the provisions of the
Wealth-tax Act have not only become inequitous but are also unworkable.

5.10 As for the administration of the Wealth-tax Act, the less said the
better. Although the officers’ cadres in the department have been considerably
stremgthened in recent years and assessment work has also been simplified a lot
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with a substantial eshancement of the limit for summary assessment, the pen-
dency of assessments has been going up rapidly under income tax as well as
wealth tax in the last few years. As on 31-3-1980 the number of wealth tax
assessments pending (4,32,988) exceeded the number of assessments completed
during the year (3,25,718) as well as the total oumber of asscssees in the books
of the department (3,46,291). The amount of tax collected in the year was Rs.
64 :47 crores; the amount of tax in arrears was Rs. 180. 54 crores. If the amount
of tax locked up in the assessments pending for completion, estimated by the
Board itself at Rs. 66 -89 crores were also added the amount jn arrears would
come to Rs. 247 -43 crores. In other words, the arrears come to four times the
annual collections—an unfortunate situation indeed. The department could not
give the break-up of these arrears according to certain slabs of wealth on the
plea, ““No registers/records etc. from which this information can be collected are
maintained’’ (para 2.26 ante). The Committee's inquiry about the details, in
chronological order, of the factors leading to accumulation of gross arrears and
steps taken to recover them, at least in cases where these exceeded Rs. 1 crore
each elicited only a year-wise statement of arrears (Para 2 32 ante). A question
about the amount of penalties included in the total arrears of Rs. 180 - 54 areres
met with the response, ‘‘there is no source record from which the amount of
arrears on account of penalties included in the total arrears could be compiled’
(Para 2 -43 ante). When asked to indicate particulars of the wealth tax arrears
certified to the Tax recovery Officers and the details of recovery, the Chair-
man, Catral Board of Direct Taxes stated, ‘‘we do not have a separate classi-
fication for income tax and Wealth tax.”’ (para 252 anre). According to the
figures given by the Ministry of Finance, the arrear demand in dispute amounted
only to Rs. 55 29 crores. This would mean that an arrear demand of as much
as Rs. 123 -25 crores is undisputed demand. The Central Board of Direct Taxes
could give no reasonable explanation for non-recovery of even this large un-
disputed demand. The Committee have repeatedly emphgsised the nced for
preparing a census of house properties and for completing a survey of posh
localities in urban centres on a time-bound programme-. Nevertheless the Com-
mittee’s inquiry about a census of substantial urban properties clicited the
response . . ., “‘the Board do not have information about the number of property
owners in large metropolitan areas. The Board have not compiled census of
substantial urban properties’’ (para 3 -79 ante). When viewed in the ceatext
of these glaring defaults of administration the expressions of ‘conce rn’ or of
‘Action Plan targets’ on behalf of the Board do not cut much ice with #he Com-

mittee.

5.11 The Committee are led to the conclusion that, both in its design as
well as administration, the Wealth-tax Act has failed to achieve the very socio-
economic objective of building up an eglitarian society. In fact, it is incapable
of achieving such objectives in its present form and substance. So far as its
administration is concerned, it is more of a liability than otherwisc to the Go-
vernment. It cannot be over-emphasised that it has been admitted to the in-
cquitous. Therefore, the advisability of its continuance needs an indepth and
objective cxamination. The Committee recommend that this specific question
alongwith the question of setting up an autonomous valuation authority as

*Paras | -88 and 27 of 117th Report (4th Lok Sahba),
Paras 118 and 1 23 of 25th Report (5th Lok Sabha).
Paras 209 and 210 of 123rd Repost (6th Lok Sabba),
Para 3:93 of 7th Report (6th Lok Sabha),
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recommended in para 379 of this Report may be referred to the Economic
Administration Reforms Commission for indepth examination in the light of
the findings and recommendations of the Committee in this Report.
A copy of the Report of the EARC may be sent to this Committee.

New DeLmr  ~ . SATISH AGARWAL

April 28, 1982 Chairman
Pub'ic Accounts Committee
Vaisakha 8, 1940 (S)
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APPENDIX 1

Charge-wise break-up of the arrears of Rs. 18054 crores as on 31 March, 1980
(vide paragraph 2-17)

C. 1 T. Charge

Gross arrears

C.1. T. Charge Gross arrears

Agnn 6823 Kerala 23433
Allahabad 18037 Lucknow . 9888
Amritsar 10554 Ludhiana (C) 2883
Andhra . 38560 M. P. Bhopal 68687
‘Assam . 21763 Madras (C) . 16173
Baroda . 16612 Meerut 16663
Bihar-I . 16962 Nagpur 17610
Bibar-1] 7891 Nasik . 5437
Bombay 280332 Orissa 5691
Bombay (C) 77385 Patiala 19036.
Calcutta (C) 40195 Pune 20381
Delhi .’ 196856 Rajkot 25253
Delhi (C) 107435 Jaipur 28720+
Gujarat 57990 Jodhpur 18875
Gujarat (C) 61904 Tamilnadu . 98379~
Haryana 2202 West Bengal 245527
Juliundur 9954

Kanpur . 20795 TOTAL . 1805315
Kanpur (C) 18215

Kurnataka-1 28311

Karnataka-1I . 39963

Kamataka (C) 103740

83



APPENDIX I

S. CIT Charge ! Name of Assessee (Rs. in lakhs)
No. ' Gross
1. Kar (O) Nawab Mir Barket Ali Khan 547-62
2. Guj (O) F. P. Gackwad (Baroda) 39291
3. Delhi (C)-1 Shri Bhawani Singh 135-06
4. BO)}11 Madhavrao J, Scindia 241 04
5.B.C.IV Estate of late R. H. Wadia (AOP) 19390
6. W.B.-X1 Shri Hari Das Mundra 187-30,
7. Dethi-l J. Dharma Teja. 17598
8. B(OHI HUF of late Sir, J. M. Scindia 168 41
9. Delhi (O Shri Bhawani Singhji Karta of late Sir 369 49
Swaiman Singhji
10. Do. Sh. Jagat Singh 120-T1
11. Do, Sh. Jai Singh 11833
12. Rajkot S. D. Jadeja (Jamnagar) 11687
13. Kar((C) Trustees of HEH Nizam Jewellery Trust 107 99
14. Cal (O) A. K. Jain & others 9823
15. Delhi (C)}I Smt. Gaitri Devi 9172
16. Cal (CH Raja Baldeodas Birla 3998
17. B.C-IV Bilasrai Joharmal 89 32
18. W. B.-VI Mys. Prem Raj Daulat Ram 6573
19. Dethi (C)H1 Sh. Prithvi Raj (HUF) 6442
20. Do, Sh. Prithvi Raj . 62135
21. M. P-I Shiv Singh Tamloak Gwalior 61 84:
22. Do Virendar Singh Balia 6147
23. W. B.-1 Sh. M. M. P. De'Souza 6145
24. Jaipur Smt. Urvashi Devi 5892
25. M. P.1 M/s Meghji Girdhari Lal 5701
26. Kar (C) Trustees of HEH the Nizam Supplemental 51-49
Jewellery Trust.
27. Cochin K. 1§$. T. Pension & Gratulty Fund 5194
28. B. C-1II S. N, Desai Topiwala 5124
29, M. P.1 Sh. N. C. Zamindar a7-n
30. B. C-IV Rejs Dhan R Girl. 44 64
31. Gal. (O L. N. Dalmia 41 00
32 B.C-vIl Shiv Sagar Estate (AOP) 40 A5
33. W. BN Sh. Ashit Kumar Ghosh 36 64
34. T.N-IV Sh. J. H. Tarapoll 34
35. Shillong Rai Chand Kuthari. 35493
36. Kar-J1 Sh. Madhu Liblo Marga 3398
37, Guj. (O) Bhanabnaj Khalpabhai Patel 3314
8. Delhi-1 1. R. Jain 3237
39. Do. Sh. R. N. Jain, 3237
40. Do, Smt. Satya Dharman 3197
41, Barods Sh. Pratap Singji Ram Singhji and others. 3197
42, Delhil

N. L. Jein

i
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%o CIT Charge Name of Assessee (Rs. in lakhs)
43. Dolhi-1 Sh. S. R. Jain 3103
44, Shillong K. B, Dev Barman Ex-Mahraj 3096
45. B.C. IV B. H. Bhiwandiwala -3005
46. Delhi-Il Executor of Estate of late Shri R. B. Narain 29 98
Singh

47. Kar (O Prince Muffakraja 260
48, Delhi-11I Sardarni Mohinder Jaspal Singh 2856

-Guj. (C) Lalubhai Jogabhai 20

B.C-VII C. S. Goenka 28 97




APPENDIX I

Statement showing Assessment Years in which the Outstanding  Wealth-tax Demands
" as on 31-3-1980 were raised in respect of the 13 top cases. (Vide paragraph 2 -32)

Sr. Name of the case Asstt. Demand Steps taken to recover the tax arrears
No. Year in (raised

which in lakhs)

demand

raised

1 2 3 4 5

1. Nawab Mir Bar-  Prior to 6-58 The demands are disputed in appeals
kat Ali Khan 1-4-1978 42745 Thesc appeals were accorded priority

1978-79 for disposal by the Commissioner
1979-80 113-59 (Appeals). The appeals could not be
— .. disposed of carlier as apart from the
547-62 pleas taken by the appellant, de-
e partmental contention on -intricate
point relating to exemption of a pro-
perty is also under consideration
of the appellate Authority. Commi-
ssioner of Wealth Tax will be instruc-
ted suitably, if necessary after obtain-
ing advice of the Ministry of Law for
expediting disposal.

2. F.P. Gackwad 1978-79 31122 Demands arc disputed in appeals

1979-80 8169 which are pending before CWT
(Appeals). The demands are however,
39291 being collected in monthly instalments

——— which the assessee is paying.

3. Shri Bhawani Singh 1977-78 129 The entirc demand rleates to pro-
Karia of HUF Sir  1978-79 28390 tective assessments. Recovery of such
Sawai Man Singh  1979-80 8430 protective demand stnnduguyad till

—————— the issue involved is fina decided.
369 -49 The dispute is on the point of status

— -— which the assessee claims to bo of
HUF and the department considers

to be of Individual. The assessess

claim has been accepted by the Income

tax Appellate Tribunal in appeals for

carlier years but the decision of the

Tribonal has taken further to High

Court in reference by the department.

4. Madhavrao J. 1976-77 79-80 The demand was in dispute in appeal

Scindia 1978-79 11410 and after receipt of appellate decision
1979-80 47-05 the Commissioner has instructed the
—  Wealth Tax Officer to effect recovery

241 -04 expeditiously.

5. Estate of Late A.  1978-79 191 90 The recovery of demand in this case
H. Wadia (AOP) is stayed by Bombay High Court

191 -90 ona Writ petition by the assessee.

Steps have been taken l-;edﬂ the
disposal of Writ petition expedited by
filing a miscellaneous petition before
the High Court.




1 2

3 4 5
6. Haridag Mundra  1962-63 320 The assessee was declared insolvent.
1963-64 377 The recovery of tax dues was
197879 180-33 with official Assignee and the claim
— of tbe department lodged for payment.
187-30 The assessee was found not to have
filed the schedule of Affairs before the
official Assi and he wag sentenced
by the High Court to imprisonment
for two years for the defauit. The
department continues to keep in touch
with the official Assignee.
7. Dharma Teja 1972-73 70:02 The defaulter left this country and
and earlier all his known assets were attached and
1978-79 7608 sold. Further, since the assessee loft
1979-80 2988 the country without clearance certifi-
————————— cate, action has been taken against the
175-98 Carrier Airline under the provjsions
of Section 230(2) & (3) of the 1. T.
Act, 1961,
8. HUF of Late Sir 197677 029 The demand outstanding is in digpute
J. M. Scindia 1978-719 12078 in appeals, while the undmputcd de-
1979-80 47-34 mand has been recovered. The Com-
missioner (Al ) has been request-
168 -41 ed to accord priority to disposal of
—_— these appeals. Valuation of numerous
properties/articles of jewellery which
is much time consuming, is involved
in the appeals.
‘9, Shri Bhavani 1977-78 8:12 Demands are disputed in appeals,
Singh 1978-79 9204 Recovery of undisputed demand of
1979-80 3490 Rs. 1207 lakhs was enforced and
accordingly Rs. 9 -05 lakhs have been
13506 paid (recewpt of challan awaited) and
—— - recovery of Rs. 3-02 lakhs continues
to be pursued.
‘10, Shri Jagat Singh  1977-78 492 The demand due is in dispute in_ap-
83t Sing 1978-79 72 05 _and the recovery is stayed till
1979-80 43-74 disposal of the appnals before Com-
N missioner (Appeals). request for
120-71 disposal of the m:meals on priority
. basis has been
11, Shri Jai Singh .- 1977-78 728 The damand is disputed in appeal an
1978-79 85-97 recovery is stayed till disposal of
1979-80 25.08 appeals before ONT (Appeal) Penal-
i ~—— ties were levied and other coercive
118 33 action taken in respect of amounts
e which were collectible and not stayed
for enforcing recovery.
12, 8.D. Jadej 1975-76 035 Revision and Settlement Petitions
(Jamnag;) 1975-77 0-38 are pending in this case involving
o 1977-78 498 demands of about Rs. 89-5 lakhs.
1978-79 79.17 The Commissioner has been reguested
1979.80 2200 to expedite disposal of the petitions.
. The assessee has no liquid asset to
11688 pay the outstanding demands. Im-

movable properties were at and
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one of them sold by TRO for recovery
of demands which were collectible.

13. Trustees of HEH = 197879 10799 The bulk of the demand is disputed
Nizam Jewellery ~————— in appeals which have since been taken
Trust, 10799 up on priority basis and are being heard,

The trustees are unable to pay up the

demands unless the jew is sold.

They were awaiting ion of

Govt. of India for effecting sale.




APPFENDIX IV A

Details of 20 cages Involvlng the
of outstanding demands exceeding Rs. 10

amounts of penalties in respect
lakhs for the yeas ended 31 March 1979

(vide para 2 44)
. ame of
o ool S T
1. Mr, Prem Raj Daulat Ram W.B. VI 6284
2. Sh. Rai Cahna Kuthari Assam 30-68
3. Sh. ). N. Jain Delhi-T 3066
4, Sh. R. N. Jain Delhi-l 3066
5. Sh.S.R. Jain Delhi-l 29-57
6. Sh. N. L. Jain Delhi-I 29 -56
7. Sh, 8. D. Jadeja Rajkot 26-55
8. Smt. Ginni Devi_Jalen
Cio Prakash Cotton Mills Bombay—C-I 2315
9. ], H. Rarapore Madras (C) 2287
10. Smt, Satya Uhawan , Delhi-T “21 44
11. Smt. Padmini Devi . Delhi-—C-1 2967
12. N.R. Sirkar . Assam 1991
13. A. N.D. Haksar and others W.B. IX 17-55
14. P.R. Rishi Dethi-I 16-42
15.  Ashit Kumar Ghosh W. B.INl 1400
16. M, S. Palavi Nasik 13:11
17. Krishna Nand Garg Kanpur 12-62
18, Shiv Kumar Ludhiana (C) 11-39
1¢. Sanwalram Jalan Bombay—C-I1 1077
20. K. Venkatswamy Karnatak-I 1000
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APPENDIX IVB

Details of 20 cases involving the highest amounts of pennlties in respect of out-

standing demands exceeding Rs. 10 lakhs for the year ended 31 March 1988
(vitde pacagraph 2-44)
S. Name of the case Chargs Pcnilty
No. ~ (In lakhs)
1. Sh. Shanti Prasad Jain Cal(C)-1 90 00
Rep. by Sh. A. K. Jain.
2. Mr. Prem Raj Daulat Ram W. B.-VI 6284
3. Shiv Singh Tembak . M.P.-L 00 -54
4. Bajram Prasad . . Kanpur(C) 3091
5, Sh. Raichand Kuthari Assam 30-59
6. J.R.Jain Delhi-I 2682
7. Sh.R. N. Jain. Detlhi-1 26-82
8. Sh. S. ID. Jadeja . . Rajkot 2055
9. Sh. Lallubhai Jogibhai . Ahmedabad (C) 26-43
10.. Sh. N. L. Jain Delhi-1 2567
11. Sh.S.R. Jain . Delhi-I 25.48
J2. Smt Ginni Devi Jalan
C/o Prakash Cotton Mills Bombay(C)-1 2312
13. Smt. Satya Uhawan . Delhi-I 21 -44
14, K. Venkataswamy . Karnataka-I 17-67
15. A.N.D. Haksar and Others W.B. IX 17-65
1€. Padmini Devi Delhi-1 (C) 1751
17. P.K. Rishi Delhi-l* 1642
18. B. K. Bedi Delhi-Il 1600
19. M. S. Palavi Nasik 13-09
20. Krishna Nand Garg Kanpur 12-62
L



APPENDIX IV C
b
Details of 20 cases involving the hi

highest amounts of penalties in respect of out-
exceeding Rs. 10 lakhs for ‘the

standing demands vear ended 31 March 1981
(vide paragraph 2 -44) -
8. Name of the Casc Charge Penaity
No. _ (In lakhs)
1. Smt, Jyotsna Kikrausih . BC-VI 21178
2. K. Kalpana . . T.N-II 12719
3. Sh. Bhanabhai K. Patel Ahmedabad{C) 93493
4, Sh. Shanti Prasad Jain
Rep, by. A, K. Jain . Calcutta(C-1) 9000
5. Sh. Pratap S, Vallabhdas . . B.C<VII 8779
6. Sh. Chander Nath Baink . W. B..lI 7596
7. S.Gurcharan Singh . . . Delhi-y 71 -49
8. Ramaghray Prasad Chowdhry . Pama 66-37
9. WMhd. Suleman . . Delhi IV 6460
10. Ms. Prem Raj Daulat Ram . W.B.VI 6284
11, Shiv Siogh M.P.1 5285
12. Puran Singh Delhi-v 48 00
13. Manmna Lal Sooran . Jaipur 4774
14. Banarsi Das Kehta . Kanpur(C) 47-35
15. Sh. Sayaljirao P. Gaekwad . Ahmedabad(C) 45-37
16. Sh. 8. D. Jadeja . Rajkot 3736
17. Bal Kishan Delhi-1V 34419
18. Balram Prasad Kanpur(C) 3091
19. S. M. Wahi Do. 2903
20. Manject Singh Sethi Delhi-V 28 20




STATEMENT OF CONCLUSIONS AND RECOMMENDATIONS

APPENDIX V
(Vide Introduction)

_Minislw

Conclusions and Recommendations
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No.
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3

4
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F_i_nlme (Revenue)

The object of the Wealth-tax Bill as introduced in
May, 1957 was to imposc an ‘annual tax on the net
Weailth of individuals, Hindu undivided families and
companies. The wealth-tax was to be an important
constituent of an integrated structure of direct taxes.
With income tax, estate duty and a tax on capital gains
already in cxistence and with the addition of wealth
tax and a tax on large personal expenditure in 1957
and Gift-tax in 1958 these direct taxes were to form a
composite tax system made up of complementary
clements. The system was intended to' subserve
inter-alia the avowed goal of attainmenf of a socia-
listic pattern of society. :

According to the Chairman of the Central Board
of Direct Taxes, the idea behind the integrated pattern
of taxation was that ,'if 4 person is able to conceal his
income, he is found out at the time of wealth-tax
agsessment.  If he resorted to conspicuous consump-
tion of wealth or income, he should be caught undsr
the Expenditure-tax Act. Should he be tempted to
give away a part of his income or wealth in the form
of gift, he will be caught wnder the Gift Tax Act.
If he was able to cheat the Department under all thesc
Acts, he will be caught under the Estate Duty Act.”

The Committee find that while the number of wealth-
tax assessees has increased from 211 lakhs in 1972.73
o 346 lakhs in 1979-80i.e. by 64 -1 %, the yield from
this tax has gone up from Rs. 35-94 crores to Rs.
6947 crores i.c. by 79% during this period. The
All India Wholesale Price Index has increassd by
87-3% and the All India Industrial Workers Consumer
Price Index has increased by 73 9% during the same
period. The price of gold however registered an
increase of nearly 320%;. It is also widely known that
the prices of real cstate have gone up tremendously
‘over the years particularly in the metropolitan and
bigger towns. The Committee arc surprised to find
from the data furnished by the Departmenit that only
5% of the assessces had assessable wealth above Rs.
5 lakhs while the number of those having net wealth
above Rs. 20 lakhs was only 0 -21 7 of the total number
of Wealth-tax assessces. It is thus clearly established
that the number of assessees brought into the wealth-
tax net has not increased in proportion to the increase
in the prices of gold and real estate, In reply to a
pointed question, it was admitted in evidence that
“tax cvasion had certainly increased” and that
“concentration of wealth in a few hands could not bo
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Finance (Revenue) A selective study of the contributions made to “the

Finance (Revenue)

natioual exchequer in the form of wealth tax by persons
controlling large industrial houses, carried out
by the Directorate of Inspection ([nvestigation), has

"revealed that while there his besn a pronounced

Emwth in tho . assets/wealth of the large industrial
ouses, the wealth of the persons controlling these
houses has declined and the nition has been denied
the benefit of cven no-mal appreciation expected in the
weilth of these persn 15 even ui the wealth holding level
of 1957-58, T‘]‘f lo h:inrotr‘ono? would be that while
enjoying virtually all the rights of ownership attached
to the assets multiplied several-fold, not only did the
growth of assets romain unchanged, the owners who
control the assets of the compenies, virtually as owners,
escaped the real burden of wealth-tax, The study
further reveals that most of these persons have made
use of various tax avoidance techniques for reducing
their wealth tax liabilities. The main tax avoidance
methods are creation of private trusts and transfer of
assets (0 those trusts, transfer to minors and ladies
transfer of ussots to companies, conversion of equity
shares into preferencc shares, "diversion of assets
through HUT and rigging of shares,

To cite one such example from the study, it was
found that the assets of Sarabhai Group, as per book
value increased from Rs, 88 -44 crores in 1972 to Ry,
136 -96 crores in 1977, *The market value of the total
assots is estimated at about Rs. 520 crores as against
book valus of about Rs. 137 crores. The ultimate
control and ownership of the total assets in the group
rests with about 25 individuals, The contribution of
the group to the national exchequer in the form of
wealth-tax has ranged from Rs, 4 to 5 lakhs per year.
The raembers in the group have consciously madesuch
arranﬁemems ovor 1 period of time 80 as to reduce their
wealth tax liabilities. The Group has created over

1600 trusts to avoid wealth-tax on & huge scale. In

“all the trusts the ultimate boneficiaries are the same 25

individuals in this Group. - Each member of the family

been made a beneficiary of a number of trusts and
is also a trustee in other trusts in which he is not a
beneficiary. The trusts have been created in such a
way that the ﬂrplicﬂbim}' of Section 64 of the Income-
tax Act on the basis of cross transfer of nssets is render.
od impossible,

The study has, theretfore, come to the conclusion
that the existing provisions of the Wealth-tax Act and
Rules thus provide sufficient leverage to the persons
controlling monopoly houses 10 mintmise their contri-
butions to the mnational cxchequer., However, the
calculations made by the Department show that the
cost of assessment and colloction of wealth-tax for the
years 1978-79, 1979-20 and 1980-81 worked out to Rs,
347 crores, 3 61 crores and 4-10 crores respectively.
In terms of percentage of the wealth-tax yield, it works
out to be as highas t0 626, 561 and 613 in umum
tive years, The corresponding figures of cost of co
tiop of income tax in terms of percentage work out to
3.55, 3-28 and 2-59 during the respective 18,
Apparently, the cost of collection does not include the
burden of rocial compliance, involved in the valuation
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of assets by private registered valuers, lawyer's foes,
court fees etc.

The Commitice have in the subscquent Chapters of
this Report dealt with certain important aspects of
administration of wealth-tax in the light of failured
and omissions pointed out by audit, Tho Commnitiee
trust that the Department would take effective measures
to soe that the lacunae pointed out by them are eoffocti-
vely dealt with and the scope for 1ax evasion/avoidance
is reduced to the maximum exient possible,

The Committee find that the number of wealth-tax-
cases ponding assessment as at the end of the year 1976
77 was 2-89 lakhs. This figure has gone upio 4-32
lakhs as at the end of 1979-80. The assessments
completed during these (wo years numbered 2-80
lakhs and 3-26 lakhs respectively. The Commitice
are concerned to find that the arrears of wealth-tax
demand haveincreased from Rs. 52 -75 croves in 1976-77
1o Rs, 18408 crores in 1978-79, Ry, 180 -54 crores in
1979-80 and went up further to Rs. 217-11 crores as
at the end of 1980-81, Compared to the actua] collec-
tion of the order of Rs, 6447 crores in 1979-80 the
arrears would amount to more than 3 years’ collections.
The above figures do not include the amount locked up
in the pending assessments,  According to the calcula-
tions made by the Ministry on the basis of weragc
demand raised per assessnient during the years 1975-76
to 1977-78, the estimated tax locked up in the pending
asscssments is of the order of nearly Rs. 67 crores.
Thus the fotal outstanding dyes to the exchequer on
account of wealth-tax demand, amount to as high
a sum as nearly Rs. 248 crores. The Committee
have discussed in the subsequem paragraphs the
various remifications of this problem, The Committec
must, however, at, the outsct express their deep sense
of alarm at this situation. The Committee regret (o
int out that the evidence tendered before them
y the representative of the Ministry of Finance did
not reflect the amount of concern that thoy expected
in such a situation. The Committee frust that at
least now the CBDT would realise the gravity of the
problem and come out with a specific plan of action to
cieaf the backlog of assessments and what is more
important, collect the revenues due to the exchequer

The data furnished to the Committee reveal that out
of the total demand of the order of Rs, 180 -54 crores
outstanding on 31 March, 1980, 11 Commissioners'
charges in Bombay, Delhi, Calcuua(rWest Bengal,
Gujarat; Karnataka, Madras amil Naduu

accounted for as much as Rs, 128 -14 crores.

The Committee have been informecd that the
reason for the sudden incrcase in the arrears of demand
from Rs. 56 41 crores in 1977-78 to Rs. 84,08 crores
in 1978-79 was the bar of limitation introduced by
the Taxation Laws (Amendment) Act, 1975 accord'ng
to which no assessment for the assessment ycars upto

1974-75 could be made after the oxpiry of four years
from 1 April, 1975 i.e., after 31 March, 8979. As a
result, the dispostl of wealth-tax assessments went up
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from 3 19 lukhs in 1977-78 to 475 lakhs in 1978-79.
The Chairman, Central Board of Direct Taxes admitted
in cvidence that “the arrears aro disproportionate to
the amount of revonuoe that we are collecting annuall

{1;9}:;1 7;1_;9 levy but this position was not there till

.. 'While the Committce do concede thar the bar of

limitation imposed for the first time in 1976 resulted in
sudden spurt in the demand of Wealth-tax, they are
not able to appreciatc why inspito of the emphasis.
laid on the disposal of the woalth-tax assessmonts in
the subsequent Action Plans, the arrears continue to
rise. The Committee desire that the eleven Charges
mentioned above should be enjoined to intensify the
collection of arrear demand and their performance
closely monitored by. the Board,

Finance (Revenue) In the 38th Report (7th Lok Sabha), the Public Accounts

Finance (Revenue)

Committee had recommended that the Wealth-tax Act
may be amended to provide for a period of two years
(instead of four years as at present) beyond which the
bar of limitation would apply. The Committes would
like to reiterate this recommendation as it would go a
long way in ensuring simultaneous disposal of income-
tax and wealth-tax assessments which would be in the
interest of revenue as well as the assessee.

. The Committee were informed that it had been
impressed upon the wealth-tax Officers that in cases
where the wealth declared is more than Rs, 5§ lakhs,
the assessment for both income-tax and wealth-tax
purposes should, as far as possible, be taken up together,
Despite these instructions the Ministry were not in a
position to furnish to the Committeo the break-up of
the amount of tax in arrears by the size of wealth asses-
sed in the wealth-group below and above Rs, 5 lakhs.
It is obvious that the instructions have remained only

on paper,

The age-wise breakup of arrears furnished to the
Committee shows that out of the total outstanding
arrears of the order of Rs. 18054 crores as on 31
March, 1980 the arrears of current demand i.e, those
raised during 1979-80 amounted to Rs. 62:43 crores;
those between 1 to 3 years old amounted to Rs, 102 -28
crores: thosc between 3 to 6 years old amounted to Ra,
10,53 crores ; those botweon 6 to 10 years old amounted
1o Rs. 4 -08 crores while those over 10 years old account-
ed for the balance Rs. 122 crores.

The Committee further observe that of the above
stated arroars of Rx, 180 -54 crores, the total demand
in dispute before the Appellate authoritics, Courts
etc. amounted to Rs. 55:29 crores. This included
Rs. 28 -36 crores in respect of which there were neither
stay orders nor were they covered by orders for pay-
ment in instalments, Demands aggregating Rs. 375
crores only werc stayed by the Courts, Demands
totalling Rs, 18 -90 crores were in the nature of protec-
tive assessments in appeal, Demands involving a
sum of Rs. 114 crores stood referred to Settlement
Commission. Of the balance demand of Rs. 124-26
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crores, the demand awaiting adjustment or verification,
amounts due from companics under liguidation or
from persons hot traceable etc, amounted to over Rs.
12 crores. Thus, the net undisputed arrears of wealth.
tax have boen assessed to be of the order of Rs, 112
crores,

The above - data clearly disproves tho widcsprond
impression that large arrears of demand are due to
stay orders and/or on account of delay in disposal of
the cages by the Courts, - The generalised reasons given
by the Ministry for the huge accumulation of arrears
are¢ insolvency, emigration to Pakistan, double taxation
relief under consideration and petitions for waiver
of penalties pending consideration, The Commitice
comsider the situation to be highly unstiasfactory,
They would urge the Departrent to make &n indepth
cause-wise analysis of the large amount of wealth-tax
arroars awaiting realisation 50 as to u%:wn such of the
domands which are not realisable and have to be writfen
off and determine with some precision the amount
which is clearly due to the exchequor and must be
realised expeditiously.

The Special coll should be asked to undertake this study
and the Committee should be informed of the measures
taken or proposed in this regard.

The information furnished by the Ministry with
regard to the nuumber of wealih-tax assessecs according
to the size of their wealth shows that the numter
of assessees having assessable wealth above Rs. 20
lakhs was 784, those having wealth between Rs, 10 to
20 lakhs was 3776, those having wealith tetween Rs,
5 10 10 lakhs was 12,147, while those having wealth
below Rs. 5 lakhs numbered 3 -02 lakhs as at the end
of 1978-79, The Committee arc surprised to find that
in the records of the Department there were only 4,560
persons in the whole country having a nct wealth of
over Rs. 10 lakhs and only 16,707 persons having &
‘net wealth of over Rs, 5 lakhs. 'The data furnished by
the Ministry also indicate that as many as 94-78 per
cont of tho assessoos have net wealth below Rs, 5
Jukhs. “The Ministry have informed that “the number
of wealth 1ax assessees according to size of their wealth
is based upon the amount of total net wealth assessed
after allowing exemptions and deductions of varyin
amounts in accordance with the relevant provisions of
the law, Also, there are likely to be &8 number of
‘persops’ who will be having o pet wealth of over Rs.
10 Jakhs or Re. 5 lakhs but not included in the number
of persons mentioned in the reply...... because they
belong to catepories which are not assessable to wealth-

. tﬁ‘x."

L g e b e e 18

In view of this position of the matter and parti-
cularly in view of large increase in vajue of movable
and immovable assets.in the last fow years, it would,
in the opinion of the Committec, be desirable if the
exemption limit of wealth-tax is fixed at about Rs. §
lakhs s0 that the Department may bo able to function
effectively and advantageously so far as collection of
mnue from persons holding larger wealth is concer-
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the sky-rocketting pace of increase in the value of real
estate in recont years, the Commitiee are not in a posi-
tion to place reliance on the data furnished to- them.
Obviously, there has been no worthwhile effort to
locate new agsessees. It is no secret that a larger
number of high cost buildings particularly in the
metropolitan cities, have been coming up over the
years. In case concerted and well directed cHorts
aro made it would not be surprising to the Committee
if 12,147 wealth-tax assessees between Rs, 5 lakhs,
to Rs. 10 lakhs reported for the entire country, are
found in one big size city alone.

Neo data have been furnished 1o the Committee with
regard to the arrears out-standing against assossoes
in the slab of over Rs. 5 lakhs. However, the Ministry
have furnished to (he Committee data showing out-
standing demand oxceeding Rs. 10 lakhs in each case
which shows that as on 31st March, 1979,1980 and 1981,
the total arrears in such cases amounted to Rs, 52 08
crores, Rs. 63 -03 crores and Rs. 75-29 crores respec-
tively, The Committee were informed that instructions
have beon issued to the effect that in cases where the
demand locked up is more than Rs, 10,000 the Appel-
late Assistant Commissioners should treat the case as
a priority case. For the Commissioners of Income-tax
(Appeals) the corresponding limit is Rs, 50,000, Appa-
rently these instructions have not had tho desired cffect.
The Committec considor that if only the Department
could concentrate on these bigger cases, they could
make a substantial contribution to the collection of
outstanding demand of wealth-tax. The Committee,
therefore, urge that the Department should take con-
corted measures under a ume bound programmeo to
settle these cases which have locked up huge arredrs
of rovenue. The steps taken in this regard should be
reported to tho Committee,

From the detailed particulars of the top 50 assessees
against whom there are heavy arrcars of wealth-tax
the Committee find that the total arrears of wealth-
lax against these assessees amounted to over Rs. 46
crores on 31 March,1980. 13 of these assessees against
whom the outstanding arrcars ranged between Rs.
108 crores 10 Rs. 547 crores accounted for total
outstanding of the order of Rs. 2873 crores, Most
of these demands are stated to be in dispute. In one
case, the defaulter  (Shri Dharam Teja) left the country
without obtaining clearance certificate from the Income-
tax authorities. The arrears aganinst Shri Dharam Teja
amount to Rs. 1 -76 crores. Action is stated to have been
taken agaist the carrier Airline under the provisions of
Section 230(2) and (3) of the Income-tax Act. The Com-
mitice were jnformed in cvidence that as on 31 March,
1979 the Income-tax demand against Shri Dharam Teja
was on the order of Rs. 650 crores. The compensa-
tion payable to Shri Dharam Tej consequent upon the
nationalisation of the Jayanti Shipping Company
amounting to Rs. 3 -32 crores (approx.) was attached.

The Commitiee find that in a number of cases appeals
arc pending before the Commissioner (Appeals) while
in one case revision and settlement petitions are pending
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before the Commissioner. Requests are stated to bave
been made by the Department to the, Commissioners
concerned to accord priority to the disposal of appeals.
The Committee would like these cases to be pursued
actively by the Special Cell in the CBDT with a view to
ensuring that these are disposed of without much loss

of time.

The Commitiee find that the number of tax recovery
certificates pending disposal as at the end of the years
1977-78, 1973-79 and 1979-80 in respect of income tax
and other direct taxes put together was 28 -43 lakhs,
29 -04 Jakhs and 28 -21 lakhs respectively. The number
of certificates disposed of wholly or ly during these
years was 6-71 lakhs, 6 -66 lakhs and 5 27 lakhs respec-
tively. The total demand certified for recovery during
1979-80 was of the order of Rs. 1027 -61 crores of which
Rs. 287+61 crores was recovered during the years,
leaving a balance of Rs. 740.crores. The Committee
were informed that statistics for Corporation Tax and
Wealth-tax werc not maintained separately. Jnforma-
tion regarding the number and amount of arrears for
which recovery certificatcs have not been issued as also
reasons for non-enforcement of recoveries after certifi-
cation in cases involving arrears of tax of Rs. 1 lakh
and above is also not readily available with the Depart-
ment. The Committee consider that broadening of the
data base is essentisl for proper monitoring. The
Committee would, therefore, emphasise the need for
maintaining essential statistics for each direct tax se-
parately under broad income groups say below 1 lakh,
1 to 5 lakhs, 5 lakhs to 10 lakhs elc.

Considering the large number of recovery certificates
awaiting disposal year afer year, the Committee con-
sider that there is need to st and streamline the
system. The Comm:ttee would like to be apprised of
the steps 1aken b Department to improve the system
in the field and t cresl.rlts achievcd

The Committee note that the penalties included in ar-
rears of outstanding demand exceeding Rs. 10 lakhs in
each case were as high as Rs. 21 -20 crores against the
m&. l'.'\'BI‘}fl(!‘.i‘he?s i’;apondlni:ﬂgmeof asoni}
arrears

penalties on 31 March, 1979 was Rs. 4-97 crores out
of total arrears of Rs, 52 -08 crores in these cases). Out
of the above amount of Rs. 21 -20 crores, lties to
the tune of Rs. 10-53 crores were outstan t
us few as 20 assessees.  The amount in indivi CRses
varies from Rs. 28 lakhs to nearly Rs. 211 lakhs. The
Committee were informed that “penalties were not up-
held in most of the cases and were reduced in a number
of cases by Appellaic authorities’. It has also been
admitted that cases of vexatious assessments or additions
made on frivolus grounds did sometimes come to the
notice of the Board. While such tendency which
certainly cannot be widespread, has to be curbed and the
crring officials suitably taken up, the Committee consider
that the Department must concurrently study the deci-

sions of highcr Courts with a view to finding out the
reasons why the penalties are not upheld in most of the
cases and are reduced in others by the Appellate authori-
ties with a view to improving the quality of assessmeénts.
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The Committee further suggest that effective monitoring
of the outstandings above Rs. 10 lakhs should be done
by the Special Cell in the Central Board of Direct
Taxes so that large amounts of revenue do not remain
::::oegs up in departmental proceedings for unduly long

.

In the case cited under Audit paragraph 406 (i
although the value of the property in question was nvg:)t;
than Rs, 5 lakhs and the value returned by the assessee
was also less than 8 times the net rental value, the case
was not referred to the Valuation Cell for valuation as

uired in the Board's imstruction of December,
1971. The entire property was rented out and the
net rental value was available with the W.T.O, in the
income-tax assessment records. The test audit also
revealed that the WTO did not additional wealth-
tax in respect of urban immovable property for the
assessment years 1974-75 and 1975-76. The assess-
ments are since stated to have been rectificd and the ad-
ditional wealth tax dues have been realised. The Com-
mittee regret to observe that the assessments for the as-
sessment years 1975-76 and 1976-77 were not checked
gy Internal audit even though they were requiredjlo

0 80.

The Committee find that the re-assessments made for
1974-75 and 1975-76 have been quashed in appeal.
Information on the question whether these were set
aside on merits or on technical grounds has not been
made available to the Committee (April) 1982). In
any case, loss of revenue to the exchequer could have
been avoided if the Wealth-tax Officer had made a re-
ference ab initio to the Valuation Cell for valuation.
The Committee desire that the Wealth-tax Officer con-
cerned should be suitably taken up for the negligence
in this case.

Para 4.07(i) of the Audit Report refers to a case in which

a statutory reference was made under Section 16A(1)
of the Wealth-tax Act, 1957 and it was binding on the
wealth-tax officer to have adopted the valuation done by
the Valuation Officer. The Committee have been in-
formed that ‘due to pressure of work and possible de-
linking of papers pertaining to the valuation reference/
report, the Wealth-tax Officer failed to act on the Depart-
mental Valuation Report'. The resultant dislocation of
assessment papers is attributed to shifting of the office
of the wealth-tax officer assessing this case to a different
building. Thereafter, the case was transferred to
another Wealth-tax Officer.  The explanation is hardly
convincing. Obviously, therc has been a failure 1o main-
tain the records properly. The TAC who wus required
to kecp a check on such references alsc failed to exer-
cise necessary supervision. The Committee trust that
more vigilance shall be exercised in such matters and the
Board's instructions scrupulously followed.

The case mentioned in para 4,07 (ji) of the Audit Report
again highlights the failure of the assessing officer to
conform to the departmental valuation resulting in
under-assessment of wealth of Rs. 31 -87 lakhs. On the
omission being pointed out by Revenue Audit, addi-
tional demand of the order of Rs. 91,976 has been
raised against the three assessees for the assessment years
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1972-73 to 1974-75. However, for the earlier two years
viz,, 1970-71 and 1971-72 the re.assessment proceed-
‘have become time-barred. The Committee con-
that in such cases of giarinl failures, the Wealth-
tax Officer concerned should be suitably taken up.. The
Committee would like to be informed of the action taken
inst the concerned officer. The Committee would,
also like to be informed about the position of recovery
of the additional demand.

In a somewhat similar case cited under paragraph 4 -08(i)
of the Audit Report, the Wealth-tax Officer failed to
work out the correct area of land which was available
in Income-tax records of the assessee for wealth-tax
purposes. Consequent under-assessment of wealth

ting to Rs. 3629 lakhs resulted. in short levy
of tax of Rs. 86,706. The assessments are stated tp
have been set aside by the Commissioner of Income-
tax on 11 March, 1981 but re-assessment proceedings
had not been completed upto September 1981. This
is a case of failure on the part of the ass:;sins officer
to properly correlate the assessment madé under two
direct taxes viz., Income-tax and Wealth-tax. That
this should be so despite constant exhortations by the
Committee and repetitive instructions issued by the
Board, is regrettable. The Committee would stress the
need for tightening up supervision at the level of I. A,
Cs so that such mistakes do not occur.

Rule 1 BB incorporated from 1 April, 1979 governs
valuation of residential houses with multiplier factors
of 100/8 and 100/9 applicable¢ to ‘net maintainable
rent’. The formula in this rule is independent of market
value and cven of actual cost. In Kusumban D.
Mahadevia Vs. Commissioner of Wealth Tax (124
ITR 799), the Bombay High Court have held that a
rule *“made under Section 7, must be for the purpose of
carrying out the object of section 7, the object being to
determine the market value as contemplated by Section
7(1).” The Rule thus contravenes the principle of open
market value provided for in Section 7(1) in respect of
fully marketable assets like real promrty. Further-
more, Rule 1BB is irreconciliable with the provisions of
the Income tax Act and the Gift-tax Act wherein the
principle of fair market value determined by normal
market forces, continues to apply. The Committee
consider that since Rule 1BB lays down an altogether
different mode of valuation of house property which
has nothing to do with the concept of fair markei value
as enumerated in Section 7 (1), it is a substantive provi-
sion and a separate law in itself- The Committce, there-
fore, desire that the views of the Ministry of Law should
be obtained in this regard. The Commitice would like
tc be apprised of the same.

The Committce find that after the incorporation of Rule
1 BB with effect from 1-4-79, the maintenance and updat-
ing of record of rental vafues of houses used for resi-
dential purposes has assumed added importance. The
Committee have been informed that only some of the
units of the Valuation Cell collect data on rental value
in their respective arcas which is kept as a continuous
recored for reference in future cases and utilised as and
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when necessary. The Committee would impress iipon
the Board the need to devise better information systems
and control mechanisms to ensure collection and ‘dis-
semination of data on sale of land/houses, rental values
in close coordination with the municipal authoritics,
Registration offices of the State Governments, State
Housing Boards etc. The Committee would like to be
apprised of the steps taken in this direction. :

The Committee find that the average time taken by the
Valuation Cells for finalisation of valuation on a referen-
ce is 4 to 7 months depending on the nature of reference,
On an average, the Valuation Cells in the Northern and
Southern Zones finalised 17,133 and 9,479 valuations
per year respectively in the last five years. Even so, the
pendency as on 31 March 1980 was 9,399 and 2,696
respectively. The Audit Report [Para 1 -15(iii)] shows
that the values determined by the Valuation Cells ranged
from 212 to 280 percent of the values returned during the
years 1977-78 to 1979-80. The Committee have been
informed that in the absence of specific studies on the
fate of valuations done by Valuation Cells, it is difficult
to conclude how far these have been helpful in prevent-
ing evasion of taxes through under-valuation of assets.
However, a sample study was conducted by the Depart-
ment in some sclected metropolitan charges of Delhi,
West Bengal, Bombay and Tamil Nadu to have an idea
of the extent of modification of the values determined by
the Valuation Cells in appeal.

The Committee find that out of 74 properties in West
Benpgal and Tamil Nadu charges, (certain clarifications
in respect of Delhi and Bombay are still awaited), cover-
ed by the sample study on (he basis of assessments com-
pleted during 1974-75 on the basis of valuation made
by the Valuation Cell, the valuation was disputed by
the assessces in 38 cases. In 20 cases, the valuation
made by the Cell was totally confirmed by the AAC/
CIT(A)/Tribunal and partially reduced in 13 cases, In
the remaining 5 cases, it was totally reduced by the
Appellate authorities.

The Committee thus find that the values determined by
the Valuation Cell are not upheld by the appellate
authorities in a quite large number or cases. The
Committee consider that while on the one hand, it is
necessary to curb the tendency on the part of the asses-
sees to undervalue the properties, it is equally necessary
that the valuation officers act in a judicious manner and
be fair both to the assessees and the revenue. This
underscores the need for dproper selection and training
of the personnel employed for this work.

The large arrears outs.anding both in the Northern and
Southern Zones also point to the need for streamlining
the functioning of the Valuation Cells so that the pen-
dency as well as the timelag of 4 to 7 months in complet-
ing the valuation are effectively reduced. The Commit-
tee, therefore, suggest that a work and methods study
into the functioning of the Valuation Cells should be
carried out and necessary action taken in the light
thereof to streamline the system.
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of the Wealth-tax Act effective from 1976 coup!

with Rule 1 BB effective from April 1979 have tended to
reduce the number of references made to Valuation
Cells in cases of residential properties. The Department
is separately considering framing a rule for commeroial
properties. The Chairman, Central Board of Direct
Taxes stated in evidence that ‘it would be better if we
have rules for the remaining type of properties also and
do away with the Valuers® certificates completely.’

The Committec consider that so long as the avowed
object for which the Valuation Cells were set up vis.,
that of preventing large scale avoidance of taxes by un-
der-statement of the returned value of assets and
making investment of unaccounted money in real estate
unprofitable and unattractive is not achieved, the need
for such an organisation will remain. The Committee
would therefore expect the Ministry of Finance to keep
a close watch on their functioning.

The institution of registered valuers was introduced
with a view to bringing about better regulation
and discipline over non-official valuers. The
number of registered wvaluers as in July 1981 was
3283. Of these, 2031 were in respect -of immovable
properties, 574 in respect of jewellery, 235 in respect of
agricultural lands, 193 in respect of stocks, shares,
securities etc. 186 in respect of machinery and rlant
49 in respect of plantations of coffee, tea, rubber an
cardamom, 10in respect of life interest, reversions and
interest in expectancy, 3 in respect of mines and quarries
and one each in respect of forests and works of art.

The Committee have been informed that one of the
reasons which adds to the work of the Valuation Celt
and leads to delay in the disposal of valuation cases in
that the registered valuers do not furnish the valuation
reports in the form prescribed ncr do they give all the
required information. However, there has been no case
of a registered valuer against whom action has been
taken so far under Section 34 AD for misrepresentation
of suppression of a material fact or for misconduct in
his professional capacity.

The data furnished at the instance of the Committee
shows that the proportion of wealth-tax returns sup-
ported by valuation done by registered valuers in the
various Charges varies from 5 to 10 per cent in the
Patiala C.I,T. Charge to 72 per cent in West Bengal
(C-I and C-II) Charges. The number of cases in which
the basis for valuation adopted by the registercd valuers
was questioned/disapproved by the assessing officers is
anywhere between 1 per cent in Shillong C.L.T. Charge
to 76 -43 in Tamil Nadu (Central) Charge.

The Charges where the percentage of caces questioned/
disapproved by the assessing officers was high are
Bombay C1 & 11 (66%), Andhra Pradesh I & 1I (54 %),
Gujarat-all Chaﬁaes( 6%), Meerut (50%,), West Bengal
T&IT & (C)(44%) nsidering the high percentage
of such cases and the admitted fact that the registered
valuers tend to delay giving information and even
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then do not give all the information required, the Come=
mittee consider that there is need for exercising stricter
supervision and dlsul;fllne over the registered valuers,

Committee would, therefore, like a sample study
to be made to find out the type of deficiencies geaerally
noticed with particular reference to the amount of under-
valuation noticed tz‘ the assessing officers/appellate
authorities so as to find out to what extent the institu-
tion has subserved the objectives in view and what
measures need to be devised to improve the system in
the interest of revenue.

The valuation of properties is important not only for the
purpose of wealth tax, but also for other Oanulil direct
taxes, like gift tax, estate duty and capital gains tax. It
is also important for State “‘“1:,.5'& istration fees
and stamp duty. It has its relevance for municipal
taxes, like property tax too. The provisions of various
laws governing valuation are not, however, identical;
even the basic principle of ‘market value* has been
departed from in respect of residential houses for wealth
tax purposes under Rule 1 BB of the Wealth Tax Rules,
1957. Even where the basic principles remain the same,
different modes of valuation have been prescribed by
rules or instructions issued under different tax laws.
In the resultant situation different values for the self
same property are determined at the same time by
ifferent tax authorities for purposes of different taxes,
In fact, the Committee have come across cases, such as
those commented upon in para 3 103 of the Committee’s
7th Report (6th Lok Sabha), where different values for
the same properties are adopted for purposes of different
taxes though the principles of valuation as well as
the instructions under the two tax laws happen to be the
same. For purposes of Central direct taxes the institu-
tion of approved/registered valuers was introduced to
bring about better regulation and discipline over non-
official valuers. Despite the specific recommendations
of the Publi¢ Accounts Committee contained in Paras
2-7 of their 117th Report (4th Lok Sabha), and 3-98
of their Tth Report (6th Lok Sabha) about the Central
Board of Direct Taxes exercising proper control over
the registered valuers and in spite of the powers given
to the Board for that purpose under Chapter (B)
of thc Wealth Tax Act 1957, it has apparently, not been
possible for the Board to control their activities. Ac-
cording to the evidence tendered by the Ministry of
Finance before the Committee, *...the rcgistered valuers
do not furnish their valuation reports in the form pres-
cribed under the rules and do not give all the required
information’, As a measure of further control depart.
mental Valuation Cells manned by engineering officers
were set up to help the Centraltax authorities and these
valuation cells were also given statutory recognition in
the various Central direct tax laws. The evidence before
the Committee would cast serious doubt on the efficacy
of these Valuation Cells also. The Committee have re-'
peatedly come across cases where references on question
of valuation were not made to theValuation Cells though
required to be made, or where valuations given by the
Cells were not adopted in the .assessments despite
specific provisions of the Central tax laws making such
valuations binding on the tax authorities. The time
taken by the Valuation Cells to give their veluation re-
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ports_is ulso far too long and the hi:;ll;llmb;; of cases
remaining pending with them very . a
number of cases valuations given by the Valuation Gcﬁs
do not stand the test of appeal.

The Committee are of the opinion that this multitude

of legal provisions, modes of valuation and

valuation authorities for the valuation of self-same mo-

E:;toles has created a situation where property taxes have

me a matter of great harassment as well as abuse.

While unscrupulous people are able to evade payment of
Central, State, as well as local taxes with impunity, the

honest tax payers are harassed by different tax as well as

valuation authorities. It is the Committee’s considered
opinion that a system based on a common principle of
valuation for all property taxes with a common imple-
mentation machinery would go a long way in improving

the administration of all these taxes and also in amelio-

rating the hardships caused to the tax-payers on this

account. The Committee would strongly recommend
that the Government of India should in congultation
with the State Governments, arrive at a common prin--
ciple of valuation for all property taxes in the country

and set up an autonomous valuation authority free from

departmental or extraneous influences which should ap-

plying this common principle of valuation, determine-

objectively the values of all real propertics at least in

the urban centres in the country. The values so deter-

mined by this authority could be reviewed/updated by
it periodically, say, at quinquennialintervals. the valua-

tion certificate given by this authority in respect of any"
particular property should then be necessary as well as

sufficieny for all taxes relating to that property, Cent-

ral, State or local.

The Commirtee find that with the sanctioning of 500
additional posts of Inspectors (Survey) in June,
1979, the Survey Organisation has been set up on a
permanent footing, Eight Commissioners of Income-
tax designated as Commissioners of Income-tax (In-
vestigation) have recently be;:dpmted at Delhi, Bombay.
Calcutta, Madras, Ahmedabad, Bangalore, Hyderabad
and Ludhiana. They are responsible mainly for carry-
ing out survey operations. To monitor the progress of
survey operations on all India basis, a Director of In-
spection (Survey) has also been posted at New Delhi.
as on 31 August 1981, 81 Income-tax Officers and 519
inspectors were deployed exclusively for work relating to
survey. The Committee find that inspite of such mas-
sive addition to the staff strength at all , the number
of new wealth-tax assessees found during the years 1978-
79, 1979-80, 1980-81 and 1981-82 (upto October, 1981)+
was only 4,452, 7,722, 3,119 1,759 respectively.
The additional demand raised was also not very sign-
ficant being Rs. 33 -44 lakhs, 20 -83 lakhs, 54 79 ln.
and 777 lakhs during the respective years. Information
regarding the tax actually collected from such assessees
is stated to be ‘not presently available’.

The Committee have been expressing concern in the
post about the extent to which property values are
manipulated in the tax returns. An idea of the extent of

-non-disclosure of assets and or under-valuation of prope-

rtics could be had from the results of the survey operatio-
ns carried out in South Deihi during 1979-80, Out c'_f.
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over 3,000 new houses that were surveyed only 916 new
wealth tax assessces were added. As stated earlier, the
total number of assessees in the wealth group of above
Rs. 5 lakhs brought into the tax net in the entire country.
was 16,707 only as on 31 March, 1980,

The Committec find that there has been a phenomenal
increase in the prices of real estate in recent years, parti-
cularly in the metropolitan towns. In Delhi for exam-
Ple, the average rate Eer square metre for the residen-
tial plots auctioned by DDA in_1981 ranged between
Rs. 407 in East Delti to Rs. 2,996 in South Dethi/
Safdarjung Fnclave. In respect of commercial plots the
value realised was Rs. 6,225/- per 5q. metre in West
Delhg and as high as Rs. 34,143 per sq. metre in South
Delhi (Bhikaji Cama Place). The cost of land is stated
to vary from Rs. 35 to Rs. 1100 per sq. yard in Madras,
Rs. 350 to Rs. 3660 in Calcutta Rs. 150 to Rs. 4000 per
sq. yard in Bombay and Rs. 300to Rs. 4,400 per sq.
yard in Delhi, The cost of construction varies from Rs.
69 to Rs. 135/- per sq. foot in these cities. The Com-
mittee are thercfore positive that this staggeringly low
figure of wealth-tax assessees borne on the registers of
the Department does not reveal a true picutre with re-
gard to the potential taxable wealth in the country.

The Committee were informed that in terms of Instruc-
tion No. 842 dated 12-6-75 issued by the Central Board
of Direct Taxes, information about sale/auctions of
land/houses/flats is gathered from various sources such
as Municipal authorities, Improvement Trusts, Housing
Boards etc., and the Inspecting Assistant Commissioner
(Acquisition) passes on the information received from
the registering authority to Wealth-tax Officer/Gift-tax
officer/Income tax Officer for utilisation in the course
of relevant assessment.

The Committee find that though instructions had been
mm:ad by the CentraikBoard g‘r Directm Tmlw those
[ in survey work to gat information in respect
o?s;ropmiu from the records of local bodies, the
Board do not have :nformation nb[?ut the number ‘n‘::
property owners in large metropolitan areas,

Board have not even compiled a census of gubstantial
urban properties. Considering the performance so far,
the Committee, therefore feel that there is no syste.
matic flow of information to the assessing and valuation
officers in respect of salefauction of land/houses/flats
and new constructions. Since internal survey forms an
integral part of the survey operations, it Is imperative that
the machinery for collecting m information from
various sources with a view to ng evasion of tax
is strengthened and streamlined.

The Committee find that the CBDT issued instructions
in OctoBer, 1977 requiring the Commissioners of
Income-tax to arrange their programme of survey in
such a manner that all the arces in their respective charges
were fully covered by the end of 1979-80; priority being
given to posh localities/new localities and important
markets, A further Circular issued in August, 1979
emphasised the need for intensifying survey operations
but shifted the target date covering all important locali-
ties to 31 March, 1982.




106

4

47

48

49

50

51

52

31

3-105

3113

3-114

3115

3-116

Finance

(Revenue)

Do.

Do.

Do.

Do

m‘

The Commiitee have been repeatedly emphasiging the
need for expediting ‘the survey operations in the posh
localities.  Considering the unprecedentod escalation
in the values of real estate in recent ?roars. the Committee
cannot but take a very dim view of the functioning of
the Survey organisation. No clear and comprehensive
picture has been presented to the Committee about the
precise progress made in this direction. Now that the
deadline fixed for the purpose is over the Committee
would like the data to be tabulated year-wise with re-
rd to the number of localities and the total number of
ouses surveyed, the number of new assessees located
together with full details of the areas still remaining to
be ed. Tho Committee desire that a city-wise
Action Plan should be prepared for completing the first
round of house to house surveys by a stipulated date.
This plan should also cover new markets, district cen-
tres etc., that have come up in the bigger towns in recent
years,

The Committee have no doubt that any effsrt in this
direction would not succeed without keoping close co-
ordination with the municipal authorities, the State
Housing Boards, registration authorities etc. The in-
stitutional arrangements in this need to be con-
siderably improved. The Commi would like to
be informed of the measures taken or proposed, in this
direction and the results achieved.

Under Rule 1-D of the Wealth-tax Rules, 1957, the
market value of the unquoted equity shares of a com-
pany other than an investment company or & managing
agency company shall be 859 of the break up value
determined by deducting, inthe first instance the value
of all liabilities as shown in the balance sheet of such
company from the value of all assets shown in
the balance sheot and then dividing the net amount so
arrived at by the total amount of its paid up equity
share capital. A further discount upto 10% of the
break up value is allowed in the case of companies which
have not paid any dividends in the past years.

In the case of investment companies the valuation is
governsd by the instructions issved by the Central
Board of Direct Taxes on 30-10-1967. These instruc-
tions broadly contemplate a valuation based pn the
average of the values determined on the

value roethod and that determined on the capitalization
of the yield method,

Section 37 of the Estate Duty Act and Rules 10{2) of
the Gift Tar Rules nrovide for the valuation of the
unauoted shares of private companies “by reference
to the value of the total assets of the company”, In
their Instruction No, 835 of 24 May, 1975, it was
clarified by the Board that the value under these provi-
sions should be determined by the break-up method
taking the market value, and not the book value of the
assets of the company,

In Kusumben D. Mahadevia Vs, Commisslonor of
Gift Tax (124 ITR. 799) the Bombay High Court
held that the provisions of Rule 1D of the Wealth Tax
Rules are directory and not mandatory and the rules
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made under the Act “must be for the purpose of carry-
ing out the object of Section 7 ; the object belng to
determine the market value”. In para 429 of their
513t Roport (7th Lok Sabha) the,Public Accounts Com-
mittee pointed out that Rule 1D’ based on book value
of assets would not bring out the market value in the
case of a company which has undisclosed assets, or
where the book value is much below the fair market
value. In para 4 -80 of the same Report, the Committos
also pointed out that the provision about discount
under the said Rule.1D would also give an undue bene-
fit in the case of shares of a compeny which does not
declare dividends presumably with a particular design
and accumulates profits in reserves. The question
of valuation of unquoted equity shares in investment
companies was also commented upon in para 431 of
the samo Roport of the Committee,

In Commissioner of Wealth Tax Vs. Mahadeo Jalan
86 ITR. 621), and again in Commissioner of Gift
ax Vs. Kusumben D. Mahadevia (122 ITR. 38) the

Supreme Court held that the yield capitalization
method based on the profit earning capacity of the

company is the normal method and the break-up value
method can bo preferred only when the company is
ripe for liquidation,

The Chairman, Central Board of Direct Taxes testified
in evidonce that of the two recognisod methods, capi-
talisation of the yield method was better than the -
up value method. However, in view of tho practical
difficulties involved not only in determining the yleld
but also the maintainable profits in such cases, the
Departmental Committes (1976) favoured Rroim m
the break.up method. It was, however, found in
working that the break-up method resulted in very low
valuation in certain cases and also led to rigging of
shares.

The Board had therefor framed draft rules in substitu-
tion of Rule 1D and public comments received thereon
were boing cxamined, The representative of the Mini-
stry added that it is not possible to resort to capitalisa-
tion in all cases. Despite the Supreme Court decision,
we cannot completely give up the break-up value con-
copt.......... “In the Supreme Court judgement there
is a sentence which says that although the capitalised
value is a good method of valuing the assets, in certain
circumstances the break-up method could also be
resorted to.” The Committee were assured that Rule
1D will be so amended as to take care of of
shares and escapement of tax liability and at the same
time the interosts of assessee will be safe-guarded. As
to the question whether the Rules made by the Board
were mandatory or directory, the advice of the Law
Ministry was being obtained,

Taking note of the assurance given by the Chairman,
Central Board of Direct Taxes, the Committee wou
liko the rules for the valuation of unquoted equit
shares being finalised guickly. Since the basic princip!
is the market value both in Wealth Tax, as well as
in Gift Tax and Estate Duty, the Committee would
recommend that common rules consistont with the
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provisions of these thres Acts should be framed so
83 to ensure that different values are not assi; to the
samne shares for purposes of these three d t taxes
at the same time,

Tho Committee would also like to be informoed of the
views of tho Ministry of Law on the question whether
the rules framed under the Direct Taxes laws are manda-
tory or only diregtory.

Under the Gold Control Act, a declamuon is requlmd
to be made if an individual possesses go! ﬂ:“
exceeding 2000 grams and a family moret 4000
?r ms. Exemption in respect of personal jewellery
or wealth tax purposes was withdrawn with effect from
1 April, 1963.

The Committee find that the average price of gold pe
10 grams has shot from Rs, 18496 in 1970-71
to Rs. 115878 in 19 while that of silver increased
from Rs, 53668 per kg. to Rs, 2297 -80 kg. durin
this period. Given the traditional attac t tor gO!
and jewellery in the Indian soclety and the tendency to
keep the family possessions a close secret, itis no sur-
prise that the withdrawal of the concession in respect of
personal jewellery has not succeeded in bringing any
substantial number of assesseos into the wealth-tax net.
Committee were informed in ovidence that nobo;l{'
had been prosecuted for concealment of such wea
ever since tho exemption was withdrawn,

In the circumstances, the Committee consider that
Government would do well to restorq the exemption
limits to a roasonable level keeping in view the current
prices of gold and silver so that enforcement of the law
becomes easy and meaningful,

According to the Ministry, valuation of jewellery is
an expert function and that no instructions on the
ciples to be followed with regard to its valuation

been laid down by the Board, Further, lhueisno
official price of gold or silver. The market which
vary from day to day are published by t Reserve
Bank of India,

The Committee suggest that Government must lay
down suitable rules for valuation of jowellery for the
guidance of the Valuation Officers. These Rules
shouldahomhmofthetypoofmof“mdlnoo
of tax liability mentioned above.

The Committes observe that a large number of cases
of mistakes or omissions finding mention in the Audit
Raport resulted from rush in completion of pending
assessments towards the close of the period of limitation
m 1979, Tho number of such wealth-tax assessmonts
leted in Jmuariv February and March, 1979 was
473 5. 64,953 and 1,47,728 respectively. Tlus mpre-
sents 54 -8 parcantofthatotalmess
during the year. During the month of rch nlone
31 per cent of the total assessments were oomplﬁed
At the instance of Revenue Audit, the Central Board
of Diroct Taxes (Directorate of Inspection) [IT & A
ordered & review in February, 1981 by the Intorna
Audit, of the assessments completed during the last six
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months of the financial year 1978-79 where the assessed
wealth was over Rs, 5 lakhs, The review (March 1982)
revedled non-levy of additional wealth-tax in 167 cases,
non-referonce to Valuation Cell in 141 cases, non-levy
of penalty for non-paymeont of self-assessment tax in
91 cases, mistakes in calculation of tax or in computation
of net wealth in 422 cases. In all, 821 mistakes with
estimated tax effect of Rs. 89 lakhs came to notice.
However, remedial action had been initiated only in 115
cases upto March 1982,

The Committee desire that necessary follow up action in
the remaining cases should be taken without loss of time.
The additional revenue realised as a result should be-
reported to the Committee within six months.

In response to an earlier recommendation of the Com-

mittee contained in their Seventh Report (Sixth Lok

Sabha), the Central Board of Direct Taxes had, in the

instructions issued in April 1979, reiterated that omis-
sions/lapses in not-referring liable cases to the Valuation
Cells should be seriously viewed by the Commissioners

of Income-tax. Nevertheless, the review of the assess-

ments made in the last six months of the year 1978-79

where the assessed wealth was over Rs.'$ lakhs, revealed
as many 8s 141 cases of such omissions. Some of the

major reasons for failure t0 make reference to the

valuation Officers, according to the assessment of the

Board, ‘appear to be pressure and rush of work’ and

‘varying human temperament’. The Committee aro

concerned to note that the provisions of the law have
been rendered nufe(ory by such omissions. The
Board had asked the Commissioners to issue instruc-

tions to the Inspecting Assistant Compnissioners to carry
out necesary inspections and to check the register of
references made to Valuation Officers. The IACs are

also required to send at the end of each financial yeara

certificatc to the Commissioner of having done sO.

Apparently these instructions are not being followed.

The Committee take serious note of such repetitive lapses.
and urge that strict action should be taken against the

erring officials, The Committee would also like to be-
apprised whether adequate institutional arrangements

have since been made to ensure that the instructions 1s-

sued in this behaif are strictly given effect to by the field

staff especially by IACs and assessing officers.

The Wealth Tax Act has been on the statute book, for
a quarter of a century. The tax was introduced, along
with the Expenditure tax in 1957,,n0t merely as a revenue
measure but also with the express objects of forming
‘an important constituent of an int ted tax structure®”
and serving ‘the avowed goal of the attainment of a
socialistic pattern of society'.*

According to the Statement of Objects and Reasons,
“With income tax, Estate Duty and a tax on Capital
gains ajready in existance and with the addition of the
wealth tax and a tax on personal expenditures.
....the direct txes will form a composite system.
made up of complementary elements”. With the same
object, Gift-tax was added to the list in 1958, The idea
behind this integrated pattern of taxation, introduoed of
the suggestion of Prof. Kaldor, was to cut out all escape

*Statement of Objects and Reasons.
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routes for the taxpayer by providing that he should pay
tax not only on the income but also on its
accumulation (Wealth-tax) as well as on its transfer, for
oon):iderl-t'lon (Expenditure-tax) or otherwise (élft-
tax).

65  5-3 Finance (Revenue) Under the Act, wealth-tax was leviable on the not
wealth of every individual, Hindu Undivided Family
and company. Within three years, however, the wealth-
tlai l%nm companies was abolished with effect from

The expenditure tax, which was anticipated to become
‘a potent instrument for restraining ostentatious expen-
diture and for promoting savingst, was also abolished
in 1966 for ‘administrative reasons’@ With the open-
ing up of these escape routes, the originel Kaldorian
concept of integrated tax system apparently ceased to

exist.

6 54 Do, In the administration of the direct tax laws this aspect
of integrated character of these taxes was never given
much importance by the tax authorities. An almost
total lack of coordination betwsen the assessments made
on the same assessees, sometimes by the same assessing
authorites, under these different taxes has been a subject
of repeated adverse comments by the Committee. In
para 4-12 of their 186th Report (5th Lok Sabha),-the
Committee pointed out the chronic lack of coordination
among the assessing officers of the department and

. among the assessment records pertaining to different
direct taxes, particularly, income-tax and wealth-tax,
While repeating their concern on this matter in para
3 -103 of their 7th Report (6th Lok Sabha), the Commit-
tee stressed that steps should be taken to find an abiding
solution to the problem of lack of coordination among
various direct tax authorities. Paragraph 3-2 and 326
of the present report are however indicative of this
malaise continuing. Time and again the Committee
have also made a suggestion that the desirability of hav-
ing an integrated income and wealth return, at least
in bigger cases, should be seriously considered*a. The
Committee have also had occasion to s in Para
425 of their 38th Report (7th Lok Sabha) that the
limitation period for completion of assessments should
be the same both under the Income-tax Act and the
Weath Tax Act so as to ensure that the two assessments
are taken up together. The Central Board of Direct
Taxes are stated to have already issued administrative
instructions on this point. Despite all these recom-
mendations of the Committee, the evidence before the
Committee is'clear to the effect that the information avai.
lable in the assessment records pertaining to different
direct taxes, and in particular income-tax and wealth
tax, is not used even when the assessments are mada by
the sarme authority with the result that unscrupulous
tax-payers are able to get away by filing different facts
and figures for purposes of different taxes. Therefore
the noton of integrated tax structure providing a bar-

tPara 62 of the Budget Speech, 1957-58.
@Para 43 of the Budget speech, 1966-67.
&*Para 189 of 117th Report (4th Lok Sabha)
Prra 1-21 of 25th Report (Sth Lok Sabha)
Para 1-12 of 65th Report (6th Lok, Sabha)
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rier against of escape routes has been found to be a
myth, in actual working.

The Committee are, therefore, of the view that the
avowed object of an ‘integrated tax structurs’ has not
been achieved in practice. In the design of direct taxes
it wag virtually, given up when the wealth-tax on com-
panies and later the expenditure tax, were abolished.
In the adnéinistratio& of h?ﬁ'dmﬁ the“ depamnmtw
has never done anythi yond paying lip s

to the concept. The Chzfrman of the Central Board of
Direct Taxes conceded duﬂ:%md?m w:fﬁ:h' Com-
mittee that tax evasion, whi ntegra X system
was meant to tackle, had “certainly increased.”

As for the second main object, i.e. the attainment of a
socialistic pattern of society by reducing inequalities in
the distribution of incomes and wealth and by prevent-
ing concentration of wealth in fewer hands, the Com-
muttee need hardly labour the point that the direct
taxes have not made any impact in arresting the
growing disparities. After the abolition of wealth.tax
on companies, the wealth tax has no direct relevance
to concentration of economic power in a few hands
because of the corporate veil, The selective study made
by the Directorate of Inspection (Investigation) Special
Cell has clearly brought out that though family con-
trolled investment companies have played a crucial
roll in the growth and size of large industrial houses
in the country, yet the wealth assessed in the hands of
persons controlling these houses has declined over the
years. The study has pointed to the widespread avoid-
ance of taxes through devices like the creation of pri-
viate trusts, transfer of assets to companies, rigging of
shares, etc. Valuation of unquoted shares has %‘gﬂn
subject of comment by this Committee on many an
occasion in the past. Specific cases of tax avoidance
through the medium of private trusts were also commen-
ted upon in paragraph 59 of the Report of the Comptro]-
ler & Auditor General of India for the year 1978-79. The
relevant provisions in the direct taxes laws were amended
in 1980 but apparently more remains to be done. The
Chairman of the Central Board of Direct Taxes, in his
cvidence before the Committee referred to devices like
the so-called ‘j ery companies’ which hold personal
jewellery of share-holders, who can then continye
using it without paying any wealth-tax thereon. The'
Committee are also aware of similar devices being
adopted for residential properties. 1tis little wonder
that out of 3,46,291 wealth tax assessces as on
the books of the department as on 31-3-1980,
those assessed to a wealth of over Rs. 5 lakhs
each constitute only five percent. In absoulte term
the number of such assessees is only 16,707, a number
which could, in any realistic assessment, be exceeded in
a single metropolitan city in this country., There is an
all round proliferation of black money which is eating
into the entrails of the economy. Even sporadic surveys,
by the department have disclosed unaccounted invest-
ment in costly and luxurious construction, decoration
and ornamental fitting, fixtures and furnishings as
mentioned in para 210 of the Committee's 123rd Report
(6th Lok Sabha).
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As for the revenue angle, after 25 years of its working,
the weajth-tax oontributed a mere Rs. 64 crores to the
total tax revenues of the Central Government of over Rs.
11,500 croses in the year 1979-80. The ten.fold growth
of G.N.P. in the country with the development of the
economy under the successive Five Year Plans is
hardly reflected in the collections of wealth-tax. Between
the years 1972-73 and 1979-80, while the wholesale
price index went up by 87¢/ the collections under weatlh
tax went up only by 79%. In other words, the collec-
tions did not keep even with the inflation in values
much less reflect 1mneration of new wealth in the
economy over the years. The cost of collection of wealth,
tax comes (0 more than twice the cost of collection of
income-tax in percentage terms. 'The Committee are
convinced that if the rimental enﬂ}m employed
on the administration of wealth-tax are diverted to the
better collection of income-tax, the gain to revenue
would be more than the meagre collection of 64 crores
of rupees under the wealth tax.

It would thus appear that none of the goals set’ for this
unique experiment of wealth tax have been fulfilled,
the periodical amendments made to improve its work-
ing have only resulted in creating more inequities and
greater problems. The value of one house exclusively
used for residence by the assessee was frozen as on
1-4-1971 or the date of aﬁn'silion‘ whichever is later,
with effect from 1-4-1976, The market value of a housing
property, wholly or mainly used for residential purposes
was substituted by a notional value computed under
Rule 1 BB with effect from 14-1979. As a result of
these provisions similar properties, used for similar
purposes would have different values and hence different
burdens of tax depending merely on the dates of construc-
tion or ownership. Further, the agsassees owning wealth
of the same market value in different forms would suffer
different tax burdens. Inthe present situation when
values of real properties in urban areas are literally
skyrocketing it is conceivable that a person owning
liquid wealth of rupees 25 or 30 lakhs may acquired
house property whose value, by virtue of application of
Rule 1BB, would be mercly a fraction of that amount,
Apparently such amendments have resulted in a highly
inequitous distcibution of burdens under the wealth tax,
On the question whether or not properties having similar
market values as, in terms of the rules being valued
differentially, the Chairman, Central Board of Direct
Taxes stated that ........ “there are inequities like
this. It is the policy of Government that more houses
should be built,..... "

Personal jewellery was taken out of the definition of
personal or household effects exempt from tax in 1971
retrospectively from 1-4-1963, On present day prices
every person owning gold ornaments in excess of about
75 tolas should be a wealth tax assessee because even
the enhanced basic exemption is Rs. 1S lakhs only.
The exemption for a house is limited to Rs. 1 lakh, Even
taking into account the provisions of Rule 1 BB in res-
pect of residential houses most of the property owners
in the urban areas should be in the wealth tax net. If
these provisions were really enfroced, the number of
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wealth tax assessees should be many times more than the
figure of 3 -46 lakhs borne on the registers of the depart-
ment. The conclusion is inescapable that the provisions
of the Wealth-tax Act have not only become inequitous
but are also unworkable.

As for the administration of the Wealth-tax Act the less
said the better. Although the officers’ cadre in the
department have been considerably s in
recent vears and assessment work has also been simplified
a lot with a substantial enhancement of the limit for
summary Assessment, the pe of assessments hag
been going up rapidly under income tax as well as wetlth
tax in theﬁast few years. As on 31-3-1980 the number
of wealth tax #ssessments pending (4,32,988) excesded
the number of assessments completed during the year
(3,25,718) as well as the total number of assessees in the
books of the department (3,46,291). The amount of tax
collected in the year was Rs. 64 -47 crores; the amount
of tax in arrears was Rs. 180 -54 crores. If the amount
of tax locked up in the assessments pending for comple-
tion, estimated by the Board itself at Rs. 6689 crores
were also added the amount in arrears would come to
Rs. 247 43 crores.  In other words, the arrears come to
four times the annual collections—an unfortunate situa«
tion indeed. The department could not give the break-
up of these arrears according (O certain slabs of wealth
on the plea, “No registers/records ctc. from which this
informat ion can be collected are maintained”. (para
226 ante) The Committee’s inquiry about the details, in
chronological order, of the factors leading to accumula-
tion of gross arrears and steps taken t0 recover them,
at least in cases where these exceeded Rs. 1 crore each
elicited only a year-wise statement of arrears (Para 232
ante). A question about the amount of penalites in-
cluded in the total arrears of Rs. 180 -54 crores met with
the response, “there is no source record from which the
amount of arrcars on account of penalties included in
the total arrears could be compiled”. (Para 2 -43 anre).
When asked to indicate particulars of the wealth tax
arrears certified to the Tax Recovery Officers and the
details of recovery, the Chairman, Central Board of
Direct Taxes stated, "“We do not have a separate clas-
sification for income tax and wealth tax.” (para 2-52
ante), According to the figures given by the Ministry
of Finance, the arrcar demand in dispute amounted only
to Rs. 55-29 crores, This would mean that an arrear
demand of as much as Rs. 123 -25 crores is undisputed
demand. The Central Board of Direct Taxes could
give no reasonable explanation for non-recovery of even

“this Ia undisputed demand. The Committee have

repeatedly omphasised the need for preparing a censues
of house properties and for completing a survey of posh
localities in urban centres on a time-bound programme*
Nevertheless the Committee’s inguiry about a census
of substantial urban properties elicited the response. ., .
“‘the Board do not have information about the number of
property owners in large metropolitan areas. The
Board have not compiled census of substantial urban

*Para 1 -88 and 2 -7 of 117th Report (4th Lok Sabtia)

paras 1 -18 and 123 of 25th Report (5th Lok Sabha)
Paras 209 and 210 of 123rd Report (6th Lok Sabha) Para 3 -93 of 7th Report (6th Lok

Sabha)
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on behalf of the Board do not cut much ice with the
73 541 ' Finance The Committec are lod to the conclusion that, both in
(Revenue) its design as well as administration, the Wealth-tax Act

has failed 10 achieve the very socio-economic objective
of building up an egaliterian society. In fact, it
is incapable of achiemgosud'l objectives in its present
form and substance. far as its administration is
concerned, it is more of a liability than otherwise to the
Government. It cannot be over-emphagised that it
has been admitted to be inequitous. Therefore, the
advisability of its continuance needs an indepth and
objective examination, The Committee recommend
that this specific question alongwith the question of
seiting up an autonomous valuation authority as

Report, A copy of the Report of the EARC may be
sent to this Committee.

MGIPF/132 L8S/82—31-5-82—1140
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