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'. . INTRODUCTION \ 

1, tho Chairman of the Public Accounts CommiUeo. as iuthorlicd by 
the Committee, do present Olli their behalf this Hundred Dnd FltSt Rep'ort of 
the Committee 00 'paragraphs 4.02. 4.06(i). 4.07(i) " (ii), 4.08(1) and 
4.09 of the Report of tbe ComptroUer and Auditor General of India for the 
year 1979-80, Union Government (Civil), Revenue Receipts. Volume If, 
Direct Taxes relating to "Wealth-tax". . 

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

3. The Committee have in this Report concluded that, both in its design 
as well asadministratioD, the wealth-tax Act has failed to achieve the very 
1KlCio-economic objective of building up an egalitarian society. In fact it 
is incapabJe of achievio$ such objectives in its present form and substance. 
So far as its administratIon is concerned it is more a: liability than otherwsie 
10 t.IH: Government. The provisions of the-Act have been admitted to be 
n ~ . ~  the a . a~ y of ~  c~n n anc  on ~c statute 
book needs an Jooepth and objectIve exammatlon. The Commtttee have 
also noticed that there is multiplicity o£ legal provisioDs.modes of valUation 
and valuation authorities for the valuation of the same properties. The 
Committee have recommended setting up or an autonomous valuation autho-
rity, free from departmental or ex.traneous influence which should determine 
objectively the values of a1\ real properties at least in the urban centres in 
the country. 

4. The Committee have recommended that the specific question of con-
1inuance or otherwise of the Wealth-tax Act as also the question of setting up 
an autonomous valuation authority may he referred to the Economic Admi-
nistration Reforms .~ n for indepth examination in the light of the 
findings and recommendations of the Committee in ~ Report. 

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

6. A statement containing conclusions and recommendation.o; of the 
-Committee is apPended to this Report (Appendix V). For facility of 
reference .~ have been printed in thick type in the body of the Report. 

7. The Committee place on record their appreciaMon of the assistance 
rendered to them in the examination of these paragraphs by the office of the 
Comptroller and Auditor General of India. 

8. Tho 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. 

NEW DELHI; 

April 28, 1982 
i>4Jsakha 8, 1904(S) 

SATISH AGARWAL 
Chairman 

Public Accounts CommUtee. 

*Not n ~ . (O:lC cycl ~ yl  ~ y ~  ~ the a ~ of ~ ~ an  ~ 
placed in Parliam!nt Library). (V) . 



REPORT 

CHAPTER I 

OBJECTIVES OF WEALTH TAX LAW 

1,1 The text of the Statement of objects and reasons spelt out at tbe time 
of introduction of the Weahh-tax Bill on J5 May, 1957 in Lok Sabba reads 
as under:-

"The object of this Bill is to impose an annual tax on the Det wealth 
of mdividuaJs, Hindu undivided families and companies. The 
proposed tax is an important constituent of an integrated tax 
structure which Government have been aiming at f(X some time. 
With nc ~ a . Estate Duty and a tax on Capital gains 
already in existence and with the ..,Jdition of the Wealth-tax 
and a tax on large personal expenditures (separately being 
proposed) the direct taxe. .. 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 avO\Wd goal of the 
attainment of a socialistic pattern of society." 

1.2 Asked about the extent to which this legislatron had achieved the 
desirct.l objectives, the Cha.irman, CBDT stated in n~ : . 

"Bc!lidcs the two objectives ..... namely, prevention of concentration 
of wealth in fewer hands and realising 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 to preventing tax evasion. 
Therefore, he suggested that besides the Incom&-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 
if 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 Aet. 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. If he was abJe 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 coIJection of revenue 
was a secondary consideration, or no consideration at aD. 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, thouclt not comoletelv successCuIJv, in unearthinj.! the tax: 
evasion of income. The wealth tax return is an annual return 
which a wealthy person has to give to the deoartment. Should 
there be any accretion of wealth. which he is not able to 
explain with reference to his annual income, or incomes 
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ear:ncd by him in the past, he is caught there. Thi8 Act has 
some deterrent effect. In so far as revenue is CODCIftIId. the 
reveAue has started with Rs. '7 crores. It reached RI. 67 crores 
Jast year. In the current year it might be Rs. 7S Crore&. A5 
compared to the revenue that we get from income t&I: which 
will be the budp estimate of Rs. 3,134 crores, it is only' a 
sman fraction as compared to tbB.t." 

. 1.3·Jn reply to a specific question on how far the eomposito tax: ltnICture 
has succeeded in achieving the avowed goal of the attainment of a iOCialis-
tic pattern of society, the Chairman, CBDT stated : 

ItA mentioo. of the iDleg:rated tax structure is made in the Statement 
Of objects. and Reasons of the Bill But apart from that. one 
of the objectives is to achieve the socialistic pattern ct. lOCiety. 
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 asscssees and we have now on our Register today as on 
31-3-1981 3,90,000 assessees. 1be growth in the number of 
assessees during the last three years .... was 20%., 

We are trying 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 are not able to bring _y. of the 
~ n  having a wealth of say. Rs. 5 laths, within the til[ net. 

If a person possesses a wealth of, say Rs. 5 lakhs he can stiU be out 
of lax net." 

1.4 'I'he Secretary, Mjnistry of Finance (Department of Rewnue), sup-
plementing the above Slaloment, stated : 

"It is true that the Statement of Objects and Reasons aim.& at pro-
gressing towar4s the socialistic· pattern of society. 

But it is too much to attach too much value to thii 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 inJlation from time to time. We have 
also the seasonaloroblems of agricultur.e. We have the popu-
lation growth. AU. this, in fact, contributes to make' the poor 
poorer and the rich richer. The impact ci inflation will be felt 
more by thole with small ana fixed incomes rather thin by 
those who will have control over productive assets. 1bcae are 
very large questions. 'They cannot be tackled by just tho Tax 
Acts." 

1.S Asked to elucidate tht'l Kaldorian concept of integrated system of 
taxaticm, ~  Chainnan, CBDT clarified : . 

"As J n~ nc  Kaldor's concept of checking: ~ ~ n w.u. basc;d 
on this; a person who evades incom.e-tax will· elthel" spead It 
away or gift it away or accumulate and acquire some inveab:nent; 
in case he resorts to anyone Of these 1bree ways. we abould be 
. able to catdthim by'one of"tlresethree Acts. 1'h8.t a.ppeatII to 
my mind to be the loPe behind bringing . these: three Acts." 
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~  .Aftirming 1hat ~  tax was an impOrtant conNituent f1 die 
intepded'pa.ttem ,of taxatton, the Chairman, CBDT expIail1C'd tho reaSOlll for 
glviJli'up the·CODeept of expenditure tax ,as follows :-

" .... Expenditure tax was one of the methods to tax this n a c ~ 
unaccounted income .... 

That pattern 'might have, become s6gb11y weaker, but at thai time 
the considerations which weighed with us were broadly two. 
One, it was very difficult to administer. For example, if a 
penon. has some unaecounted income, or has concealed lOme 
mcome, then he can meet his expenditure out of ~ aad. ,after 
two or t.hree years, it is very difficult to find out; thus it was 
very difficult to administer. 'The second con.o;ideration which 
was a secondary consideration, was that the post of colIoction, 
as· compared to the revenue, was wry bigh. The revenue was 
so insignificant-it was less than Rs. 1 crore-that it was given 
up although it was; originally considered to he a part of the 
integrated tax structure." 

1.7 In reply to a question whether the concept of expenditure tax which 
was to form a component of the integrated system of taxation was in ldual 
wOlkiq found to be impracticable, the Chairman, CBDT replie..t ill the 
. affirmative. . 

1.S· Asked whether the Department favoured continuance of the eosting 
system. or taxation, the Olairman, CBDT stated : 

". . . . . . I would like to say tha,t the wealth-tax has served a very 
useful purpose, though it might not have served the Jut pur-
pose, where again, to some extent, with the rate of growth bemg 
twelve per cent every year, that also has been taken cae of. 
But so far as the other objectives are concerned, they have ~ 
properly served. If the ]asl objective is also to be servod very 
effectively, it is not that we should abolish the wealth-lax 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 desire·J; 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 pul 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 pleadbelO(C .this 
Committee. ,. 

1.10 It is seen that out of a total number of 3.13,368 asscssees, the num-
ber of issessees 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 ~ of 
the Department had wealth above Rs. $ lakhs. The Committee ~ . 
n ~ how far the achievement of the objectLve of the enactlmM1 of 

weaJth.tax in not. allowing concentration of wealth in a few hands hu been 
attained. The Chairman, CBDT stated : 

"The number of assessees ill the category"of aoove Rs. 5 lakhs is only 
5 per cent of the total number of assessees on our registefl. But 
accorjing to a study recently conducted, we have tried to find 



out. what is the collection made from this category of 5 per cent 
peop1c--almost 40 per cent of our revenue came froIn.: l~.  
assessees where wealth is above Rs. 5 lakhs and remaillin& {,o. 
per cent, from 2 takh and odd assessees." 

1.11 He amplified : 

., ...... It was not a case to case study ..... It was done on a sample 
basis." 

1.12. A!.ked whether it would not be desirable to concentrutc 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 i'S 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 wiu 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 do not have this probe 
in respect of this class of assessees, then this class of people wilt 
start showing iJlcome 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 aftluentl class of 
peopIe-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 al ~ a  cases is concerned, 
we are already doing that and we are trying to see with our 
Directorate of Investigation that more attention is ,reveled to 
these caSes." 

1.13 Asked to what extent the integrated tax system bad helped in 
arle&tiDg evasion of tax, the Chairman. CBDT stated : 

" ...... We have nQt been able to check 100% of tax evasion. We 
could not achieve 100% of non-concentration of wealth in a 
few hands." 

1.14 Asked to indicate specifically whether ta.x evasion had increased, the 
Chairman, CBDT replied : 

~a nly it has increased." 

l.H The Committee desired to be apprised of the factors which had 
impeded the fulfilment of the desired objective.... The Chairman, CBDT 
explained : . 

.. . . . . Wealth-tax w"as 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 lIle consideration, although 
we were able to collect Rs. 67 crores during the last year, 
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and we might collect about Rs. 75 c ~~  ;:e 'current 
year. But when compared to the total "'" of over 
Rs. 3.100 crores. this Rs. 75 crores is not mu . So far as 
operation of Act is concerned, there may be reasons why the 
Dep-drtmcnt has failed to operate it successfully. The law 
may be faulty so that its implementation or operation may 
cause difficulty for the tax administration. Now this is also 
to some extent correct. After the receipt of the Choksi Com-
mittee's Report, the entire matter relating to simplification and 
ratiunalisation not onl} of wealth tax but also or income-tax, 
estate duty and gift tax has been gone into by the Board. 
Thereafter, the Government appointed the Economic Adminis-
tration Refomls Commission' headed by Mr. Jha. They are 
looking into all the provisions of the Income-tax Act with a 
view to simplifying them and rationaJising ~  I do hope 
that they will take into consideration provisions where the 
loopholes or evasion of tax are thcre." 

1 , J (1 He added : 

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

I , i 7 According to tile Department of Economic Affairs,· the percentage 
inclcdsc.'S in price indices between 1972-73 and J 979-80 were as follows: 

( I) As measurcd by the All-India Wholesale Price Index (1970-
7 J =: J 00) the increase betwecn J 972-73 and 1979-80 works 
out to 87,3 per cent. 

(2) As measured hy the All India Jndusrial Workers' Consumer' 
Price I nd\.!x (1960 -:-;, 100) the increase during 1972-73 aDd 
1977-7S comes to 73.9 per cent. 

1.18 During the 8 years from 1972-73 to 1979-80, the number of 
~~al a  assessees went up from 2.11 lakhs to 3.46 lakhs and the collec-
tion llf wculth-tax went up from Rs. 35.94 crores to Rs, 64.47 crores. 
Lookinl! to the ever-rising values of propcl1ies. the coUeclon of wealth-tax 
has J\;lt shown any marked improvement. In Ihis context. the Committee 
enquired whether the wealth-tax collections reflected the spurt in .the real 
estate values. The Finance Secretary stated : 

"I think. if I understand the point correctly. ~a  you arc looking 
for is a relationship between the growth of revenue and tax, due 
to increase in property vallie as reflected in the growth of 
GNP. growth of lund revenue. property value. etc. and there 
should be some co-relation, if the  tax is administered well. , . , 
Assessments have be·en done on a different method. They 
show the actual revenue. The revenue collections include the 
increases which have taken place in the value of the property. 
1 g\lther, our statistical studies do not give us substantial in-
formation on this. One point is. the wholesale price index has 
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S9ne up so much. It is all very well, But within the wholesale 
•• I urn using an illustration, certain indices have moved 
up faster than. certain other indices. But for the purpose of 
our assessment'> which are in the form of financial assets or 
physical assets, buildings. etc., what provisions arc involved in 
the properties 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 Chaimlan, Central Board of Direct Taxes added : 

"I would like to submit straightway that the value of the assets, 
especially of the real estate, gold and diamond .. has gone up 
two time or two and a half times over a period of four or five 
vears. But I would like to submit that there are certain factors 
In so far as collections go which have to be taken into consi-
deration while judging whether our collections are commen-
surate with the inflation and increase in the prices ...... We 
have given eoncessional rate to most of the residential pro-
perties." 

I .20 He added : 

'"1 will not be able to give a firm. answer as to what the ca~ l l is." 

He further added : 

... these rules that we framed and ~  came into force in 
1 Q79 ...... gave concessional value to the properties. Again 
we will have to do a lot of activity to find out what exactly 
is there. Although there was a sort of fall in rates in 1978-79 
and 1971)-80 all the assessments were not· completed in that 
year; the assessments of the arrears in bigger cases or c('mpli-
cated cases would have been completed in the next few years. 
That factor has also to be taken into consideration. To come 
to a conclusion that our collections are not commensurate wit.h 
the increase in the value of the assets would not. I would suh-
mit. be quite fair." 

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

"We are taking note of it and our figures do indicate that we are 
taking into consideration the spurt in the fair market value of 
the variolls assets. This is my personal view that the values 
have increased during the last I! years. Earlier. they had not 
increased that much. For the eurre·nt year. we have I1xcd the 
target at Rs. ('7 crures. In this year. we have already r(,:LChed 
t he target." 

'1.23 Asked to indicate the reasons why despite the increase ia the 
number of assessees 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 19H2). stated as 
under: 
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"The increase in c ~ n of wealth-tax during 1979-80 is about 
80% over the co11ection during 1972-:73 as com.pared with .... 
increase of only about 60% in the number of assessees. 

The amount of wealth-tax demand/collection. is directly dependeQt 
upon the exemptions and rate structure of wealth-tax applic-
able to the different. assessment years. Purther, the coIkCtion 
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 al ~ 

with the price indices of assets of respective years." 

Cost of collection 

1.24 The cost of assessment/collection of wealth-tax vis-a-vis that of 
income-tax given below : 

Year 

1978-79 
1979-80 
1980-111 

Amount Cost of collection in 
in crores terms of percentase 
of Rupees ------

3·47 
3'61 
4·10 

Wealth- Income-
tax tax 

6·26 
S ·61 
6 ·13 

3·55 
3·28 
2·59 

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

"There is no deployment of man-power exclusively for wealth-lax;" 

Cose Studies' 

1.26 The Di{cctorate of Inspection (Investigation) Special Cell, carried 
out a selective study recently of contributions made to the national excho-
quer in the form of wealth-tax by persons controlling the large industrial 
houses. The salient features. of the study arc summarised below. 

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

Name of the Industrial Houses 

Tata 
Birla 
Manulal . 
J.K. Sinshania.. 
MOdi . 
Sarabhai 
Goenka 

.  r 

(Ra. in 
a"Ores) 
Value of 
Assets 
1972 

641 '93 
589·42 
183·74 
121 ·45 
S8.oS 
88·44 
18 .o1 

(Ra. in 
crores) 
Assets 
1977 

JOO9 ·28 
1070·20 
285·63 
267·31 
J25 ·26 
136·92 
52·26 

(The above data ddcsnot·tatc.o into aax>u.tuho II1Ilrkcd value of the assets)" 

Percen-
tage in-
crease 
OWl" 

1972 

66'6 
8Hi 
55'4 
120 ·1 
115 ·78 
62·3 
190 ·J7 . 
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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. 1 lakh in 1957-58, at an yield of 10% would have multiplied to 
Rs. (t.72 lakhs over a period of last 20 years. On the basis of ths assump-
tion, the following table shows the expected appropriation in wealth of th:.:se 
persons over a span of 20 years. 

Name of the persOn Value of 
wealth 
disclosed 
in Asstt. 
Year 
1957-58 
(in lakhs) 

Projected 
\'aluc of 
the 
wealr.h 

~al  

in ~ll

M;P. Birla 45·28 

in ,1977-
78 al 
"ield of 
~  (in 
lakhs) 

304 '(}2 

sment 
yctt_f 
1977.78 
di')do:;ed 
(in lakhs) 

R.M. Birla .  . 58·67 394·70 
II ·65(R) 
16 '85(R) 
19 -49(R) Smt. Rukmanidevi Bida 

J.R.D. Tata 
75·43 
12 -21 

$07·40 
82 -14 12-58 

16110(R) 
I.! ·94 
(7('·77) 

N.H. Tata . 1 '98 13 ·J2 
Y.N. Mafatlal . 37-57 • 252 ·75 

J 

R.N. Maradal . 35 ·53 239·03 17 ·81 
2'6.'5 
0-59 
7·79 

Anand Sarabhai 
Oautam Sarabhai 

15 ·12 
22 ·07 

101·12 
148 ·48 

Y.H. Dalmia . 9 ·]9 61·lj] 
O.K. Singhania 
X.N. Modi . 

7·36 4051 2510 
0·67 
1 ·20 

~ 13 ·45 
R.P. Goenka .' 7·76 52·21 

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 hppredation expected 
in the wealth of these persons even at ~al l . n  level of 57-Sit (0 
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 
<K these ~ n . . 

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

-(i) 

(ii) 

The growth in the large industrial houses has heen channelled 
through th6 devc.:.opment of corporate sector. 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 enlargemem of the size of such corporate sectors 
is the phenomenon of inter-corporate investments by family 
controlled business houses. It IS also evident from the study 
that in this growth and the size of large industrial houses. family 
controlled investment companies have played a crucial role. 

The disquieting feature revealed is the decline! in ~ c wealt.h 
of most of these persons. Another ~n n n :WItnessed IS 
that the increase in the wealth shown by these persons for 
tax.ation is invariably considerable lagging behind the overall 
gtowth observed in the groups and. pri.hUl"..jacie, apprecia?ly 
all ~ of even reasonable appreCJahon and ~ n n  
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contributions expected from the wealth. boldings of these 1lCr-
SODS. 

C iii) ~ 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.U.F., and 

(f) Rigging of shares. 

1.30 The case studies inter-alia give an analysis of the wealth-taX' 
Toturns ·of the members of a large industrial .~  viz., Sarabhai Group. 
The total asset" of this Group as pet book value have increased from Rs. 
88.44 crores in 1972 to Rs. 1 Hi.73 crores in 1976 and RB. 136.96 crorcs 
in 1977. The market 'Value of the total assets is estimated at about Rs. 
520 erores 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 phenomenal growth in the assets of the aroup on the ODCI 
hand and its almost negligible CQntribution to the wealth-tax of the c ~

quer. on the other. The Members in this Group have consciously ml.de 
such arrangements SQ as to reduce their wealth-'tax liabilities. 

The Study further shows that the following techniques have been devised 
by the Group to circunJvent the ~ n  of Direct Tax Laws: 

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

(ii) Creation. of investment companies and transfer of assets to the 
companies; 

(iii) Property imprcssed with the character of H.U.F. 

To quote the findings of the study:. 

"The device of creation of private trusts has enable the group to 
avoid weath-tax Oil 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 trust" 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 lnconte-tax Act on the basis. Of cross 
transfer of asset .. is rendered impossible." 

1.31 The study dearly shows that the existing provisions of Wea'tn-tax 
Act and Rules· provide sufficient leverage to the persons contrOlling mooo-
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~~ to minimise their contributions to thenatiODal exchequer. The 
of some of these loopholes is considered imperative. The follow.;. 

mg recommendations have been made : 

(i) I.t f!1ay tw ~ l  to ~ n  the levy of al~ a  to private 
limIted comparues and mvestment companies. 

(ii) The existing instructions which regulate the valuation of un-
qu?Wd shares of investment companios need substantial modifi-
cations. 

(iii) Th..: definition of 'unquoted share' should be extended 80 as to-
clearly bring under the ambit those quoted shares, where 
prima facit'. evidence ~  that the quot&tior.s ha\e been rig-
ged in a stock exchange. 

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

(v) Rule ]-D which governs the valuation of preference shares also 
needs modification. The valuation of preference shlires in cases 
wherein rights over reserves and surpl!!!> of companies have been 
retained in converl'ad share holdings, should also be regulated" 
on the basis of 'asS;!t backing me.thod', as is the case with the 
unquotcd shares of private limited companies. 

1·31 The object of ttle We.ltb-ta!( Bill as introduce in M.y, 1957 .... s to 
_pose •• auual tax on t'he net wealtbof il\divlduals, Hiadu undivided f.ml-
lies .... comp.,.:es. The wnltll-tax ~ to be an important con.titueat or an 
illtelf.ted structnre of direct taxe!>, wJth income tax. e9tate duty and • tax on 
capital gains al a ~  in ~ nc  and witll the addition of wealth tax and a 
tax 08 large persona' expenlliture in 1957 and Girt-tax in 1958 these direct 
taxes were to form a comlJosite tax: system mlde up of complementary elements. 
De system was I.tended to subserve ;n'rr alia the avowed goal of attainment 
of a socialistic pattern of society. . 

1.33 According to the Chairman of the Central Board of Dlre:!t Taxes, 
the idea behind tbe integrated pattern of taxation was that "If a persoa 18 able 
to conceal his Incom'!, he ill founil out at tbe time of weaUh-tax assessment. 
H be resorted to conspicoous "'oDSumptioD of ... ealth or Income, he sbould be 
caupt .der tbe Expenditure-tax Act. Should be tempted to give a"ay 
• part of his income or wealth in the form of gift, he wUl be 
caught aDder tbe Gift Tax Ad. If he was able to cheat tbe Dep.rt • 
• ent under .n ,these acts, he will be caught under the Estate Duty Act." 
1.34 The commiHee find that wbUe the number of wealth-tax lIISessees 

.... increased ft:om 1 '11Iakh5' in 1972-'73 to 3·46 I.ths in 1979-80 I.e., by 
~~. tbe yield from this tliX has gone up from Rs. 3S ·94 crores to Rs. 

69 ;.7 crores i.e by 79 ~  duriBg this period. The AU ludia Wholesale Price 
Iadexhas iaereased by 87 ~  aad the All India ladostrial Worken COD-
SUDler Price IntIex has increased by 73·9 % during the same period. 11Ie 
price of lold however registere' an increase of nearly 310 'x,. It Is .Iso 
widely ~n that the priees of re.1 estate have ~ n  up tremeadoUlly oyer the 
Yean ~a ly lathe metropolitan aad bleger towas. The Comlllittee 
are ...... W to ftIld hem the d.ta furni!lhed by tbe ne.,.rtment that oaly 5% 
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If • 1IIIIIIees had _We · ... Ith above Its. S Jakhs willie the au_r of 
tIIoH llaflaa Bet wealth abOTe Rs. » Iakhs was ooIy 0 '%1 % of dae totalll1lJllt.er 
of WealtIHu .. t.... It is thai dearly established that the DW8ber 01 
I.une. bntqbt IDto the wealth·tax Bet bas DOt iaereaied fa propordoa to the 
iacreae iD the prices of lold .. real estate. Ia reply to a .,mated 4aestfOll, 
It WI8 admitted in evideace that "tax evasion had eertalnly iDereued" .... 
that "coacentratioa of wealth iD a few haads could not be fully dlaed." 

1.35 A selective study of the coatributions made to the natio881 exdlequer 
iD the form of wealth tax by persons coatrolliDg large iaclastrial houses, carried 
oat receatly by the Directorate of Inspection (Investigation), has revealed 
that while there bas been a pronouaced growth in the assets/wealth o( the 
large industrial houses, the wealth of the persons controlling these houses 
has declined aad 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 rightlfi of ownership attached to the assets multiplied several-fold, not 
oaIy did the growth of assets remain unchanged, the owners who control the 
usets of the compaaies, virtually as ow __ ers, 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 lIIain tax avoidance methods are creation of private trusts and transfer 
of assets to those trusts, trlmsfer to minors and ladies, traasfer 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 stody, it was fouad that the assets 
of Sarabhai Groop, as per book value increased from Rs. 88 '44 crorlS in 197% 
to Rs. 136 ·96 crores in 1977. 'The market valoe of tbe total assets is esti· 
mated at about Rs. 520 crores as against book value of about Rs. 137 crores. 
Tbe ultimate control and ownership of tbe total assets in the group rests with 
about 25 Individuals. The contribution of the group to the national exchequer 
in tbe form of wealth-tax has ranged from Rs. 4 to 5 lakhs per year. The 
members in the group bave consciously made soch arrangements over a period 
of time so as to reduce their wealth tax liabilities. The Groop has created 
over 1600 trusts to avoid wealtb·tax on a huge scale. In all the trusts tbe 
ultimate beneficiaries are tbe same 25 n ~ al  in this Group. Each member 
of the family has been made a beneficiary of a number of trusts and is also • 
trustee la 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 
, Act on the basis of cross transfer of assets is rendered impossible. 
~. . 
The study has, tberefore, collie to ~ conclusion that the existing provi. 

slons of the Wealth--tax Act aad Rules thas provide samdent leverage to tbe 
persons controlling monopoly houses to minimise tbeir contributions to the 
aational eXChequer. However, the calculations made by the Department 
show that the cost of asses..ment and collectioD or wealth-tax for the years 
1978-79, 1979-80 and 1980-81 worked out to Rs. 3 ·47 crores, 3 '61 crores 
aDd 4 ·10 croresTespectively. In terms of percentage of the wealth-tax yield, 
it works oot 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 3 '55, 3 '%8 and 2 ·59 during tbe 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 ,'aluers, lawyers's 
fees... court fees etc. 
2-132 LSS/82 
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. 1.37 The COIDIDittee ".,e .. the SIIbseqaeat Ch.pters 01 this Report dealt 
with eertaia baportaat aspeeb 01 adlllialstntloa of wealth-tax in tbe light ~  
faUDreI .... omilsloDs polated out by aallit. The CollllDittee trust dlat the 
DepartJaeat would take elfectl"e .ouares to see that the laeUBae po .... 
oat by them. .re "ecthely dealt witb ... the seope for tax entln/." •• daace 
is redacled to the IUximam est.t possible. 



CHAPTER II 

ARREARS OF WEALTH TAX ASSESSMBNTS/DBMAND 

Audit ParQ8l'aph : 

2.1 The arrears of demand and cases peDding assessment as a~ the. end 
of the asseSSDlCmt years 1976-77 to 1979-80 are given below. The arrears 
, of demand eD:eed three times the yearly realisation of tax. 

Y_r 

.976-71 
1977-78 
1978-79 
1979-80 

• 

No. of el_ pond ina . Arrears 
a a ~ ofdemarid 

2,88,949 
3,14,224 
3,31,561 
4,32,988 

(lb. in crores) 

52·75 
56·41 
184·08 
180·54 

[ParOl8l'aph 4.o2 of tho Report of the ComptroIler and Auditor General of India for 
the year 1979-80. Union Oowr.omeut (Ovil).-Rcwnue Reoeipts-Volume 11-
Direct Taxes-p. 114J 

2.2 The following stat=ent 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 : 

Financial year No. of 
wealth-
. tax asses-
• sees on 
G.I.R. as 
at tho 
ondof 
the Year 

No. of Amount 
wealth- of tax 
tax asses-collectod 
smonts (Amount 
completed in crores 

in 
rupees) 

--------------------------------------------------------1970.71 
1971.72 
1972-73 
1973·74 
1974-75 
1975-76 

~  

1977·78 
1978-79 
.979-80 

1,73,255 
2,03,655 
2,11,]78 
2,17,88] 
2,18,928 
2,30,524 
2,49,306 
2,82,864 
3,18,450 
3,46,291 

1,90,205 
2,35,769 
2,48,031 
2,36,696 
2,50,624 
2,65,672 
2,79,927 
3,18,565 
4,75,021 
3,25,718 

]5 '31 
25·14 
35'94 
35'78 
39·23 
53·73 
60-44 
48·46 
55,41 
64.47 

~ ~~~
A"reCll's 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 

1976-77 
1977-78 
1978-79 
1979-80 

Demand in arrears at tbe end 
. of tbe year 

(In c:rores of rupees) 
52·75 
56'58 
184 .o8 
180·54 
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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.nc Committee, ~ 
fore, desired to have an estimate of the taX so locked up. The Ministry 
of Fi'na1lCe (Dopartment of. Rewnue) hawe, in a Dote ... ', sbded as' follows: 

"The estimate of wealth-tax locked up in pending :8SI8S&Dftt$ 'mty 
be formed with reference to assessme'DK completed during the past 
}'eaf.C. aM . the net &;mand ~ in these yean. In this conn=tion " 
following. chart may be" relevant: ' 

Financial Year ' 

1975-76 
~  

1971·78 
1978·79 
1979-80 

No. of W.T.dc· 
assess· mand 
ments raised 
completed ('000' 

Rs.) 

265572 395323 
279927 441649 
318565 ~ . l 

475021 2003411 
32S718 9.2714 

::= 
peruse ... 
mont 

1488 
1m 
15'7& 
4217 
2802 

The year 1978-79 was the one in which limitation provisions became 
appticable to wealth-tax assessemertts for the first tune. As a result 
assessments for a number of years involving various disputes in the .cue 
of the same assessee were completed in one year. The picture of demand 
,raised during this year woukt be a dist(jrted one in as mUch as the do-
mands were raised without the assessments being subjected to apPellate 
scrutiny. This year, therefore, could be said to be an abnonnal year. The 
subsequent year 1979-80 can also nol be said to he a normal year in as 
much as omy, some of the assessments completed during 1978-79 Wldet-
went appeal process. The basis of assessments completed in 1979-80 in 
reS'pcct of the remaining cases would be the same as in 1978-79. It would 
thus appear that a more reasonable estimate coutd be arrived at by taldllg 
average of the demand raised during 1975-76 to 1977-78 for ClIO 
purpose of computing the average wealth-tax demand created per wealth-
tax a.~ n . This caD be worked out as under: 

Financial Year 

1975·76 
1916-77 
1977-78 

Average for those three year in ~  

Estimated tall lOcked up in 432988 
pending a ~c.. n  will be 

,------,-,---,-,----
Avera_demand raised per 

aSIICSSment 

1488 
1S77 
1570 

4635 

",,1'45 

_Rs. 1S4Sx432988 

_Rl. 66 ·89 OFONS." 

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 or as. 
64.47 c ~. the out standings mounted. to Rs. 180.54 crores. Asedto 
explain this .unusual phenomenon, the Chairman. Central Board of Direct 
a ~  stated: 



"I admit that the ""rears ate disproportionate to the imlount of 
revenue that we ~c ll c n  annually fmal tbelevy, :1Jut this 
position was not there till 1978-79." 

~.  The Committee desired to know the figures of collections and out .. 
1tundings as on 31 March, 1981. The Chairman, C.B.D.T. informed 
the Committee as follows: . 

""TIle gross arre.ars were of the order of Rs. 217 crores nnd net 
arrears Rs. 110 crores. The cOlTesponding ti8l!fes for 31.3.1979 
were Rs. 184 crores anti 60 crores net. The COllections for 1979-
80 nnd 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 ftll assessments pertaining to the assessment years ~ a  
on 31-3-1979. Earlier there was no such limit with the result that 
the assessments were kept pending. With this time limit, the Wealth 
tax Officers were compelled under law to frame alI the assessments 
upto 1974-75 by 31.3-1979. Thil> 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 as<;cssments. The result wac; that the demands which had 
been raised. had not fallen due on 31-3-1979. This was one factor 
whicb a~ responsible for ~ fiudden spurt in arrears as on 
31-3-J 979, Whereas in the earlier years, we had created a demand 
(If "'nly Rs. 60 c ~. thil> year the demand created was of the 
order of Rs. 212 crores. 

So. there was a bulk disposal of assessments, there was a bulk 
raising of demands. The demands which were raised in the Jast 
few months of 1978-79 were mainly responsible for ~  arrears. 
This is also evident from the figures I gave just now. OUt of the 
gros'S arrears of Rs. 184 crore!!, the outstanding for colJection as . 
On 31-3-1979 was about Rs. 60 cr.o'res. This means that the net 
for collection was only Rs. 60 crores. The remaining demand 11a.d 
not fallen due or was being disputed or had been ~ ay  by the 
court or appellate authorities. This is the reason whv there was 
such a huge hike in the arrears positioo as on 31-3-1979." 

2.7 Asked whether it was due to this f.actor of time-bar that the De-
partment were obliged to complete a much larger number of asseS'SIllents 
during 1978-79, the Chairman, C.B.D.T. stated in eYidence: 

"On account of the introduction of the time-bat in 1978-79, we 
had to dispose 'of 4.75 lakbs assessment, because otherwise they 
would have become time-barred, but it was at the cost of disposal 
ef the income tax Il!IIIeSsments. We have got S.lU. nol"DUl. We 
had to he satisfied with the lower disposal so far as income-tax 
cases were concerned." 

He added: 

"In 1979-80. WI' had disposed of 24.12 lakh summary assessments 
out of a total of 33.10 lakhs. Tn the next year, when the (wealth-
tax.) lime limit nressure was not there, our disposal went up to 
34.89 lakhs. There was a corresponding increase in the total hum-
ber of income-tax assessments." 
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2.8 l~ to a pointed question on the desirability or otherwise 
of having uDifcim limitation period for completion of both iRcome-tax 
and wealth-tax assessments, the Chiiiman, C.B.D.T. stated : 

"Earlier, thCle was· no limit. We reduced it to four years. U we 
reduce it to two yeam aDd bring Jt on par with the time limit (or 
Income-tax, it may create some difficulties in wealth-tax assessments. 
~ of the di.fticuh wealth-tax cases involve valuation of proportic& 
and other assets. . It takes quite some time before W8 are able to Ft 
these valuation repdrts. On the income-tax side, this problem ~ 
not 10 acute. So, we thouft 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 
Cbairman, C.B.D.T. replied: 

"We have already issued instructioll.'l to the CommissiO'ners, aDd 
through them, to W.T.Os. ~  where the wealth assessed is more 
than RI. S latchs, cases should, as far as possible, be taken up to-
gether, for income-tax wealth-tax purposes. In else it ios tnOI'e 
than RI. S laths, 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. But that would require a very large increase m man power, 
at all levels." 

2.11 Age-wise break-up of the arrears of Rs. 1.80.54 crores as en 
31-3-1980, as furnished by the Ministry of F'UlIUlCC, is given below: 

(i) Out of current demand 

(ii) Between one to two year old arrears 

(iii) Between two to throe yaar old arrears 

(iv) Botweea three to four year old arrears . 
~  Between four to five year old arrears . 
. (Vi) Between fivo to six yaar old alTe1lfS 

(vii) Between six to soven year old arrears • 
(Viii) Between IOvon to !right year old arrears 

(ix) BotWaon oi,lht to nine year old arrears . 
(x) Between rune to ten year old arrears . 

(xi) Over ton year old 

Total • 

(Rs. 000'5) 

6Z4298 

877658,,\ 
}-1022772 

145114 J 

4S964} 
39627 l ~  

19685 

13692] 
13127 

J 4077700 J0638 
3320 

12192 

180,53,15 

2.12 From the above statement, it is seen thnt of the arrears of tax 
for collection i.e., Rs. 180.54 crores as at the elld of 1979-80, Rs. 62 
crores related to demands of 1979-80, Rs. 88 crOres to demands wbich 
were one to two years old, Rs. ] 5 crcres to demands which were 2 or 3 
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,ears old aDd Rs. 14.33 to demand over 3 BDd upto 10 years old ahd the 
balanoc Rs. 1.21 crotes to demand ~  10 years' old. . 

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

"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 thoee 
people who have left India or companies which are in liquidatioh 
or who have no kDown assets ..... " 

2.14 Of the arrears of Rs. 180.54 crores, the total demand in dispute 
belore various appellate authorities, Courts etc., aggregated to Rs. 5S.29 
a'OfCI. This figure included a sum. of RI. 28.36 crores on which 
thole were neither stay orders nor were they covered by 
orders for payment in . instalments. Only Rs. 3.75 crores of demands 
were stayed by Courts. Rs. 18.89 crorcs of demands were in the nature 
of protective assessments 111 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 demahd of Rs. 55.29 crores in dispute, 
furnished by the Ministry, is given below: 

(In thouWlds of Rupees) 

I. Amount for which stay bas been aranted 
<I) By the Courts • 37546 

(b) by the W.T. authorities 

<i> pendiDJ disposal of appeals (iucludfna amounts under protective 
..... moDnU).. •  •  •  •  •  •  •  .  • 188936 

(il) Pendinl disposal of settlomont pedtioDi 11"377 

U. Amounts not covorod by abow and for which instalments haw been 
araated : 

(I) Pending disposal of appeals 28246 
(il) Settlernonts/writ petitions . 3127 

(iii) Amounts disputed in appeals/ref'erenco but not stayed or covered by 
instalments ........• 283620 

Total demand in dispute before Appellate Authorities courts etc:.· 
(37546+188936+11377+28246+3127+283620) Rs. S52852 (000) 

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

"In regard to the other balance demand, amount not fallen due 
before the end of the quarter is Rs. 36 crores. Normally, we give 
35 days for collection arui therefore.' thisamoul1t had not faUch 
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 knoWh 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 crares as 
on 31-3-1980 furnished at the Committee's instance is reproduced at Ap-
pendiX I. '. 
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+1Il The following .dw'1CI ICIOUDtforsubitantial demands (out 
of Rs. 180.54 crores) as ~ a  

Cs.I.T. Bombay 
C.l.T. BomIJay (C) 
Cs. I.T. Delhi 
Cl.T. Delhi (C) 
Cs. I.T., W.B. . 
C.t.T. OUculta (c...") 
Cs.I.T.Gujartl.t 
C.l.T.Gujarat (C) 
C.LT.Kamataka. (C) 
Cs.l.T. Tamil Nadu 
c.vr. Madras (C) • 

R.li. 28 -03 crores 
R,s. 7 '73 C.TO(!$ 

• Rs. 19 '69 crom 
Its. 10 '74 crores 
R.s. 24 '55 crores 
Rs. 4 '02 c£Orcs 
Rs. S 'flO crores 
lti. 6 '19 crores 
Rs. 10 ·37 ~  

RI. 9 '86 crores 
l~. 1 '16 crorcs 

RR. 128 ·14 crores 

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

"From the statement given in Appendix I the Committee find that 
the net arrears of tax ~l an l  against the monopoly hoUtiCS 
covered by the MRTP ~ 1969 amounted to Rs. 1,164.60 laths 
as on 31 March, 1979. 1 ne Ministry have stated that ".Ihis state-
ment does not i'Dclude information about three dominant uljdertak-
ings registered ~  Section 20(b} of the ~  Act, 1969/' 

The Committee recommend that information regarding tax in ar-
rears and current demand exceeding Rs. 10 lakhs should hence-
fotth be made available to Padiameqt throUgh the f\.nn\lal Reports 
of the Ministry.'" ' 

2.20 In their Action Taken Note dated 26-5-1981, the Ministry of 
FIQIIDCC have 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 ~ . . 10 lakhs as 
~ 31 March, every year, updated upto. 30 September will be in-
corporated in the Annual Reports of the Ministry for financial 
.~ 1981-82 onwards." , 

2.21 The Public Accounts Committee (1980-81) bad, in paragraph 
5.10 and 5.11 of their 34th Report (7th Lok Sabha) recommended : 

"A special cell has been fUDctioning in the Directorate dr·lnspec-
tion since June, 1972 entrusted with the responsibility of effectively 
tackJing tax evasion by large industrial houses. Orlf.inally only 2 
Groups of Industrial houses were entrusted to it. But now 8 
Groups are entrusted to it. According to tbe Ministry, with the 
limited staff at its disposal. the Cell is not able to keep survejlJance 
over all the· 2000 and odd companies belonging to the large 
industria) houses covered under the MRTP definition. The repre-
sentatives of the Ministry averred during evidence that sumsillance 
over MRTP coDlJ)anies should continue to be done by the 
existing field machinery on a decentr81isecf basis. The Committee 
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1;II:ldorstand a ~ ~ .. 80. the.cen ,Wei . a ~y ~ 
10 72 assessments WblCb yielded. additiooal revenuc of. the .ordc:c of 
Rs. 48 crores to the Government. 

TheOJmmittee are strongly of the view that the activities of the 
large industrial houses need to be watched more closely than has 
been the case 80 far. Considering the fact that the mODOpoly houses 
in' the counttyafe increasingly adopting the same t:!Chniques and 
taclics of tax evasion and t.ax avoidailce as tbe multi-natiQnal l~ 
panies, the Committee wouW emphasise tbe need for strengthening 
the_Special Cell so that it becomes an effective instrument for over-
seeing the activities of the monopOly coDcerlis, for directing, coordi-
nating and expediting their assessments as well as for stud)ing. 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: 

"Tbe recommendations of the Conunittee are accepted in principle. 
As submitted to the Committeo, it is not possible for the Direc-
torate of Inspection (Special Investigation), as the Special CeU' 
is now designate4, 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 Chat impor-
tant cases of a few more group can be overseen by it." 

2.23 The number of wealth tax Bssessees according to size of their 
wealth for the ~l  1970-71 to 1978-79. as furnished by too Ministry of 
Finance (DePartme'nt of Revenue) 15 as under: . 

Yw Above Between Between Below Rs. ·Grand 
Rs.20 Rs. 10 to lb. S to S lakhs Total 
laths 20 Ja1cbs 10lakhs 

197()'71 448 1445 6057 ~ 1,67.619 

1971-72 449 1599 6105 . ],90,172 1,98,32S 

1-972-73 361 1340 5841 1,98.4<40 2,05,982 

1973-74 385 ]320 608S 2,08,459 2,16,249 

1974-75 331 IS7S 6137 2,11,336 2,]9,379 

1975·76 296 1499 6359 ~  2,30,524 

~  301 1353 6838 2,40,814 2,49,306 

]977·78 408 Ib76 7487 2,73,293 2,82,864 

]978·79 784 3776 12147 3.01,743  3,18,450 

2.Z4 According to the above break up of wealth-tax a ~. there 
are onlv 4.560 persons in the whole country having a net wealth of over 
Rs. 10 lakbs and only 16,707 persons have a net wealth of overll.$. 5 
lakhs. It is seen that .~l % of the assessces have net wealth ~ . l 

Rs. 20 lakhs, 1.19 % of the assessccs have net wealth between Rs. 10 lakhs 
and 20 lakhs. 3.82% of the Msessees have net wealth between Rs. Sand 
Rs. 10 lakhs and the remaining 94.78% of the asscssees have net wealth 
below Rs. 5 lakhs. 
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2.25 Asked to give an estimate of the uncJeratatemea.t in these figures, 
the MiDistry of Finance have stated: 

"The break up of figures of wea1th.ot.ax assessees according to 
slabs of net wealth was obtained from various Commiuionen 
of wealth-tax charges and the reply was based upOIl the 
information so receiVed. In the absence of any material to 
the contrary, the Ministry do not visualise any underDto-
ment in these figures. However, it may be stated that tho 
number of wealth-tax assessees according to size of their 
wealth is a.~  upon the amount of total net wealth assessed 
after allowing exemptions and deductions of varying amounts 
in accordance. with the relevant provisions of Jaw. Also 
there are likely to be a number of 'persons' who will be 
having a net wealth of over Rs. 10 Jakbs 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." 

2.26 The Committee desired to have a break-up of the amount of 
tax in arrears by size of wealth assessed in the wealth group above as. 5 
lakhs and below Rs. S lakhs. The Ministry ·of F"mance (Departmerat of 

~  have expressed their inability to furnish the same stating that : 

"No registers/records etc., from which this information can be 
collected are maintained by the Department. This couJd be 
done only by Physical scrutiny of all the wealth-tax asscur-
ment files which besides being a very voluminpus and ~ 

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 assessee:-; 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 
evc:ry file and then link up the arrears ~  the wealth level. 
You see it is possible that a person' may be .. possessing a 
wealth of over Rs. 20 l~  but his arrears may be very 
small. But a person v:ith n wealth of Rs. 5 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 
Appeadix IT show that a total of Rs. 46.41 crores as outstanding Bpinst 
them. Tke wealth-tax demands outstanding against the top 13 of thcise 
a .~ range between over Rs. one crore and Rs. five crores; the total 
arrears due being of the order of Rs. 28.73 crores. 

2.29 The statement shows that sum of Rs. 175.98 Iakhs was out-
standing  against Dr. J. Dharma Toja, who had since left the COIUltry. 
The Committee 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). 
CB.D.T. ~a  

"Shri Dharma Teja was the Managing Director of Jayanu Sb.i.p-
ping Company and as Car as we know, his total asset& were 
the shares of that company. This cqmpany was nationalised 
sometime in 1971 aIld all his shares were taken over by the 
Government. After that, an he was entitled to was a coat-
pensation amounting to Rs. 3,31,84,000/-. .This was the 
amount of compensation which was receivable by Mr. DbanDa 
Teja from the Government in 1971. Tax amoWlt 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 agaiDst 
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. replied : 

"As far as I can understand, what was considered here was how 
much this gentleman was going to get. The right wag 
quantified at Rs. . ~. . Thctce was no further Cl"ueB-
lion 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 interest {at 41%).tt 

2.lJ Subsequently, the Ministry of Finance have furnished tho 
following particulars of attachment of compensation : 

" ...... the compensation payable to Dr. Dbatma Tcja 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 coIJected 
in the quarter ending March, 79. The aforesaid amCNDt 
was adjusted against I.T. arreurs." 

2.32 The Committee desired (0 have details in chronological order 
-of the factors leading to accumulation of gross arrears, wherein these 
exceeded rupees one .-:rore, together with steps taken to recover the tax 
arrears. The Ministry of Finance have, however, furnished a statement 
showing assessment yuars in which the outstanding wealth-tax, dCDWlds 
ns on 3 I -3-1980 ~ raised in respect of these assessees. The same is 
reproduced as Appendix III. 

2.33 According to the Ministry. the reason for non-collection of 
pUrt of tho wealth-tax demand is, not the ineffectiveness of the lop! and 
.administrative framework for collection, but a number of other factors 
os tabulated below: ' 

"(a) Demands are in dispute before the ~l a  Authorities and 
. in many cases stay has been granted till the disposal of 
appeals. 

(b) IR some cases RSSCSsees have become insolvent and the assets. 
have been taken over by official assignee. 



(.c) In spmecaseli demands ·have *n fluHd asa ~  
measure and collections are not pressed in such cases till 
the final disposal of the issue involved; 

{d) In some cases the assessees have left for Pakistan without 
l a ~ any. asset in India. 

(0) Double taxationjDuty relief applications are pending in some 
cases. 

(f) ·In some ca~ n  before Settlement Commission are 
pendinB· 

(g) Petitions of waiver of penalties etc. are pending." 

2.34 Asked to furnish details of the steps designe(1 to effect ~ 

tion in arrears of conection of wealth-tax, the Ministry of Finance have 
s*ated as follows: 

" ..... the Department has been laying emphasis on collection of 
. arrears of Wea1tll-tax, Gift-tax. and Estate Duty in its action 
plans kom year to year. Further vide' Board's D.O.F. No. 
303/13/81-ED dated 31-7-81 the Commissioners of IntOQJe-
tax (Appeals) have been requested to disp('lse of the high 
demand appeals in respect of Wealth-tax, gift-'tax: and estate 
duty aD apriority bailS." 

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

"We draw up an action plan every year and a4;cotding to it, we 
lay down for every wealth tax officei' a certain percentage 
of 86iessments which bllve to be completed during that patti-
cularyear. 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 Board 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 s8.id that 
reprding the disposal of wealth tax above Rs. 5 lakhs i.e. 
; cases which Give us nearly 40% of the revenue, the Income 
Tax Officer should ~ of 7S% .of the work-load with 
him: We deb'berately fixed the target slisdttlybigher in order 
to Introduce an element of challenge. 1ile Income Tax or 
Wealth Tax Officer can make art effort to rench it. But 
sometimes they even-exceed it. If tbe ITO is quite vigilant. 
he can ~c  it." 

2.36 lie added : 

" .... we are as much coocerned about the accumulation d 
. 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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Owr-,*W/,UIIIioas· QS8U61MIfts 

2.37  Asked if it woukl be correct to infer that the wealth tail aaeess-
menta, specially jn the rugher income bracket were np! to be ~ 
because of the lacwlae in the provisions of the Act, the Chairman, CBDT 
stated 

"& a general rule, they are not to be over-pitched, but as I said, 
in view of the special reasons which were Fevai1ing during 1978-
79 certairi assessments which were made ill the last quarter of 
that financial year and especially in the last month of that year, 
were not correctly made. certain irregularities were committed, 
certain ~ c  assessments were made and certain cases 
which should have been referred to higher authorities, had not 
been referred. But we had" reviewed the ~ n  in the later 
years. Now, I think as a matter of rule, only few assessments 
arc ovcr-pitched and even: then, it is ensured that the a ~ n  

are not done in a very slipshod manner." 

2.38 In the same (;ontcxt, the ChairmaIl, C.B.D.T. further stated : 

"We' have been ISsuing instructions from time to time that the 
overpitching of assessments should be avoided. The assessments 
should be very realionable and cogent reasons should be given in 
the assessment order wherever some additions have to be made. 
so that they stund the test of appeal and no defects are found by 
the internal audit parties or by the Revenue Audit parties ..... . 
All the same, I would not deny that sometimes. the officers try 
to err on the side of making some additions which ate later on' 
not found sustainable by the appellate authorities. But so far as 
the mandatory provisions are concerned, I haVe no doubt that 
out officers are required to collll'ly with them, and they are not 
allowed to make assessments which may be set aside in appeal 
or thrown out in. appeait " 

.2.39 The Committee desired to know if cases of vexations' assessments.. 
had come to the notic: 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 vexatious and some additions are made on fri,'o1ous 
Funds. We take note of ~ only administratively while mak-
109 inspection of the work of the I.T.O. or at the time of writing 
the annual confidential report At tbat time the inspecting or 
reporting officer has to see whether by and large the I.T.O.'s 
assessments have stood the test of aP1JCal or whether they are 
made on bMeless grounds. I do not deny that such a n ~ 
are being made by certain officer.; wbo consider tbemselves to be 

~ n . We have been trying to see that they bring to bear 
a balanced judgemerlt and sense of proportion." 

2.40 He added : 

"Adverse commonts certainly are given. We can say in the CA. 
(Confidential Report) that his semre of proportion is poor. , 
do not remember whether anybody has been sOIpended or 

~ " 
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l c ~ y o/undisputed demands 

2.41 In connection with the steps taken to liquidate undisputed 
anears . etc., the Chairman, CBDT informed ~  Committee as follows .: 

........ We are quite aware of the fact tbat the arrears arc very 
large and they are mounting up from year to year. . 

In the annual Income-tax Commissioners' Conference that was 
beld in ApriljMay, 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, therefoIe, 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 a1Ieady 
reviewed the position for the quarter ending 30-9-81. 

I would like to read out my comments which· I have sent to all 
the Commissioners of Income-tax. I have said in the area of 
wealth-tax, in absolute terms, our performance is rather poor 
considering that we have coUceled only RI. 21 crores' asagaiJlst 
the target of Rs. 30 crares which was fOl' the first two quarters, 
But we can derive satisfaction from the fact that we have dooe 
much better during the current year than in the preceding ,ear 
when we collected only Rs. 5 crcres, a mere 3 per cent of the 
~ ~  ..... . 

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 Commission.! 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 anotberstep. In so far as the arrears 
locked up in a~ are concerned, we have written to all the 
appellate authonties to treat U1e cases where arrears are locked 
up in the Ilppeals, as prior'!y appeals. As the Committee knows, 
there are two types of appellate authorities. One is the Appellate 
Assistant Commissioner and the otllet is the Commissioner of 
Income-tax (Appeals). For the Appellate Assistant Commis-
sioner, we have said that tJ\el cases where the demand locked up 
is more than RI. 10,000 they should treat it as a priority case 
and, for the .~ n  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 entire demand is stayed 
till the disposal of their petitions by' the Settlement Commissioner. 
We have discussed this matter With the Settlement Commission 
and vni have decided, with the approval of tbe Chairman, Settle-
ment Commission, that where an assessee files a petitIon before 
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the SetdomcDt o-mjMjoner and it hu DOt yet been heard ad 
it has not been decided whether it is to be admitted 01' DDt, bt 
that case, so far as the undisputed demand is concorDed, we 
should have a flee hand to recover that amount. Ho has ..-
to it and we have already issued instructions on 31-7-81 tbat. DO 
bar will operate against the collection of uncUsputed demand 
where the petitions have been, filed before the Settlement C0m-
mission and the Settlement Commission has not yet decided 
whethct 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 con:cct. We will study that." 

Penaltl" 

2.43 The Committee desired to know the quantum of penalty iacladed 
in the arrears of RI. 180.54 crores together with its year-wise breat-up. 
The Ministry of Finance bas stated as follows : 

"There is DO source record from which the amount of arrears on 
account of penalties included in the total arrears couldbo 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 nal~ ncl  in arrears of cases with outstand-
ing demand exceeding Rs. 10 lakhs. is available and is given below: 
~  
~  "j "\' •••• 

As on 31-3-79 . 
As on 31-3-80 . 
As on 31-3-81 . 

Arrears re-lating to Total arrears in 
penalties tbese c8ses 

Rs. 4,96.'9 lakbs 
R!I. 6,62'63 lakbs 
Rs. 21,19 ·8S lakhs 

Rs. S2,08,]8 lakhs 
Rs. 60,03 ·59 1akh1l 
Rs. 7S;1.9 -04 lakbs" 

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

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

2.46 One of tbe reaSons given 1;>y the Ministry for non-collectlon of 
part of tbe wealth-tax demand is that petitions of waiver of penalties etc. 
are pending. 

,,2.47 Asked to give an idea of the quantum ~ penalties which was 
ultunately sustained at the appellate level. the Cbalrman, CBDT stated : 

"It was not upheld in most of the cases ~ it ~  reduced in a 
mimber of cases by the Appellate CommisSioners. 



. Recotl«1 tll/tcu:., tIBmtIntU 

.2;48. Where an assessee defaults in making payment of a tax, tho 
:l.nc$tc-tu Officer ~y issue a certi1icate to tho Tax Recovery Officer for 
~  the deinand by attachment and sale of tb.e defaulter's movable 
01'. immovable prOperty, etc. .  -

. 2.49 The ~  Report (1979-8() DlCntiOll8 the corporation tax and 
income-taX demand certified to Tax Recovery Officcn and Slate Govern-
ment Officers for recovery and its year.-wiso pBl'tk:uJars for the year 1979-
80 as follows .: 

(lluptes in' crorcs) 

~ ~ ~Demand certified Total Deimrid Balance 
Recovered 

At tlte During 
beginning the year 
of the 
year 

. 
197NO 703 ·96 323·65 1027·61 287-61 .740-00 

2.50 The Comnuttee desired to have detailed information aboot ·fax 
l1IUOfay ~  issued with amount thereof 8JlCI reasoas' for' non-
0iIf0R:emen.t of recoverieS after cettilklation ,in cases invol\lins arre&lS of 
tax of. Rs. 1 lath and a ~. 

2.51 TIle Ministry have funlished the following information in respect 
of ~ al  and other direct taxes put together for the years 1977-78 
to 1979-80 : . 

STATBMJfNT OP TAX RECOVERY CBRTlPICAlES AND THJjIR DISPOSAL 
(Rs. in Cl'oreI) 

1977·78 " 1918-79 ]979-80 

1. No. of Certificates for dispoul 

2. No. of Certificates disposed of 

3. No. of Certificates partly disposod of 

28,42,939 29,03,786 28,21,258 

6,21,804 6,18,37S 4,77,737 

. 49,601 47,428  49,295 

4. a) Ne. of Certificates in which Momsble properties 
attached _  _  •  •  •  •  . 

(b)-Amount in (a) above 

S. Ca) No. of case, in which im",,)v.lble properties attached 
(b) No. of properties in (a) above _ 

(c) Amount in (a) above 

45,073 

24'13 

6,S1S 

8,134 

S9 '51 

38,128 

23'31 

!'fA 

.. 
2.52 Asked to indicate the position of wealth-tax demands 
~ 1979-8.0, the Chairmau CBDT stated : 

25,3S7 

2J 'SS 

5,703 
7,235 

86-93 

certified 

"We do not have a separate classification [or Inc011le.tax i.Dd for 
wealtb-tax ... 

2.53 In regard to diffi(:ulties [aced by the Depa!'tmenl in liquidati1l8 
the mounting arrears. the Chairman. CBOT stated : 

''One fact the Hon. Committee may keep in view that if we are 
not .aWe to recover the arrears from persons Within theperlod of 
one or two years. then it· becomes hard core-of arrears. It 
becOmes' more difficult t(} tecbVer the anears. That is why cases 
of more than 10 years old are pcmdiR8. It may be that the 
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'-~  would have left the country or they would have gone 
'iIi liquidation or thore'Yould have been some other reaSODB'. The 
various 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 the issue of tax recovery certificate. . . . . . is conoerned. 
there is a time-limit provided in the Act. The time-limit is the 
perioP of one year from the last date of the financial year in which 
the demand is made. Now, there 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 Tbe COITuwtteedesired 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 c l~ n  : 

"There is a provision. In fact,' we negotiated witlj the Stale 
Government for keeping these persons and there were some diffi-
culties, They have explained that they cannot do it because of 
certai!l administrative difficulties, We do 110t have any civil prison 
of our own. . . ... " 

2.55 Asked· whether coercive measures like detention of wilful defaul-
ters couW act as a deterrent to others,the Chairman, CBOT stated : 

"1 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 not 
have the necessary facilitIes orar!angements for keeping them in 
prison, and the State Governments also do not want to keep them. 
1 do remember, when] was a Commissioner, I wanted to detain 
some people, but the State Government said that we would have 
to 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 furthu 
and sce that this provision in the law is made more effective. I learn 
1hal a person was arrested in Bombay ten days back for l1on-
payment. of tax ...... It was about Rs. l-l!2 lakhs." 

2.56 In reply to another question, the ChaimHIO, CnOT stated : 

"A post of C.T.T. (Recovery) has been 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 wby inspitc of having enormous powers 
vested in the Department to effect recovery of t.vr arrears. it had not been 
possible to rcatise/reduce the arrear demands. the Finance Secretary 
stated . . 

"We share fully the concern expressed by you ... · ... and We are 
trying ollr best to improve the position. and in fact. the position 
is bO'41nd to improve as we go along." 

3-132LSS 182. 
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2.58 The Committee ftn4 that tbe mbnber of wealth-tax cases pelldiac 
assessment as at tbe cnd of the year 197(,..71 was 1'S9 lakh8. This figure 
_.gone apto 4 -32lakllfi as at the eod of 1979-". The aS5e$SRlcnts COIII:p1etecJ 
d.ring these ~  years oumbered 2·28 lakbs and 3:2(; laths respectively. 
The Committee /In' co.ncerned to tind tbat tbe arrears of wealtb-tax dem .. d 
have incre&CJed frOID Rs. . ~ crores in 1976-77 to Rs.IS4.OS ctorcs In 19"1S-79. 
as. 180 ·54 crores in ~  and went up further to Rs. 217 ·11 '-"rores as at 
the eod of 1980-81, Compared to the actual collectioD of the order of R& 
64 ·47 crores in 1979-80 the arrears wOllld amotmt to morethao 3 years' eoUce-
, dons. Toe above ~  do not include the amount locke. up in the pe...ung 
assessments. Accor'mg to the calculations made by the Ministry DB tbe 
~  of average demand raised per assessment duriag  the years 1975-76 to 
J977-7S. tile estilaatcd tax locked up in the pending assessments is of the ord. 
ofuearly Rs. 67 crores. Thus the total oumtalUling dues to the exchequer 08 
account of wealth-tax demand, amouut to as hlah a sum as nearly Rs. ].It 
erores. The Committee have discussed in the subsequent paragraphs the' 
various ramiflcations of this problem. The. Committee must, however, at 
the outset express their deep seo"JC of alarm at this situation. The Committee 
regret to point out tbat the evidence tendered before them ,by the representa-
tive of the Ministry of Finance did Dot retlect the amount of coneei'D that they 
expected in such a situation. The Committee trust that at Icast now the 
CBOT would realke the gravity of the problem and COJlle out with a specilc 
plan of action ·to elear"1he backlog of assessments and what is more imporfant, 
'collect the revenues due to the exchequer. 
1.59 Tbe data flll1lished to tbe Committee reveal that out of tbe total 

demand of the onler of Rs. 180 ·54 cror. outstllodiag.on 31 March, 1.980. 
11 Commissioners' charges in Bombay, Delhi, Calc:uttajWest Bengal, 
Gaiar.t, KarMtaka, Madras/Tamll Nadu aCC8unted for as much 18 
Rs. U8 ·14 crores. . 
The Committee have beea fnforme4 that the reason for the sudden iDa'ease 

in tbe arrears of demaad from Rs. 56 ·41 crores in 1977-78 to Rs. 184-08 
crores in 1978-79 WLCi the bar of IbaitadOD introduced by the taxation LaWl 
(AmeQdment) Act. 1975 according to which no assessment for the assessment 
yean upto 1974-75 could be made after the expiry of four Yfars from t April, 
1975 I.e. arter 31 March, 1979. Asa result, the disposal of wealth-tax agess-
meats went up from 3 ·19 lakh.., ia 1977-78 to 4 ·75 lakhs in 1978-79. The 
Chltiman, CeGtrul Board of Direct Taxes adillittecl·in evidence that "the 
arrears· are disproportionate to tlte amount of reYenDl' that we are ~ n  

annually &om tbe levy but this pMition was not there till 1978-79". 
While the Committee do conecde that the bar of limitation imposed for 

the ~  time in 1976 l ~  in Sidden spurt in the demaad of wealtb-tax. 
they are not able to appreciate why in spite of the emphasIs laid on the diSpoSal 
of the wealUt-tax assc'ismen(s in the su"sequent Action Plans, ~ arrears 
continu£' to rise. The Committee deHire tbat the eleven Charges mentioned 
above should he enjoined to intensify thecollectiQa ofarrear demand and their 
'performauce closely monitored by tbe Board. . 
2.60 In the 38th Report (7th Lok Sabha), the Public Aeooouts Committee 

bad recollUDCnded that the WeaKh·tax Act may be amended to provide for • 
period of two years (instead of four years as at present) beyond which the 
'bar of limitation would apply. The Committee would like to reiterate tltis 
recmnmeaclation as it would go a loog way in ensuring simuJtaaeous 4isposal 
of ;.acolAe-ta" and wea,ltb-tax assessments wbichwould be fa tlae Interest, of 
,.eveRue as well 8!ii the assessee. 
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The Committee were informed that it had been Inlpressed upon the wealtb-
tax Officers that In eases wbere the ",ealtb declared' Is Jiiore thaD as; 5 IaUs, 
the assessment (or both ineomeo-tax and wealth-tax purposes ShOllhl, as ,far as 
possible, be taken up together. Despite these iD.'ltttlctions the Ministry were 
opt in a position to furnish to the Committee the break ... p of the amount of 
tax in arfears by the size of wealth assessed In the wealth-group below aad 
above Rs. Wekhtlt, , It is obvious that the instructions have remained only OD 
paper. 
1.61 The·age-wiae breakup of ~l a a  to tbe CoDUnittee 

shows that oot of the total outstandiDg arrears or the order of Rs. 180 ·54 
crores all on 31 MlU'eh, 1980 the arrears of CUfrent demand i.e. those raised 
during 1979-80 amounted to Rs. 62 ·43 erores; those between 1 to 3 years old 
amounted to Rs. 102 ·28 crores; those betweeu 3 to 6 years old ainounted to 
Rs. 10 ·53 crores; those between 6 to 10 years ()icl amoaltted to Rs. 4 ·08 crores 
while those over 10 years old accounted for the balanee Rs. 1 -n crorcs. 
The Committee further ob!ICrve that of tile above stated arrears of Rs. 

180 -54 aores, the total demand in dispute hfore the AppeIblte authorities, 
Courts etc. amounted to Rs. 5S ·29 crorcs. This included Rs. 18 ·36 erores 
in respect of which there were neither stay orders nor were tbey cowred by 
ordt'l'S for payment III ill$talments. Demods aggregatlllg Rs. 3 ·75 crores 
only were stayed by tbe Courts. Demands totalling Rs. 18·90 CI'OI'es were 
in the nature of protective assessments in appeal. Demands involving a sum 
of Rs. t·14'lrores stood referred to Settlement CODUDission. Of the balance 
demand of as. 124 '16crores, the demand .walting adjustment or vimficatiou, 
amounts dae from eompaRies under liquidation'or from "persou DOt traceable 
etc. amoaoted to over Rs. 12 crOre5. Tbus, the net UIl4ispated arrcan of 
wealth tax have beeIl assessed to he of the order of as. 112 eJ'OI!e8. 
2.62 The above data clearly disproves the widespread impres_ tbat 

large arrears of demand are due to stay orders and/ar 08 aceount of U,lay ID 
disposal of the cases by the Courts. The generalised reasons givea by the 
Ministry fOf' the.huge accumulation of arrears are insolvency, emlltatlon to 
Pakistan, double taxatioD relief under consideration and petitiOmi for waiver 
or pena!tics pending consideration. nle Committee conslder tbe situation to 
be highly Ull58tisfactory. Tbey would urge the Department to make an 
indepth cause-wise analysis of the large amount or wealth-tax arrears awaiting 
realisation Sl) IlS to segregate such of tbe demands which are Dot realisable 
and have to be written oft' and determine with some percision the amOUGt which 
is clearly due to the exchequer aDd must be reaUsed expeditiously. 

2.63 The Special cell should be asked to undertake this study and the 
Committee sbould be informed of the measures takea or proposed in this 
regard. . 

2.64 The iufol'mlltion furnished by the MiDistry with regard to the numb,er 
of wealth-t·." assessees accordiag to the size of their wealth shows tbat the 
number of a!lJSeSSees having assessllble wealth above Rs. 20· lakhs ,,'as 784, 
those having wealth between Rs. 10 to 20 Iakhs was 3776, those having wealth 
between RI. 5 to 10 lak"'s was 12,147, while tbose having wealth below R." 5 
htkbs numbered 3 ·01 lakhs as at the end of 1978-79. The. Committee arc 
surprised to ftld that intht records of the Department there were onJy 4,560 
pel'8OllR ia tile whole country baviug a net wealth of over Rs. 10 lakhs and only 
16,797 pcrsoll8 baving at not ftalth of over Rs. S luhs. The data furnished by 
the Mlnish'yalso indicate ~  as Blany .,. 94 -78 per ~ of theauessees ha\'e 
net wealth ~  Rs. 5 Jaklls. De MJnistry a~~ iaformed that "the Dumber 
of wealth taxassessees a«Onliag to siJe of ~  wealth is based upon tbe 
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lUBOuut of total aet wealth auessed after allowing ~ l~ aad deduction, 
or'arying Ul8UDts in accordaoce with the relef.at pmvifioDs or tile law. Also, 
tbere are likely to be a Dlluer of 'persoBs' who win be having a net wealth of 
over as. 10 lakh .. or Rt. 5 lalch" bllt not illclutied in the ~  of person'J 
mentioned in the reply ............ becn .. e they belollg to:eategories which 
ar, not a ..~ c to wealtb-tax." 

In view of this posltlODor the matter and particularlytla '. of large 
increa.,c in value or movable and immovable assets In tbe last few years, it 
woold, In the opinion of the Committee, be desirable if tbe -exemption limit 
of wealtb-tax is tlxed at about Rs. 51akhs so that tbe Departmeat may be 
able to faactlon effectively ad ad:vantageoDsly so far as collection of revenue 
from persons holdiilg laraer wealth is concerned. 

2.65 Considering the developing nature of the economy and the sky-rocket-
tiag pace of lacrease In the value of real estate in recent years, the Committee 
are Jiot Ia a position to plaee reliance on the data furnished to them. Obviousl y, 
there bl5 beeD ao worthwhile effort to locate new a ~ . It is ao secret 
that 8 I .... er number of Iaigb cost buDdings particularly in the metropolitaD 
cities, have been comiDl 0' over the years. In case concerted and well direc-
ted efforts are made It woald Dot be slIrl,riOiing to the Committee if ll,147 
wealth-tax assessees ~a Rs. 5 Isklts to Rs. 10 lakhs reported for the 
eatire country are found in one big size city alone. . 

1'66 No data have been Curaished to the Committee with regard to the 
arrears outstandiDg agalast usessees in the slab of over Rs. 5 lakhs. How-
el'er, the Ministry bave furDiIhed to the Committee clata showing oatstandiag 
demand exceedJag Rs.I0 lakbs in each case which shows that as on 31 March, 
1979, 1980 aDd 1981, the total arrears in such cases alDOuated to as. 52 ·08 
crorts, Rs. 63 ·03 «ores and RI. 75 ·29 crores respectively. The Committee 
were informed that instractlODlJ have been issued to tbe eft'ect that in cases 
"here the demand locked up is more than Rs. 10,000, ~l a  As!iistant 
CommissiPners should treat the case as a priority case. For the Commis-
sioners of-Income-tax (Appeals) the conespondiog limit is Rs. 50,000. Ap-
parently tbese instructions have not had the desired effect. TIle Committee 
consider that if only the Department could conccutrate on these biller cases, 
they could make a sQhstantiil contribution to the collectloa of out-standiog . 
demand of wealth-tax. The Committee, therefore, urge thnt the Department 
Monld take concerted measures under a time hound programme to settle these 
cases which have locked up hage arrtllrs of revenue. The steps taken in this 
regard should be reported to the Committee. . 

2.67 Froat tbe detailed particulars of the top SO assessees against whom 
there are beavy arrears of wealth-tax, tbe Committee find that the total arrears 
of wealth-tax agaiDst these assessees amounted to over Rs. 46 crores on 31 
Mareh, 1980. 13 of these assessees against whom the outstanding arrears 
raaged between Rs. 1 ·08 crores to Rs. 5 ·47 crores aeeoUDted for total out-
staadiag of the order of Rs.28 ·73 crores. Most of these demaads are stated 
to be in dispute. In ODe case, the defaulter (Sbri Dharam Teja) leftthe country 
without obtaining clearuce certiftcate from the Iacome-tax authorities. The 
arrears against Shri DharUl TeJa amoDnt to Rs. 1 ·76 crores. ACtJOD is 
stated to bave beea taken against the carrier Airlfneunder the provisions or 
Section 230(2) aad (3) of the Iacome-tax Act. The Committee were Informed 
ia evidence that as on 31 March. 1979 tlte Income-tax demaad against Shrl 
Dbaram TeJa was of the order of Rs. 6 ~  crores. The compensatioll payable 
to Sbri Dharam Teja ~  upon' the nationalisatlon of the Jayanti Sbip-
pilll Compoy amoat .... to Rs. 3 ·32 crorn (approx.) was attached. 
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2.68 The Committee fiod that in a Dumber of eases appeals are pendiag 
before tbe Commissioner (Appeals) while in one case revision and settlemeJlt 
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 tbese cases 
to be pursued actively by the Special Cell in the CBOT witb a view to ensuring 
that these are disposed of without mucb loss of time. 

2.69 The Comnlfttee find that tlu.-number of tax recovery certificates 
pending disposal 1I'l 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, 
29·04 lakbs and 28 ·21 lakhs respectively. The numlJer of certificates dis-
posed of wholly or Plutly during these years was 6 '7Ilakhs, 6 ·66 lakhs aDd 
5,,27 lakhs c cl~ . The total demand certified for recovery durJng 
1979-80 was of the order of Rs. 1027 '61 crores of whicb Rs. 287 ·61 crores 
was c n~ the year. leaving a halance of Rs. 740 elores. The Com-
mittee were inform cd that statistics for CorporatioD Tax and Wealth-tax 
were not maintained separately. rnformlltion regarding tbe nUmD('r aDd 
amount of arrears for nhieh cc ~c y certificates have not been iSSUt'd as 
also reasons for non-cnforccm('nt of recoveries after certification in cases 
involving arrears of tax of Rs. ] lakh and above is also not readily available 
ll'ith th(' Department. The Committee consider that broadening of tbe data 
base is essential for proper monitoring. The Committee would, therefore, 
emphasise the need for Dlaintaining ~ n al statistics for each direct tax 
separately onder broad income grollps soy below 1 IlkIt, 1 to 5 lakhs, S lakhs 
Co 10 lakhs etc. 

2.70 Coasidering the large Dumber of recovery certificates awaitiDg dis-
posal year after year, the Committee consider that there is need to streogtbeD 
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-
staDding demalld.exceedingRs.I0lakhs in each case were as high as Rs.21 ·20 
~  aaaiast the total arrear.; of Rs. 75 ·29 crores iD these cases ItS OD 31 
March, 1981. (The correspnndlng figure of arrears of penalties OD 31 March, 
1979 was Rs. 4 '97 crores out of total arrears of Rs. 52 ·08 ~  in these 
cases). Out of the above amount or Rs. 21 ·20 crores, penalties to the tunc of 
Rs. 10 '53 creres were outstanding agaiDst as few as 20 as!'re5SHS. The amount 
in individual cases varies from Ri. 18 lubs to nearly Rs. 211 lakhs. The 
Committee were iDfornted that 'penalties were not upheld in most of thl.' cases 
und were reduced in a number or cases by Appellate authorities'. It has 
also beeD admitted tbat cases of vexatious assessments or :tdditiono; made 
on frivolous grounds did sometimes come to the notice of the Board. Wblle 
such tendency which ct'rtainly cannot be widespread, bas to be curbed andtbe 
erring officials suilably tnken up, tbe Committee consider that the Depart-
ment must' concorrently 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 
a.nd are reduced in others by the A ppellate authorities with a view to impro-
VI ng the quality of asse<;;sn'll'nt!l. 

2.72 The Committee further suggest that effective monitoring of tbe .1It-
standings above Rs. 10 lakbs should be done by the Spedal Celli. the Ceatnl 
Board of Direct Taxes so that large amouats of reveaae do IIOt ~ al  locked 
up in df'partmenfal proceedings for unduly 10Da periods. 
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CHAPTER III 

(a) .INCORRECT VALUATION OF PROPERTIES . . . 

. ~. 

3.1 ~ cc  below auc certaip ~y ca  ~ of n~ yaluation '* properties/Jewellery whicll the Commluee haye selected for detailed exa-
mination. The facts of each case have been' given after the relevant audit 
patigraph.' 

Auditporograph : 

3.2 (i) The wealth-tax as5Cssnlents an~ a ll n  of an. individual . 
for the assessment yearS" 1974-75 to 1976-71 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 lUi returned by the assessee on the basis of 
<:ertificate of an a ~ valuec. The income-t.ax assessment ~  of 
the assessee rt}vealed that the entire property wasrcnted out and W,U ~ c

illg a gross annual rent of lU .. 1.94,825. Its net annual value was of ~ 
1,18,784, Rs. 1,23,543 l\Dd Rs. 1,20,247 for the m.scssment years 1974-15 
to 1976-77 respectively .. Tbis case was not referred to the Valuati0l1 Cell 
for yaluation as required in the Board's instructions of December, 1971, 
although the value of the property was more thall 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 the 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 departm,eot accepted them and referred the case to 
the departmental Valuation Cell which cktcrmirtcd the al ~ of the house 
prcperty as Rs. 11,36,000, ~. 11,27.000 ~  'f{s, 14,18,0'00 respectively 
for the assessment .years 1974-75· to 197(1-71. Thereupon, the departmeDt 
revised the assessments on 8. . ~  adopt:iilg the valuation. ~ n  
b'y the Valuation Officer and raised. an additional demand of Rs. 72,286 for 
tbe assess.ment years 1974-75 and 197.5-76. Report about the assessment 
year 1976-71 ~ awaited c ~ ~  1980). 

3.3 The aud.it paraiRph was sent to the n ~ y of nan~ in Sep-
~  1980. Their reply is awaited (December 1980)., 

. ~.a a a  4.060) of theR.eport of ~  Comptroller and ~  Gene-
ral of India for the year 197Q.:80. Vmon Government (Ctvtl) Revenue 
. ~  Vol. II-Direct Taxes]. 

Facts of the case 

3.4 Tbe assessee referred to in the ubove mentioned a a ~ . is .Shri 
Anokh SiAAh. The ~y  which is tbesubject matter of valuation, is. 
sit,ated ili ~ Khan. D,elN. 

32, 
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3.5 The. relevaAtdetails relating to the assessments in question. as 
furaished by the Ministry, are given in the fonowing chart : 

~ ~ ~ ~ __ ment year Date of fiJin, Dale of filing Daoli: of. completion 

1976-77 

original return revised return of assessment 

~  (value of 
MOl ill. Khan pJ'oper-
ty returned 
Rli. .~  

. ~ (Value of 
. ~ y relut1\ed 
atRs. 7,44.400/-) 
3()"7·76 (Value of 
property ~ n  

at RB. 7,44,400/':) 

. ~ (VI:.)ce rf 
MotiaKhl'.n J9H'I'IeI" 
Iy revised to 
Rs. 7.44,400/·) 

6-9·75 

I7·ll·JCn5 

7·10-76 

"The revised return for the-assessment year 1974-75 was accom-
panied by .a valuation ~  by a registered valuer, valuing the 
property in question atRs. 7,44,400/-. The same value was 
returned for the assessment years 1975-76 and 1976--17. The 
value shown in all the three assessment years was 1ccepted 
by the W.T.O. Audit have pointed out that having regard to 
the anllualrental value of the property and the instructions of 
J)e(;ember, 1971, the case should have been referred to tne 
Valuation Cell. The Audit have also pointed out that the 
W,T.O. did not charge additional wealth-tax in respectol urban 

a ~ property' for the 8.'1sessment years 1974-75 and 1975-
76." 

3.6 In reply to.a further question, the Ministry have stated that the 
a~  for the assessment years 1915-76 and 1976-77 were liable to 
be checked but couJd not be checked by Internal Audit. 

3.1. The n~ position about rectification of a ..~ n  and raising 
of demands as n a~ by the Ministry is given below : 

''The ~ n  for the assessment y~  1974-75 and 1975-76 
wereoperled u/s 17(1 )(b) of the Wealth-tax. Act on 6.7.77. 
The assessments were c l~  on 8. 6. 78 by taking the value 
of the ~ y as per th.e report of the Valuation Cell, val.uing 
it at Rs. 11,36,000/-and p-s. 11.27,000/-: respectively. (How-
ever. these orders. were cancelled by A. A.C, on to. 5 . 79 and 
appeals filed by the .Depjutment before· the ~  were dismiss-
ed on 9.4.81) The C.W;T. modified the order of the W.T.O. 
for the assossment year 1976-77 u/s 25(2) of the WealJl-tQ: 
~  and raised an additional demand of Rs. 62.180/-. How-
ever, . the order ct: the CWT has heen cancelled by ITA T on 
6. ~ .1980. . 

For charging additio.nal Wealth-tax OR urban immovable properties, 
the a,ssessntents for 1974-75 an" 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 hve .been 
realised from the assessee." .  . 
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" . 
3.8 la.the case cited uDder Audit paragraph 4.06 "(i), !altboulb tbe ,alue 

of the ~  ia questioD was Diore tbaD Rs. S lakbs Qd the value returlled 
by the a ~ c was also less than 8 times the net reotal value, the case was 
not referred to the Valuation Cell for valuation as required iii the Board's 
in..ortruc:tioD of December, 1971. The entire property was rentad out and the 
net reatal ,'alue was avanahle with tht' W.T.O. ia the ineom6-tax alisesllDeDt 
records. The test audit also revealed that the WTO dld'not charge additional 
wealt .... tax in respect of urban imDlOl'able property for the assessment years 

~ 7Sand 1975-76. The a..o;sessments are sinee stated to have been rectltled 
and the additional "eaW. tax dues Mve heea reaHsed. The Committee "tearet 
to obse"e that the .s.'tessmeftts for the assessment years 197s;.76 and 1976-77 
wert" not checked b)' Internal audit even though they were requirecl to do so. 

3.9 TIle Committee fwd that the re-assessmellts made for 1974-75 and 
1975-76 have' 'heeD quashed in appeal. lDformation on the question whedler 
these were set aside on merits, or on tedmical grouDds has 1181 been made ... 11-
allie to the Committee (April 19R2). In any case, loss ofrcveDue to the ex-
claequer could have been Ilvoided lfthe Wealth-tax Offleer had made a reference 
ab initio to the Valuation Cell for valuation. 'l'beCommlttec ~l  tbat ,the 
Wealtblax Orficer, concerned should be suitably taken up ror the negltgenee 
ia this case. 

Audit Paragraph: 

3.10 (i) The wealth-tax returns of an individual for the assessment 
years 1970-71 to 1974.;75 included a piece of land admeasuring 3,751 sq. 
yds. within the well-developed part of a l?i,B. city. This land was claimed 
to "be agricultural and its value was returned at Rs. 3 lakH& for the 811eSS-
ment years 1970-71 to 1972-73 and at Rs. 3.30 lakhs for the asse8IDl04t 
years 1973-74 and 1974-75. as certified by an approved valuer. The 
assessment records showed that, as early as August, '1974, the Wealth-
tax Officer had considered the land to be non-Biricu1tural for these 8SIeSS-
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 fr()m Rs. 4,87,630 
for the assessment year 1970-71 to Rs. 8,32,730 for the assessment year 
1974-75. This report ()f the Valuation Officer was made after spot ins-
pection by him and he had Observed in it that it was Wlcu1tivated land, was 
fenced around and was situated in well-developed old residential area in 
the city. The assessment'lof 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 rc;tumed and as certifted by an approv-
ed valuer as Rs. 3 lakhs and Rs. 3.30 tubs. In these R.'lsessment Ofders. 
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 ~  departmental Valuation Offi-
cer, which was binding on the Wealth-tax Officer, in wealth-tax 8S8eaments 
for the assessment 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 n ~a n  of wealth of Rs. 24.80 laths witb consequent UDder-
charge of tax of Rs., 87,527. 
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3.11 The audit objections has been accepted by the Ministry of Finance. 

"Paragraph 4.070) of the RepOrt of the Comptroller and Auditor 
General of India for the year 1979-80, Union Government 
(Civil), Revenue ~c  Vol, II-Direct a . ~ 

122." 

Facts of Ihe case 

3.12 The assessee referred to in thealore-mentiooed paragraph is Smt. 
Oangaben Ratilal Patel. The property. which is the subject matter of valu-
ation, is .situated ill I.P.S. No.3, Navrangpura, Ahmedabad. 

3.13 The relevant detaHs relating to the a'ises&ments in question, as 
furnished by the Mini<;try, arc given below; . 

---------"'--,--•. '---"--' ---.. __ ... "," .-----.. -" .. -.-..... -.. ~. ~ ... --.. 
"Assessment years Date of filing the 

original return 
Date of filing the 
revised return 

i: Value dccl8RCi 
(of property) 

J970-71 

J971-72 

1972-73 

1973-74 . 

1974-75 

28-9-70 

28-9-71 

11-8-72 

\-to-73 

.11-7-74 

25·9-74 

29·9·74 

3,00,000 

3,00,000 

3,00,000 

3,30,100 

3,30,100 

---. ----.------ .... _-----_._-_ .. _-... __ ..• ------
The· values returned in the first three assessment years were 
supported by the report dated 24-9-70 of an approved valuei'. 
It has 'been reported by the CIT that for the latter two years 
110 report of the approved valuer was moo, even though it was 
mentioned by the a ~c that the values shown were support_· 
cd by t.he certificate of the approved valuer. 

Reference 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 were non-
agricultural one. The Valuation Officer vide report dated 
23-5-75 valued t:he same at Rs. 4,87,630h, Rs. 5,62,650/-, Rs. 
6,56,425/-, Rs. 7,50,200/-and Rs. ~ for the respec-
tive years. 

~  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 revenue audit .on ~  who 
p.ointed out tho omission in adopting the valuations made by 
the Valuation Officer of the Valuation Cell." 

. 3.14 The ~n  position about rectification of assessments and rais-
ingof demands as intimated by the Ministry ~ given below; 

"All the ussessments were set aside hy the . ('''WT vide order uJs 
2S (2) dated 22-8-1980 with the direction that they should be 
redone in accordance with proper law and facts. Revised 
assessment orders were passed on 15-7-81. The demands haye 
apparently not fallen duc." . 
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3.15 Asked to indicalethe circumstances ill which the Wealth Tax 
OIicer concerned failed to adopt the valuereturnod by the Valuation Offlcer" 
tile Ministry of Finance (Department of Revenue) have stated: -

"The Commissioner of Income-tax .~ reported that in the case 
~  to in para 4.07 (i), the Wealth-tax Officer made refer-

ence to the Valuation Cell from a separate folder captioned a.. ... 
'Valuation Folder'. After tbat, there was certain change in 
the jurisdiction of Inspecting Assistant Commissioners, due to-
which, the office of the W.T.O. a.~ n  tltis case was shifted 
to a different building, resulting irt dislocation as 8.S$Cssment. 
papers. Then, this case was transferred from the snid w:r.o. 
to another W.T.O. There was a change Of officers in the 
latter charge and the w:r.o., who completed the case finally, 
due to ~ l  of work and pos6ible delinking of papers 
pertaining to the valuation reference report, failed to act on 
the Departmental Valuation Report." 

. ~ P.ra 4.07(1) of the Audit Report refel's to a case in wbicb a stat .. tory 
ref«dee was made under Se(:tion 16A(1) of the Wealth-tax Act, 1957 ..... it 
'WU.bIadIug on tbe wealth-!ax officer to have adopted the valuatioa deDe by 
the Valnation Offtcer. The Committee have been iaformed that 'due to pres-
8'e of work aDd pos.'IIible delinking or papers pertaining to the ~ a n re-
fereace!report, the Wealth-tax OlBeer railed to act on the Deplll'tmeatal 
Valuation Report'. TIle resultant dislocation of assessment papers Is attri-
buted to shfftlng of the office of the ", ... alth-tax ofllcer assessing th., ease to a 
_erdt :JMjllabig. Thereafter, the ease was traasferfeCi toUlOther Wealth-
til_Officer. Tile explanation is bardly eGovindag. 0IJvf0u1y, there hll 
.. Itet:a a failure to mahatalafhe reeoNs properly. The lAC who "as r",alred 
'. keep • check on such refereDCell also raUed to l~  DQOe5sary sapeni-
:'.... TIte ·CO ..... ttee trust that more viJllaaee 'llbell be eXeI't!isell In 8ach 
.. tters and the Board's instructiOl,l8 serupulously follow....t. 

Audit Paragral}h 

3.17 (ii) A house property inumalropolitan city shared equally by 
four individual assessees was valued at Ri. 31,87,500 and Rs. 21,33,600 
(its value fell as' II number of flats in the building had been soId) for the 
assessment years 1972-73 and 1974-75 respectively by the departmental 
Valuer. While completing the we .. lth-tax assessments in th,e case of one 
co-owner in January 1978, the ~ a n  cOllsidered his I }4 share in the 
value of the property on the basi.. ... of the ~l  valuation. In the wealth-tax 
assessments of the other three co-owners fQr the same assessment years 
1972·73 to 1974-75, completed in September 1974 and February 1975, the 
'value of the houscproperty 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 ~ n resulted in an under-assessment of wealth of Rs. 
31,86,621, in the aggregate, leading to a total undercharge of a ~ a  of 
Rs. 82,578, including non-levy of additional wcaltlH3x. 

3.18 Further, according to the Board's instructions of June, 1970, 
theW.ealth-tax Officer was als9 reqUired to re-open, in June 1978, when 
deputDlental valuation report was received;.the earlier assessme!lts (for the 
a.~ n  years 1970-71 and 1971-72 which were nottbcn tIme-barred) 
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ill all these fout·caaea for consideration of the correct value of the property. 
This was nlso not done. Re-opening of the assessmenis fol.' the assessment 
years 1970-71 and 1971·72 is now time-barred. .. 

3.19 The Ministry of Fmce have acc ~  tbe audit objection and 
a~  (December, 1980) that the matter is being examined whether reme-

diat action ca~ be taken now as escaped wealth. 

[Pamgl'aph 4.07 (ii) . of the Report of the ~ ~ ll  and Audi.tor 
General of Indta for the year 1979.80, Union Government (Civtl) , 
Re\'cnue Receipts Vol. n-Direct Taxes, pp. 122·23] 

Facts.of the Case 

3.20 The assessees referred to in the paragrapb mentioned above are 
Sarvashri Ajil Singh, Harbbajao Singh aad Amrik Singh.; The property 
which is the subject matter of valuation, is situated at 4A, Auoldand Square, 
Calcutta. 

3.21 The relevant details relating 11> the assessments in question, as 
funaished by. tbe Ministry are given below ; 

"Four assessees, tbree mentioned ...... above and another 9bt'i. 
Arvindar Pal Singh were coo()wners of the . property hnviDg 
lI4tb share each, Wealth-tax ~ n  in respect of former 
• three mentioned in the audit a ~ fer the years 1972.73_ 
1973·74 were coJJU>letedoo . 25 .. 9-1974 and for the ~ 
1974-75 on 15-2-1975. No reference was made to the Valuatt.,a 
Cell. 

In respect of the fourth co-sharer Shri Arvindar Pal Singb 
reference v'as made to the Valuation Cell in respect of the said 
property. Apparently the assessments in thi!> ('use were not 
completed at the time they were done in tbe case of the ~  
. three co-sbarers. The asSessments w'erc completed on ~ 1-78 
on the basis oflhereport of the Vahtation Officer. 

. -
The Revenue Audit, ville objection dated ~  Pointed out 
that the assessments in the ~l  of the other three cO-sharers 
should also have been revised, by taking suitable remedial 
action, on the basis of the Valuntion of the property adopted 
in the case of Sbri ArVindar Pal Singh. They have .. further ob-
served that the W.T.O. should have also taken action for the 
assessment year 1970-71 and 1971-72. when the Valuation 
report was received." 

3.22 The presentpositiou about rectification of assessments and rais·, 
ilaS. of demands as intimated by the Ministry is give,n below: 

"The .as!ilessments under Secticm 17 ( 1 ) (a) of the Wealth-tax Act 
had ~n re..qpened,in all· the three cases. (Sept. '81) ~
dial aetion.·has already been completed on 29 .. 9.}981 by raisinB 
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additional demands in the three cases under Section 17 (1 Ha> 
as under: 

--a~ ~~~~.  ------.-... -., .... --.--.------------. Addl ~a ~ l 

.-.----_ .. _ ..... --'--'-'-' -.... __ .... _---_ ... _-----------_._----
(1) Ajit Singh : 

1972·73 ., 

1973·74 . 
1974-75 . 

(2) Amrik Singh : 

1972·73 
1973·74 . 
1974-75 

(3) Harbhaj<u: Singh : 

.!972·7] . 

1973·74 

1974·75 . 

Tm:t1 : 

~. 24,714 ·00 
Rs. : 1,868 ·00 
R9. 5,785 ·00 

Rs. 24,324 ·00 
R8. 1,868 '00 
Rs. 4.198 ·00 

Rs. 23,139 ·00 
Rs. 1,86!l ·00 
Rs. 4,212 '00 

Rs. '.11,976 ·00 
~ .  ___ • ___ "_ 

3.23 The cacte mentioned in para 4.07(ii) of the Audit Report again Idgh-
lights tbe failure of the asse5sing officer to conform to the departmental vaJua-
tioD resultiog in under-assessment of wealth of Rs. 31 ·87 lakhs. 011 the 
olllissioD being pointed by Revenue Audit, additional demand of the order of 
as. 91.976 has beeD ~a  agaiost the tbree assessee! for the aSgeSsmellt 
years 1972-73 to 1974·75. Howenr, for the earlier two years viz., 1970-71 
ad 1971·72 the re-assessmeat proceediDgs have becom.e time-harred. The 
Committee consider that in such cases of ,IariDI failures, the Weatth.tax 
Ot'Bcer concerned should be !IIuU.bly takea up. Tbe Committee would Uke 
to be iaformed of tbe action takeD against the concerned officer. The Com-
mittee would also lik.e to be informed about the position or recovery of the 
additioDal' demand. 

Audit Parag"Llph 

3.24 The Income-tax records of an assessee 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 jeats 1965·66 and 1974-75. With 
reference to these details, the area of land held by the assessee on the 
valuation date relevant to the assessment year 1966·67 would be 1,06,108 
sq. ft. and wouid thereafter progressively reduce on cc ~  valuation 
dates bringing it on the valuation date relevant to the assessment year 1974-
75 to 87,000 sq. ft. In the wealth-tax assessments ·of the assessee for the 
assessment years 1966-n7 to 1974·75, whicll were made together on 16 
March, 1979 (time-bar operating on 31 Marcb, 1979), the area of land held 
by the asses'sec on the ~ cl  valuation dates was unifonnly taken at 
50,OO{) 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 tOper cent in value for each assessment year was made. Thus, 
for aU the assessment years the correct area of land which was workable 
. from the income-tax records ww; 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 Report' of the Comptroller and Auditor 
General of India for the year 1979-80, Union Government (Civil)-
Revenue Receipts, Vol. II-Direct Taxes, pp . .124-1251 

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 situata4 at 
37/2, Cunningban Road, Bangalore. w' 

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

"Allstt. year Value ofthc 
property 
Rs. , 

Date 0( 
return 

Date of 
completion of 
the assessment ---_-.'--_._--_._----,,_.- ~ . ... ~ . 
.. __ ._--_.-

1966-67 
1967·6R 
1968·69 
1969-70 
1970-71 
1971-72 
1!l72-73 
1973·74 
1974-75 

3,33.630 25-2-75 18-3-79 

3,70,700 Do. Do. 
4,11,890 Do. Do. 
4,57,650 Do. 'Do. 
5,08.500 Do. Do. 
4,65,000 Do. 00. 
5,96,000 Do. Do. 
5.96.000 00. Do. 
6,00,000 Do. Do. 

The valuation of the property shown in various rellirns \\IllS 
supported by report date? 8-5-71 of an approved valuer. 

The Revenue Audit pointed out that the approved valuer had 
wrongly taken the area of land available \\lith the assessee at 
50,000 sq. ft. and that the correct area of land available with 
the assessee tor the various assessment years should have been 
worked with reference to the Income-tax records for the pur-
pose of valuation for the various useMlDeDt ye8rs." 

3.27 The present position about rectification of a ~ cn  and rais-
ing of demands as intimated 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 Offtcer failed to work out the correct area of 
laud which was a".Uable in Income-tax records of the assessee for wealth-tax 
purposes. Consequent under-assessment of wealth «"regating to R'J. 36 ·29 
lakhs resulted in short levy of tax of Ri. 86,706. The assessments are stated 
to have ~ set aside by tbe Commissioner of Income-tax on 11 March, 1981 
but re-assessment proceediags had not heen completed upto September, 1981. 
This is a case of failure on the part of the assessing offleer to properly correlate 
the asseoment made under to direct taxes viz., Income-tax and Wealth-tax. 
That this should be so despite" constant exhortations by the Committee and 
repetitive iDStructioas issued by the Board, is regrettable. The Committee 
would stress the need fOl'tightening up sopervision at the level of . . ~ so 
fbat such mistakes do not occor. 
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(b) VALUATION OF URBAN lMMOVABLE 'PROPERTIES 
3.29 The principle of valuation of properties is contained in bCCIiion·1 

,of the Wealth ~ Act, ] 95'1. Thesurn aad substance of the provision is 
that, subject to ~ 85 Illaybe prl;}8Cdbed .inthis behalf, the value of 
an asset· shall he ~  to be the price which in the opiniol'l' of the 
,assessing officer it would fetch if sold in the open market on the relevant 
date. '. 

~  y.uualion of imnlOvable properties is generally ,made by one of 
~n  llc ~n n  ~n the nuture of. the case : 
(i) Land and building method. 
(ii) Rent' capitalisatlon method .. 
(ill) Profit and los.s' method. 

Over a period of tune, u 'number of rules were inserted in the Wealth-Tax 
Rules viz., Rules lB, Ie, ID, 2, 2A, 2B,  2C, 2D; 2E, 2F, 20, 2H a;ld 21. 
AU, these rules laid down some J.>rinciples or formulae providing guidance 
in the matter of valuation of VallO.US classes of assets. ' 

3.31 The Central Board of Direct Taxes issued a Circular dated 28 
'September, 1957, prescribing the capitalisation method (by adopting a muiti-
pie, say 20 times of such annual value) when the municipal vlltpalioD 
appeared to be prima facie too law. Otherwise "the value of land 'ad 
buildings should be estimated with due regard to the nature, size aDd 
locality of the propeny, the amenities available and the price prevailing for 
similar assets in .the same locality or in the neighbourhood of that locality." 
3.32 , III another circular dated. 16 March, 1968, the Central Board of 

Direct Taxes laid down tile following guidelines :  ' 
. "In view of the various divergent (actors which affect the market .. 

value of the property no rigid role for' valuation at. house pro-
perty can be ll ~. Howevec, in the 'CI!l£8, of properties 
covered by the Rent Control AClsit may be appropriate to 
adopt the rent receivable as the basis of ~ n  unless the 
circumstances warrant the ~ n of a different mode of valu-
ation." , 

3.33 The 'Chokshi ConunitOOe favoored the yield method., It recom-I 
mended that : ' 

"Values of bouse prqperties ,Should be determined by tbeineibod of 
<:lapitalisation of tlle return actually received or which could 
rea&Qnably be receivC(1 from those properties." 

, 3.34 Rule 1 BB [Inserted by the Wealth-We (Amendment) ~  
1979, with effect from 1-4-19791 prov.ides that: 

"For the purpose of sub-seCtion (I) of Section 7. the vallie of a 
house which is wholly or mainly used for residential purposes 
shalt be the aggregate of the following amounts, nainely:-

(a) the amount arrived at by multiplying the net maintainable, 
, rellt in respect of .the part of the house used ~ residential 

purposes' by the fraction 100/8; and '  ' 

(b) the amount arrived at by multipJyjog the net maintainable 
'fOnt in respect of the remaining part of the hou8e,ifany,by 
the fractioq 100/9. 

In' relation to a house which is built on leasehold ~n  the fraction 100/9 
and 100/10 respectively are applicable for' (a) aDd (b). ' '. 
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~ .  Bxplainlng the ~. l  of Rule IBB which was inserted by' 
the Wealth,Tax ~ . n  Rulcs, 1979 withetIect from 1 April, 1979, 
the Ministry of l'tnance have stated; . 

" .... estimate 01 price which an asset would fetch if sold in the 
. open market on the relivant date is deemed to be arrived at. 

in accordance with the procedure laid down by the rules. 
Ac.cording to the provision contained in Rule .1DB the value C?f 
a house js the aggregnte of the amounts amved at by multl-
ly~ the net maintainable rent by prescribed multiplier/ 
factor of 100/8 in respect of the part of the house used for 
Jesidentiai purposes and that arrived at by multiplying the 
net maintainable rent by multiplier/rac. tor of 100/9 in respect 
of the. remaining part of the bouse not used for residential pur-. 
ppses. If .the house is built on leasehold land then {he multi-
plier/faclor in respect Qf the part of the house for residential 
purposes is to be taken at 100/9 in place of 100/8 anet in 
respect of the remaining part o( the hQUSC not used for resi-
dential purposes, the multiplier /.factol' is to be taken at 100/8 
in place of 100/9. . 

The value of the house 'arrived at as above is to be adjusted 
by n~ a n  it by an amount, calculated Os provided for in 
the rule, in the cases of such house properties ~ the un-
built area of the plot of land on which the house is bum, 
exceeds. the areas specified in the rule. It 1ll.i1Y be mentioned 
that rule IBB does Dot apply to the cases of the nature speci-
fied in Sub-nde (5) of rule IBB". 

3.36 The Committee desired to know whether it had been held by any 
judicial authority that Rule IRB was designed to give a concessioll and was 
()f retrospective appiic)ltion. In reply,the Ministry have stated : 

"There has not so far been any judsment/decision by any Higg 
'Court with regard to retrospective application of or. intent be-
hind . ~ Rule 1 BD. The specifll bench of the Income-tax 
Appellate Tribunal, however,held that rule 1 D8 is retrospective 
in application. Other benches are also reported to hove follow-
ed this decision. These decisions have not been accepted by 
the Department. The Ministry's view is that Rule IDD is appli-
cable for assessment year 1979-80 and onwards and not ear-
lier years." . 

.-
. ~  In Kusumben Mahadevia ~.  Commissioner of Wealth-tax (124. 

ITR 799) the Bombay High Court have llcld (hat a nile made under Section 
7, must be for the ~ of ('arrying out the ~  of Section 7, the 
object being to determine the market value as contemplated bV Section 7 ( 1)." 
The C-ammittee desired to know whether the provisions of Rule IBS had 
been reviewed in the I!gl1t of the principle '.ennnciated by t.he Bombay Hip;h 
("--Ourt in the above cases. Minist.ry's reply is still awaited (April, 1982). 

3.38· The Committee desired to' know the mode of valuation of sclf-
occupied ~ n a . properties that existed prior to the incorporation of 
Rule lBB efiect.ive ~  1 April 1979. The .. Chairman, CBDT stated: 

"There was a general concession of RB. one lath in the case of ow-
ners who possess a residential accommodation. At thilt time also 



we were tryinsto arrive at the value of the house by capitalis-
~  the ,rent yteld. But then there was another Section name-
ly 7 ( 4 ) which existed prior to 1 . 4. 1-979. AccorctiJlg, 
to this Section, the value of the house would be poaea 
at the value as -ror tIle year' 1971-72 or the year of acquisi-
tion of the property, whichever is latter. In the case of resi-
dential house or self-occupied house which was constructed 
after 1971,' the value of the house would be pegged 00 the 
basis of the value for the year in which the house was cons-
tructed .. In the case of houses constructed prior to 1971, if' 
the value ~  in("Teased from 1971, the enhanced value will be 
ignored." 

3.39 Asked to clarify whether valuation of identical properties cons-
tructed prior to 1971 and those constructed after that year, wou'lQ be govern-
ed by separate mudes' of valuation, the Chairman, CBOT stated: 

"Under Rule 7 (4) the value for thcyear .in which the property is 
construcred or-the assessment year 1971-72, whichever is later. 
is taken into account. So in this case, the value for the 
assessment year 1971-72 woulcJ be the value of the property. 
In the case of the second example (i.e., properties constructed 
after 1971-72), we should work out the net annual value and 
then multiply it. with the prescribed multiplier jf 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 enquired whether this did not leads to inequitous 
valnatien, since the fair market value of the properties was identical on the 
dalo of valuation. ·The Chairmall, CBDT stated: 

..... there are inequities like this. It is the polic}' 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 Government want to give some concessions. 
Now, it is for the assessee 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 arc' certain concessions al-
lowed. But we cannot comp.lre one assessee of this ~ with 
other _assessee of that type." " 

3.41 Asked whether it could be.cconeluded t}tat (he assessable value 
was different from the fair market ,alue, the Chairman CBDT stated : 

"May be different. We are assuming that the Dlarket value is equal 
to that, by assumptiOn." 

. 3.42 The Committee enquirc.d whethet arrangement'! existed for· syste-
matic supply of information regarding rental values, in various areas, avail-
able with MuniCipal/registration authorities, to ~ ~ n  1l1ld valuing offi·· 
cers. The M"mistry 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 sucb records for fixing muni-
cipal taxes on proocrties .. , the ("..ommissioners of IncOme-tax 
get the necessary da:la tbrourh Central Intelligence Branches as 
and when necessary. Some of the units of the Valuation Celt 
have reported that they coUect data on rental value in their 
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respective areas. The daljl collected in each case is ~  in a 
continuous record for reieJencc in. future. cases and utilised as 
·andwhen needed." 

.3.43 1be Committee desired to know the effect. of Section 7 (4) of the 
Wealth-tax Act and Rule lDB of the We8Jtb-tax Rules in relation to· 
houses on the functioning of the Valuation Cells arid whether the pendiJig 
reforen=i had been reviewed in the light of these new provisions. In reply, 
the Ministry of Finance have slated : 

"The promulgationo( Rule lBB 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 
bouse. 

The new provisions have been made prospectively. The ques-
tion of reviewing the references already made, therefore should 
not arise." 

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

.iJBB covers only residential proPerty. You have tbe commercial 
properties. These go to the Valuation Cell." 

He added: 

"VaJuation Cell will be concerned with Valuation of properties 
for Income-tax purposes; there are also gift tax cases, there are 
also Estate Duty cases." 

3.45 The Committee pointed out that the commercial properties were 
covered by global valuation and their value may be reflected in the balance 
sheets. 11ie Committee, therefore enquired aboot the rationale for artificial 
valuation of conunercia1 properties. Tho Chairman, C.B.D.T. stated : 

"We are separately 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 tho valuers' 
certificates completely." 

3.46 The Committee pointed out that there was a multiplicity of agencies 
for valuation of immovable properties for different purposes and enquired 
whether it would .not he desirable to have only one agency for valuation for 
purposes of municipal taxes, state ~ n fees, Income-tax, wealth-tax. 
estate duty and gift tax. The Finance Secretary stated : 

"We can certainly consult the States about ha.ving one valuation 
~n like this. Whatever may be the reaction of the States, we 
have to consult tbem." 

3.47 Asked about the vadO\ls taxes--Central, State and Local, for which 
valuation of properties was necessary, the Ministry of Finance have stated : 

"Information on all Local, State. and Central taxes leviable in 
tbe country .for which valuation of properties is required to be 
made is not available." 

4-132LSS/82 
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V l ~ n Celt 

3.4.8 On the recommendation of the Public A.ccounts Conu:Q,ittee a Valua. 
tion Cell was set up in the Income-tax ])epartment in October 1968 to 
assist the Income-tax Offic;;ers in ~ c n  lWlu-vallJfluOJl of .wm a.aov-
able properties. The work-load of the Viluation Cen c n ~y bu:1eIaied 
aftel'· the enforcement of the Ta.xati,oo L.aws ~~  Act. 1 ~ . . w.hen 
it ~ statutory recognition. Prior to that the functions of tlae Cd were 
purely advisory. 

3.49 TIle organisation and functions of the Valuation Cell ~ given 
below : 

( 1) Organisation: 

There are two Chief Engineers located respectively ~ New Delhi 
and Madras nown u R.egional Valuation Officers under the 
Wealth-tax Act. The Cell functions under the over all super-
vision of the Central Board of Direct Taxes. 

~ ltegional Valuatioo Officer is assisted. by District Valuation 
Officers, Valuation. Officers, and Asstt. Valuation Officers, who 
are respectively of the rank of Superintending n~n  Bxecu-
tive Engineer and Asstt. Engineer. They are asSlgaed jUrisdic-
tion with reference to monetary limits of the value of the 
property . 

. (2) Function.\· : 

The main function of Valuation \ Cell is to deal with the cases 
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 bome 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 Executive Enl!ineers (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 refert'nces: These are made by the assessing 
officers under the foDowing provisions : 

(a) Section 16A of the Wealth-tax Ad, 1957. 

(b) Section 55A of the Income-tax Act, 1961. 

(c) Section 15(6) of the Giftetax ~  1958. 

In all these cases the valuation made by the officers of ' the valua-
{jon cell is mandatory and valuation of the property is to be 
taken accordingly. 

(ii) Seml-statutm-y references: These are made bv the Inspect-
ing Asstt. Cmmis<:ioner (acquisition) u/s 269L of the Jncome-
tax Act, 196 t. The DUf1)08e is to determine ~  ~ oro-
perty in oU6.lItion is fit tnr beint! t'lken under the pTOI"eed:m!s 
for aCQuisition under Chapter XXA of Income-tax Act. lQ6t. 
The Valuation Officer in these cac;es is empowered to Call for 
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reports; carry 0Ut inspection of the property and to ctetormine 
the fair JD81'ket value but his valuatiOn -is net JBIIDCIatnfr. 
(iii) A-dvisor.y Teferences: la these cases. refercDOel .. IDIde 
for determiaing tho cost of CODSI:rUCltioe fIi. a 1MIildiDI lor 
Income-Tax purposes or for the cases relating to EstatcDuty. 
The Valuation Officer bas no statutory powers for ~ll  

productiOtr of documents/4etails and for Inspectlon of the 
property etc. The valuation made is also nat mandatory. 

(iv) References for appearance ~ the A'PII'llate A Ulho-
rities : Where -the assessee goes in appeal ageiaBt the assessment 
on ground. 0{ valuation, among others, before the appellate 
auahority such III AAC/CIT(A) /lncome--tax Atpdlate Tribu-
nal, valuation offi.cera aro given au opportunity UDder the rele-
vant Act for being heard by the Appellate authorities in respect 
of the depa.rtmental 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 t"e Valuation 
Officer: 

(a) In i -ciiiie whiri the moO of the Uset as returned is/in accord-
ance with the estimate made by a registered valuer, if the 
Wealth-tax Officer is of opinion that the value so ~  is 
Jess than its fair market value; 

(b) In any other case, if the Wealth-tax Officcr is of opinion-
(0 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 circwnstances, it is necessary so 10 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 value 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 madc to the Valuation Officer, it is oblil!atory 
on the Wealth-tax Officcr to complete the assessment in accordance with tne 
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 : 

_ .. ,--._--_. __ ... 
Year 
1977-78 
1978·79 
1979-80 

. (In 1akhs of rllpO!es) . _· ______ ~ __ 4_ .. _ ._._ .. __ .. _. -___ .. _._ ... -----' .~~ .. ----.-.--.... ~ .

Wealth-tax 
,-. ____ ---A. _____ ~ 

Value returned Value determined 
22,4111 '36 47,902 ·78 
38,924 '70 1,09,733 '96 
13.600 ·81 37.109 ·51 



3.54 Aa.udiDg to ·the&e figures the values given by tho Valuation Cells 
QDge from 212 to 280 percent of the .values ret.umed during the years 
1917-78 to 1979-80. Aakcd whetberthese figures would be truly n ca ~  
of the eDent of under-valuation or the higher values would have been 
quashec:l in appeal in most of these cases, tho Ministry stated : 

. ''Th.ele is no source recoIds/data from. which the number of 
cases in which the values given by the Valuation Cells under the 
Wealtb-tu Act were modified and the extent of reduction/ 
:modi1ication etlected in appeal could be gathered. However 
a sample study to have an idea of the extent of modification of 
the v@lues determined by the Valuation Cells in appeal, was 
conducted in the metropolitan cbarges of Delhi, Bombay, West 
BeDgal and Tamil Nadu. 'The jnformation compiled in respect 
d.. the charges of West Bengal and Tamil Nadu 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 roforred to 

Valuation Cells. number fiDllised and the number of cases PfIIJdiIII with 
Valuation Cells at the aDd of each year from 1975·76 to 1979-80. 

Year No. of cases No. of cases No.otClles 
ref«ad to flrudi!ed PtIIIdIat with 
valuation cells. Vahulioa CeMs 

at tbe end of 
eIda,..r . 

2 3 .. 
NOaTHERN ZONE 
197'-'6 1.,1l3 13,319 6;)36 

~  11,433 16,452 1,717 
Im·7S 17,461 16,453 8,nS 
1"1-79 21,432 21.950 ~  

1979-80 18,132 17,420 '.399 

SOUlHERN ZONE 
197,." JO,806 to,380 4.951 

~  1,7fB 7,847 .... 13 
J971·78 9,776 8,170 ".19 
1978·79 9,358 12,883 2,194 

1979-80 7,919 .,117 2,696 

3.56 In rcprd to aarap ~ taken by the valuation cella for 8DaIisa-
tion of valuation of properties, the MiDiatry of Fmance have inilc1lled the 
Committee B5 follows ;-

"The average time taken by the Cell for finalisation of valoation 
on. a reference is 4 to 7 months dependiDg upon tho nature of 
reference as to whether it is statutory or non-statutory and upon 
the complexity of the case and co-operation of the assesaee in 
furnishing required iriformation, details and documents or faci-
litating inspection and also the pendency of the references. with 
them." 
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.~  V tduers 

3.57tJnder Section 34-A'B of the Wealth-tax Act, inserted with etfect 
from 15 November, 1972, the Board is required to maintain a register to 
be called. the Register of Valuers who will be per&ons possessing qual.iflcation 
prescribed (in rules) in tlrisbehalf. -

3.58 Tbe Dwnber of persons registered as on 9-7--81 as valuers under 
Section j4 AD of ~  Wealth-taatAct IJld the aategory <1f assets (m the 
valueHOil Of W'hich they are registered are given below : 

S. 
No. 

1. 
2. 

3. 
14. 
5. 
6. 

7. 
t. ,. 
10. 

No. of penon, ...-Iid 
--------.. _---_._-

Categories of a.'!Sets for which rqi!ttcrcd 

- ,---'-,-._._-----_ .. _---_._-----
2031 Immovable 

~ lI\piettItural Imds, 
149 a~  of CORbe, tea, rubber and cardamom 
I Fomt 

3 Mines and quanies. 
193 Stocks, shares and debentures, securities !/harcs jn 

)flf, 

374 

I 
10 

3,283 

partnership fions and business assets etc. 
Machinery and Plant 
Jewellery 

Works of art. 
Life interest reversions and interest in a1lecaancy 

3.59 According to the Ministry of Finance, the institution of registered 
\aluen \Vas introduced with a view to bringing about better regulations and 
discipline over non-official valuers. The valuers appointed under section 4 
ot' Estate Duty Act who were performing their function under the Wealth-ta" 
Act also were replaced by the reiistcred valuers over whom the Board exer-
riscd some control. Provisions were made in the Wealth-tax Act relating 
h) appearam:c by registered valuers before the wealth-tax. authority on behalf 
01 the c ~. 

3.60 The {,'ommittce desired to know about the type of controt exercised 
~ the Central Hoard of Direct Taxes on the Registered Valuers. In a Bote 
lhe: Ministry of Finance (Department of Revenue) have statl:d as follows: 

"Section 34AD provides for removal of names of the valuers 
from the register where the Board is satisfied that it iSi necessary 
to do so, after giving the person concerned ca n~ lc ~
tunity of being heard and after such further enquirY If any, as Jt 
dee.ms 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 errm: or on ac~ n  d mIs-
representation or suppression of a matenal fact (ll) wbere the 
registered valuer is convicted of an offence a.nd n~ to a 
term of imprisonment, or has been. ~  gudty of IlUlConducL . 
in his professional capacity rendering him unfit to be kept on 
the register of valuen. Rules '8(E) to ~  have beeR pres-
cribed for the aforesaid purpose of eXerclslDg CODtrel ~  
registered valuers," 
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3.61 Alted to indicate the number of cues wherein tho Departmont had 
proceoded so far against ~  approved valuers for UDder-valuing 
propcl1y, the Ministry of FlDance have stated : 

.,'Aa:ordioa to the reportsrec:oived from Commisaioaen of 
Income-tax, there is no case·or valuer apiDst whom 1Gfi00'bas 
been ~ n so far. (Repotts/c1ari1icaijon from .CommiJsloner 
af InCome-tax, Agra, B ~y an  =(c). D!elhi (IV., 
:\! " (C), Tuiljlnldu-llI 8Dd. Baiod8 are I  . (Dec. ~  r'. 

3.62 The cOmmittee dCsired to know about the inherent deCocts ill the 
n ~ Qf registered/approved valuers which add to the work of depart-. 
JIlCIltal 'Valuation officers.' In reply. the Ministry of Fisange (Deptt. of 
Revenue) have stated : 

"As reported by Valuation ~ one of the reasoos which adds 
to their work and lead, to· delay in the disposal of. valuation 
cases is that the" registered valuers 'do nOt. furnish their valuation 
reports in the fonn prescribed under the rules and do not give 
al1 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 n ~  

valuation report in prescribed proforma accompanied by essen-
tial documents, instructions were issued to aU commissioners to 
advise the registered valuers to strictly follow the provisions of 
Rule 80 and submit valuation reports in prescribed fonn and 
also n c ~ information alongwith the report. 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." 

.~ At the instance of the Committee, the Ministry have furnisbed 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 tbe basl-; for valuation 
adopted by registered valuers was questioned by assessing officers and the 
percentage thereof to the a l ~ of such cases: .. 

-.... _---'- -------
S. Name of C.tT. Proportion of No. or l ~ 
No. W.T. retUJ1lll in which basis 

supported by for valUation 
'valuation done adopted by 
by reaistcred .rqisterec:\ vialuers 
VaJUCts has been 

~ lc  bY'. 
assCssing' oftbrs· 

, , -1 .--2---"'--' .---. ---"3' 4. 
---
I; ka1h8pur 
2.'· Robtak 
~. "Nne 
"."Nlllt" 
'5. ViSbakhllpatanam 
6. Cochin/Trivandunn 

10% 
11% 
~  

10'2% 
23% 
13·5% 

165 
44 
109 
,49 
31 
12l '. 

Percentage 

'/ 

5 

14 
3 
3 
5'67 
27 
10·4 
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7. Coimbatorc 
I. Jabalpur 
9. NalPUr 
10. lullundur 

11. Patiula 
]2. Jaipur 
13. Jodhpur 
14. ShilloDI 

1 S. Andhra Pradesh-] " JI 
16. Orissa 
17. West Bcnlal (C-I & II) 
18. Katnataka-I & II (e) 

19. West Bengal all charges above 

30% 
20. Bombay (c)--J & II 
21. Tamilnadu-.I 
~ . Tamilna.du-II 
23. Tamilnadu·-IV 
24. Mlldurai 
25. Bhopal 

26. Lucknow 
27. Tamilnadu (Central) 
28. Amritsar 
29. Ranchi 
30. Patna 
31. Rajkot 
n. Delhi-I, II, III & IV 
:13. Tamilnadu .. -lII 

34. Baroda 
35. Meerut 
36. Gujarat 

(All chuJ'ICS including central) 

3 

20% 
25% 

24% 

27% 

51 

5 to ~  

41 % 
9% 
6·3 ~ . 

11 :4.% 
10·3% 
72% 
VDriesfrom 

20% to 15% 
from circle to 
circle. 

(Averaae) 
'22% 
21 ~~ 

~~ 

~~ 

10% 
11% 
25 '25 ~~ 
33% 

~ 

25 
45 ·29 ~  

~~ 

~ 

49'53% 
39% 

60% 

4 s 
--._------_ .. _ .. _---
256'35 
84 

97 
31 
37 

106 
63 

21 
cases (simple basis) 

24 

11 
15 

Ah:lut 25 cases 
35 

10 
10 

72 
79 

110 
100 
10 
19 

3 
41 

1]9 

* 
24 

• 
301 

40 
-10 

2 
2'2 
.J4-
21 
3 

I 

54.. ' 
···S·5 .. . 
,44 

About· . 

15 
Il6' 

15 

5 
2S 
2: 

11'35 
76'43 
10 

21 
21 ·5 
J5 
37 

10 

• 
SO 
56 

-.. ~ c la  information is a a ~ ~ n~ll nc  .-----

Notts : 1. The information has been gathered on a sample hasis hy having the physical 
scrutiny of the files made in one of two wards in each 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 re8<1rd to wealth-tax returM filed during 

the finanaai years 1979-80 and 1980-81 and that given is col. 4 is with regard 
to Wealth-tax assessments completed during these Hnancial years. 

2. Reports/clarifications are awaited from Cs. I.T. Agril, Bombay, Kanpur(C), 
Ludbiana, Allahabad and Delhi-IV. V and (C). _ 

3.65: The Central Board of Direct Taxes had caused a sample study on 
~ 'tatoo( valuation certi1icates in some selected metropolitan charges. to be 

c n~ c  in respect of wealth-tax and estate duty assessments completed 
~ the financial year 1974-75. The results of the Study are rdlected in 

the following statement : --
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3.66 Rule 1 BB iDeorpOrated from i April, 1979 pens valuation of resi-
41e11d11 houses with multiplier factors of 100/8 and 100/9 applicable to 'net 
.. lDtai ..... e reat'. The formula iD this rule is iadepeadent of market value 
aDd eYeD of adDaJ mit. ID KutllDlhan D. Malladevia Vs. CollUliissioDer of 
Wealth Tax (124 ITR 799), tbe Bombay Higb Court bare held that a rule 
''8I1de nader Section 7, must be for the purpose of carryiDg out the oltjed-'Of 
sedIoa 7, the object belag to deterOOne the market nlue as cootemplated 
by Section 7(1)." The Rule thus coaul'feaes the principle of open ... net 
nille proTided for in SecttoD 7(1) ID respect of fully marketable assets like real 
property. FUrthermore, Rule IDD is irreeondliable witb the provlsioas of 
tbe IDeome tax Act aDd the Gift-tax Act wberelD the priaciple of fair Ul.rket 
-,alae determiaed by Dormal IDIU'ket forces, coDtinues to apply. The-COIn-
mlttee coasider that sloc:e Rule IBB lays down aD altopther different mode of 
valuatioD of bouse property -whleb bas nothi ... -to do with the concept of fair 
muket nlue as eDlUIlerated ID SectiOD 7 (1), -it is a substantive proylsiou aDd 
.a separate law -in itself. The Comlllittee, tberefore, desire tblt the views of the 
Mblistry of Law shoald be obt_iRed ia this regard. The Committee wo.ld 
like to be apprised of the same. : 

3." Tbe Committee fIDd tbat after tbe iocorporatioa of Rule 1 DB with 
ell'ed from 1-4-79, the malateaaace aad updating of record of rental nlues of 
houses used for residential purposes has assumed added importaaee. n,e 
COIUlittee have been informed that only some of tbe .units of the Valuation 
Cell collect data on rental value in tbeir respective areas which, is kel,ttaS acon-
tiDaODS record for reference in future cases and utilised as Ind Whell necesnry. 
The Committee would impress upon the Board the need to devise better infor-. 
mafioD systems and control meehaulsms to ensure collection and dissemination 
of dati on sale of land/houses, rental values in close coordination "itb the 
maicipal authorities, Registration offices of the State Government'!, State 
Housing Boards etc. The Committee would like to be apprised of the steps 
taken ia tbis direction. .-~ , --. ~ ------. 
3.68 The Committee find that the average time taken by the Villuatioll 

Cells for finalisation of .valuatioll on a reference is 4 to 7 months depending 011 
the nature of reference. On aD average, the Valuation Cells iG the Nortbern 
and Southem 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 %,696 respectively. The Audit Report [Para 1.15(ili)] shows lhat the 
values determined by the Valuation Cells ranged from 21l to 280 per cent of 
tbe· values returned duriag the years 1977-78 to 1979-80. The Committee 
bave been infonned that in the absenee of speciflc studies on the fate of valua-
tlODS done by ValuatiOD Ceu., it is ~ lc  to conclude how far these have been 
helpful in preventiog evasioD of taxes through -under-valuation of 8SIets. 
However, a sample stuely was conducted by the Department in some selected 
metropolitan charges of Delbi, West BeDgal, Bombay aDd Tamil Neda to 
have aD lcIea of the exteDt of modification of the value" determined by the 
Valaation Cells in appeal. 

3.69 The Committee finel that out of 74 c~ in WC'it B~n al anel 
TaBlilnadli charges, (certain clarifications in respect of Delhi and Bombay are 
stUI awaited), covered by the sample study on the basis of assessments com-
pleted daring 1974-75 on the basis of valuatloD .ade by the Valuation Cell, 
the Valuation was disputed by the assessee!) ia 38 cases. In 20 cases, the 
nIDation made by tbe Cell wa. totally coafirnted by the AAC/CIT(A)/Trlbanal 
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lladpartially reduced in. 13 cues. In tile ruWaiDg 5 cases, it WAS totally 
reduced tiy tbe Appellate authorities. 

3.70 The Committee tbus find that tbe values determiaed by the VaJuatioll 
Cell are not upheld by tbe appellate authorities in a quite large amnJJer of 
cases. The CODllllittee consider tbat while on tbe one hand, it is necessary 
to curb the tendency OD the part of the assessees to ODdenalue the properties, 
it is equally necessary tlaat the valuation officers act in a Judicious maaner and 
be fair both to the assessees aDd the revenue. This underscores the need for 
proper selection and training of the personnel employed for this work. 

3.71 The large.-arrears outstanding both iu tbe Northern and Southern 
Zones also point to the necd for streamJiDing the functiooing of the Valuation 
CelJs so that the pendency as well as the tmle lag of 4 to 7 month.'l in completiag 
the uluation are effectively reduced. The Committee, therefore, suggest 
that a work &ftd methods study into tbe functioning of the Valuation Cells 
shoold he carried out and necessary action taken in the light thereof to strcllm-
line the systtm. 

3.72 111C Committee have been informed that Section 7(4) of the Welllth-
'ax Act effective from April 1976 coupled with Rule 1 DB effective from April, 
1979 ~n  tended to reduce the number of references made to Valuation Cells 
in cases of residential properties. The Department is separately considering 
frmlng a rule for commereiaJ properties. The Chairman, Ceatral Board of 
Direct Taxes stated ia cyidence that' 'It would be better if we bave rules for the 
remaining type of properties also and do away with the Valuers' certificates 
completely". . 

3.73 The Committee consider tbat so long as the a ~  ·obJect for which 
the Valuation Cells were set up viz., that of preventing larle scale avoldauce of 
taxes by ~ a  of the retUl'lled yalae of assets and making iDvest-
ment of unaccoaatedlDOllt!y in real estate unprofttable and .attractive is 
not achieved, the need for such an organisation will l'HIain. The Committee 
would therefore expect the Miaistry of FluBec to keep a close watch on their 
fuuctlonlng. 

3.74 The institotioB of.registerecl a~a . was introduced with a view to 
bringiug aboot better replation aad discipline over noa-oflicial valuers. The 
number of registered valuen 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 stCK.'ks, shares. securities etc., 186 
in respect of machinery aDdplaat, 49 In respect of plantations of coffee, tea, 
rubber and cardamom, 10 in respect of life Interest, revenfoll8 alld laterest 
In expedancy, 3 in respect of mines and quarries. and one each la respect or 
forC!ltsaDd works of art. 

3.75 The Committee have beea informed tbat one of the reasoas whim 
add$ to the work of the Valuation Cell aud leads to deJay in the d,goslJ of 
valuation cases is that the registered valuers do Dot furnish the valuation reports 
in tht' form prescribed Dor do they give all tbe required iaformatlon. However, 
there has been no case of a .~l  vainer against whom action has heen 
taken .~  far under Section 34AD for misrepre."JentatioD or suppression of a 
material fact or for misconcluct ia his professional capacity. 

3.76 The data furnished at the IlistaDce of the Committee sbows that the 
proportion of wealth-tax returns supported by valuatioa doDe by registered 
valaers In the various Charges varies from 5 to 10 per ceot in the Patiala 
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-C.LT. a.ae te 72 per a.t Ia W....... (<:-1 aM C-B) Charges. one 
_bel of cues in whidl the basis for v ........ adopted by the regIIt __ 
."alaers was ,uestioaed/tUsappro,ed by the ..... 111 oIBeers is a.ywbere 
...... per ceIIt hi SIt ..... C.I. T. Charge to " '45 iD Tamil Nadu (CeatraI) 
Qup. . 

3. 77 The Chuaes where tile percentage or cases Questioaed/disapproVM 
Ity die ....... oftkers wa bigb are Bombay C I ud n (66 %), Alldlrra 
......... ·1 .... n (st%), GaJarat all Charges (56%), Meerut (50%), West 
Beagal I .... ·U aDd (C) (44 %). ConslderiDg tbe hIP perceatage of such eases 
aDd the admitted fact that the registered valuers lead to delay giviag Wor-
IDado. aM even. theD do DOt.glle all tile iDfonaatioD I'tlfIQired, the COIDIIIittee 
eo.Ider that there is aeecI for eXel'dsiDa strieter supenisioa.... dildplille 
o,er &be repstered valuers. The COIIUDittee woald, tberefore, like a ...... 
...., to be IIUI4Ie to 8IId out the type of cIefte1eades paeralJY DOticed with pard-
-c:aIar rerereac:e to the .. out of uDder-valuadoD _deed Ity tbe ... ri'g 
o8lcers/appellate authorides so as to a ... out to what exteDt the iastitatloa hu 
sabserved the objeetives in -new a'" what measures need to be devised to im-
prove the system in the interest of reveaue. 

3.78 The valuatioD of properties Is importaat BOt ealy for the purpose of 
wealth tax, but also for other Ceatral direct taxes, like gift tax, estate. duty 
8Ild capital plus tax. It Is also importeDt for State taxes, like reglstraCien 
fees aad stamp duty. It bas Its relevanee for mUDldpa) taxes, like property 
tax too. The provisions of various laws governing valuation are DOt, however, 
ideDtical; eYen the basie princ:lple of 'market value' bas been departed frOID in 
respeet of resldeDtial houses for wealth tax purposes ODder Rule 1 BB of tbe 
Wealth Tax Rales. 1957. EVH wbere tbe basie principles remain the same, 
dUfereat modes of valuatlOD have beeD presc:rlbecl by rules or iastraetioas 
issued ODder dUfereat tax laws. Ia the resultant situation dift'erent values for 
the seH same property are determined at the same time. by dift'ercnt tax autlio-
rities for purposes of dilferent taxes. In faet, tbe CoJiunI(tee have come 
across cases, such as those conunented 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 valuatioll 
as well as the instructions under tbe 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 aDd discipline over non-offtclal 
valoers. Despite the spedfie recommendations of the Public Aecounts Com-
mittee eoatained ia Paras 2.7 of their 117th Repert (4th Lot Sabha), .... 
3.98 of their 7th Report (6th Lot Sabha) aboat the Central Board of Direct 
Taxes ellCerc:isiag proper c:oatrol over the registered valuers and in spite of the 
powers given to the Board for that purpose ander Chapter vn (8) of the 
Wealth Tax Act, 1957, it has apparently, DOt been possible for the Board to 
control their activities. According to the evideac:e tendered by the Ministry 
of Floanee before the Committee' .... the registered valuers do aot furnish their 
valoatlon reports iD the form prescribed under the rules and do not give all 
the required Information'. As a measure of farther control departmental 
Valuation Cells MaRRed hy engiaeeriag oftlc:ers were set up to help the Central 
Tax authorities and these "aluation cells were also giveD statutory rec:opition 
in the various Ceatral direet tax laws. The evidence before the Committee 
.woold cast serious doubt on the efticacy of these Valutiou Ce}ls also. The 
Committee have repeatedly come across eases where refereac:es 08 question of 
'faluation were DOt made to tbe Valuation Cells tbough required to be made, 
or where 'falnations given by the Cells were not adopted in tbe assessments 
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d.S=" .".,,,isio. of tbe Ceaual a~ laws Dlakiaa suell "aI_tiOllS 
b. ea .• tax .... iti.... The time, taken by tile V II"" Celli to p,e 
tlleir; ~~ a. rep_dt also· far too.IOIII and tbe number 01 ea_ rem ...... 
peadi • .uta tbe ... very, bigh. ,TIJe large IlUlDber of cases v.alulttiolls gIvea by 
the ValuadOli CeU$ do not _nd-the test. of appeel. 

3.79 The Committee are of the opinion that this mHldtude of legal pro-
\'isimss" _04es of valuation and valuatioB allthorities for tile valuation of &elf-
same pr.operdes has o:eated. a situation where property tues haft become a 
matter of great harassment as well as abuse. While uascrupulous people are 
able to e .. ade payment of Central, State. as well as local taxes with _pqlty, 
tbe hODelt tax. payers are harassed by different tax as well as valuation au$o-
rities. It is the Committees, coasidcred opinion that a system based OD a 
common principle of valuation for aU property taxes with a common hapte-
mentation mecbioery would go a long way in improving the administradOll of 
all tbele taxes and also in ameliorating the hardships caused to the tax-payers 
on tbis account. The Committee would strongly rccommeDd tbat the Govera-
ment of Iodia 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 extraaeoD.'1 
iuftuences which should applying this common principle of valuation, determine, 
objectively thc valucs of all real properties at least in tbe urban centres in thc 
country. The values so determined by this authority could be revit.'Wed/ap-
dated by it periodically. say. at quinqucnnial inte"als. The valuation certi-
ficate given by this authority in respect of any particular property sboald tben 
be necessary a~ well as sufficient for all taxes relating to that property, Central, 
State or local. 

(C) SURVEY OF URBAN ~ B  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 identities n~  asscssees through survey. 
Survey is an int\:'grated operation involving detection and 
utilisation of information from external and internal sources. 
The object of survey is (i) to bring into tax register all persons 
1iable to tax and (ij) to collect relevant information from 
various sources witll a view to dctc.cting evasion of tax. It 
is a continuous activity to achi\!ve this object and includes 
survey of business premises, survey of house properties in 
various localities and collection of information from various 
sources. Survey is a local activity carried out, mainly by the 
lnspectors of J ncome-tax and is organised by the Inspecting 
A<;sistant Commissioners and Inconr.:-tax Olficcrs under the 
supervision of the Commissioners of Income-tax.. With tbe 
sanction of 500 additional posts of Inspectors of Income-tax 
in June, 1979 the Survey Organisation has been set up on a 
permanent foaring. Eight Conunissionen; of Income--tax 
designated as Commissioners of Income-tax (Investigation) 
have recently been posted at Delhi, Bombay, Calcutta, Madras. 
Ahmedabad, Bangal()l"C. Hyderahad and Ludhiana and have 
been made main'ly incharge of survey operations. To monitor 
the progress of survey operations on a11 India basis a Director 
of Inspection (Survey) has been posted at New Delhi. The 
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overall control over theslU'Vey' activities of the ~  
,exercised by Member (Inv.) of Ceottal Bc;ard of 00eCt Tues, 
New De1hi. . As on 31 August, 1981, 81 Income-tax "'Ot1k:ets 
\m'e deployed exclusively for .. 1VOI'k relating 10 survey. As 
regards the Inspectors of Income-tu, out of. 742 mspectors 
required by the Board to be derloyed exclusively for survey 
work, pending further sanction 0 posts for iecentIy 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 ~ as also the action taken to recover ~ tax dues from. such 
~ as furnished by the Ministry are given below: 

1. No. of premises surveyed 
2. No. of elItracts taken . 

3. No. oj new a c ~  to whom 
notices for a ~ n n  

assessment ~  :  . 
I.T. 
W.T •. 

4. No. of assessments made in 
Survey cases. : 
I.T. 
W.T .. 

S. ~an  raised (000) : 
I.T. 
W.T .. 

-6; No. of Voluntary returns fiJed : 
I.T. 
W.T. _ 

1978·79 19'79-80 

13821)7 397372 
247971 Not 

available. 

53608 81746 
4452 7722 

50100 5946S 
1690 3316 

58490 57085-
3344 2083 

160090 153219 
4048 5874 

1980-81 1981.82 
(Upto Oct., II) 

55J477 
127640 

87304 
3119 

70347 
2931 

• 701114 
5479 

]54181 
6086 

265257 
]75098 

45869 
1759 

28895 
1322 

20104 
177 

125210 
2912 

"The number of new Wealth-tax assesaees found during the last 
three years is given ill the above statistical information. 

The number of assessees having assessable wealth of upto 
RI. 5,00,000 and over Rs. 5,00,000 la.khs separately is not 
preaenty available. 

As regards recovery of tax dues, it may be stated that whenever 
there is outstanding demand, action is taken in accordance with 
the Act incJudinR imposition of penalties and sending certifi-
cates to tbe .~. -Information regarding the tax actually 
collected from such assessees is nO( presently available." 

3.81 There has been a 'Phenomenal increase in the price of real property. 
A sarvey published in the Fortnightly 'India Today' dated July I-IS, 1981 
meals ihe fonowingtrends: 

,'1n 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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is today worth b:'i8 lakhs 88 compared to Rs. 12 Jakhsa 
year ago. In ~ prestigcous residential areas like Sunder 
Nagar and Vasant Vihar.·b.oase$ bulltOQ 750 square metre 
. pIois and of indifterent construction demand prices ranging. 
!rom R&. 30 to RI. 35 lakbs. 

Exclusive luxury duplex .a a ~  area 4,000 square 
foot,........ar being planned for the ridge on Malabar Hill each 
costs, as present as. 40 to SO lakbs, by the tilDQ they are com-
plete, tbeftats would have a market value of RI. 1.50 crores. 
In other prestigeous residential areas of the city like WIl1Um' 
Road and Nepean Sea Road, a well constructed fiat is available 
at the rate of Rs. 1,200 to Rs. 1,600 per square (t. On Marine 
Drive, the long aod winding road tbat skirts the breakers of 
the Arabian Sea. a pugrceof as. 10 lakhs is expected for a 
2,000 square .. foot flat" .  . 

3.83 Tbe position is not diss.im.ilar in other important cities like CaJcutta, 
~ Baagalore, 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 
auctioDB of residential and conunercial plots by the Delhi Development 
Authority may be had from the followmg: ._-_ ... _--

Dale of Area/locality Average 

auction rate per 
sq. metre 

___ ._ .. _.0 ______ • 

Residential . 6-1-198'1 East De1hi/Yamunapuri (Ghonda) 407/-
6-S-I98i West Dclhi/Paschimpuri Vik.as 1005/-

Puri. 

26-5-1981 Vikas Puri. 569/-
26-6-1981 North Delhi/Pitampura 827/-
22-6-1981 Shalimar Baah 1106/-
29-4-1981 South Delhi/Safdarjuns Ene. 2996/-

Commercial 20-5-1981 West Dellti/Nard.ina Indl. Area 
. 

6225/-
27.2-1981 South Delhi/Bhikaji Cam_ Place 34143/-

"-------------------------------------
3.85 ~ Committee calkd for information. on the range of cost of 

land'md constructi.on per sq. yard and per sq. ft.· respectively in urban 
areas like Delhi, Bombay, Calcutta and Madras. The Ministry of Finance 
(Department of Revenue) have furnished the fonowing information: 

Bombay Otlcutta Delhi Madras 

-----
Range of cost of land per sq. yard . Rs. ISO to Rs. 3S0 to Rs. 300 to. R!i. 3S to 

Rs.4,OOO. Rs.3,660. as. 4,400. Rs.1,100. 

Ranae 0( cost of construction per 
sq. foot lb. 86 to R.I. 88 tv Rs. 69 to Rs. 1S to 

Rs.121 . RI. US. .Rs.1OO. Rs.l06 . 

.. .-..--,....-----
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3.86 The, Committee had been tepeatedly ~ concern &boat. the 
ox&eilt to which property values were manipulated in tax returDI. 1be 
amvey by special squads was suspended in December, 1976. 'I'he!eaftft 
the CeDti'aJ. Board of Direct Taxes issued instructions on 5 October 1977 
. ~ tho COIDJIUssioners of ~ a  to arrange their progI'8.IIl1'De of '5lJI'fty 
m such a manner that all tho areas in their respective charges set . funy 
~ by survey ,?y the end of the financial year 1919-80; priority boiDg 
!pVCll to posh localities/new localities and important markets. A further 
circular letter dated 7-8-1979 emphasized the need for inteosifyiq IIUI'Vey 
operations, but shifted the target date for covering an importaDt. localities 

". fiom 31-3-80 to 31-3-82. 

. 3.87 . ~ ~ enquired ~ survey opeotions particularly 
m metroP,olitan cities to cover .all ~. valued over Rs. 5 Jakbs have 
been earned. out. :The Chairman,. C. .D.T. stated: 

"It is only 5% of the assessees who have wealth above Rs. ".lakhs. 
The number of people having 1 0 laths to 20 lakhs is very 
small. It will have to be seen that the Wealth Tax Act itself 
allows lots of exemptions, and deductions. 1be basic ~ n 
is now R.41. 1.50 lakhs. After considering all these exemptions 
and deductions, a person who has a net wealth of as. S lakhs 
would in effect have about Ri. 8 to 9 lakhs. May be some 
people are not disclosing correct wealth and they may not be 
on our ~  but in this connection, I would like to draw 
tho attentton 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 flu assessees. Very 
recently we have augmented it and we have created a· post of 
COIDm.lSsioner of Survey in the metropolitan towns. We have 
also at the centre created a post ~  Director of Inspection. 
Survey. With these efforts we are also augmenting the strength 
of Inspectors (Survey). We have created SOO posts. They 
will go about in a systematic manner to find out new tax 
ass:essees-both wealth tax and income-tax ......... we are 
going to augment and strengthen. our survey machinery and 
we hoped to cover ~  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 strenpbened our 
machinery for internal . survey. Internal survey IS carried on 
the basis of the records of the Municipal Comm.ittee--House 
Building Societies, Housing Corporations and others. On that 
basis also we are trying to strengthen our wing in the ~
missioner's Office. Every Commissioner has got a cell wllich 
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 lnoome-tax Officer .. With these steps 
taken to n~ the internal and external survey we do hope 
that we should be able to detect in future aU those people who 
have taxable wealth." 
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.... 
"In 1979-80 South Delhi over 3,000 newhou.ses were su.rve,yei. 

About 916 new wealth-tax assessees were added to our list.. 
In 1980-81 as per commitment to the PAC, this wort of shop 
to shop survey is befug undertaken which will have to be 
completed by 31 March, 1982." 

3.89 He added: ... 

" .... The localities S\lI'Yeyed were some parts of Greater Kailash I 
and n. Oreen Park, Sarvodaya &clave, Panch Sheel Park, 
Hauz :Khas, Malviya Nagar, Press locality i.e •• Gu1 Mohar Park 
aDd a few other. Tbe 81.1l'Vey 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 reply to a further question whether census of all propetties had 
been completed In Delhi. the Commissioner of nc ~ a  Delhi-III stated : 

"We arc in touch with the Municipal authorities to Obtain information. 
. from them in regard to the ,ompletion certi1icates applied for. 
That is an indication that tlie property bas been completed." 

3.91 The Committee sought to be ,informed of the arrangements that 
existed for data on sale/auctions of Iand/hoUSCS/fiats, available with the 
land and building development authorites. Housing Boards in States, Muni-
cipal Corporations ~  being made available by the department systema-
ticany to assess41g and, valuation officers. The Ministry of Finance (Deptt. 
of Revc.Due) b8.Ve, in .an<>te, 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 frQD1 
various sources such as municipal authorities, Improvement 
Trusts, How;ing Boards etc. 

The Inspecting Assistant Commissioner (Acquisition) passes on 
the information contained in the form No. 37.0. 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 relevant assessment (Instruction No. 842 dated 
12-6-75 F. No. 328/123173-WT)." 

3.92 The Committee enquired whether the Board had compiled any 
census of substantial urban properties in large metropolitan areas with 
reference to municipal records or the records of Housing Development 
Boards or authorities. 1'he Ministry of Finance have replied in the negative 
and stated : 

-rbougb instructions have been issued to those engaged' in survey 
together infonnation in respect of properties from the t:eCords 
of 'local bodies the board do not have information about the 
number of ~ owners in large metropolitan areas. The 
Board have ,Dot compiled census of substantial urban 
properties." . 



. ,.3.?1 AWd whether the ~  could furnish information reprd.-
~ llUDlber of ~~ c n posh 'localities in Delhi dudAg ·lite 

lUi 10 years for which permission had been granted by ,the 10cAtl bodies, 
the Ola.imum, C.B.D.T. replied: 

"This istbe voq job of our Survey squads who are doing the sur-
vey. . 'l'hcy ale ptting iDformation about the DOW construe-
l ~ abO,ut. the bui1tuP area 'of the land, etc., so as to tmive 
at some reasonable value of the house aild theA to bring to 
book ~  a ~  

" 

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 
Bad -out now assessees in respect of new constructions and 
whether their income is above the taxable limit etc." 

, . 
3.9SThe Committee desired to know if any sample study of immovable 

properties had been conducred in recent years in the metropolitan cities. 
ano if so, what the findings were. The Ministry of Finance have replied : 

"No sample study has· beep conducted on the results of survey of 
immovable properties in the inetropolitan cities. How'-
. ever, the Survey Range in Delhi had discovered 916 new 
Wea1th-tax aseessees during the year 1979-80. At that time 
the Survey Ran. did not have assessment jurisdiction and as 
.such the noticcs to these asseesees were BOt issued through 
the territorial assessing officers. ~  to " information 
gathered by crr (lnv.). Delhi tm.."Se' 'cases are scattered . in 
diffecent Commissioner Charges in Delhi and DO assessmeats 
in these cases had until recently been contpkted. The Board 
have asked all the Commissioners in Delhi to immediately 
take steps to identify these cases and to ba ve their a .~ n  

finalised. " 

3.96 The number of wealth-tax assessees in the range. above Rs. 5 laths 
on the registers of the Department as a!t the end of March 1979 was 70% 
only. The Committee pointed oqt that in South Delhi alone, where the 
value of the houses was fantastic, the number of Unmovable prOperties 
valuing over Ri. 5 !akhs ~ . easily exceed the above figure., The Chair-
man, C.B.D.T. replied : 

., 

"There may be certain houses in Delbi which may be baving value 
of more than Rs. 5 1akbs. aut I would draw the attention of 
the Committee to Rule 1 BB of Weahh tax Act which we had 
introduced. According to this Rule, where the house is occu-
pied by a person. we take a certain mnltipl.ier of the notional 
annual value. In the case of property which bas been letoul. 
we estimate the capital value of the property' according to the 
. -prescribed multiplier. The intrinsic value of t.be property 
may be more than Rs. 5 lakhs but according to the Rule I 88, 
the value comes much less. That is one ·of the reasons that 
the number of tax ~y  is not as large as it should be. In 
view of Rule 1 BD and other concessions which we allow. the 
number of tax payers is not very large." 
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.3.97 He added : 

"1bere may be 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 hOUSe! 'appear to be 'Very costly 
-_. - - - . - . - -When we probe into the details, we find that the 
income or the wealth of an individual may not reach the taxable 
limit." 

3.98 The Committee find that with the sanetioninc of 500 additional posts 
.." Inspectors (Survey) in June, 1979, the Survey Organisation has been set 
lIP 011 a permaneat footiDR. Eight Commissioners of moome-tax desiguated 
as Commissi08Cl'S of Income-tax (IDvestigatlon) have recently been posted 
. at DeIbI. Bombay, Calcutta, Madras, Ahmedabad, Bangalore, Hytlerabad 
aDd Ladhiana. They are respon8ible maiDIy for carrying oat survey opera-
tions. To monitor the progress of ,;urvey operatiollSOD all india basis, a 
Director of Inspection (Survey) has also been pested at New Delhi. Ason 
31 August 1981, 81 Income-tax c ~ and 519 Inspectors were deployed 
exclusively for work relating to survey. The Committee tintl that inspJte of 
stich massive addition to the staff strength at all levels, the number of new 
wealth-tax as!le5sees found during the years 1978-79,  1979-80, 1980-81 and 
19111-82 (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 Jakh.'i, 20 -83 lakhs, 54 -79lakhs and 7 -77lakhs during the respective 
years. Information regarding the tax actually oollected from such assessees 
is stated to be 'not presently available'. 

3.99 The Committee have been expressing concern in tbe past about the 
-extent to which property values are manipulated In the tax returns. An idea 
or the extent of non-disclosure of assets and or under-valuation of properties 
could be bad from the results of the survey operations carried out In South 
Deihl during 1979-80. Out of over 3,000 new houses that were surveyed only 
916 new wealth tax assessees were added. As /ltated earlier, the tot. I 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 flnd that there has been a phenomenal increase in 
tbe prices of real estate in recent years,particularly in the metropolitan towns. 
In Deihl, for example, the a,-erage rate per square metre for tbe residential 
plots aactlened 'by DDA ia 1981 ranged between Rs. 407 in East Delbi to 
lls. 2,996 In South Delhi/Safdarjong Enclave. In respect of commertlal plots 
'lie .alue realised was Rs, 6,7.'l5/-per sq. metre in West Delhi and as high as 
Rs. 34,143 per sq. metre in South Deihl (Dhlkaji Cama Place). The cost of 
Iaad Is stated to vary from Rs. 35 to Rs. 1100 per sq. yard in Madras, Rs. 
350 toRs. 3,660 In Calcutta, Rs. 150 to Rs. 4000 per sq. yard in Bombay and 
R •• 300 to Rs. 4,400 per sq. yard in Delhi. The cost of coll!ltrnction varies 
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 
bome on the registers of the Department does not reveal a true pictnre with 
regard to the potential taxable wealth in the country. 

3.101 The Committee were informed that in terms of Instruction No. 
"2 dated 12-6-75 systematic flow of information to the assessing aad valua-
tion officers in respect of salelauction of land/houses/Oats and newcoastruc-
1ioJJs. Since intema) 8Un'ey forms an integral part oflthe sarvey operations, 
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it II iIIlperative tat the mlcbiaery for eoUeetiag relevat JafOl'lliatioa from 
'f.lous II8III'CeS wltb I ,iew to detectiDg evasi_ of tax is streactbeaed ad 
sCrelmUaed. 

3.103 Tbe ColDIBittee W that tile CBDT ilsBed IIIItneti ... ID October 
1977 requlrbla the a~ of lDeome-tax to arruae tIaeir programme 
of saney Ia sam a mIDIleI' .that aU the areas iD their respeetl,e clwges were 
flllly covered by the eadof 197'-80; priority being Ii,. to poIJb localitles/ 
aew 10eaUties IIIId iJDportut markets. A further Cireular Issued ID Aqut 
1m emphasised tbe Deed for IDteas1fyiDg survey operatiODS .... t shifted tbe 
tarpt date COy .... allimportut loealities to 31 Mardi, 1982. 

3.104 The COIIIIIIittee bave heeD i'epeatedly empbasls .... the Deed for a-
pedfdDl tile saney o,..tIoaI ia the posh JoeaIIties, ..... cipal •• tborldllp 
tile StIte IIoaIIDc Boards, reglstrattoa authorities etc. 'tIaelutltudHl • 
.............. fa ttdI r •• r. aeeclto be coasiderably improved. The Committee 
woaId Uke to be IaforIDed of the measures takeD or proposed, 18 this dinedoa 
aad the resalqI achieved. 

(d) VALUATION OF UNQUOTFD 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 shalt be the .break up value 
of each unquoted equity share. The market value of each such 
share ~l be 85 per cent of the ca ~  value so determined .... " 

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

"When this Rule l-D was framed which Ii at pmseo.t on the Statate 
Book. I was a member of a Committee which was set up at. that 
time for this purpose. tt was a deplJrtmental committee constihlt-
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-up 
value method was a better method. But in most of the cases, It 
gave a slightly higher value than the quoted value. But the Rule 
~  gives a discount of 15%. In respect of those companies which 
have not declared dividends for the last three 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 
roles were to their advantage. Now the Board again constituted a· 
Study Team. We have studied not only tbe Reserve Baat of India 
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figures or the balance sheets of about' two thousand companies but 
weh!lve .studied and analysed as to what would be a simple method. 
~ nn  all these complications as such it should be uniformly 
appli<:able to all the companies--we have come to this conclusion 
Ilthough there was a case for taking the market value of the asseU. 
Now, the second question was whether we Ahould take capitalised 
value or break-up value. Ultimately after weighing the pros and 
cons, ~ thought that the break-up value was a better alternative. 
The mam 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-S years of maintainable profit and then capitalise it. If the 
concept of self-assessment for wealth-tax is there and if a person 
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 J;llethods, capitalisation of the 
yield method or tlte break-up method, capitalisation of the }ield 
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 
~  it would. be better if we adopt the break-up method." 

3.109 Referring to the judgement of the Supreme Court in Commis-
sioD.el' of Gift Tax, Bombay Vs. Kusumben D. Mahadevia wherein it waS 
held that the profit a n~ method was the on1¥ method which could pro... 
perly be applied for arrmog at t.he valuation of shares in that case, the 
Committee desired to know whelther Rule I-D which provided for the 
break-up value method/equity share of a company, did not can fpr amend-
ment and whether the same was mandatory or directory, Meni.ber of the 
Central Board of Oirect Taxes stated : 

"In Commissioner of Gift-tax, Bombay Vs., Kusumben D. Mah8-
devia [lTR 122 (1980) J. 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-
earning 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 Hicl1 Court in the case of Kusumben D. Maha-
devia (1980) (124 ITR 799). That Court decided that Rule I-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, 
C.B.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 
to disputes. ~ ly  for them there would not be any quotation; 
secondly, rigging of shares values also takes place." 
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3.1l! lie added : 

"We had . framed draft rules for public 0 comments. Comments have 
been received and we are now examining them. We want to frame 
rules in substitution of Rule I-D. 

According to the rules fr.amed under RuJe I-D, the valuation oof 
unquotedsbares is to be determined only for cOmpanies other than 
the managing agency and investment companies. 

The proposed rules cover all type6 of companies. Secondly, under 
the preseftt rule l~  we have to t8kethe break-up' value of the 
shares on the basis of the book values as reflected m the balance 
. ~ . In the proposed rules in certain circumstances, say, where 0 

the company is a subsidiary company, we propose that we should 
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 compaoies also, we have proposed that We will have the mar-
ket value of the assets held by the company. We find that if we 
ta,k.e the break-up value, it: will lead to a very 10wvaJuation. We 
found that in certain places, some people have formed a ,ompany 
where all ~ share holders have transfeaed their jewenery to the 
~ any and thereby arc avoidmg the 0 payment . wealth tax on 
jeWeller}". 

The proposed rules take into consideration all these maUer-so 
Wherever possible, we have tried to introduce the capitalised value 
concept io the rules. It is not possible to resort to capitaliwion 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 ludgcmetll there is a sent .. 
ence which says tbat although the capitalised value in a good mctbod 
of valuing the assets, 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 a~ly this rule. Sometimes the market value is 
supposed to be artificially ~  by Jisging or certain transactions 
which are oot at all corrc.::t." 

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 n ~ to say about that. But that Can be duly takl;n' care 
of by inserting proper provision in the rule. 0 

Now, there arc certain Tribunal decisions which also say that iu1es 
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 l n~  
power of the Government or whether by way of a substantive pro-
. Vision in the Act so that the rule is mandatory and not directory, 
becaule not only a tax cotlector 'should be able to assess the ~~ 
crete value according to the role but also 0 we ~ l  0 see that 1t 1S 
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beacftcial to the assessee. The tax pK.}-er has to roue self-aiieis .. 
meat. He has unquoted shares, he wiD have to make the valua-
tion. We have to se<; that the interest of the assessee is safeguarded. 
Otherwise the very objective of this rule will be defeated." . 

3.U3 Uader Rule I-D of the Wealth-tax Rules, 1957. the market value or 
the anquoted equit,. shares of a eompany other than an investment compaay 
or a .... ling ageaey company shall be 85 % of the break up value detennbleCl 
by deCIdua, ia the ftrstinstance, the value of all liabilities as shown in the 
bala ...... eet of stich eempally from tM value ~ aU assets shown in the balance 
sheet aad tllen dividlag the Det am1»uut sDarrivd at by tbe htal amDalt of 
its paid up equity sbare capital. A further discount upto 10 % of the break-ap 
ftlDe is aDowed in the clse of eompanie1 c~ hllVe n:Jt paid any dlvJclends 
in tile put years. ' 

3.U4 In the case of investment companies t.be valuatioD is governed by the 
instractiOM iaued .,y the Central Board of Direct Taxes on 30-10-1967. Tbese 
in.lltructioDs broadly contemplate a valuation based on the average of tbe values 
determined on the a ~  value metbod aod that determined on the capitali-
zatioa of the yield method. . 

3.11S Section 37 of the a ~ Daty Act and Rule 10(2) of the Gift Tax 
Rules provide for the valuation of tbe unqootcd shares of private companies 
"by refereae\ to the value ~  the total assets of tbe company." In their Instruc-
tion No, 835 (If 24 May, 1975, it wa" clarified by the Board that the value 
under tbese" provlsioDS should be determined by the break-up method taking 
the market value and not the book value of the assets of the company. 

3'116 In KusumJtco D. Mabadevia Vs. Commissioner of Gift Tax (124 
ITR. 799) the Bombay High Court held that the provisions of Rule ID of the 
Wealth Tax Rules arl' directory and not mandatory aDd the rules made under 
tbe Act "must be Cor the purpose of carrying out the object of Section 7; the 
object belug to determiue the market value". 10 para 4.29 of their Slst Report 
(7th Lot Sabha) 10 l"uhIic Accounts Committee pointed out that Rule.ID based 
on beok valae of assets would not bring out the market value In the case of a 
compaay wbleb bas uDCIlsdosetl assets, or wbere the book value Is much below 
the fair .. arket value. la para 4.30 of tbe same Report,. the Committee also 
pointed oat that the prOvisiOD about discount under the said Rule ID would also 
give aD undae beneftt in the case of shares of a company which does not declare 
~ a  presmubly with a particular design IDd accumulates profits in reserves. 
TIte .... tIoD of valaation of unqaoted equity shares ;n investment compaDies 
was tho eonun9teci upon ill para 4.31 of tbe same Report of the Committee, 

3.U7 In Commissioner of Wealth Tax Vs. MahadeO JaiaD (86 ITR. 621). 
and again in COlDlllissioaer of Gift Tax Vs. Kusumben D. Mahadevia (lZ2 
ITR. 38) the Supreme Coart held that the yield capitalization method based 
on tbe proftt earning capacity of the company is the normal ~ .and the 
break-up value method can he preferred only when tbe company IS rl,e for 
liquidation. 

. \ 

3.118 The Cbairman; Cent,.1 Boarel of Direct Taxes tes!ifted in evideaee 
that of the two recognised metbods, capitaUsadon of the Yield method was 



68 .;. 
IJett. tIwa the bre ....... , value method. However, In new of tbe practical M-
ealtIes .. volved DOt oDly ill determininl the yield bat also tbe maiDtaiable proIt • 
.. nell calel, the Departmental Committee (1976) faloured prescribiDl the 
Inak-ap method. It was, however, foUDCI in actual workiDI that tbe break .... ' 
method resulted In very low valuation in certain cases and also led to rIgInl 
of sbares. 

TIle Board bad tberefore framed dr.ft rules In substit.tion of Rule ID I.d 
public comments received thereon were being examined. ne represeatati,e 
of tile Ministry added tbat it is not possible to resort to capitalisation in aU caHio 
Delplte the Supreme Court dedsion, we ClUIDOt completely give up the Itreak-
up nlue eonc:ept ..•... I. tbe Supreme Court judgement there is a sentence 
whlell says that although the capitalised value is a good metbod of VII"", 
the Il&ets, In certaill circumstances the break-up metbod could silO 'be resortd 
to". TIle Committee were assured that Rule ID will be 80 ameaded as to take 
care of riliing of sbares and escapemcnt of tax liability aad at the same time 
the illterests of assessee will be safe-guarded. As to tbe qaestion wbether the 
RId. made by tbe Board were mandatory or directory, tbe advice 01 tbe I.IW 
Mildstry was being obtained. 

3.119 Taking note'of the assuranceigh'en by the Chairman, Central Board of 
Direet Taxes, tbe' Committee would like tbe rules for the ,aluation of unquoted 
equity shares being finalised quickly. Since the basic principle is the market 
value both ia Wealtb Tax, as weD as in Gift and Estate Dnty, the ColDIIIittee 
wo .... recommend tbat common rules eODsisteDt with tbe provisions of tbese 
three Ads sbould he framed 80 as to ensure tbat different values are Dot 1.lped 
to the lIUIe shares for purposes of these tbree different taxes at the same time. 

The Committee would also like to he informed of the views of the Ministry 
of Law 011 the .questiOD wbether tbe rules framed under the Direct Taxes laws 
are mandatory or ouIy directory. . 

(e) INCORRECf VALUATION OF JEWELLERY 
Audit Paragraph: 

3.120 The value of jewellery and silver articles, owned by an individual, 
was assessed at Ri. 4,00,000 and Rs. 1,00,000 for the assessment years' 
1972-73 and 1973-74 and at Rs. 4,25,000 and RI. 1,20,000 for the sub-
sequent assessment yeae 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. S06 per 10 grams and RI. 1260 per Kg. respectively on 
31-3-1974, the value of jewellery and silvCl articles on the relevant vd1ua-
tion dates 31-3-1973 and 3l-3 ·1974 would be Rs. 5,50,000 and RI. 
1,16,000 and Rs. 9,98,000 and RI. 2,35,700 respectively. The under-
valuation of jewellery and sHver articles resulted in total under-assessment 
of wealth of Rs.8,54,700 with consequent short levy of tax of RI. 63,040 
in the assessment years 1973-74 and 1974-75. 

3.121 The Ministry of Finance have accepted the audit objection in 
principle. 

[Paragraph 4.09 of the Report of the Comptroller and Auditor 
General of India for the year t 979-80, Union Government (Civil) 
Revenue Receipts Vol. lI-Dircct Taxes p. 126]. 

Facts of the case 
, 3.122 The assessee referred to in this para is Shri Martend Singh of 

Rewa. The property which is the subject matter t;)f valuation is gold orP.-
'ments and silver articles in personal possession. 
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ne reJ,evant details relating to the assesslIH'nb iIi qucation . are PVeD 
iJ;l the chart below : 

Autt. Year Date of Datoof Value of V.alue of 
"::t 

filina return completion pd oma- silver 
of menta lItic:los 
assessment returned returned 

assessed &sseued 

Ri.' Rs. 
1973-74 5-9-1973 20-1-1978 2,36,334 79,607 

4,00,000 1,00,000 
1974-75 • • 14-8-1974 2S-1-1978 2,36,334 79,607 

4,21,000 1,20.000 

3.123 The Revenue Audit pointed. out that the rates of &Old and silver 
Weft! as. 202.75 per ten grams and RI. 534.50 per kg. respectively OIl 
31-3-72 and had risen to RI. S06 per ten grams and RI. 1,260 per ~ 
tespective1y on 31-3-74 and. thus taking the valuation of gold ornaments 
and Silver articles at as. 5 lakbs as the base for assessment year 1912-73 
and taJdn,g proportionate increase in the rate, the valuation of gold oms-
mCIlfs aneI 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 19.4-
75. The assessments for both the years were re-opened U/S 17(I)(a) 
of the Wealth Tax Act. The re-assessments are still pending. 

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

"The assessment for Assessment Year 1974-75 has been completed 
on 11-2-82, and the additiooal 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 
chected by Internal Audit. 

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

3.126 An exemption for personal jewellery subject to the. maximwn 
value of .~ 25,000 was provided for in clause (xv) of subo-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 levy of Wealth tax was withdrawn with effect, from. ~  
by amendment of clause (viii) Of sub-sectioo (1) of ~ n 5 by Fmance 
(No.2) Act, 1971, after an earlier amendment by SectIon ~ of FinaDCe 
Act, 1963-by, which clause (xv) of Subo-section (1) of c ~ n 5 was 
deleted with effect from 31-3-1963. 
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3.127 The relevtmtprovislons of the GDldControl Act in regard to 
'boMiDg" and declaration of gold jewellery are reproduced hereunder : 

'., "In relation to any ornaments, or both articles and ornaments, where 
both articles and ornaments are owned, possessed, held or con-
trolled. unless the total weight of such omaments 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 
thpWiand grammes. 

(i) a family, exceeds four thousand grammes; 

Section 16(6) defines the family as: 

"Foi the purpose of this Section, 'family' shall be deemed to 
consist of: 

0) The husband, wife and one or more minor children, or 

(ii) any two or more of them. but shall not be del!nwd to 
include any other penon." 

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

"We thought th:d 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 hrings us to tbe general ques-
tion as to whether jewellery should be exempt."· 

3.129 The Committee enquired whether any special principles has been 
laid down by the Board [or valuation of jewell.ery. ln reply, the Ministry 
·of Finance (Department of Revenue) have sta-ted: 

"The valuation of Jewellery is done by experts. (For valuation of 
gold and silver artIcles, the board criteria appears to be the a l~ 

ing rates of gold and silver and the weight of the articles). C.B.D.T. 
do not seem·to have issued any instructions laying down the special 
principles for valuation "f jewellery. The purity and content of 
the precious metal in a piece of jewellery would appear to be broad 
criteria for valuation." 

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

"We have been informed by the &o·nomic Adviser, 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 
J'e,Pl'ding market price ~  and silver are published by the 
Resetv.e Bank of India in Its publications like Report on Currency 
and Finance. Reserve Bank of India Bulletin. , .... >t. The average 
price· of gold and silver for the period 1971-72 to 1979 .. 80 a.~. ~~ 
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~ on Currency ad· Finance published by the Reserve· Bank' of 
India was as under: . 

s ...... t of pric:e ., told .... 11i11'II' at ao..t..y 
~~~~ ~ ~ ~ ~~ ~ ~~ ~ ~ . l ~ ~

(APliI--Marcb) average price price 

·1970-71 • 

1971·72 . 

(July--June) 
1912·73 

(July-June) 
1973-74 

(July--lune) 
1974·75 

1975·76 

1976·77 

1977·78 

1978·79 

1979-80 

Rs. Rs. 
184 '96 S36 -os 
206 '30 Not given in the BuReHn 

273 -03 

480·00 

• '519·10 

544'99 

549 '50 

637·92 

791:22 

IlS8 'n! 

.Il21 '65 

1169'36 

124ti'66 

1240,'2 
1501 .  2 

2297'80 

3.133 The Committee desired to know whether in view of the rising 
by ~ ll y companies, the Chairman, C.B.D.T. stated : 

~ a  certain ~ an  in a~a  whieh are only known 
as jewellery compames, or gold compames. I am talking of the 
year 1976 when I was studying this problem. I was a member 
of this 2-man study team. We came across certain cases wbere the 
assessees, with ~ a  ingenuity had transferred thinfJJ. It had·· 
become a company of 12 share-holders, incfmg ladies. They 
transferred all their jewelleries. Whenever they wanted to wear 
them, they t<>Ok them bact, on hire. Tbe wealth-tax asseuee tm. 
does not pay wealth tax. RUle 1  D says tbat we bave 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 ~ n~ . It is 
allowed. They can convert such firms into comparues, 1.C. from a 
partnership firm. It is not a case of evasion, hut of lawful 
avoidance. " 

3.132 Asked whether any person was prosecuted ever since the exemp-
tion of personal jewenery was withdrawn in 1963 for concealment of such 
wealth. the Chairman, CBDT replied: 

"We have not prosecuted any.body. . But I would like to add that 
it may be on account of certam ctrcumstances beyond control .... 
some persons may not be conscious also that they ~a  become 
wealth-tax assessees. because the prices of gold have nsen so high . 

. 3.133 'The Committee desired to know whether in view .of the rising 
prices of gold anu ollier items of jewellery it would be appropriate to frame 



~ a l  rules for valuation of jewellery. The Chainnan, CBDT Stated 
JD reply.: 

"We can ~y make a rule regarding jewellery. We have the 
draft rules. We are considering them and will certainly take theBe 
tbinp into account." 

3.134 Uader the Gold Control c ~ a declaration is required to be made if 
sn illdlndual possesses gold Jewellery exceediDg 2000 grammes aDd a ramUy 
more tbn 4000 grammes. Exemption in respect of personal jewellery for 
wealth tu: pllrplse; wu witluirawD with effect from 1 April, 1963. 

3.135 The Committee fiDd that the average price of gold per 10 grlQDllleS 
has shot up from Rs.184·96 in 1970-71 to Ri. 1158 ·78 in 1979-80 wbile that 
of silver increased from Rs. 536.68 per kg to Rs. 2297 ·80 per kg. 
dariag this period. Given the traditional attachment to gold aDd jewenery 
Ia tbe Indian society and tbe teDdency to keep the family possessions a dose 
Secret, it Is 110 surprise that the withdra,",1 of the ..~  in respect or per-
SOD" jewellery has DOt succeeded In bringing any substantial number of assessees 
lato the wealth-tax net. The Committee were iaformed in evidence that noIJody 
has been prosecuted for concealment or such wealtb ever since tbe exemption 
was withdrawn. 

3.136 In the c c anc ~ the Committee consider that Goverament 
would do well to restore the exemption limits to a reasonable level keeping In 
view the curreDt prices of gold and silver so that enforcement ofthe law becomes 
easy aacJ meaningful. 

3.137 According to the Ministry, valuation of jewellery is an expert func-
tion and that nO instructions on tbe principle.Ii to be followed with regard to Its 
valuation han been laid down by the Board. Further, there i:<i no official price 
of IOld or silver. The market prices which vary from day ta. day are publsihed 
by the Reserve Bank of India. . 

3.138 The COnmlittee suggest tbat Government mu.'it Jay down suitable-
1'ales for valuation or jewellery for the guidance of the Valuation Officers. 
1'heIe Rules should also take care of the type of cases of avoidance oC tax 
liability meDtioned above. 



CHAPTER IV 

MISCELLANEOUS MATTERs 

Review ()f Q,slJeSSmellts made in 1978-79 

. 4.1 As ~~ ~l  the Taxation Laws (Amendment) ACt, 1975 
imposed a ~  ~  of 4 years for completion of wealth-tax assewneam 
1bercfore, ~ pending assessments pertaining to the assessment year ~ 
7S and earlier years bad to be completed by 31 March, 1979. 

4.2 The n~  of assessments made in rush during January, Fe1naly 
and March, 1979 and the demands raised in these months compared to the 
performaDco during ~ year as a whole are given in the following table: 

Months 

January;' i979 
February, 1979 
Mardt, 1979 

Number of wr assets 
Complcted 

473SS 
649S3 
1447728 

Amoant of demand of 
wr raisccl 
(In 000) Rs. 

. 8,Sl.92 
18,SS,94 
1,39,99,92 

4.3 The Audit Report mentions a large number of cases of mistakes/ 
omissions resu1ting from rush in completion of such pending assessments 
near the end of the ~  of limitation. At the instance of Revenue Audit, 
the Department camed out a special review of the assessments completed 
in a rush before the expiry of statutory limitation on 31 March 1979. The 
Ministry of Fmance informed the Committee (March, 1982) as follows: 

" . ; .. The review revealed non-levy of additional wealth-tax in 167 
cases, non-reference to valuation cell in 141 cases, non-levy of 
~nal y for non-payment of self-assessment tax in 91 cases, mistakes 
m calculation of tax or computation of net wealth in 422 cases, in 
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 obsene that a large number of cases of mistakes or 
omlesloDS 80ding mentloo io the Audit Report resulted from rash in completion 
of a ~ assessments towards the close of the period of UmitatioD in 1979. 
The Dumber of such wealth-tax assessments completed in January, February 
and March, 1979 was 47,355,64,953 ad 1,47,728 respectively. This represents 
54.8 per cent of the total assessments completed during the year. Daridg the 
month of March alone, ~  per eent of the total assessments were c,ompleted. 
At the instance of Revenae Audit, the Central Board of Direct Taxes (Direc-
torate ofln.pectloo (IT & A) ordered a review in Febraary,1981 by tbe Internal 
Andit of the assessments eompleted during the last six months of the flna.adal 
year 1978-79 wbere the assessed wealth was over Rs. 5lakhs. The review (Mardi 
1982) revealed no .... levy of additional wealth-tax ia 167 cases. DOn-reference 
to evaluation Cell fn 141 caset. ~l y of penalty for no .... p.yment of sal'· 
ll8IJeIIJDent tax in 91 cues, mistakes in calcul.tion of tax or in eomputation 
Gf net wealth iD 42l cues. In all, 811 mistakes "Ith estimated tax dad of 
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HI. 89lakbs came to DOtic:e. However, remedial actioD had beea IDitiated OIIIy 
iD 115 cases upto Mardt 1982. • 

4.5 The Committee desire that IIeOe5sary IoJlo .... up actloa iD tbe remalDIag 
cases should be tuea without loss of time. 'The additlooal revenue realised as 
a result should be reported to the COIIIIIlittee within six months •. 

4.6 In response to .D earlier reeommelldatJon of the Committee tontaiDed 
ia dJeir Sel'eoth Report (Sixth I.ok Sahha), the Ceatral Board of Direet Taxes 
bad, io the instructions issued in April 1979, reiterated that .... 0118/ ..... 
.. not refening liable cases to the Valuation Cells should be seriously ylewed 
by the Commissioners of Income-tax. Nel'ertheless, tile review ofthe:a_ts 
made in the last six months or the year 1978-79, where the a .~  wealth was 
oYer lb. S laklls'. revealed ali maay as 141 cases of IIUdt omiftioas. Some of the 
aajor re8S011S for failure to make refeftnce to tbe Valuation otIlc:en, aceordlDg 
te tile asteISIBeRt oftbe Board, .~a  tG be pressare IUId rush of work· 
and 'varying hum"l temperament'. The Committee are concerned to note that 
tile provisions or the law have been rendered Dugatory by sucb omissiODS. The 
Board bas asked the Commissioners to issue instructions to tbe Inspecting Assls-
taat Commissioners to carry out DCees5ary iaspeetions and to check the register 
of references made to ValuaHon Officers. The lACs are also require .. to sead 
at tbe cnd of each financial year a c:erti&cate to the CommfuioDeI' of lIaviag 
dODe so. Apparently these instructions are DOt being followed. The "Committee 
take serious DOte of such repetitive lapses and urge that strict actin should be 
takea agaillst the erring ofticials. The Committee would also like to be' apprltecl 
whether adequate iDStitutional arraagemeats have SiRce heeD made to ensure 
dlat tile illstructioas issuetl in this behalf are ItI'lctly ItveJt etteet to by the IeId 
atatr especially by lACs and assessing officers. 



CHAPTER V 

GENER!\L 

5.1 The Wealth Tax Act has beel) on tbe statute book for a quarter of a 
~ n y. The tax was introduced, along with tlte ExpeMiture tax in 1957, not 
merely as a revenue measure but also with the express objects or fonniDg 'an 
important constitueDt of an integrated tax struct ... e' ad sen'ing 'tbe avowed 
goal of the attaJament of a soclaVstic pattern of society'.'" 

~.  According to tbe StatemeDt of Objects IlD4 ReuoDS, "With income tax, 
Estate Duty ad a tax on Capital gains already ia existence and with the addi-
tiou of tbe Wealth tax and a tax on large persoaal ellpeDditures .... tbe direct 
.taxes wm form a composite system made up of coDlplemeatary elemeats". 
With the suqe object, Gift-tax was added to the list ia 1958. The idea behind 
. this integrated patterD of taxatioD, introduced on the suaestion of Prof. Kaldor, 
was to cut out aU escape routes for the taxpayer by providing that be should 
pay tax not oaly OB tbe income earned but also oa its acaam.ulation (Wealth-tax) 
as well a.tiI on its transfer, for consideration (ElCpeaditure-tax) or otherwise 
(Gift-tax). 

5.3 Under the Act, wealth tax was levia1)le on the net wealtb of every in-
dividual, HiDdu undivided family and company. Within three years, however, 
tbe wealth-tax on eompaldes was abolished with efFect from 1-4-J960. Tbe 
~ n a  tax, "l1ieb w.as anticipated to become. '. potent in.'itrument for 
restraining ostentatious expenditure and for promoting savings", was also 
aboUshecl in 1966 for 'administrative reasons'@. Witb the opening up of these 
~c.  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 
cbaracter of these taxes was Dever given much importance by tbe 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 bas been a subject of repeated adverse commen.ts by the Committee. In 
para 4.12 of tbeir 186th Report (5th Lok Sabba), the Conunittee 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, iDcome-tax and wealth-tax. While repeating tbeir concern on this matter 
in para 3 ·103 of their 7th Report (6th I,ok Sabba), the Committee stressed 
.that steps should be taken to find an abiding solution to the prohlem of lack 
of coordinatioD among various direct tax authorities. Paragrapbs 3.2 and 3 ·26 
of tbe prescnt report arc however iDdicative of this malaise continuing. Time 
and agatn the Committee have aJso made a suggestion that tIle desirability of 
having aD iDtegrated income aDd a ~ return, at least in l ~  cases, shuul.u 
be seriously considered-&. The CommIttee hllve also bad occaSlf)ll to 'iuggest 1II 

·Statcment of c ~ and Reasons. 

"P-dB 62 of the Budget Speech, 1957·58. 

@Para 43 of the Budget spoec:h, 1966-67. 

·@Para 1 ·89 of 117th Report (4th Lok Sabha). 

&Para 1 '21 of 25th Report (5th Loll. 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 lDcome-tax Act 
ad the Wealth Tax Act so as to ensure that tbe two assessments are uakea 
lip together. The Central Board of Dired Taxes are slated to have already issued 
administrative instruction on this point. Despite aU these recommendations 
of the Committee, the evidence before ~  Committee is dear to the eft'ect that 
the information avaUable in the assessment records pertaining to different 
direct taxes, and iu particular incOinc tax and wealth tax, is not used even whea 
tbe assessments 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, tbe notiou" of integrated tax structure providing 
a barrier against escape routes has bern found to be a myth in actual working. 

"5.5 The Committee are, tberefor{\ of the view that th(' avowed object of 
an 'integrated tax strncture' has not been achieved in practice. In the design of 
direct taxes it was virtually, given up whcu the wealth tax on companies and later 
the expenditure tax, ~  abolished. In the administration of direct taxes the 
department bas never done anytbing beyond paying lip sympathy to the concept. 
"nlC Chairman of tbe Central Board of Direct Taxes conceded during evidence 
before the Committee that tax eV:lsion. which ~ integrafl'd tax sY,lItem was 
meant to iackle, had "certainly increased." 

5.6-As for the second main object, i. c. tbe attainment of a sociltlistic pattern 
of society by reducing inequalities in the distribution of incomes IlDd wealth aod 
by prel"enting concentration of wealth in fewer bands, the COlWniHce need 
hardly labour the point that the direct taxes hlll"e not made any impact in 
itTestinJ; the growing disparities. After tbe abolition of wealth tax on com-
pJ1Dies, tbe wealth tux laas 110 direct relevance to concentration of 
economic powcr in a few hands bccausf: of the corporate H!iJ. 

The ~lcc c study made by the Dir('ctorate of Inspectfon (Investigation) 
Special Cell has clearly brought out that thougb family controlled 
investment companies have playrd a crucial role in the growth and size 
of large industrial houses in tile country, yet the wealth l ~  in the a ~ 

of persons controlling these houses h:lS declilK'CI 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-
tioD of unquoted shares bas been tile subject of comment by this ~  

on many an occasioD in the past. Specific cases of tax avoidance through the 
medium of private trusts were .. Iso 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 were amended in 1980 but 
apparently more remains to be dOBe. The Chainnan of the Central Board of 
Direct Taxes, in his evidence before the Committee, referred to devices like the 
so-called 'jewellery compaales' which hold persoDal jewellery of the share-
holders, who caD thea contIDue osiDg it without paying any wealth tax thereon. 
The Committee are also aware of simUar devices being adopted for residential 
properties. It is little wonder tbat CNIt of 3,46,191 wealth tax assessees oa the 
books of tbe department as 00 31-3-1980, those assessed to a wealtb of over 
Rs. 5 lakbs each constitute ooly Ive per cent. In absolute terms tbe number 
of sueb assessees is only 16,707, a IIIUDher "bleb could, hi any realistic assess-
meat, be exceeded in a sinale metropolitan dty in tbls co_try. There Is aD all 
round proliferatioD of black moaey whleb I. eating Into the eatrails of the 
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ecollOllly. Eveo sporadic surveys by the department havedis closed unaccounted 
.yestmeat In costly aod luxurious construction, decoration and ornameotal 
flttlDl, 8xtures Rnd furnishings as mentioned 10 para 210 of the Committee's 
123ri Report (6th Lok Sabba). 

5.7 As for the reveoue angle, after 25 years of its working tbe wealth tax 
cODtributed a mere ~. 64 crores to tbe total tax revenues of the Central Govern-
ment of over Rs.1l,500 crores in the year 1979-80. The ten fold growth of G.N.P. 
in the country with the development of tbe economy under the successive Five 
Year Plaos is hardly reOected in the collections of wealth tax. Between the 
years 1972-73 and 1979-80, while tbe wbolesale price index went up by ~  

'he collections uud('r wealth tax went up only by 79 '::.. In other words, tbe 
('oJlcctiOD'i did oot keep pace even with the inflation in values, such less rcHect 
the generation of new wealth ill the economy over the ) cars. The cost of coUec-
tion of wealth tax comes tu more than. ~ cc tbe cost or collection of income tax 
in percentage term ... The Committee arc convinccd that if the departmental 
('IIcrgies employed on the administration of wealth fax arc dil'eried fo the better 
clIllecHon of income-tax, the gain to ren'nuc would be more tilan the meagre 
("1IJ1cctioJl of ~ crorcs of rupees under thl' wealth {ax. 

5.8 It would thus al'pear that none of the goal .. scI ftlr this unique c ~ 

ment of wealth tax have been fulfilled. The periodical amendments made to im-
rfOV«,' its n~ haw only resulted in creating more inequities !lnd greater 
Jlrohll·m ... The valut of one ~  eXclusively used for resldener by the llssessec 
\'ao; frozen a-.: on 1-4-1 C)71 or the date of acquisition, whichever is later with effect 
fmm 1-4-1'>i6. Tile a la~  value of a housing nl ~  wholly or mainly used 
fer residential purposl'''. wn,s substituted by a notional valul' comllllfed under 
rul(' ] RB wi!b em·e( fmm 1-4-1979. As a r!'sult of these pro\'ision<; similar 
IIi'operties u"l'd for similar purposes would have different "alues and hence 
different !hlrdens of tax depending mcrely on the dates of constructiou or owner-
"hip. Furtlwr, the a .. ~ c  n n~ w("alth of thc saInC mark("t ,'alue in different 
fl)rms wOIlld suUer different tax burdens. In the prescnt SitUllt;;," when ,'slues 
of "(':\1 properties in urban areas arc literally sl"yrockcting it is concdyahle that 
:1 person owning liquid wealth of rupees 2S or 30 lakhs maY:lequire :t house 
property whose vahll', h.v \'irtuc of application of Rule IBB. would Ill' merc.'ly :1 
fraclion of that HmOllllt. Apparently slIch amendmcnts have resulted ill II highly 
int'quitous di5tributilln of burdens undel' the wealth tax. On the question whether 
ur not propcrti{'" having similar market values as, in terms of ihe rules, being 
':llued differentiltllv, tht' Chairman, Central Board of Dir('ct Taxes stated 
that. n~ a ~ incquitic,> like this. It is the policy of Govel'llmrnt that more 
/louses should be built .. ,. III 
5.9 Personal jewellery was taken out of the definition of perslIlllil or bouse-

hnid efl'ee(<; exempt from tax in 1971 retrospectively from 1-4-1963. On present 
day crisis ev('ry person owning gold ornaments in excess of about 75 tolas 
should be a wesHh tax assessee because even the enhanced basic exemption 
is Rs. ]  ·5 lakhs only. The exemption for a house is limited to Rs. llak". Even 
taking into account the provisions of Rule 188 in respect of residential houses 
most of the property owners io the urban areas should be in tbe wealth tax nct. 
I{ these provision.o; were really enforced, the oumber of wealth tax assessees 
should be maoy times more than the figure of 3 ·46lakhs borne on the registers 
of the department. The conclusion is inescapable that the provisiOns of tbe 
We.alth-tax Act have not only become ioequltous but are also uoworkable. 

5.10 As for the administration of the Wealth-tax Act, the less said the 
better. Altboqb tbe ofticers' cadres iD the department baYe been considerably 
stre1lgthned in reeent years aDd as!ICSSment work bas also been si.pli8ed a lot 
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.with a substantial eabaacemeat of the limit for summary assessment, the pen-
dency of assessments bas beea loilll up rapidly uacJer income tax as welJ as 
wealth tax in tbe last few years. As on 31-3-1980 the number of wealth tn 
asstssmeDts pendiag (4,31.988) exceeded the number of assessments completed 
doriug tbe year (3,15,718) as well as tbe total number of asscssees 10 th e . books 
.f the department (3,46.291). The amoullt of tax collected in tbe year was Rs. 
64 ·47 crores; the amount of tax 10 arrears was Rs. 180. 54 crores. If the amount 
of tax locked up in the aSSKUlcnts pcadinl for completion, estimate d by the 
Board itself at Rs. 66 ·89 crores were also added the amooot in arrea rs would 
come to RII. 247 ·43 crores. In other words, the arrears come to four times (be 
anual collecdons-ao unfort.ate situation iadeecL The department could DOt 
gil'e the break-up of these arrears aeconliag to certain slabs of weal th on tbe 
plea, "No registers/records etc. from whieb tIds iDformadon can be coli eeted are 
maintaiaed" (para 2.16 aDte). The COIIUDlttee's inquiry about the details, in 
chronologiesl order, of the factors leading to aceamulatioa of gross arrears and 
steps taken to reconr them, at least in cases where these exceeded Rs. 1 crore 
each elidted only a year-wise statement of arrean (Para 1·3lante). A question 
about the amount of peaalties iacluded in the total arrears of Rs. 180 ·54 ... res 
met with the response. "there is no souree reeord from whieb the a mouat of 
arrears on account of peaalties iadaded In tb,e total arrears coald be QOlDplled" 
(Para 1·43 ante). When asked to ""cate particaJars of the wealth tax anears 
certUied to the Tax recovery Officers and the detaUs of reeover)'"the Chair-
man, Cntral Board of Direct Taxes stated, "we do DOt have a separate dusi-
tication for income tax and Wealth tax." (para 1·51 ante). Accordiog to the 

.~ giveD by the Ministry of Finance, the arrear demand In dispute amounted 
oaly to Rs. 55·29 crores. This would meaD that an arrear demalld of as much 
as ~ 113 ·15 crores is undlspated demand. The CeDtral Board of Direct Taxes 
could give DO reasonable explanation for nOIl-rec:Gl'ery of even this larle un-
disputed dellUlDd. The Committee hal'e repeatedly emp",sised the n~  for 
preparing a census of house properties aad for CODlplethig a survey of posh 
localities in urban centres on a timp-bound progrlJDlDe •• Nevertheless the Com-
mittee's iaqairy about a ceDSUS of substaDtial urban properties elicited the 
respon..w .... "the Board do not have informatio,. about the number of propel'ty 
owners in large metropolitan areas. The Board bave DOt compiled eeDIAIS of 
substantial urban properties" (para 3 ·79 aate). When l'iew. in the CGntext 
of these glaring defaults of administration the expressioRS of 'conce ra' or of 
'ACtiOD Plan targets' on behalf of tbe Board do not cut much ice with tile Com-
mittee. 

5.1 I Tbc Committee arc led to the conclusion that, both in ils design as 
wcll as administration. tbe Wealth-tax Act has failed to achieve the ,-ery socio-
economic objective of building up an eglitarlaD society. In faet, it Is iocapable 
of achieving such objectives i8 its present form and sabstance. So far as its 
administration Is concerned, it Is more of ... lIability than otherwise to the Go-
vernment. It Cllnnot be over-emphasised that it has heeD admitted to tIle in-
eqUitDUS. Therefore, the adl'isabillty of its coatinuaace needs an indepth aad 
objective examination. The Conlmittee rceommeDd that this specific question 
alongwith the question of setting up an aatonomous nluatioll authority as 

"P,Jr<lS I ·88 and 2'7 of 1J7th Repl'rt (4th Lok Sahba). 

.l a~ I '18 and I ·23 of 25th Report (5th Lok Sabha). 

Paras 209 and 210 of 12.1rd Reprct (6th Lok Sabhal. 

Pllra 3 '93 of 7th Report (6th Lok Sabha). 
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reccaaa_ed in para 3 ·79 of this Report may be referred to the Econo.tc 
AdMhlistradoa Reforms C ...... 08 for iadepth examillatio. ia the lipt of 
the "'15 and recoauaeadatloas of the Co ..... ttee ia this Report. 
A copy of the Jleport of the EARC may be sent to this Committee. 

NEW DBLID 
April 28, 1982 

Vaisakha 8, 1940 (S) 

, . ' SATISH AGARWAL 
Chairman 

Pub,'jc Accounts Committee 
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APPENDIX I 
Charge-wise break-up of the arrears of Rs. 180 '54 crores all on 31 March, 1980 

(,,/de paragraph 2·17) 
-

C. 1. T. Charae Gross arrears C. I. T. Charae Gross arrears 

Ape 6823 Kerala 23433 
Allahabad J8037 Lucknow 9888 
Amritsar 10554 Ludhiana (C) 2883 
Andhra . 38560 M. P. Bhopal 68687 
°Assnm 21763 Madras (C) . 16171 
Baroda . 16612 Meerut 16663 
Bihar-} . 16962 NaaPur 176JO 
Bibar-ll 7891 Nasik: . 5437 
Bombay 280332 Orissa 569J 
Bombay (C) 77385 Patiala 19036 
Catwtta (C) 40J95 Punt 20381 
Delhi J96856 Ra,jkot 25253 
DeIhl (C) 107435 JaiPUr 28720' 
Gujarat 57990 Jodhpur 1887S· 
OQjatat (C) 61904 Tamibw:\u 98579-
Huyana 2lO2 WostBenpI 245'27 
Jullundur 9954 
lC;aJI»ur 20795 TOTAL 1805JIS 
Kanpur (C) 18215 
Kllnuuaka-l 28311 
Karnatalta-ll . 39963 
Kamatakil (C) 103740 

83 



APPENDIXD 

S. ClTQaqJe 1 Name of Asseuee (Its. in lata.> 
No. . Otoll 

1. Kar(C) Nawab Mit Barket Ali Xilan 547'61 
2. Gt!i(C) F. P. Oaekwad (Baroda) 392'91 
3. DeQU(C}1 8bri Bbawani Sinab 135·06 
4. B(C}II Madbavrao J. Scindia 241004. 
5 .•• C. IV Estate or late R. H. Wadia (AOP) 193·90 . 

6. W ••. -XI Sbri Hari Oa. Mundra 187·)(), 

7. DeJbi-1 J. Dharma Tqja. 17S .• 

8. ~~  HUF or late Sir, J. M. SciDdia 168·41 
9. Del i (C}I 8bri Bhawani 8inghji Karta or late Sir ~  

Swaiman Sm,liji 
10. 00. Sh. Ja .. , Sinah 120·11 
11. 00. Sh. Jai Sinah 118·3) 

12. ~  S. D. J_ (Jamoapr) l1ii -87 

13. a ~c  Trustees or HBH Nlzam .Jewellery Trust 107-99 
14. cal C) A. &. Jain A others 98;23 
lS. De1bi (q.I Smt. Gaitri Devi 91-71' 
16. Cal (C}I Raja BaJdeodas Birla 89'''' 
J7. B. C.-IV BiIasrai Jobarma) 89-'2 
18. W. B.-VI MIs. Prem Raj Daulat Ram ~ l 

19. Delhi (CH Sh. Prithvi Raj (HUP) 64..Q' 

20. Do. Sh. Prithvi Raj 62aH 

21. M. P.-I Shiv Sin.b Tamloak owaJior 61· .. · 
22. Do. Vireftdar·Sinab Balia 61·47 
23. W. B.-I Sh. M. M. P. De'SOuza 61-45 
24. Jaipur Smt. Urvaabi J)cyi 58092 

25. M.P.-! MIs MeaJVi Girdhari La.l 51 >01 

26. Kar(C) Trus&ees of HBH the Nizam SuPPIcmontaI 52·49 
JeweUc:ry Trust. 

27. Cochin. K. S. R. T:PeDsiOD 4; Gratuity Fund 5l·M 
Trust. 

28. B.C.-m S. N. De8Ili Topiwala 51'24 

29. M.P • ..) Sh. N. C. Zamiadar 47·71 

30. B.C.-rv a~ DbaD R.aj Girl. 44"" 31. Cal. (C)oI L .DIImia 41. 
32. B.C.-vm Sbiv saaar &tate (AOP) 40045 
33. W.B.-m Sb. Albit IC.umIr Ohosh 36-64 
34. T. N.-IV Sb. J. H. TarapoD 36·44 
35. SbilloDf llai Chand 1Wthari. . 35"'3 
36. Ka,r..J1 Sb. Madhu Ublo ~ 3],91 
37.0uj.(C) Bhauabnai Khalpabhai Patel 33'14 

38. Delhi·! J. R. Jain 32·37 

39. Do. Sh. R. N. Jain. 32·37 

40. Do. SIIlt. Satya Dhannan 31-91 

41. BarOda Sh. Pratap Sinsji I.lam Sinpji and odMn. 31-97 

42. Ddbi-I N. L.Jain 31-22 _ .. ----. .~~.~ ...... ---.. --.. --..... -. .~~

........ _____ R __ .. _. ---_._.,. __ . -----
14 



S. 
No. 

CTQaqo 

43. Delhi-t 
44. SJaiIIOJtI 
4S. B. C. IV 
46. Delhi·In 

47. JCer (C) 
48. DelJD..m .o.v. (C) 

B.C.-VII 

8S 

Name or Assessee 

Sh. S. R.. Jain 
K. B. Dev Bannan Ex-Mabraj 
B. H. Bbiwaadiwala 
Exocutor of Estate of late Sbri R. B. Narain 
SiDtb 
Prince Muft'akraja 
Sardarni Mobinder JasPll1 SillJh 
Lalubhlli Joaabhai 
C. S. Goenka 

(RI. la lObs) 
Gtoa 

31.03 
30416 

·30.05 
29'. 

21HIO 
2f.s6 
2t.()9 
28-97 



APPENDIX m 

Statement showing Assessment Ye:tcs in which the ~lan n  Wealth-tax an ~  
. as on 31-3·1980 were raised in respect of the J3 top C!l.5Ci. (Vide para.8f1IPh 2 '32) 

Sr. Name of the case A.'istt. 
No. Year in 

which 
demand 
I"dised 

2 

1. Nawab Mir Bar-
kat All Khan 

2. F.P. Gaekwad 

3 

Prior to 
1-4·1978 
1978--79 
1979·80 

1978-79 
1979·80 

3. Sbri Bbawani Sinah 1977·78 
)Carta or HUP Sir 1978·79 
Sswai Man Sinah 1979-80 

4. Madhavrao J. 1976-77 
Scindia 1978-79 

1979-80 

S. &&ate of Late A. 1978-79 
H. Wadia (AOP) 

Demand 
(raised 
in lakhs) 

Steps taken to recover the t<1x arrears 

-------------.. ----
4 5 
._----------------------

6-58 
417·45 

113 ~  

547'62 

311 ·22 
81 '69 

392'91 

1 ·29 
283·90 
84·30 

369-49 

79·80 
114 ·10 
47'05 

241 ·04 --.. -----
191 ·90 

191 '90 

86 

The demands are disputed in appeals 
These appeals were accorded priority 
for disposal by the C.ommissioner 
(AppeaJ5). The appeals could not be 
disposed of earlier as apart from the 
pleas taken by the appellant, de--
partmental contention on ,intricate 
point relating to exemption of a pro. 
perty is also under collsideration 
of the appellate Authority. OJmmi-
ssioner of Wealth Tax will be instruc-
led suitably. if necessary after obtain-
in. advice (If the Ministry of Law for 
expediting disposal. 

Demands are disputed in appeals 
which afe pending before cwr 
(Appeals). The demands are however, 
heiDI collected in lI'Ionthly instalments 
which the assessee is paying. 

The entire demand rIeatos to pro-
tective assessments. Recovery of such 
protective demand an a~ till 
the issue involved is finaf1y decided. 
The dispute is on the point of status 
which the assessee claim9 to be of 
HUF and the department considers 
10 be of Individual. The auessces 
claim has been acx:cp&ed by tbe lacome 
tax Appellate Tribunal in apPeals for 
earlier years but the decision of tbe 
Tribunal has taken furtber to Hiatt 
Courl in reference by the department. 

The demand was in dh,pule in appeal 
aRd after receipt of appellate decision 
the Commissioner has instructed the 
Wealth Tax Officer to effect recovery 
expeditiously. 

The recovery of demllnd in thi£ case 
is stayed by Bombay High Court 
on a Writ petition filed by the assessee. 
Sleps have been taken to set the 
disposal of Writ petition exPedited by 
fiJi. a miscellaneous petition before 
the Hiah Court. 



1 

6.Haridaa Mundra 

'7. Dharma Teja 

:8. HUF of Late Sir 
J. M. Scindia 

'9. Sbri Bhavani 
staab 

,10; Shri Jap, Singh 

11. Shri Jai Sin,h 

'12. S.D. Jadeia 
a na~  

3 

1962-63 
1963-64 
1978.79 

1972-73 
aDd..,IieI' 
1978-79 
~ 

~  
J978-19 
1979"" 

1977-7' 
1978-79 
1979-80 

Im·7' 
19'78-79 
1979-80 

1977-78 
1978-79 
1979-80 

1975-76 
~  

Im-78 
1978·19 
1979·80 

87 

4 

3'20 
]'77 
180 ·33 

187 '30 

70·02 

760()8 
29·88 

17S '98 

168 '41 

8'12 
91004 
34'90 

13S 0()6 

4'92 
12'OS 
43·74 

120 '71 

7'28 
85 -97 
25.08 

118 ·33 

0·35 
0'38 
4'98 
79·17 
220()() 

116 ·88 

The assessee was declared illlOlwnl. 
The ,recovery of tax dues was pursued 
with official AssigDCC and the daim 
of the department lod&ed for payment. 
1bc assessee was found DOt to bave 
filed the schedule of Affairs bdbte the 
official ~ and be was senteoced 
by the High COurt to imprisonment 
for two years for the dafault. The 
department continues to keep in touch 
.... ith the official Ailsill1ce. 

The defaulter left this country and 
all his known assets were attad1cd and 
SOld. Further, since the assessee left 
the country without clearance certi6. 
cate, action bas been taken apinst the 
Carrier Airline under the provisions 
of Section 230(2) &. (3) of the 'I. T. 
Act, 1961. 

The demand outstanding is in dispute 
in appeals, while the undisputed de-
mand has been rocovcrcd. The Com-
missioner (APPeIJs) has been request. 
ed to accord priority to disposal of 
these appeals. Valuatioll of nww.'I'OUli 
properties/articles of jewellery which 
is much time COnsumillJ, is invotved 
in the appeals. 

Demands are disputed in appeals. 
Recovery of undisputed demand of 
RI. 120()7 Jakhs was enforced and 
ac ~ Rs. 9 .oS laths havo been 
paid (receapt of cbalJan awaited) Ilftd 
recovery of Rs. 3 '02 laths c nl n ~ 

to be pursued. 

The demand due is in dispute in ap-
peals, and the rocovery is stayed till 
disposal of the appeals before COm· 
missioner (Appeals). A request for 
disposal of the appeals on priority 
basis has been made. 

The demand is disputed in appeal an 
recovery is stayDd till disposal of 
appeals before ONT (ApPellI) Penal. 
ties were levied and  otlter coercive 
action taken in rapcct of amounts 
which were oollectible and not stayed 
ftlr ent'orcinll c c ~ . 

Revision and Settlement l l n~ 
are pending in this case involving 
demands of about Rs. 89'5 lakhs. 
The Olmmissioner has been requested 
to elCPCdite disPOSlll of thcpetitiollS. 
The assessee has no liquid 81iSct to 
pay the outstandinar demands. Im· 
movable proPerties were attac:bod and 



J 2 

J 3 •. 1iuItee& of HEll 
Nizam Jewellery 
Trust. 

3 

1978-79 

88 

one of them told by TROfor recPVOl')' 
of dentandt whioh were oo1Ioc:tibie. 

101'99 TbcbuJk of the demand is di.puted 
---- in appeals whlch have siace boon tal-eo 

107·99 up on priority basi" and are being beard. 
The trustees are unable to pay UD the 
demands uoloss the jewellery is sold. 
They wore awaitina Pennfasion of 
GoY!. of India for effecting sale. 



APPENDIX IV A 

Details 0(20 CIIa fnvoMI!f the biabeIt· amounts 01 penalties in re&1*t 
o( outatandina demands -.lIDS RI. fO 1IkhlJ for the "* eDdcd 31 Marcil 1979 

('*ie para 2 ..... ) 

S. . Name of the Case 
No. 

1. Mr.l'rem Raj DauJat Ram . 
2. Sb. Rat Cabna Kuthari 
3. Sh. J. N. Jain 
4. Sh. R. N. Jain 

S. Sh. S. R. Jain 

6. Sh. N .. L. Jain 

7. Sb. S. D. Jadeja 

8. Smt. Ginni DevUalco 
C'oPrakil$h Cotton Mills 

9. J. H. Rarapore 

10. Smt. Satya Uhawan . 

JI. Smt. Padmini Devi . 
12. N. R. Sirkar 

13. A. N. D. Haksar and others 
14. P. R. RiiShi 

13. Ashit KumM Ghosh 
16. M. S. Pala"i 

17. Krishna Nand Garg 

18. Shiv Kumar 

19. SanwaJram Jalan 

20. K. Vcnutswamy 

89 

W.B;VI 

As-.n 
Delhi-l 

Delhi-I 

Dclhi·l 

Delhi-I 

Rajkot 

Bom.bl!.y-C-I 

Madra.-(C) 

Delhi·I 

l ~  

Assam 

W. B. IX 

Delhi.1 

W.B.·m 

Nasik 

Kanpur 

I.udtuaDa (C) 

Bombay-C.JI 

Karnatak·l 

Penalty 
(In laths) 

62'84 

30'68 
30'66 

30-66 

29·57 

29·56 
26'SS 

23·15 

22·87 

'21 ·44 

2()'67 

19·9.' 

17 'S5 

16·42 

14·00 

lJ·1J 
12'62 

11 ·39 

10'77 

10·00 

• 



APPENDIX Iva 

Details of 20 cases inv9h'lns the hi."-' am'lunbl of peMlties in mpect of 0111· 
Iftandil1l demands exceedina RI. 10 lakh."i for die year ended 31 MItCh 19M 

(t.'" paragraph 2'44) 

.--... ----_._----- ---S. Name of the calC 
-No. 

Charjte Ptmalty 
(In lakbs) --_ ..•.. 

1. Sh. Shand Prasad Jain CaI(C)-I 90-00 
Rep. by Sh. A. 1(,. JajQ. 

2. Mr. Prem Raj Daulat Ram W. B.·VI 62·84 
3. Shiv SiDIh Tembak M.P.·I. CIQ.S4 

4. Balram Prasad ICllnpUr(C) 30·9J 
'5. Sb. Raichand Kuthari Assam 30'59 
6. J. R. Jain Delhi.1 25'82 
7. Sh. R. N. Jain Delhi·1 lei ·82 
8. Sh. S. D. J&deja Rajkot 26·S.5 
9. Sh. Lallubhai Joa1bhai Ahmedabad (C) 26·43 
10. Sh. N. L. Jain Delhi·I ~ 25'67 
11. Sh. S. R. Jain • .. Dcllli·1 25.48 

n. Smt Giani DevilaJan 
C/o Prakasb COtton MiD, Bombay(C).I 23'12 

13. Smt. Satya Ubawan • Dclhi-I ~  

14. K.. Veokataswamy K,arnataka-I 17'67 

H. A. N. D. Habar and Othm W.B.IX 17·65 

1<'. Padmini nevi Delhi·1 (C) 17·'. 

17. P. K. Riihi Delhi·l· 16'42 

18. B. K. Wi Delhi. II Hi ·00 

19. M. S. Palavi Na.,i1c 0'&) 

20. K-rlshaa Nantf 01.l'J Kanpur 12·62 

• 
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Deta& of 20 C4ISe5 involving the hiabest amounts of nal~ in respect of out-
standiJla demands eltCeCdi1t8RB. 10 Jakhs for 'the year ended 31 March 1981 

(vide paraarapb 2·44) . 

S. Name 01 the CalC OIarae Penalty 
No. (Tn lakha) 

J. 8mt. Jyotsna lCikrausih B.C.-vn 211 078 
2. K. Xalpana T.N.-m 127 ·19 
3. Sh. Bhanabbai K. Patel Ahmedabad(C) 93113 
4. Sh. Shand P11IS8d Jain 
Rep. by. A. 1(. Jain caJcutta(C·1) 900()() 

5. Sb. Pratap S. Vallabhdas . B. C.-VII 87·79 

6. Sh. Chancier Nath Baink . W. B.·II 75·96 

7. S. Gurcbaran Sinah . Delbi-V 71 '49 
8. Ramasbray Prasad Chowdbry Patlla 66·37 

9. Mbd. Suleman Delhi IV ~  

10. Ms. Prem Raj Dauiat Ram W. B. VI 62·84 

11. Shiv Slosh . M. P.I 52·85 
12. PuranSiop IXlhi·V 48000 

13. Manna Lal SOOr&n • Jaipur 47'74 

14. Banand ])as Kehta . KaopW(C) 47'35 

IS. Sb. Sayaljirao P. Gaelcwad Ahmedabad(C) 45·37 

16. Sh. S. D. Jadeja Rajkot 37'36 

17. Bal K.iahan Delhi·IV 34·19 

18. Balram Praaad Kaopur(C) 30'91 

19. S.M. Wahi . 00. 29·03 

20. Manject Sinah Sethi Dclhi-V 28-20 
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~ (ReY.enue) 

Do. 

Do. 

.. 
~ . ....... .

The object of. the al ~ l  Bill lis inuoduced in 
May, 1957 was to imPOse an 'annutl tax on the net 
Wealth of individuals, Hindu undivided. families and 
companies. The wealth·tax was to be-IInimportaDt 
constituent of an n .~ c  structpre or direct taxes. 
With income tllX, estate dutfund a tax on capltal,aiDs 
already in existenco and with the addition or wealth 
tax and n tax on large personal e.xpenditllRl in 1957 
aDd Gift-tax In 19SJ th.ele direct tixes were to fonn a 
composite tax system made up of compJementary 
cl n .~. The system was intended to' subscrve 
jnrer-aJio the avowed . loa) of attainment 0( a socia.. 
listie pattern of society. 

According to the Chairman of the cCnlJ:'aJ Board 
or Direct TIIXC!I, the idea behind tbe integrated pattern 
of taxation was that. ~ person is able to conceal hl<i 
income, he is found out at the time of wealtb-taX 
. assessment. If he resorted to conspicuoll.'1 consump.. 
tion of wealth Or income, be sbouldbo cauabt undfr 
the F..xpcnditurc-tllx Act. Should he be tempted to 
g.ivc away a I'ort of his income or wealth in the form 
of aift, he will be caught Itnder tbe Gift Tax Act. 
If he was able to cheal the Departnlent under JIll these 
Acts, he wiD be caught under the ~  Dury Act." 

TIle Committee finu thai wbiie the number of wealth-
I.aX nssessees haSlncreascd from 2;Ulakh."ln 1972-.73 
to 3 '46lakhs in 1979-80 i.e. by 64·J %. the yield from 
this cax has gone up from Rs. 35·94 erora to Rs. 
69 -47 croCe!' i.e. by 79 Y, durin, this period. The 
AU India Wholesale Price Index has increased by 
87'3 % and tbe All India Industrial Workers Consumer 
Prico Index has incnased by 73 '9% durioa tbe .. me 
~ . The price of aold however ~. an 
incteale of nearly 320%. It is also widely known that 
the priccsof real estate bave gone up tre\neOC1Ously 
. over tbe years particularly in tho mctropolitanand 
biuer towns. Tbe Committee arc I)urpri.eed fO find 
from tbe data furnished by tho Departmcrlt tbatonly 
5% oC the assesseeshad assessable wealth above Rs. 
S lakhs whlle tbe number of those hAvina oct wealth 
above Rs. 20 lakbs was only 0 '21 % of the total number 
of Wealth-tax assessees. It is thus cJ",""y established 
tbat the number of 8s!Iessees brOuabt intotbe Wealth-
tax net bas not incnased in proportion to the increase 
in the prices of aOld and real· .. tate. In reply t" a 
POinted question.' it was admitted in evideOco tbat 
"tl!l' evasion bad ce.na.inJy increased" and th:tt 
"coDCeDti'8tion of wealth in a few hands could not bI.l 
fully checked."· " 

-'--------'-_ ... _-.. _-'-,...--:-------n 
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5. t ·36 Finance (Re,venue) 

A l c ~ stuJy of the contributions made to . tho 
n. alc~ l  in the form of wealth tax by Pe1'SOIlS 
oontroUinllarge illdll.'1trial ~ . carried out recently 
by the Directorate' of Inspecti<ln (Investigation), bas 
. revealed that while there h'ls been a p.ronouncod 
Srowth in the. assets/wealth of the larae industrial 

ll. .~  the weiltb of the Nrsons controlling these 
houses has de;;lined and the n:\lion has been denied 
the benefit of even n:l:'mai a ~ a n expected in tlte 
wealth of these penn "l even at the wealth holdina level 
of 19S7-SH. The lo;ical inferenoa wou14 be that wllUo 
enjoying virtually aD tho rights of ownership a~ 
to tho assets ml,Lltipliod several-fold. not orily dld the 
gro.wth of n9sets romain unchllnpd, tho owners who 
cOntrol the assets of the companies. virtUally as owners, 
,escaped tho' roal burden of wealth-tax. Tho study 

~ reveals tbnt most of tflese persons have made 
use of variolls .(n" avoidanco tochniques for reducing 
their wealth tax liabilities. The main tax avoidance 
I1lCthods are creation of private trusts and transfer or 
assets to those trusts. transfer to minors and ladies 
transfer or assot-s to companies, conversion of equity 
shares into preference shares,' diversion of assets 
through HUF and rigging of shares. 

To cite olle such example from the study. it was 
found th'Lt lito assets of Sarabhai GrouP. as per book 
valuo increased from ~ s. 88 ·44 c:rores in 1972 to Rs. 
136 ·96 crores in 19n. 'The market value of the total 
assots is lll ~ at about Rs. 520 C(OrCIS as a,fUD$t 
book valu:> of about Rs. J 37 crores. The ultimate 
control and ownership or the total assots in the gtOUJ" 
rests with about 25 individuals. Tho contribution of 
tbo tp:'Oup to the national exchequer in the form of 
weaUh-tax ha.'1 ranged from Rs. 4 to 5lakhs per yoar. 
Tho numbers in tbe group have consciously madosuch 
arran,gements over a period of timoso as to reduce their 
""'ltb tax liablUties. The Group has created over 
16(1) trusts to avoid wealth-tax on a huge scale. lit 
'aU tho trllsts the ultimate boneficiaries are the sarno 25 
individuals in thill Group .. P..ach member of the famJJy 
has been made a beneficiary of a number of trusts and 
is also Ii trustee in other trustll iii whieb he is not a 
boneficinry. The trusts have been Cl1IIlted in suclt a 
way that the Rpplicability of Scction 64 ohbe Income.; 
tax Act on fhe hasis of c ~  tramrcr ofl\S!!ets is render. 
ed ~ l  .. 

The study has, thorefhro. como to the conclusion 
that the existing provisions of the al ~ a  Act and 
Rules ,thus PI'ovide sufficient levers", to tho persons 
controlling monopoly houses 10 minuniso their contri-

n~ to the national exchequer. Hovcvor, the 
calculations l11aJe by the DOparlinent show that  the 
oost of assessment and collection of wealth-tax for tbe 
years 1978,79, ~  and J980-81, worked out to Ri. 
3 ·47 CrON$, 3 ·61 crOl'OS and 4 ·10 crores respect1voly. 
In terms of J'!II'oentagc of the wealth-tax ~  it works 
out to be ashlghas to 6 '26, 5 ·61 and 6·13 m thorespoc-
liw years. The corresponding figures of cost of colJec.. 
,t.ion of ill come t!lX in terms of percentago work out to 
3 ·55, 3·28 anti 2 ·59 during tho respoctivo l"I'rs. 
APp8mu)y,the cost of collection does not include tbe 
burden of Racial compliante,invalved in the valuation 

"iIIlt::z 
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8. :!·59 Finance (Revenue) 

of ItIIIDtS by private reaistorod valuers. lawyer's fees. 
court Ales etc. 

Tho Committee have in the subsequent Chapters (If 
tbislloport dealt with certain important aspectS of 
administration of wealth-tax in the Usbt or fRilum 
(Lnd omissioDS pointed out by audit. The Committee 
trust that the Department would take oiJ'ective mea!lURIII 
to .. that tbe lacunae pointed out by them aro ~
voly'dealt with and the scope for lax evasion/avoidance 
ill reducod to the maximum extent possible. 

The Committoo find that the number of wealth-tax· 
ca.~ pondin81ll15e9Stnent as at the end of the year 1976 
77 was 2 ·89 lakhs. This figure has sone upto 4 ·3,2 
Iakhs as at the end of 1979-80. The assessments 
comploted during those two )ears numbered 2 ·80 
laths and 3 ·26 lakhs respectively. The Committee 
are concerned to find that the arrears of wealth-tax 
demand have increased from Rs. 52 ·75 c .~ in 1976.77 
to RI. 184·08 crores in 1978-79, Rs. 180·54 crorcs in 
1919-80 and ftnt up further to Ks. 217·1J Crore!! as 
at tho erut of 1980-81. Compared to the actual collec-
tion of the order of Ks. 64 ·47 croros in 1979-80 the 
arrears would anlount to more than 3 years' collections. 
The above ligutes do nol include the amount locked up 
in tho pendin8 a n ~. According to the calcula. 
tions made by the Ministry on t he basis of ."eraSo 
demand raisod per assessment durina the years 1975-7fi 
to 1977-78, the estimated tax locked up in the pending 
assCssmentll is or the order of nearly Rs. 67 crotes. 
Thus the tOlal outstanding ~  to the exchecluer 011 
account of wenhh-tax domana. amount to as hlah 
11 lIum as nearly Rs. 248 crorcs. The Committae 
have c ~ c  III the subsequent paragraph.. the 
\ .... Ious remiflCations of this problem. The Committee 
must. however1 at, the OUlset ellpress their deep sense 
of alarm at tbls situation. The Committco tearet to 
point out that the evidence tendered before them 
by the representative of the MinistrY of Finance did 
not refIoct the amount or c:onc:orn tbat the}' exJ*:ted 
in such a situation. The Committee trust that at 
leut DOW the CBDT would realise the gravity of the 
problem anel come out with a spec:ifk: plan of action to 
cleat the backlog or /lSSCssments and what is more 
important, collect the revenues due to the exobequer 

Tbo data furnished to the Committee reveal tbat out 
of tbe total demand ohhe Ol'der of as. 180 ·54. crores 
outatandln. on 31 March. 1980, J 1 Commisslonors' 
charJD8 in Bombay, Delhi. Calcutta/West Benaal, 
Oujarati Karnataka, Madras I Tamil Naduu 
accounted for as much as Rs. J 28 ·14 crores. 

The Committee have beeD informed that the 
reasoft for the sudden increase in the atrears of demand 
from lU. 56 ·41 crores in t 977.18 to Rs. 84.08 Crores 
in 1918-79 was the bar of limitation introduced by 
tho Taxadon Laws (Amendment) Act. 19';'5 accord'DIL 
to which no &lMSSDJent for the assessment ycars upto 
1974-15 could be mad. after tho expiry of four years 
from I April. 1975 I.e., after II Marcil, 8979. As a r_t. tbe clisposal orwellltb-tax ~ n . went up 

Q.P 
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from J ·19lakbs In 1977-78 to 4 ·75 lakhs in j978-79. :rhc c;ha.irman, Central Board of Direct Taxes admitttd 
tn eVidence that "the arrears aro diliproportionatc to 
tho amount of revcnue that we are col1ectll'lg annually 
from the levy but this position was not there till 
1978-79". . 

Whilo the Committee do ~ tbat tbe bar of 
litnitation imposed for the first time in 1976 resulted In 
f;LUidon $purt in the demand of Wealth·tax, they ale 
not able to a.\'lpreeiate why inspite of the emphasis. 
laid on the disposal of the wealth-tax assessments in 
tbe subscQuent Action Plans, the arrears continue to 
rise. The Committee desire that the eleven a ac.~ 
mentioned above should be enjoined to intensify the 
collection of arrear demand and their )'ICrformance 
closely monitored by. the Board. 

Finance (Rovonuo) In the 38th Report (7th Lok Sabha), the Public Accounts 
Committee bad recommended that the Wealth-tax Act 
may be amondod to provide for a period of two years 
(instead of (our years as at· present) beyond which the 
bar of limitation would apply. The Committee would 
like to reiterate this recommendation as it would 10 a 
Ions way in ensuring simultaneous disposal of Income-
tax and wealth-tax assossmcnts which would be in the 
interest of rewnue as well as the a c .~. 

~ nan. l  (Revenue) 

'JIbe Commitloo wero informed that it had been 
impre.'lScd upon the wealth-tax Officers that in ~ 
whore the wealth declared is more than Rs. 5 lakhs, 
the a.'ISOSSment for both income-tax and wealth-ta." 
purposes should, as far as possiblel be taken up together. 
Despite these instructions the Mmistry were not in ~ 
position to furni.'lh to tho Commitloo the break-up of 
the amount of tax in arrears by tbe sife of wealth &sse.'I-
sed in the wealth-group below and above Rs. 5 lakhs. 
It is ~ tJUlt the instructions have remained only 
onpaf!Cll'. 

The af'C'.wise breakup of arrears furnished to the 
CommIttee· shows that out of the total outstanding 
arrcilrs of the order of as. 180·54 ClOfCS as on 31 
March, 1980 the arrears or current demand i.e. those 
raised during 1979.&0 amounted to RI. 62 ·43 crores: 
those between t to 3 years old amounted to Rs. 102'28 
crOte9; those between 3 to G years old amounted to Rs. 
1053 crarer;; those between 6 to 10 years old amounted 
to ·Rs. 4 ·08 croteli while those over 10 yeal'S old account· 
ed for the balance Rs. 1 ·22 cl'ores. 

The Committee further observe that of tho above 
stated arrears of ~. 180 ·54 crorcs, tho total demand 
in dispute before the Appellate authorities, Courts 
etc. amounted II) Rs. S5 ·29 crorcs. This included 
RI. 28 ·36 crares in resJ*,.'t of which there were neither 
stay orders nor were they covered by ~  for pay-
mont in in'ltalmenls. Denlt\llds aareaatms RI. 3 ·75 
crores oaly were stayed by the Courts. Demands 
totaUin. Rs. 18·90 crorcs were in the nature of protel:-
tiwBMftsments in appeal. Demands involvin. a 
awn of as. 1 ·14 crores etoOd reterred. to Settlement 
CommissIon. Of ~ balance demand of RI. 124 ·26 ---...,------...----_ .... _.-. -.---
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croros, th"demand awaiting adjustlllCnt 'or verification, 
Ilmounts duc from companies und!'t liguidation or 
from perstlnS not traceable etc. amounted to over Rs. 
12 ctorcs.. Thus, tbe net undisputed. arrears of wealth-
taxbave been a ~  to be of tbeorder of Rs. 112 
c~. 

The .tlbove . data clearly disproves tho widespread 
improBioD tbat latSC arrears /)f demand are due. to 
. sta)l orders and/or on acoount of delay in disposa1 of 
the cases by the Courts. The generalised reasons si'lOl1 
by the Mini9trY for the hu.oaccumulation of arrearS 
are insolvency. emigration to a l al ~ n 
reliOf underconsldaradon and petitiOns for wai vcr 
of penalties pwmdina considcratiQII. Tho Committee 
conalder tbe situation to be hishlyunstiasfkctory. 
They would urge the Department to. make aD in4epth 
caU80-wi90 analysis of the lar., Amount of wealth-tax 
&mars awaipn, realisation so as tOIOJI'IIpte such of the 
demands which are not realisable and bll't'C to be wduen 
of( and detcnnino withsomo precision tilt amount 
wbieb is doarlydue to the excbcquor and mullt be 
realised o)(peditlou1l1y. 

Tho SpeciaicoU should be a ~ to undertako this study 
and tho Committee should be informed of the measUres . 
lakon or .proJ)O!lCld in this regard. 

Finallce (Revenue) Tho information furnished by the Ministry with 
reaarcl to tbe IlUmber of wealth-tax asSOSSOOII aw>nlina 
to tho "izc of their wealth sbows that the numi:er 
of asse&"ICIeS having assessable wealth above RII. 20 
lakll& was 784, tbose havinS wealth between Ra. lO to 
20 .lakbs was 3776, those baving wealth tetwccm Rs. 
S tOlo lakhs was 12,147, while ,those having wealth 
boIow Rs. S laths ·numbOrod 3 ·02 lakh.'I all at the end 
of 1978-79. TheCOlnrnittee arc surprised to find that 
in tbet records oftbe Department there wore only 4,560 
porions in tho wfloJe country havinS a net wealth or 
over R.I. 10 takhs and only 16,707 persons havina • 
·rIft wealth of over Rs. 5 lakhs. 'I'bo ilata fumlsbed by. 
thO Ministry also indicate' that as dDY as 94 ·78 per 
. QID1 o(tho ~  have net wealth below Rs. , 
laklt'l. 'TIle Ministry have informed tbat "'the number 
or woakh tax RSSOSsces ac:cordins to size of ~  wealth 

.. is based upon tho I1mount of total not Wealth assessed 
after allowing exemptions and dedwctions of varying 
amounts in accordanco with the relevant provisions of 
lbe .law. Also, tbent are .likely to be a numbcror' 
'persons' who will be having a net wealtb or over RII. 
10 Jakhs or Rs. 5 lakh'l but Pot included in the number 

'. 

or persons mentioned in the reply ...... becau.'Ie tbey 
bc.Io.ng to ca!tlr,ori.:'l which are not aSSO$sable to wealth-
. tall." 

In view of this p<)silion of fhe matter and parti-
cularly in v_ of tar., incroaso in value of movable 
and immovable assef.'l.in the last few )"OIrs, il would, 
in tbeopinion or the CoounittClC, be dc!irable if the 
exemption limit of ~a a  is fixed at about lis. 5 
lakhs so that the Depattmmt maybe able to function 
elfectivoly amt a a a~  ao far as colJectjon of 
revenue from l*'Sons l l~ lar..,r wealtb is conCO!'-
ned. . •. 

.~~  •. a. _._ •. _ ............ __ .--...-. ______ ..... ~ ....... ~.  .• _. __ ._. 
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~ n  the dowlopioa nature of tho coonomy and 
tho sky-rockettiua pace of iDcroesc in tbe valuo. of roal 
~  in recont yaars, the Committee arc not in a posi-
tion to plaoo reliance oil the data furnished to· them. 
Obviously. ~ bas been no· worthwbilo effort to 
locate new a.1SOSSees. . It is no secret thllt a larger 
number or hiah COSl buildinas particularly ill tbo 
metropolitan cities, have been comins up ~  tho 
years; In case concerted and well directed efforts 
al1l made it would not be surprising to tho Committee 
if 12,147 wealtb-tax assosseos between Rs. S lakbs 
to Rs. to lakhs rcpDrted for the entire country, al1l" 
found in one big size city alone. 

No data haw bl:l:lI fUrllishcU to tbe Comnilitoe With 
rcprd to· the arrears out-standing qainst assossoos 
in tho slab of over Rs. S lakhs. However, tile Ministry 
have furnisbed to the Committee data showina out-
standing demand oJtCeCding Rs. 10 lakhs in each case 
whichsbows that as on 31st March, 1979,1980 and 1981, 
the total arrears ill such cases amounted to Rs. S2-o8 
crotOS, Rs. 63 ·03 crores and Rs. 75 ·29 crores teS,*-
lively. The Committee were informed that inslrucl10n!l 
bave been issued tI' the ctrect that in cases where the 
demand locked up is inore than Ro;. 10,000 tbe Appel-
late Assistant C..ommissioncrs should treat the case as 
a priority casc. FOI' the Commissioners of Incomo:.tax 
(Appeals) tbe corrc:sponding Umit ~ Rs. 50,000. Appa· . 
rently these instructions have not bad tho desired efi'ect. 
The Committee consider that if only the Department 
could concentrato on these biger cases, they could 
make a substantial contribution to the collection of 
outstandina demand of wealth·tax. The Committee, 
therefore, urge that 1 he Department should tako con· 
certed measures under a time bound proarammc to 
settle these cases which have locked up bup arrears 
of revenue. The steps taken in this regard should be 
roported t.o tho Committee. 

From the dl!tailed particulars of the top SO asscssces 
against whom there are heavy arrears of wealth·tax 
the COmmittee find that the total arrears of wealth· 
lax against these 3S!;eSsees amounted to over R.s. 46 
crores on 31 Match.1980. 13 of these a.~  agalOllt 
whom the outstanding arrears ranged between R.s. 
1 ~  crores to Rs. 5 '47 crores accounted for total 
outstanding of the order of Rs. 28 '73 erores. Moat 
of these demands are stated to be in dispute. In one 
~  the defaulter (Shri Dbnram ~  left the country 
without obtaining clearance certificate from the Income' 
tax authorities. The arrears against 8hri Dbaram Teja 
amount t() lb. I '76 crores. Action is stated to have been 
taken agaist the carrier Airline under the provisions of 
Section 230(2) IUld (3) of the Inc..-olUe·tax.Act. The Com-
mittee were jnformed in evidence that as on 31 March. 
1979 the Income-tax demand against Sbri Dhatam Teja 
was on the order of Rs. 6'SO crares. The compeJlSll-
lion paY'dble to Shri Dharam Tej consequent upon the 
nalionalisation of the Jayanti Shipping Company 
amQuntinB to Rs. :I ·32 crores (apptox.) was attached. 

The Committee find that in a number of ca\es appeals 
arc pending before the Commissioner (Appeals) while 
in one case1'C\;sion and settlement 'petitions are pendin, --------------_._. __ ...... _-_ .. _---------_._ .. _-
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before tbe Comtnillsioner. Requests are stated. to have 
been made by the Departmc:nt to the. Commissioners 
COllCCl1led. to acCord priority to the dIsposal of appeals. 
The Committee would like these caacs to be punued 
actively by tbe Special Cellln the CBDT with a view to 
cnsurina that these are disposed or without much 1011 
of time. 

The Commillee fiDd tbat the number of tax J"e(4)very 
certificates pending disposal as at the end of tho years 
1977-78, 1978-79 and 1979-80 in respect ofincomc tax 
and other direct taxes put toaethei was 28 ·43 1akhI, 
29 ·041akhs and 28 '211akhs respectively. The number 
of certificates dispo6Cd of wholly or partly duriDI theBe 
yean was 6 ·71 lakhs. 6 -661akb& and 5 '27IaJdu "spec-
tively. The tOlal demand certified for R:COVW)' &:luriq 
1979-80 was of the order of Rs. 1027 ·61 crora of which 
Its. 287 '61 crores was recovered durina tbe years. 
leaving a bulanee of Its. 740 .crores. TIle Committee 
were informed that statistics for Corporation Tax and 
Wealth-tax were not mQ:ltained separateb'. Jnibn!a-
lion regarding the number and amount of arrears for 
which recovery certificates have: not been isaued IlII also 
reasons for non-enforcement of recoveries after certifi-
cation in cases involving arrears of tax of Rs. 1 Iakh 
and above is also not readily available with the Depart-
ment. The C.onunittee consider that broadening of tbe 
data base is essential for proper monitorin.. The 
Committee would, therefore, emphasise the need for 
maintaining essential 5tatiStiCR for each direct tax se-
parately under broad income JlOUPS illY below t Jakb. 
J to S Jakbs, S lakh.q to to lakhs ele . . 

ll~ the large number of recovery certificates 
awaiting disposal year aCer year, tbe Committee con-
sider that there is Deed to strenatheD and streamline the 
system. TIle Committee would like to be apprised of 
the steps taken by tbe Department to improve the Rystem 
in the field and the results achieved. 

The Committee note tbat the penalties incJuded in ar-
rears of outstanding demand exoectdiDi RI. 10 lalcba in 
eac:b case were as hish as RI. 21 '20CI"OI'CI apinst the 
total &marS of RI. 75 '29 mores ill tbeIe c:asea as on 31 
~ . (The correspondina fiaure of aneara of 
penalties on 31 March, 1979 WIll .RI. 4'97 c:rorea out 
ottotal arrears of RI. 52 -os aorea in the80 cuea). Oat 
of the above amount of RI. 21 '20 Cl'OR$. S1tica to 
tbe tune of Ils. 10 '53 crores were outltan apiDst 
as tcw as 20 assessees. 1be amount in indM ualc:ua 
varies from Rs. 28 lakhs to nearly R.; 211 Iakhs. The 
Committee were informed that "pOnaltica wen not up.. 
held in most of the cases and were reduced in a number 
ot cues by Appellale authorities'. h bas also been 
admitted that cases of vexatious aasessment. or additions 
made on frivolus Il'ounds did 10mcdmes come to the 
notice of the Board. While sud1 tendency which 
certainly cannot be widespread, bas to be curbed and the 
,,-nina officials suitablY taken UP. thoCommittce coDl1der 
tbat the Department muft CODQUmntly study the deoi· 
sions of ~  with a view to finc:lina out the 
l-raBOIlS why d,e penalties ~ not uphold ill most of the 
cascs and are reduced in others by tho Appellate authorl" 
ties with a view to ilDPl'Ovinltbc quaiit>' of QSlG8smiDts. 
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21 2'72 F'inangc (R.ovenue) Tbe Committee further ~  tbat effective moDitoriq 
of the outstandllJlS above • 10 latbs should be dODO 
by the Special Cell In the Central Board of DiRct 
Taxes so that larae amounts of reveDue do not remaiD 
l~  up in departmcntalproceedinp for unduly lema 
penods. 

22. 3·8 Do. In the case dted under Audit parqraph 4 -06 (0. 
althou&h the value of the property in question was more 
than Its. 5 laths and the value returned by the assessee 
was also less than 8 times the net rental value, the case 
was not l'eforred to the Valuation Cell for valuation as 
~  in the Board's instruction of December, 
1 I. 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 c:harre additional wealth-
tax in respect of urban immovab e property for the 
assessment years 1974-7$ and 1975-76. The IIS6e8S-
ments are since stated to have been rectified and the ad-
ditional wealth tax dues have been realised. The Com-
mittce resret to observe that the assessments for the as-
~n  years 1975-76 .nd 1976-77 were not checked 
by Internal audit even though they were requi ~  
do 10. 

2l. 3 ., Do. The Committee find that the re-assessmeats 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 srounds bas not been 
made available to the Committee (April) ~. In 
any case, loss of revenue to the exchefaer caul have 
been avoided if the Wealth-tax Oftlcer d made a re-
ference lib Initio· to the Valuation Cell for valuation. 
The Committee desire that the Wealth-tax Officer con-
cerned should be suitably taken up for the nellligenCl 
in this case. 

24. 3 '16 Do. Para 4.Q.1(i) of the Audit Report refers to a case in whieh 
a statutory reference was made under Section 16A(I) 
of the Wealth-tax Act, 1957 and it was bipding 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 railed to act on the Depart-
mental Valuation Report'. The resultant dislOClltion of 
assessment papers is attributed to shifting of the office 
of the wealth.tax officer assef.Sing this case to a different 
building. Thereafter. the case was transferred to 
another Wealth-tux Officer. The explanation is hardly 
convincing. Obviously, there has been a failure to main-
tain the records properly. The lAC who WI!S requin:d 
to keep a check on such references also failed to exer-
cise necessary supervision. The Committee trust that 
more vigilance shall be exercised in such mutters and I.he 
Board's instructions scrupulously followed. 

25. 3'23 Do. The case mentioned in para 4.07 (ii) of the .Audit Report 
again highlights the failure of the assessmg officer to 
conform to the depurtmental valuation resulting in 
under-assessment of wealth of Rs. 31 ·87 lakhs: On ~ 
omission be:: pointed out by Revenue AudJt, addi-
tional deman of the order of Rs. 91,976 has been 
raised against the three IlSScssees for the assessment years 
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26. 3 ·28 l l ~  

27. 3·66 Do. 

28. 3-67 Do. 

J97lo73 to 1974-75. HoWC¥eJ', tor tbe earlier two years 
m., J91O-71 and ~  the rc-asaessmont proceed-
in&a -bave become time-barred. The Committee con-
sider tbat in lIuch cases of alarilll failures, tbe Wealth-
tuOfBoer GOi'Icemed should be suitablY taken up. The 
Committee W4n1kt like to be informed or the action taken 
aaainst tbe conc.:erncd cc ~ The Committee would. 
alSo like to be informed about the position of re<:OVCry 
of the additional demand. 

14 a somewhat similar case cited under parqraph 4 '08(i) 
of the Audit Report, the Wealtb-t-. 0IIIcer r.ilcd to 
work out the c:orrec::t area of Iud which was available 
in Income-tax rcx:ords of the assessee for wealth·tax 
purposes. Consequent uodcr-assessmeot of wealth 
qarepting to Rs. 36 ·29 lakhs resulted· in short levy 
or tax or lb. 86.706. The assessments are stated t.p 
have been set aside by the Commiaioner of Income-
tax on 11 March, 1981 but re-asaessmcnt proc:eedinp 
had Dot been completed upto September 1981. This 
ls a case of failure on the pat;t of the ~ a  oftbr 
to properly correlate the assessment nwse uuder two 
direct taxes 'liz., Income-tax and Wealth·tax. That 
this should be so despite constant exhortations by the 
Committee and repetitive instructions issued by the 
Board, is rqrettable. TIle Committee would stred the 
need for tighlening up supervision at the level or I. A. 
Ca so that such mistakes do not occur. 

Rule 1 BB incorporated from 1 April, 1979 governs 
valuation of residential how;es 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 actual cost. In Kusumban D. 
Mahadevia Vs. Commissiooer of Wealth Tax (124 
ITR 799), the Bombay Hip Court have held that a 
rule "made under Section 7, must be for the purpose of 
carryi .. out the object ofsection 7, the object being to 
determme the marltet value as contemplated by Section 
7(1)." The Rule thus contravenes the principle of open 
market value provided for in Sec.'tlon 7(:,] ) in respect of 
fully marketable assets like real proPerty. Further-
more. Rule IBB is irreconciliabJe with the provisions of 
t)1e Iftcomc tax Act and the Oift·tax Act wherein the 
prioaple of fair market vaJue determined by normal 
market forc:ca, continues to apply. The Committee 
l.1ODSidcr that since Rule ] DB lays down an alloiC'!her 
different mode of valuation of house property which 
bas nothing to do with tbe concept of fair market value 
as enumerated in Section 7 (1)/)t is a substantive provi· 
sion and a separate law in itseu-The Committee, there-
fore, desire that the views of the Ministry of Law should 
be obtained in this resard. The Committee would like 
to be apprised of the same. 

The Committee find that after the incorporation of Rule 
1 DB with effect from 1-4-79J the maintenance and updat. 
iag of record of rental values of houses used for resj· 
chntial purposes bas assumed added importance. The 
Committee have been informed that only some of the 
units of the Valuation Ceo coDed data on rental value 
-In their respective areas which is kept as a continuous 
recored for reference in ~ cases and utilIsed •• and ----................ ---,.----............ ------------.... ~ ........................ ----
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when necessary. 'l'beCornmittec would iniprcss 'Ilpoo 
the Board the need to devise better information 6)'1tems 
and control mechani6DlS to ensure collection and ~ 
semination of data on sale of Jand/houscs. rental values 
in close coordination with the municipal authorities, 
Jleajstration ofIklet of the State Govemmente, State 
Housing Boards etc., The Committee would like to be 
apprised of the stepS taken in this direction. 

FinaDce (R.c\reauc) The Committee find that the average time taken by the 
Valuation CeUs for linalisatioo of valuatioo Ott a rcCeren-
co is 4 to 7 months dcpendins on tbe nature of rcCerenc:e. 
On an aver&8C, the Valuation Cells in the Northern and 
Southem Zones flIIalised 17,133 and 9,479 valuations 
per year respectiwly 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 'IS(lii») shOWl 
that the values determined by the Valuation Cells ranged 
from 212 to 280 percent of the values returned durins tbe 
rears 1977-78 to 1979-80. The Committee have been 
mformed 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 selected 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. 

Do. 

Do. 

Do. 

The Committee find that out of 74 properties in West 
Bengal and Tamil Nadu charges, (certain clarifications 
in respect of Delhi and Bombay are still awaited), cover-
ed by the sample study on the basis of assessments com-
pleted during 1974-75 on the basis of valuation made 
by the Valuation 0:11, the valuation was disputed by 
the Ilssessces in 38 cases. Tn 20 cases, the valuation 
made by the Cell was. totally confirmed by the AACI 
CIT(A)/Tribunal and partially reduced in 13 cases. In 
the remaining S ca.~ ~  it was totally reduced by the 
Appellate authorities. 

The Committee thus find that the values determined by 
the Valuation CeIl 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 tbe tendency on the part of the asses-
sees to undervalue tbe properties, it is equally necessary 
that the valuation officers act in a judicioUl! manner and 
be fair both to the assessees and the revenue. This 
undencores the need for proper selection and training 
of the personnel employed for this work. 

The large arrears l~ an n  both in the Northern and 
Southern Zones also point to the need for streamJinin,g 
the functioning of the Valuation C.ells so that the pen-
dency as well as the time!a, of 4 to 7 months in complet-
ing the valuation are effectively reduced. The Commit-
tee, therefore. su,gest that a work and methods study 
into the functioning of the Valuation Cells should be 
carried out and necessary action taken in the lipt 
thereof to streamline the system. 
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33 30'72 Piauce (bwDue) The Committee have been informed that Section 7 ~ 

of Ute WeallMax Act efl'ective from ~ 1976 coup 
with Rule 1 BB etrective from April 1  9 have tended to 
raduec the number of references made to Valuation 
CeUa in cases of residential properties. The Department 
ia separately CODSideriq framiq a rule for coinmorcial 
properties. The ChairmaIl, Central Board of Direct 
Taxes stated in evidenQe that "it would be better if we 
have rules for the remainiq type of properties also and 
do away with the Valuers' certifkates tomp1etely: 

34 3-73 Do. The Committee tonsider that so Iona aa the avowed 
object for which the Valuation Cella were set up ,I •. , 
that of preventiq large scale a'VOidance of taxes by un-
_-statement of the returned value of MlCts and' 
DlAJcinI investment of unac:c:ounted money in real estate 
unpro table and unattractive is not achieved, the need 
for such an orpnisation win remain. The Committee 
would therefore expect tbe Ministry of Finance to keep. 
a close watch on their functioDina. 

35 3·74 Do. The institution of registered valuers wu 1ntl'Oduccd 
with. view to brinJinI about better rquIation 
and discipline over non-oftic:ial valuers. ~ 
number of relistered valuers as in July 1981 wu 
3283. Of thne, 2031 were in respect -of immovable 
properties, 574 in respect of jewellery. 235 is respect of 
apic:ultural lands, 193 in respect of stocks, shares. 
eec:urities etc. 186 in respect of machinery and J:lant 
49 in respect of plantations of coft'ee, tea, rubber and 
cardamom, 10 in respect of life inteRSt, reversions and 
interest in expectancy, 3 in respect of mines and quarries 
and one each in respect offorests and works of art. 

3. 3'1S Do. The Committee have been informed that one of the 
reasons which adds to tbe work of the Valuation Cell 
and leads to delay in the disposal of valuation cases in 
that the registered valuen do Dot fumillh the valuation 
reports in the form prescribed ncr do they live all the 
required  information. However, there has betn no case 
of a registered valuer apinst whom action has been 
taken 80 fat under Section 34 AD for misrepresentation 
of suppression of a material fact or for misconduct in 
bis ~ nal capacity. 

37 3·76 Do. The data furnished at the instance of the Committee 
shows that the propc.lrtion of wealth-tax returns sup-
ported by valuation done by registered valuers in tbe 
various Charges varieR from 5 to J 0 per cent in the 
Patiala C.I.T. Charge to 72 per cent JD WeRt ~  
(CI and ell) Charges. The number of cases in which 
the balii. for valuation adopted ~ the J"CIiuercd valuers 
was questioned/di5approvcd by t  e asscssin8 officers is 
anywhcre between 1 per cent in Shillong C.I.T. Charge 
to 76 ·43 in Tamil Nadu (Central) ~. 

3. 3·77 Do. The Charses where the perccnlaae of cates questioned/ 
disapproved by the asscss"!fi officers was high are 
Bombay CI "n ~  An bra Pradesb I "U (54 %), 
Gujarat-all a ~  ( 66], Meerut (50%), Wcst Denial 
J 4 II &(C) (%). Dsiderin8 the hitlb percentage 
of such cases and the admitted fact that the registered 
~  tend to delay &ivins Information and eVCll 
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~n do not .give an the information required, the Com-
nuuee .c~ l  ~  ~ c  is need for exerdsiDgltrk:ter 
SupeI'VI5lOn and dlSClpline over the registered valuers. 
The Committee would. therefore, like a sample 8tudy 
to be made to find out the type of deficieDcies peraDy 
noticed with panicular reference to the amount of under-
al a ~ noticed by the assessing oftlcen/appelJate 
~ n l  so as to find out to what extent the iDltitu-
t10n 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 Cmtral direct 
~a l. l ~  gift tax, estate duty and capital piDa tax. It 
IS also Important for State taxe., lite resistration 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' bas been 
departed from in respect of residential houses for wealth 
tax purposes under Rule 1 BB of the Wealth Tax Rules, 
t 957. Even where the basic principles remain the same, 
dilferent modes of valuation have been presaibed by 
rules or instructions Issued under different tax Jaws. 
In the resultant situation different values for the self 
same property are determined at the same time by 
diJferent 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 Sabba). where dift'ereDt values for 
the same proPerties are adopted for purposes of different 
taxes though the principles of valuation as weD 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 oyer DOIl-
official valuers. Despite the speci& recommcodatioDS 
of the Public Accounts Committee contained in a .~ 
2'7 of their II 7th Report (4th Lok Sabha). and 3 ·98 
of their 7th Report (6th Lok Sabha) about the Central 
Board of Direct Taxes exercisinJ proper control over 
the registered valuers and in spite of the pOWCft given 
to the Board for that purpose under Chapter vn (B) 
of the 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 registered valuers 
do not furnish their valuation reports in the form  pres-
cribed under the rules and do not give aU the required 
information'. As a measure of ,further control depart-
mental Valuation 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 Centroll direct tax laws. The evidence before 
the Committee would cast serious doubt on the efficacy 
ofthese Valuation Cells also. The Committee have re-' 
peatedly come across cases where ret'erenccs on question 
of valuation were not made to tbeValuation 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 tbeir veluation re-
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porta is also far too ~ and the number or cases 
nmainilll pendinJ with t m very hiah. In a l:!ra 
number of caSes valuations liven by the Valuation Ce 8 
do not stand the test of appeal. 

40 3'79 finance Tbe Committee are of the opinion that this multitude 
(Revea.ue) of . legal provisions modes of valuation and 

valuation authorities for the valuation of aclf-same pro-
t:;!!es has created a situation where property taxes have 
me a matter of great harassment as wen as abuse. 

While unscrupulous people arc able to evade payment of 
Central, State, as well as local taxes with impWlity. the 
honest lax payers arehara.ued 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-
mentalion macbinery would go a tOOl way in improvin. 
tbe administration of all these taxes and also in amelio-
rating tbe hardships cauaed to the tax-payers OD this 
account. The Committee would stroJ1lly recommend 
that the Government of India should in c n.~ a  
with the State Governments, arrive at a comuion prin-
ciple or valuation for all propeJ'!Tc taxes in the country 
and act up an autonomous valua on authority free from 
departmental or extraneous inftuenccs which should ap-
plying this common principle of valuation, determine-
objectively the values of all real properties at least in 
tbe urban centres in the country. 1be values so deter-
mined b)' this authority could be reviewed/updated by 
it periodically, say. at quinquennial intervals. the valua-
tion certificate given by tbis authority in respect of any . 
particular property should then be necessary as well as 
su8iaent for all taxes relating to that property. Omt-
ral, State or local. 

41 3·98 Do, The Committee find tbat with the anc ~ of soo-
additional posts. of Inspectors (Survey) m June. 
1979, the Survey Orpnisation bas been set up on a 
permanent footing, Eight Commissioners of Income-
tax desilDated as Commissioners of Income-tax (In-
vesaiplion) have recently ~  at Delhi, B a~ 
Calcutta, Madras, Ahmeda • Banplore, ~ a 
and Ludhiana. Tbcy are responsible mainly or carry-
iD. Ollt sun-eyoperations. To monitor the prOPCIS of' 
survey oPerations on aU India basis, a Director of In-
spection (Survey) has also been posted at New ])elhi, 
as Oft 31 Aupat J98I, 81 Income-tax Ofticers and 519 
inspectors were deployed exclusively for work Rlating to 
survey. The Committee find that insetc of such mas-
sive addluonto the staffstrenath a1 aU evels, the number 
of new wcalth-tax asacSIICCII found durin. the years 1978-
79, 1979-.10, 198()..81 and 1981-82 (upto October,J98l)' 
wall only 4,.4S2, 7,122, 3,119 and 1,79 respcctivel-y. 
1'bo additional demand raised was also Dot very ailD-
&ant being Its. 33 '44 laths, 20 '83 lakhs, J4 '79 lakhs 
and 7 -771akba durin. the re=ve years. Information 
reprding tbe tax actually co ected trom such assessees 
is stated to be 'ootpresently available'. 

42 3099 Do. The Committee have been ~ coacern in the 
post about the extent to which propenl vaJUII ani 
manipulated in the tax returns. An idea 0 the extent of' 
·11OD4scloaUlC 0I1111ets and or uoder-valuatlon of prope-
rties gould be bad from the results or the suney operatio-
ns i3.!lrrie4 out in South Delhi 4urioa 19'79080. Out of 
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OVer 3,000 new houaes that' were lurveyed oaIy 916 DeW 
wealth tax IlS8eMCIeS ~ added. As stated earlier, the 
total number of IlSSaIICICS in the wealth groul> of abow 
Rs. 5 laJths brought into the tax net in the entIre country, 
was 16,707 only a.'1 on 31 March,1980. 

The Committee find that there bas been a phenomenal 
increaso in the prices of real estate in recent years, parti. 
cularly in tbe metropolitan towns. In Delhi for exam. 
pic, the average rate per square metre for the residen-
tial ptots auctioned by DDA in 1981 ra. between 
as. 407 in East Delhi to Rs. 21996 in South Deihl/ 
Safdarjung Fnclave. In respect or conunen:ial plots the 
value realised was Rs. 6,225/- per sq. metre in West 
Delhi and as higb as as. 34,143 per sq. metre in South 
DcIhi (Dhikaji Cama Place). 1he 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 as. 150 to as. 4000 Per 
sq. yard in Bombay and Rs. 300 to as. 4.400 per sq. 
yard in Delhi. The cost of construction varies from RI. 
69 to Rs. 135/-per sq. foot in tbese cities. The Com-
mittee are therefore positive that this staaerinaty low 
fiaure of wealth-tax assessees borne on the rcaisters 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 t2-6-75 issued by the Central Board 
of Direct Taxes, information about saJe/auctions of 
land/houses/flats is p'tilered from various sources sucb 
as Municipal authonties, Improvement Trusts, Housir" 
B a ~ etc., and the InsJ)eCti1ll Assistant Commissioner 
(Acquisition) passes on the information roceived from 
the ~ n  authority to Wealth-tax OfBcer/Gift-t&x 
ofHcer{IftCOme-tax Officer for utilisation in the course 
of relevant assessment. . 

The Committee find that tbough instructions had been 
is.,ued by the Central Board of Direct Taxes to those 
cngapd in survey work to gather information in l'CSPCCt 
of properties from the records of local bodies, the 
Board do not have information about the number of 
property owners in large metropolitan areas. 'I'be 
Board have not even compiled a census of substantial 
urban properties. Considerilll the performance SO far, 
the Committee, therefore feel that there is no sySte-
matic now of information to the assessilll and valuation 
otIbrs in respect of sale/auction of Jand/bousea/flats 
and new constructions. Since internal survey forms an 
integral part of the survey operations, it Is Imperative that 
the machinery for collectilll rcIovant infonnation fionJ 
various sources with a view to detoctil1l evasion of tax 
is strenathCDed and streamlined. 

The CoQUnittoo find tbat the CBDT issued instructions 
in OctorJer, 1977 l'CI,uirins tlte Commissioners or 
Incomc-tax to arranp their Pf'OIl'IlJDJDC of survey in 
such a manner that all the areas in thdir mJ)OCtive charps 
were fully 09vem1 by the end of 1979-80; priority beina 
Jlven to posh localities/new localities and important 
markets. A further Circular ilsueel in AuJUlt, 1979 
emphasised the ooed for intensif'yina survey operations 
but shifted the taraet date covmna all important locaIi-
tie.\ to 31 Narcb. 1982. 
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47 3·'" Finaace The Commiitee have been repeatedlv emphasising the 
(R.cwnuo) need' for ~  survey operations in the posb 

localities. Oon&i '111 tho unprecedented OJCIlatioo 
ill the 'values or real 0'It&te in racent ,ears. tbe Committee 
cannot hut take a wrv dim view 0 the funcdonina of 
the Survey orpnisation. No clear and compreberisive 
pi('ture bas been pte5entcd to the Committee about the 
precise ,toaress made in this direction. Now that the 
deadHne filLed for the purpose is over the Committoe 
would like tbedata to be tabulated year-wise with re-rcrd to the number of ~l  aod tbe total number of 
OUles surveyed, the number of new a..1!CISSOOS located 
t0aetber witb full details of' the areas still remaining to 
be surYe1ed. The Committee desire that a city-wise 
Action Plan ahould be prepared for comp1etjDl the fint 
round of houae to hoUJe surveys by • stipulated date. 
This plan should also cover new mvkets. district cen-
tres etc., that have come tiP in tbe biaer towns In recent yean. .  . 

'" 3·105 Do. 11Ie Committee have no doubt tbat any cfI'Itrt in this 
direction would not succcod without keo.,m, clOse c0-
ordination with the municipal autboridos. tbe State 
HousinaBoards. resistration authorities etc. The in-
stitutional arranpments in this == need to be coo· 
sidorably improVed. 11Ie Comm ttoe would like to 
be informed of the measures taken or proposod. in this 
direction and the resulls achieved. 

-49 3'113 Do. Under Rule 1-0 of the Wealth-tax Rules. 1957. the 
market value of the unquoted equity sbarc5 of a com-
pany other than an investment company or a manalina 
~ comoanv sbal1 be 85 % of the ~  up value 
determined by c c n~. in tlie first instanoe the value 
of aU liabilities as shown in the balaQCC ahcet of such 
compan" from the value of aU assets !hown in 
the balana; sheet and tbon ~ tho net amount SO 
arrived at by the total amount 0 it<! paid up equity 
share capital. A further ~ upto 10% of tlte 
break up value i! allowed in the case of companiei which 
have not paid any dividends in the past years. 

sa ~ l  Do. In the case of inVC5tment comranie. the valuation ~ 
governed by the inltrudioDs i"llcd by tbe Central 
Board .of Direct Tilltos on 30-10-196". These i1'lstruc-

n~ ~ a ly contemplate a valuation based po the 
awrage of the valuec determined on t"e break-up 
value method and tbat determined on the capitalization 
01' the yield method. 

51 3 '115 Do Section 37 of tbe &tate Duty Act aod Ru1e8 10(2) ot 
the Girt Ta,. Rule. movlde for the valuation nf tho 
unlJuotcd shares of private co.mpalliet "bl' referonce 
to the value of the total asseb of tho camp toy" • 10 
th!"ir In"truclion No. 835 of 24 May. 1975, it was 
clarified by the Board that tho value under these ~
sions should be determined by the ln3k.up metbod 
takina the market value, and not the book vahle of the 
assets Of the company. 

52 l~ Do. In Kusumben D. Mahadovia V,. CoDlDlilllonor of 
Gift Tax (124 IYR. 799) tho Bombay Hith Qlurt 
held that the proviaioDl of Rule JD of the WiaJth Tax 
llUles are dirocto;y and. Dot mandatory and the r:ules 
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made under tho Act "must be for tho purpose of carry-
ina out thG object of Section 7' the object beIDa to 
determine the market value". in /ili.r& 4 ·29 of tbDir 
5Ist Report (7tb Lok Sabha) the'Pu lie Accounts Com-
mlttoo pointed out that Rulo lD" based on book value 
of assets would not bring out thG market value in tho 
case of a company which bas undisclOlOd auots, or 
where the book value is mucb below tho (air markot 
value. 1ft para 4 ·80 of tbe same Report the Committee 
also pointed out that the provision 'about discount 
l n~  the said Rule,.ID would also Jive an undue bene-
fit In the case of shares of a company which does not 
declare dividends presumably with a particulac desian 
and accumulates profits in reserves. Tho qU08tion 
of valuation of unquoted equity shares in investment 
companies was also commented upon in para 4 '31 of 
the sarno Report of the Commit too • 

.53 3 ·117 Pinance In Commissioner of Wealth Tax Vs. Mahadeo Jalan 
(Rewoue) (86 ITR. 621), and apin in Commisaioner of Gift 

Tax V.I". Kusumben D. Mabadevia (122 ITR. 38) lhe 
Supreme C4>urt held that the yield capitalization 
method based on the profit earnlnl capacity of tho 
company is the normal method and the break-up value 
method can be preferred only when the company is 
ripe for liauidation. 

54 3 '1I( Do. The Cbairman, Central Board of Direct Taxes testified 
in ovidonc:o tbat of the two reootisod motbodSt::fi-
talisation of the yield method was tter tban the k-
up. value mothod.HowcYOl', in view of tho practical 
dIfficulties involved not only in determining the yield 
but also tho maintainable profits in such cues, tho 
Departmental Committco (1976) favoured prescr.= 
the break_up metbod.1t was, hoWever, found in 
working that the break-up method resUlted in very low 
valuation in certain cases and also led to riSSing of 
shares. 

Tho Board had therefor framed draft rules in substitu-
tion of Rule 10 and public comments rocoived thereon 
were ~ examined. Tho representative of the Mini-
stry add that it is not possible to resort to caj!italisa-
tion in an CaSO'i. Despite the Supreme Court ecision, 
we cannot completely give up tho break-up value con-
copt .......... "In the Supreme CourtludgemoDt there 
is a sentence which says that althoug the capitalised 
value is a good method of valuing the assets, in c:ertaiD 
circumstances tho break-up method could also be 
resorted to." The Committee wore assured that Rule 
1 D will be so amended as to take care of ~  of 
shat05 and escapement of tax liability and at t same 
timo the intero,ts of assessee will be safe-guarded. As 
to the question whether tbo Rules made by tho Board 
were mandatory or directory, the advice of the Law 
Ministry was being obtained. 

35 3 ·119 Do. Taking note of the assurance given by tbe Chaitllllln. 
Central Board of Dir.:ct Taxes, the Committee would 
like tho rules for the: valuat,ion of unfaoted equity 
shares n~ finalised tick1),. Sinc:o tbe sic prinCiple 
is the mar ot value th In Wealth TaXI as well as 
in Gift Tax and Estate Duty, tho CommIttee would 
recommend that common ru1cs consistent with tho 
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proyIslons of tbDse three Acta shoUld be rran;a so 
as to eJ1S\II'8 tbat 4iJl'aDnt values are not assiJDed to tho 
same thares forl*'POsos of tbose three difl'emlt ta_ 
at tho same time. . 

Tho Committee woul4 also like to be informed of the 
views of tbCIM.lnistl"y of Law on the quesdon whether 
tho rulDs fral11tlld undOr' the Direct Taxes laws are manda-
tory or only directory. 

51 3·1)0 FiDaooe ·Undor the Gold Control Act. a doclaration is required 
(bvenuo) to be made if an individual possesses gold ~ll y 

excocdinl2000 grams and a family mora t  . n 4000 ,ame. ~ l n in respect of porsooal jo'W01lery 
or WCtIlltb tax purposes was withdrawn with effect from 
1 April, 1963. 

57 3·135 Do. Tho Committoe find tbat tho avera,e price of lold per 
10 grams has shot Ufo from RI. 184 '96 in J 97()' 71 
to Its. 1158 ·78 in 1979- whi"1e that of silver incrt*led 
from RI. S36 '68 per q. to RI. 2297':!l:, Ita. dUrinf 
this poriod. Giwn tho traditional at nt tt'l 101 
and jeweUorr. in the Indian sodoty and. tho tend.ency to 
koep the family possessions a close secret, it is no sur· 
prise that tho withdrawal of the concession in respect of 
personal jewellery has not succeeded in brinalnl any 
substantial numboJ' of asscssoos into tho wealth-tax net. 
Tho Committee were informed in ovidonco that nobodtl 
had been prosecuted for concoalmoot of such well 
ever since tho exemption was withdrawn. 

58 ~ 00. In tho circumstances, tho Committoe consider tbat 
Government would do 'WOO to restart tho exemption 
limit!! to a reasonable lewl koopinl in view tho current 
prices of SOld and silver 10 that enforcement of tho law 
become'l easy and meanin&fut. 

59 3·137 Do. According 10 tho Minislrf, valuatiOn of jewellery is 
an expert function and that no instructions on the = 
ciples to be followed with reprd to ita valuation ft 
booa laid down by the Board. Funber, tbore is no 
ot6cial price of IOld orsilYOr'. Tho market r:-; which 
vary from day to day are pgblishod by t Resene 
Bank of India. 

Tho Commiuec su,:,t that OO\'Ol'lUDOnt must lay 
down suitable rules or valuation of jeweller)' for the 
pidance of tho Valuation 0fIIcers. TbIIe Rulli 
should a1ao take can of tho type of cases of a'IOidanQe 
of tax liability mentioned above. 

QJ '04 00. n. Committee obHrve tbat a larp number of CUeI 
of mistakes or omissions ftndilll mendon in tbe Audit 
Iltport ro.ulted from rush in completion of pendilll 
aasessments towards tho close of tho period of limitation 
in 1979. Tho number of such wealtb-talt a .. smoots 
c ~  in January, February and Marcb,1919 was 
47,3 5, 64,953 and .47.728 fCllpecdYeIy. This repre-
sonts 54·8 per cent of tho total ..... ~ compl. 
during tho year. Durinl tho month of reb alone, 
31 per cont of tho total asseuments 'MIfO completed. 
At tho instance of Revenue Audit. tbe Central ... 
of Diroct 'taxes (Directorate of Inspection) [IT • Ai 
ordered. review in February, 1981 by the Interu 
Audit. of the assessrnectt completed durma the lut si,t 
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months of tbefinancial year t 978-79 whore the assessed 
wealth was owr Rs. 5 Jakbs. The review (Marcll1982) 
rowaled non-Iovy of additional wealth-tax in 167 cases, 
non-referon<:e to Valuation ColI in 141 cases, non-levy 
of penalty for non-payment of solf-assessmcnt tax in 
91 cases, mistakes in calculation of tax or in computation 
of not wealth in 422 cases. In aU 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. 

61 4'5 Finance The Committee desire that necessary follow up action in 
(Revenue) the remaining ca3C!l should be taken without loss of time. 

The additional revenue realised as a result should be-
reported to the Committee within six months. 

62 4'6 Do. 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 tho 
ill$tructiom issued in April 1979, rliterated that omis-
sions/lapses in not·referring liable cases to the valuation 
cells should be seriously viewed by the Commissioners 
of Income-tax. Nevertheless, the review of the assess-
ments made in the last six months of the year 1978-79 
where the assessed wealth was over Rs.5 lakhs, revealed 
as many as 141 cases of such omissions. Some of the 
IlUljor reasons· for failure to make reference to the 
valuation Officers, according to the assessment of the 
Board, 'appear to be pressure and rush of work' and 
'varying human temperament'. The COmmittee are 
concerned to note that tho provisiOns of the law have 
been rendered n ~ y by such omilsions. The· 
Board had asked t e Commissioners to ~  instruc-
tions to the Inspecting Assistant COmris..,joners to carry 
out necesary ill$pections and to chec the register Of 
references made to Valuation Olliccrs. The lACs arc 
also required to send at the end of each financial year a 
certificate to the O>mmissioner of having done so. 
Apparently these instructiOns are not being followed. 
The Committee take serious note of such repetitilC lapses 
and urae that strict action should be taken a~ n  the 
errilljr officials. The COmmittee would also ike to be 
apprised whether adequate institutional arrangements 
have since been made to ensure that the instrUCtiOns is-
sued in this behalf are strictly aiven effect to by the field 
staff especially by lACs and assessiDf oftlcen. 

63 5 '1 Do. The Wealth Tax Act has been on the statute book, for 
it ~a  of a century. The tax was intrOduced, along 
Wit the Expenditure tax in 1957 •. not merely as a revenue 
measure but also with the express objects of forming 
'an important constituent ofan intrted tax structure'·· 
and servins 'the BVowed goal of t Bttainment of a 
socialistic pattern of society'.-

64 5·2 . 00. According to the Statement of Objects and Reasons, 
"With income tax, Estate Duty and a tax on Capital 
8ains alnllldy in cxistance and with tho addition of the 
wealth tax and a tax on lar., personal expendltURI • 
. • . . the direct taxes will form a composite .system, 
made up ofcomplcmentary clements". With the same 
object. Gift-tax was added to the liBt in 1958. l1Ie idea 
behind this intca!atcd pattern of taxation, n ~ of 
the 8ugestion of Prof. Kaldor, was to cut out an escaPe 

-Statement of Objocts and Reasons. 
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rout. for tho taxpayer by providina that be abould pay 
tax not only 0t1 tho iacome eerneiI but abo on its 
accumulation (Wealth-tax) as we1las on ita transfer for 
coaaidoration (expenditure-tax) or otherwise (Gift-
tax). 

Under the Act, wealth-tax was leviable on the DOt 
wealth or every individual, Hindu Undivided Family 
and oomJ)8ny. Within three years, however, tbe wealth. 
tax on companies was aboliaMd with effect from 
J-4-1960. 

The exPenditure tax, which was anticipatoc! to becOme 
'a potent instnlment for reetrainlna ostentatious expen-
diture and for promoting savllllSt, was aJsoaboHsbed 
in 1966 for 'administrative reasons'@ Witb the open. 
ing UJ) of these escape routes, the oripnaJ KaJdorlan 
c:oncept of integrated tax system apparentJy ceased to 
exist. 

66 5... ~ In the administration of the direct tax laws this asPeCt 
or Intepatod character of these taxes was never Ii .. 
much importance by tbe tax authorities. An "almost 
total lack of coordination between the assessments Diade 
on the same asaessees, sometimes by tbe same assessiDi 
aotborites, under those diJfercnt taxes has been a subject 
of repeated adverse comments by tbe Committee. In 
para 4 '12 or their l86th Report (Sth Lot Sabha),·tbe 
Committee pointed out the chronic lack or coordination 
amana the assessing officers of the department and 
amon. the assessment records panainina to different 
direct taxes. particularly, income-tax and weaJtb-tax. 
While rePeating their concorn on this matter in para 
3 ·103 oftheir 7th Report (6th Lot ~ a . the Commit-
tee stressed that stePS should be ti.kon to lind an abldin& 
soJution to the problem of lack of coordination amona 
various direct tax authorities. Paraaraph 3 '2 and 3 '26 
of the present report are however indicative of this 
malaise c:ontinuing. Time and .n the Committee 
have also made a sugestion that the desirability of hav-
ing an integrated income and wealth return. at least 
in biuer cases, should be seriously consideftld .... The 
Committee have also had oa::asion to sugeat in Para 
4·25 of their 38th Report (7th Lot Sabha) tbat the 
limitation period for completion of assessments should 
be the same both under the Inc:ome-tax Ad and the 
WeRth Tax Act so as to n~ that tho two assessments 
are taken up to_or. Tbe Central Board or Diroc:t 
Taxes are stated tobave already issued administrati", 
jnstructions on tbis point. Despite all these recom-
rneDdations of the Committee, the evidence before tbe 
Committee is'c1car to the effect that the information avai. 
lable in the assessment records Pertainlna to difftnDt 
direct taxes, and in particular inoon:ac-tu and WOI'Ith 
tax, is not used even when tho assasmeots are m,ade by 
the same authority with the RIIult tbat uoacrupu}oua 
tax-payers arc able to JOt away by fillna different facts 
aDd fi&ures for PutP0Se8of different taxes. Therefore 
the noton of intoaratod tax structure providina a bar-

tPaa 62 of the Budsot Speech, J957.58. 
@Pata 43.of the Bodset IPCCCb, 1966-67. 
A·Para 1 'e9 of 117th Report (4tb LOk Sabha) 
Pnra J '21 of 25th Report (5th Lot Sabha) 
Para 1 ~ of 65th Report (6th Lot, Sabba) 
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rier apinst of escape routes has been found to be a 
myth, in actual workina. 

'The Committee are, therefore, of tbe view that tile 
a\lOwed ~ of an 'intep'ated tax structure' bas not 
been achieved in pradice. In tho desisn of dinlct taxes 
it was virtually, liven up when the wealtb..tax on com-
panies and later tbe expenditure tax, were abolished. 
In the administration or direct taxes the departmcot 
bas never done anythiDf beyond payioa lip sympathy 
to the concept. The Chattman of the Central Board of 
Direct T8Xe! concoded during evidence before tbe C0m-
mittee that tax evasion. wbich the intep'ated tax system 
was meant to tackle, bad "certainly iuCieased." 

As for the second main objec:t, i.e. the attainment of a 
socialistic pattern of society by reducing inequalities in 
tbe distribution of incomes and woaIth and by pRlVOld-
illJ concentration of wealth in fewer hands, the Com-
mittee need hardly labour the point that the direct 
taxes have not made any impact in ariating tb& 
growing disparities. After the abolition of weaJth..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 (Jnvestiption) Spec:iaI 
Cell has clearly brought out that tMush family con-
trolled investment companies have played a crucial 
roU in the growth and size of larae industrial boUSGII 
in the country. yet the wealth assessed in tbe hands of 
persons controllil18 these houses has declined over the 
years. The study bas pointed to the widespread avoid-
ance of talCes through devices like the creation of Pri-
viate trusts, transfer of assets to companies, riSlJing of 
shares, etc. Valuation of unquotcd shares bas been the 
subject of comment by this Committee On many an 
occasion in the past. SpeCific cases of tax avoidanco 
through the medium of private trusts were also comrnen. 
ted upon in paragrapb 59 of the Report of tbe Comptrol-
ler & Auditor General ofIndia 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 
Chainnan of the Central Board of Direct Taxes, in his 
evidence before the Committee referrad to devices like 
the so-called 'jewellery companies' which bold 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 ill little wonder 
that out of 3,46,291 wealth ta" assessees as On 
the books of the department as on 31-3-1980 
thase assessed to a wealth of over Rs. S la ~ 
each constitute only five percent. In absoulte term 
the number of such assessees is only 16,707, n number 
which could, in any realistic assessment, be exceeded in 
a single metrtlpolitan city in this cOWltry. There is an 
all round proliferation of black money which is eating 
into the entrails of the economy. Even sporadic sUtVc)'I. 
by the department have disclosed unaccounted invest-
ment in costly and luxurious con.'!truction, decoration 
and ornamental fitting, fixtures and furnishinss as 
mentioned in par.l210 of the Committee's 123rd RePOrt 
(6th Lok Sabha). 
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69 5·7 Jraftlftce A4 fer die revenue 1lJlIIc. after 25 years of its l ~  
(Revenue) the wealtho:eax OOlltri6uted a mere Its. 64 crores to die 

total tax rcvenuea of the Central Government of over RI. 
Il.SOOO'Of'OS in the year 1979-80. The ~ l  arowth 
of ~. . in the country with tfle develOJ'lDent of the 
economy under the successive Five Year Plans II 
MrdJy rdIecled in the collections of wealth-tax. Between 
the )IeIlh 1972-73 and 1979-80. while the wholesale 
prico index went up by 8"'/0 the QOIlections under weatIh 
tax WIOIlt up .only by 79 %. In other words, the collec-
tiOns did not keep l:: even with the inflation in values 
mach leas I'tIflect t aencration of new wealth in the 
economy om the years. The cost of collection or wealth. 
tax COmes to more than twice the cost of collection of 
income-tax in n n ~ terms. The Committee are 
convinced that if the opartmentai e:rtes employed 
on the administration of wealtJl..tax 8.1'e iWlfted to.the 
better collection of income-tax, the aain to revenue 
would be more than the 1.'ftCIl8"e collection of 64 crofOl 
of rupees under the wealth tax. 

"70 S'8 Do. 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-
illl have only resultod in c:rcatina more inequities aDd 
greater pr\1bJems. 1bc value of ODe house exclusively 
Used for residence by the a.,scssee was frozen as on 

~  or the date of ~ n. whk:bever is later, 
with effect from J -4-1976. market value of a housbll 
property, wholly or mainly used for residential puJ'P0SC8 
was substituted by a notional value computed under 
Rule 1 BB with effect from 1-4-1979. As a result of 
these provisions simiJar proPertiea. used for similar 
purposes would bave different values and hence different 
burdens of tax n n~  on the dates of construo-
tion or ownership. Furt , the /lIIICSSCIeS n ~ wealth 
of the same market value in different forms wou d suffer 
different tax burdens. . In the ))l'csent situation when 
values of real properties in urban areas are literally 
skyrocketing it is conceivable tbat a person ownin, 
liquid wealth or rupees 2S or 30 lakhs may acquired 
bouse propeny whOse value, by virtue of application or 
Rule J BB, would be mercly a fraction of that amount. 
ApPRreI1tly such amendments have resulted in a hiShly 
inequitoUt'distribution of burdens under tbe wOIIlth tax. 
On the question whether or not properties havins similar 
market values as, in terms of the rules being valueef 
differentially, the Chairman. Central Board of Direct 
Taxes stated that ........ "there are inequities like 
this. It is the polley of Government that mOre houses 
should be built ...... It 

71 '·9 Do. Personal jewellery was taken out of the definition of 
personal or household effects exempt from tax in J 971 
retrospectively from 1-4-1963. On PfeSOIlt day prices 
every person ownilll gold ornaments in excess of about 
7S tolas should be a wealth tax assessee because even 
tbe enhanced basic exemption is as. ~ lakhs only. 
The exemption for a house is limited to as. J Jakh. Even 
taJtilll into ac:count tbe provisions of Rule 1 BB in res-
1*t of residential houaes most of the PrOPerty owners 
in the urban areas shoWd be in the. wealth tax net. H 
these provisions were reaJJyeaftoced, tbe number of 



1 2 

5·10 

113 

4 

wealth tax assessees should be many times more than the 
flaure of 3 '46 lakbs borne on the reaisten or the depart-
ment. The conclusion is inescapable that tho provisions 
ot the Wealth-tax Act have not only become lnequitous 
but are also unworkable. 

As for the administration Or the Wealth-tax Act tbe len 
said the better. AltbouaJt thi! offtccn' cadre in the 
department have been considerably streDatbencd in 
recent years and aaessment work bas also beeii. simplified 
a lot with a substantial enhancement of the limit for 
summary Assessment, the pendency of assessments bas 
been pg up rapidly under income tax as weU as wealth 
tax in the last few years. As on 31-3-1980 the number 
or wealth tax assessments pending (4,32,988) exceeded 
the number of assessments completed durin, the year 
(3,25,718) as well as the total number of asSClSSCCS in tho 
books of the department (3,46,291). The amount of tax 
collected in the year was RI. 64 '47 crores; tbe amount 
of tax in arreRrs was Rs. 180 ·54 crores. If the amount 
of tax locked up in the assessments Pending for comple-
don, estimated by the BOard itself at Rs. 66 '89 croros 
were also added the amount in arrears would COme to 
Rs. 247 '43 crores. In other words, ~ arrears come to 
four times the annual collectlons-an unfortunate situa-
tion indeed. The department could not sive the break-
up of these arrears according to certain slabs of wealth 
on the pica, "No-registers/rCCords ctc. from which this 
informat JOIl can be collected are maintained". (Para 
2 ·26 ante) The Committee's inquiry about the details, in 
chronological order, oftbe factors leading to aa:umula-
tion of gross arrears and steps taken to recover tbem, 
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 penalites in-
cluded in the total arrears of Rs. 180 ·54 crotes 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". (P'dra 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 Chairman, Central Board of 
pirect Taxes stated, "We do not have a separate clas-
sificatioll for income tax and wealth tax." (para 2 '52 
ante). According to the figures given by the Ministry 
of Finance, the arrear demand in dispute amounted only 
to Rs. 5S'29 crores. This would mean that an arrear 
demand of as much as Rs. 123 '25 crores ~ undisputed 
demand. The Central Board of Direct Taxes could 
sive no reasonable explauation for non-recovery or even 
. this large undisputed demand. The Committee have 
repeatedly emphasised the need for prepanng a censucs 
of bouse properties and for completing a survey of posh 
localities in urban centres on a time-bound programme. 
Nevertheless the Committee's inquiry 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 or substantial urban 

-Pazal .. S and 2 ·7 of I 17th Report (4th Lok Sablta) 
paras J ·18 and 1 '23 of 25th Report (5th Loit Sabha) .. 
Paras 209 and 210 of 123rd RePOrt (6th Lok Sabha) Para 3 '93 of 7th Report (6th Lot 
Sabba) 
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propertiea" (para 3·79 .. ). Wbeb viewd In cho 
conf4llt 01 thele alariDi defaults of admlDistlation eM 
~  of 'conavn' or of 'Action PIau ~  
On behalf of the Board do not cut much Ice with the 
CommIttee. 

Tho Committee are led to the conclusion that, both fa. 
its deaian as weD as administration, the WoaItlHax Act 
bas faiICd to achieve tbo very sOCio«onomk: objectJw 
0( buildioa up an eaaIit8rfan aOCietY. In f'Ict, it 
is incapable of acbiovioa such objectives in its preeent 
form and substance. So far as ita administration is 
concerned, it is more of a liability than otherwise to tbe-
Government. It cannot be over-empbasjsed that It 
baa boon admitted to be il1ClCll1ltoua. Therefore, tbe 
advisability of its continuaoce needs an indeptb and 
objective examination. The Committee recommend 
that this specific question aloqwith the question of' 
sdtina up an, autonomous wduation authority as 
recommended in para 3'79 of this Report may be re-' 
fomd to the Economic Administration Ilef'orms Oom-
mission for illdepth examination in the li.fbt 'bf' tbe 
6nclinI. and rec:ommendations of the <»mmittoe in thk 
Report. A copy of the Report of tho BARe may be' 
IeDt to this Committee. 
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