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ACT:

Wealth Tax Act, 1967  Sections 2(m, 4(3), 5 and 6-
Weal t h t ax- Deduct i'ons- set t| enent al ' owi ng paynent in
i nstal nents-Instal nents unpaid and showed in bal ance sheet
as "debt" owed by assessees-Wether allowable deduction-
Wet her ‘ debt owed and out st andi ng’

Wrds & Phrases: "all the debts owed by the assessee"-
Meaning of-S. 2 (m Wealth Tax Act, 1957.

HEADNOTE

As a result of proceedings taken and settlenent arrived
at in 1952 under the Taxation on Incone (Ilnvestigation
Comm ssion) Act, 1947 certain suns were determned as
payabl e by the respondents-assessee-conpani es on its
secreted profits, and schenes for the paynent of the said
[iability by instalments were |aid down.

The assessee-conpani es clainmed that the bal ance of the
demand that had remained unpaid was —a debt owed by it and
should be allowed as a deduction while conmputing its net-
weal th for the concerned year of assessnent.(1957-58)

The Wealth-tax O ficer computed the net-weal th of each
conpany by adopting the figures of assets and |liabilities as
shown in their bal ance-sheets as on their respective
val uation dates after making such adjustnments as considered
necessary but in both the cases he disall owed the aforesaid
claimfor deduction on the ground that the liability was
outstanding for nore than 12 nonths on the val uati on dates.

The Appellate Assistant Conmissioner confirmed the
di sal | owance. He took the viewthat the tax liabilities
assessed by the Income-tax |Investigation Comm ssion had no
relation to the assets or the declared wealth of assessee-
conpani es, which were the basis of the wealth-tax assessnent
and since the assets on which the said liability was
assessed, nanely, the secret profits, were not included in
the decl ared assets the disallowance was justified.

In further appeals by the assessee-conpanies to the
Tribunal, the Tribunal confirned the disallowance on the
ground that sections 2(m (i), 2 (m (ii), 5 (1) and 5 (2)
indicated a schenme of the Act which suggested that debts
whi ch qualified for deduction in conputation of the net-
wealth were only those which were incurred in relation to
the assets declared by the assessee, that is to say, in
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conputing the net-wealth the principle to be adopted was
that when any assets were included the correspondi ng debts
shoul d be allowed, but that when such assets were excluded

or were liable to be excluded from the net-wealth the
correspondi ng debts should al so be excl uded.
38

In the References to the H gh Court, at the instance of
the assessee-conpanies the Tribunal’'s concl usi on was
overruled and the H gh Court opined that the deductions
clainmed were allowable in conputing the net wealth of the
assessee- conpani es.

In the appeals to this Court, by the Revenue on the
guesti on whether the balance of the paynments payable by the
conpanies as a result of the findings and orders of the
| ncome- Tax | nvestigation Conm ssion in the settlenments nade
under the Taxation on Inconme (Investigation Comm ssion) Act
1947 are deducti bl e as debts owed by themin determining the
net wealth of the conpani es.

Di sm'ssi ng the appeal s,

N

HELD: [ By the Court]

Section 2 (m) (iii) requires that the tax liability
must be one which is "payabl e in consequence of any
order passed” wunder any  law relating to taxation on income
or profits etc. such liability so payable under an order
nmust remain "outstanding for a period of nobre than 12 nonths
on the valuation date". The expression ‘outstanding’ in
section 2 (m (iii) (a) and(b) will have to be construed in
the background of the phrase "amobunt of tax  payable in
consequence of an order," and in that context it nust nmean
remai ning unpaid after the obligation to pay-is incurred.
[ 48D, 48G

In the instant case, it was the admitted ' position
before the Tribunal that under the scheme of instalnments
sanctioned in the settlements the two sums, in respect
thereof deductions were clained, had not become due for
paynment before the valuation dates. The deductions cl ai med,
therefore, do not fall within the exclusionary part
contained in section 2 (m (iii) of the Act. [48H 49A]

Per Tul zapurkar, J.

The schene energing fromthe key provisions of the Act,
Sections 2 (m, 3 and 4 clearly show that barring those
debts which fall within the exclusionary part of section 2
(m all other debts owed by the assessee have to be deducted
fromthe aggregate value of the assets belonging to himon
the valuation date. In order to get disqualified for the
pur poses of deduction a debt rnust fall wthin the
exclusionary part and there is nothing in the exclusionary
part which suggests that the debt nust either by relatable
to any asset at all or if it is relatable to any asset, such
asset nust be included in the books of accounts- or the
bal ance sheet of the assessee before a deduction in respect
thereof is allowed. [45C D]

In the instant cases, the secret profits admttedly
earned by the assessee-conpanies related to an assessnent
year prior to Septenber, 1948 (as proceedi ngs under Taxation
on Incone (lnvestigation Commission) Act. 1947 could be
taken only in respect of the assessnent year prior to
1.9.1948) and the tax liability in respect thereof was
determned in 1952, but the valuation dates are 30.6.1956
and 31.12.1956. [47D

Annanma Paul Perincherry v. Comm ssioner of Walth-Tax,
Kerala 88 |.T.R 204 and Conmi ssioner of Walth-Tax, Kanpur
v. J.K Jute MIls Co.Ltd., 120 I.T.R 150, approved
39
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[ Per Sabyasachi Mukharji J.]

There is no evidence to show whether the profits had
remai ned with the assessee-conpanies either in the form of
assets in the Balance sheet or otherwise. The relevant
val uation dates were much later. Had there been any finding
that these profits, in some form either as assets in the
Bal ance Sheet or otherwi se were with the assessee. It could
have perhaps been exam ned whether so long as the assessee
does not bring those profits in the conmputation of the
weal th, the assessee would be disentitled to the deductions
of liabilities in respect of the sane. These should have
been exam ned by the Wealth-tax Oficer with the aid of the
principles of section 106 and section-114 of the Evidence
Act. Had that been done it coul d have, perhaps been exam ned

whet her by the principle of purposive interpretation, in
order the give effect'to the intention of the legislature in
enacting the Wealth ~Tax and evolving the schene of
settl enment. under Taxat i on on Income (I'nvestigation

Comm ssion Act, 1947, whether the assessee was entitled to
the deduction of these two tax liabilities. [50 A-D

Commi-ssi oner of Weal t h- Tax, West Bengal 111 V.
Banarashi Prashad Kedia, 77 1.T.R 159 and Conmi ssi oner of
Weal t h-Tax, U.P. and others v. Padanpat Singhania, 84 |.T.R
799, approved.

JUDGVENT:

ClVIL APPELLATE JURI SDICTION.~ Civil Appeals Nos. 1179-
1180 (NT) of 1973.

Appeal s by Special leave fromthe judgnent and Order
dated the 29th April, 1970 of the Al lahabad H gh Court in
WT.R Nos. 327 & 330 of 1964.

T. A.  Ramachandran, Ms. Janki Ramachandran, 'Mss A
Subhashini and Ms. Sarla Chandra for the Appellant.

S.T. Desai, B.P. Maheshwari and B.P. Singh for the
Respondent s.

The foll owi ng Judgnents were delivered

TULZAPURKAR J, The only question raised in’  these
appeal s is whether the two sunms of Rs. 5,49,041 (in the case
of Ms J.K Cotton Ltd.) and Rs. 21,61,788 (in the case of
J.K. Jute Ltd.) being the bal ance of the demands payable as
aresult of the findings and orders of the Incone-tax
I nvestigation Conmission in the settlenments nade under the
Taxation on |Incone (lnvestigation Conmission) Act (30 of
1947) are deductible as debts owed by themin determ ning
the net-wealth of these conpanies ?

The question arises in these circunstances:

40

Ms. J.K  Cotton Manufactures Ltd., the assessee, is a
l[imted conpany engaged in the nmanufacture of cotton
textiles, etc. and the assessnent involved is the wealth-tax
assessnment for the year 1957-58 based on the val uation date
30.9.1956. It appears that as a result of proceedi ngs taken
and a settlenment arrived at in 1952 under the Taxation on
Income (Investigation Conm ssion) Act 1947, a sumof Rs.
15,99,041 was determ ned as payable by the assessee conpany
on its secreted profits and a schenme for the paynent of the
said liability by instalments was laid down. Qut of this, a
sum of Rs. 10, 50,000 had been paid before the valuation date
(30.9.1956) and Rs. 5,49,041 rennined unpaid on that date.
The assessee conpany clained that the bal ance of the denand
that had renained unpaid was a debt owed by it and shoul d be
allowed as a deduction while conputing its net wealth for
the concerned year of assessment (1957-58).
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In the case of Ms. J. K Jute MIls Co. Ltd. the
assessnent involved under the Wealth-tax Act is also for the
assessment year 1957-58 but the wvaluation dat e is
31.12.1956. In the case of this conpany also as a result of
proceedi ng taken and a settlenent arrived at in 1952 under
the Taxation on Income (Investigation Comm ssion) Act 1947 a
sum of Rs. 42,93,392 was determ ned as payable by it on its
secreted profits and a schene for the paynment of the said
liability by instalnents was laid down. Qut of this, a sum
of Rs. 21,31,604 had been paid before the valuation date
(31.12.1956) and Rs. 21,61, 788 renmai ned unpai d on that date.
The assessee conpany clainmed that the bal ance of the denand
that had renai ned unpai d was a debt owed by it and shoul d be
allowed as a deduction while conputing its net-wealth for
the concerned year of assessnent [1957-58].

The Weal th-Tax officer conmputed the net-wealth of each
conpany by adopting the figures of assets and liabilities as
shown in their balance-sheets as on their respective
val uation dates after naking such adjustnments as he
consi dered necessary but in- both, the cases he disallowed
the aforesaid claimfor _deduction on the ground that the
liability was outstanding for nore than 12 nonths on the
val uati on dates. The Appellate Assi stant  Commi ssi oner
confirmed the disall owance of the ambunts but for different
a reason. He took the viewthat the tax liabilities assessed
by the Inconme-tax |Investigation Conm ssion had no relation
to the assets or the declared wealth of the assessee
conpani es, which were the basis of the wealth tax assessnent
and since the assets on which the said liability was
41
assessed, nanely, the secret profits were not included in
the declared assets the disallowance was justified. 1In
further appeals preferred by the assessee-conpanies to the
Tribunal, the reasons given by the Walth-Tax Oficer as
well as the Appellate Assistant Conmm ssioner were assail ed
but wi thout expressing any view on the validity or otherw se
of the reason given by the Wealth-tax O ficer, the Tribuna
confirmed the disallowance by substantially agreeing wth
the view expressed by the Appellate Assistant Comi ssioner
The Tribunal pointed out that in s.2 (m which defines ’'net
weal th’, sub-s. (i) excludes debts |ocated outside India in
the case of certain classes of assessees, in whose -case
assets located out side India are excluded; that s.2 (m
(ii) bars the deduction of debts secured on or incurred in
relation to exenpted assets nentioned in s.-5 (1) and 5 (2);
that s.4 (3) permits the deduction of debts relating to
assets, which do not stand in the name of the assessee, but
which are nevertheless to be included in the net wealth of
the assessee by virtue of the provisionin s. 4 (1); that
s.6 (1) repeats the provisionins. 2 (nm (i) excluding the
debts located outside India where corresponding assets are
excluded; and according to the Tribunal these provisions
indicated a scheme of the Act which suggested that debts
which qualified for deduction in conputation of the net-
wealth were only those which were incurred inrelation to
the assets declared by the assessee, that is to say, in
conputing the net-wealth the principle to be adopted was
that when any assets were included the correspondi ng debts
shoul d be all owed but that when such assets were excluded or
were liable to be excluded from the net-wealth the
correspondi ng debts should also be excluded. The Tribuna
further observed that since in the case of the two conpanies
it was not disputed on their behalf that the tax demands
made by the Investigation Commission were in respect of
secret profits which were not disclosed in their books of
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accounts and since it was also conceded that the assets
shown in the balance sheets did not include any assets
acquired out of such secret profits the balance of tax
demand (Rs. 5,49,041 in one case and Rs. 21,61,788 in the
ot her case) was not deducti bl e.

In the References that were nmade at the instance of the
assessee-conpanies, the Hi gh Court took a contrary view It
over-ruled the Tribunal’s conclusion that the provisions
relied upon by it indicated any schene Ileading to the
principle that only such debts as were incurred in relation
to the asset declared or disclosed in the books qualified
for deduction because the concerned provisions nerely dealt
with typical situations or special categories of assets and
no
42
general pattern or scheme  as suggested could be inferred
therefrom The Hi gh Court therefore opined that the
deductions clained were allowable in conputing the net
weal t h of 't he assessee-conpani es. The revenue has conme up in
appeal s to this Court.

In support of these ~appeals Counsel for the revenue
raised two contentions before wus. In the first place the
counsel canvassed for the acceptance by us of the Tribunal’s
view that the schenme of the Walth Tax Act shows that where
aliability is incurred inrelation to any asset, that
liability is not deductible if the asset is, for any reason
not included in the net-wealth and inthis behal f provisions
contained in sections 2 (m (i) and (ii), 4 (3), 5 and 6 of
the Act were relied upon. By way of elaboration it was
further urged that since wunder the settlenents nade under
the Taxation on Incone (lnvestigation Comm ssion) Act, 1947
certain tax liabilities were deterni ned as payable by the
assessee- conpani es, the assessees nmust be taken ‘to have
adnmtted having nmade secret profits and as such only the
assessees could know about ‘the use -or destination thereof
and it was for themto show that  becane of the secret
profits and in the absence of any explanation fromthemin
that behalf the secret profits nust be presuned to be with
themas on the valuation dates ~and when such was the
position if such secret profits or other assets acquired out
of them were not brought into or were not reflected in the
Bal ance Sheets the tax liabilities in relation thereto could
not be allowed to be deducted. Counsel pointed out that the
presunption which he is seeking to raise against the
assessees as above was only a different facet of the sane
rule which obtains in Incone-tax cases that once-a sumis
found credited in the assessee’s books then it isfor himto
prove the nature and source thereof failing which the cash
credit is regarded as his income from undi scl osed source (a
rule previously enunciated by judicial decisions which now
finds a statutory recognition in s.68 of the Incone-Tax Act,
1961). Secondly, counsel contended that since the deductions
clained were in respect of tax liabilities which were
outstanding for a period of nore than 12 nonths on the
val uati on dates the deductions could not be allowed under
s.2 (m (iii) of the Act. On the other hand counsel for the
assessee- conpani es supported the view taken by the High
Court on the first contention and as regards the second it
was urged that since the sane did not find favour either
with the A A C or with the Tribunal and was not even urged
before the Hi gh Court the Revenue nust be taken to have
given it up as being wthout any substance. In any event the
tax liabilities herein do not fall within the exclusionary
provision contained in sec. 2 (m (iii).

43
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In order to examine the first contentionit wll be
necessary to est out the concerned provisions including the
chargi ng provision contained in sec. 3 of the Act. Section 3
provides that there shall be charged for every assessnent
year commencing from 1.4.1957 a tax, called Walth-tax, in
respect of the net-wealth on the corresponding valuation
date of every individual, H ndu Undivided Fam |y and Conpany
at the rate or rates specified in the Schedule I. "Net-
wealth" is defined in s.2 (m which runs thus:

2(m "net wealth neans the anpbunt by which the
aggregate value computed in accordance with the
provisions of this Act of all the assets, wherever
| ocated, bel onging to the assessee on the

val uation date, including assets required to be
included in his net wealth as on that date under
this Act, is in excess of the aggregate val ue of
all the debts owed by the assessee on the

val uation date other than-

(i)~ debts which wunder section 6 are not to be
taken into account;

(ii) debts whichare secured on or which have been
incurred in relation to any property in
respect  of which wealth-tax is not chargeable
under this Act;

(iii) the anpbunt of the tax, penalty or interest
payable in consequence of any order passed
under or in pursuance of this Act or any |aw
relating to taxation of incone or profits, or
the Estate Duty Act, 1953 (34 of 1953), the
Expenditure Tax Act, 1957 (29 of  1957), or
the Gft-tax Act, 1958 (18 of 1958),-

(a) which is outstanding on the ‘valuation
date and is clained by the assessee in
appeal , revision or-other proceedi ng as
not bei ng payabl e by hinm or

(b) which, although not claimed by the
assessee as not being payable by him is
nevert hel ess outstanding for a period of
nore than twel ve nmonths on the valuation
date; "

Section 4 (1) provides for inclusion of certain assets in
conputing the net-wealth of an individual-assets which on
the valuation date are held not by that individual but by
the spouse or by a mnor child of such individual to whom
they have been transferred by such

44

i ndi vidual directly or indirectly, otherwise than for
adequat e consideration, etc; in other words such assets held
by the spouse or the mnor are deened to be the assets of
such individual; and in respect of such deened assets sub-
sec. (3) provides:

"(3) Wiere the value of any assets is to be included in
the net wealth of an assessee in accordance with
cl ause (a) of subsection (1) or sub-section (1A)

(a) they shall be deducted fromsuch value any debts
owing on the valuation date by the transferee
mentioned in that clause in so far as such debts
are referable to such assets. and

(b) the provisions of section 5 shall apply in
relation to such assets as if such assets were
assets belonging to the assessee.”

Section 5 exenpts certain assets held by an assessee from
being included in his net-wealth and provides that Walth-
tax shall not be payable by himin respect of those assets
and then follows a list of a |large nunmber of such exenpted
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assets. Section 6 deals with exclusion of assets and debts
outside India and provides that in conputing the net-wealth
of an individual who is not a citizen of India or of an
i ndi vidual or a Hi ndu Undivided Fanily not resident of India
or resident but not ordinarily resident in India, or of a
conpany not resident in India during the year ending on the
val uation date, the value of assets and debts |ocated
outside India and the value of assets in India of the types
specified in cl. (ii) shall not be taken into account.

The question is whether the aforesaid provisions of the
Act on which reliance has been placed by counsel for the
revenue indicate a scheme of the Act suggestive of the
principle that only such debts as are incurred in relation
to the assets declared or disclosed in the books qualify for
deduction in conputing the net-wealth of an assessee ? In
ot her words, do these provisions show that in computing the
net-wealth the rule to be adopted is that when any assets
are included while aggregating the total assets the
correspondi ng debts should be all owed but when such assets
are excluded or are liable to be excluded the correspondi ng
debts should al'so be excluded ?
45

On a careful analysis  of the aforesaid provisions it
seenms to us clear that the key provisions are the charging
section and the definition of the net-wealth given in sec. 2
(m. Under sec. 3 wealth-tax is chargeable on the net-wealth
held by every assessee on the valuation date and ’net-
weal th’ under sec. 2 (n) neans the excess of the aggregate
value of all his ‘assets wherever |ocated (conputed in
accordance with the Act) over the aggregate value of all the
debts owed by himon the valuation date other than the debts
which fall wthin the exclusionary part of sec. 2 (n). The
schene enmerging fromthe Kkey provisions clearly shows that
barring those debts which fall w thin the exclusionary part
of sec. 2 (m all other debts owed by the assessee have to
be deducted fromthe aggregate value of the assets bel ongi ng
to him on the valuation date. In other words, in /order to
get disqualified for the purposes of deduction a 'debt nust
fall within the exclusionary part and there is nothing in
the exclusionary part which suggests that the debt nust
either be relatable to any asset at all or if it _is
relatable to any asset such asset must be included in the
books of accounts or the balance-sheet of the assessee
before a deduction in respect thereof is allowed. |If such
were the intention of the Legislature the exclusionary part
of sec. 2 (m would have nade a specific provision in that
behal f by adding an appropriate sub-clause therein. In the
absence of such a provision being found in the exclusionary
part of sec. 2 (nm it would be difficult to accept’ the
contention of counsel for the revenue which in substance
requires a restricted neaning being given to the expression
"all debts’ occurring therein in the context of its
deduci bility under the Act and the acceptance of such a
contention would Ilead to anomalous results which could be
denonstrated. For instance, where an assessee has taken an
over-draft from the bank for the purpose of carrying on his
day to day business and the over-draft is not utilised for
acquisition of any tangible asset for the business then on
the argunent of counsel for the Revenue such overdraft would
becone disall owabl e because the Iliability is not referable
to any asset reflected in his books but obviously under the
scheme of sec. 3 read with the definition of net-wealth
under sec. 2 (m such a liability will have to be allowed as
a debt owed by the assessee in conmputing his wealth-tax.
Simlarly, if alimted conpany after earning a certain
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amount of profits in a year were to distribute the whole of
it to its share-holders by way of dividends, it would be
absurd to suggest that the incone-tax payable on such
profits would not be allowable as a debt owed by the
assessee in the conputation of its net-wealth sinmply because
such profits are no longer available for being reflected in
its books while aggregating its total assets. In

46

the absence of an appropriate provision in the exclusionary
part of sec. 2 (m therefore, it is difficult to accept the
counsel’s contention that a restricted nmeani ng as suggested
should be given to the expression "all debts’ occurring in
sec. 2 (m.

Turning to the other provisions, nanely, sec. 2 (m (i)
and (ii), sec. 4 (3) and secs. 5 and 6 of the Act, we are in
agreement with the Hgh Court’s view that these provisions
deal with typical® situations. or special categories of
assets. Section 4, for instance, deals with certain assets
which are ' deenmed assets of an individual for conputing his
net - weal tth-assets held by his or her spouse or mnor child,
etc. under _a transfer made by himto them otherw se than for
adequat e consi deration —and when such assets, though held by
the transferee, are to be included as if belonging to that
individual it is but natural and fair that debts owed by the
transferee on the /valuation date in relation to such assets
shoul d be deducted while conputing the value of such asset
in the hands of the individual andthis is precisely what
sec. 4 (3) provides; it is clearlya typical case dealing
with deened assets. Section 5 has to be read with sec. 2 (m
(ii) and so read the provision i's that debts in relation to
exenpted assets i.e. assets which are not chargeable to
wealth-tax at all should not be allowed to  be deducted;
simlarly sec. 6 has to be read with sec.”2 (m (i) and so
read the effect is that both the assets and debts |ocated
outside India of a non-citizen or of an assessee who i s non-
resident or is a resident but not ordinarily a resident in
India during the year ending on the valuation date shall not
be taken into account in conmputing the net-wealth of the
assessee. From these particular or special provisions it
will be illogical to deduce any general principle that only
such debts as are incurred in relation to the assets
declared or reflect in the books qualify for deduction in
conputing the net-wealth of an assessee, especially as in
the definition of 'net-wealth’ given in sec. 2 (m there is
no warrant for it.

As regards the el aboration of the contention based on a
presunption sought to be raised by counsel for the revenue
agai nst the assessee-conpanies from the analogy of. the
presunption arising in incone-tax cases under sec. 68 of the
I ncome-tax Act, 1961, the contention is fallacious for two
reasons. It is true that by reason of the settlenent made
under the Taxation on Incone (lnvestigation Comn ssion) Act,
1947 the assessee conpanies nmust be taken to have admtted
that they had made secret profits which were kept out of the
books of accounts and it is also true that no expl anation
was forthconing fromthe assessee conpanies as to what
becane of such
47
secret profits but the question is whether from such absence
of explanation any presunption can be raised that such
secret profits were still retained by themon the val uation
date in the circunstances of the case ? In the first place
the anal ogy of the rule applicable in income-tax cases would
be inapplicable in wealth-tax cases inasmuch as in the
former case the unexplained cash credit itemis regarded as
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income of the assessee from undisclosed source having
accrued to himduring the accounting year while in the
latter case only the valuation date is relevant on which
date the assets (secret profits) nmust be held by the
assessee and it will not do that such asset was held by him
some time during the concerned year. Secondly, after a | apse
of sufficiently long period no presunption can be raised
that a secret profit earned sone tine during the concerned
year has continued to be held by the assessee on the
valuation date. In the instant case the secret profits
admttedly earned by the assessee conpanies related to
assessment years prior to Septenber, 1948 (as proceedi ngs
under Taxation on Incone (Investigation Comm ssion) Act 1947
could be taken only in respect of assessnent years prior to
1.9. 1948) and the tax liability in respect thereof was
deternmined in 1952 but we are concerned with the valuation
dates 30. 6. 1956 and 31.12.1956 and, therefore, the
presunption as suggested by the counsel cannot be drawn
agai nst the assessee conmpanies after a lapse of 8 long
years. I'n ~Annanma Paul Perincherry v. Conm ssioner of
Weal t h- Tax, Keral a(1l) and Comm ssioner of Walth-Tax. Kanpur
v. J.K Jute MIls Co. Ltd(2)., the Kerala Hi gh Court as
well as the Allahabad High Court have taken a sinilar view
that no such presunption can be raised after a |apse of
sufficiently long period and we approve of ‘the said view. In
any case, as stated above, the deducibility of the two tax
liabilities in question does not depend upon whether the
assets, in respect. wher eof such liability has been
determined, are available or not~ while aggregating the
assets of the assessee conpanies. The contention of the
counsel for revenue, therefore, must fail

Conming to the second contention the question is whether
the deductions claimed fall wi thin the execlusionary part of
sec. 2(m (iii) of the Act, that is whether the two sunms of
tax liabilities were outstanding for nmore than 12 nmonths on
the respective valuation dates ? According to counsel the
expression "outstandi ng" nmeans | renmi ni ng unpai'd after
becom ng due and since the liability to pay inconme-tax for
any assessnent year crystalises on.the last day of the

previ ous

48

year and beconmes payable for that assessment year even
before it gets quantified, the tw tax liabilities in

guestion which pertained to assessnent years prior to 1948,
nmust be regarded as having becone due by the |ast day of the
concerned previous years and since these were not cleared
soon thereafter these were outstanding since at |east 1948
and thus becane disallowable. 1In the alternative counse
urged that if payability is nmade to depend upon the date of
an order passed quantifying the sane then at least in 1952
these becane payable when the order of the Investigation
Comm ssion was passed and nore than 12 nonths had passed
since then. Counsel urged that granting of instal ments under
the settlement nerely anbunted to showi ng some concessions
to the assessee-conpanies and did not affect the payability
in 1952 of the arrears of tax. In our view, there is no
force in any of these subm ssions nade by counsel. The
aspect that the liability to pay incone-tax for any
assessment year crystalises on the last day of the previous
year and, therefore, becones payable on the expiry of the
| ast day irrespective of quantification of the dues woul d be
irrelevant having regard to the express |anguage of sec. 2
(m (iii). Sub-cl.(iii) requires that the tax liability must
be one which is "payable in consequence of any order passed"
under any lawrelating to taxation on income or profits,
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etc. such liability so payable under an order passed nust
remain "outstanding for a period of nmore than 12 nmonths on
the valuation date." The alternative subm ssion that the tax
liabilities in the instant case nust be taken to have becone
payable in 1952 under the Investigation Conm ssion’s order
and nust be regarded as having renmained outstandi ng since
1952 is equally of no avail for the payability of the dues
nust depend wupon the terns of the Conmission’'s order and
adnmttedly a scheme for paynent of the dues by instal nents
was provided in the order and each instal ment woul d becone
payable on the date on which it is directed to be paid. In
our view, the expression ’outstanding in sec. 2 (m (iii)
(a) and (b) will have to be construed in the background of
the phrase "anpbunt of tax...... payabl e i n consequence of an
order" and in that context it nust nean renaining unpaid
after the obligationto pay is incurred. W are informed
that simlar construction has been placed on the expression
"out standing’ occurring in sec. 2 (m (iii) of the Act by
the Calcutta H gh Court in Comm ssioner of Walth-tax, West

Bengal 111 ~v. Banarshi Prasad Kedia(l) and by the Allahabad
H gh Court in Commi ssioner of Walth-Tax, U P., and O hers
v. Padanpat Singhania(2) and~ we affirm the same. In the
instant case it was an

49

admtted position /before the Tribunal that under the schene
of instalments sanctioned in the settlenents the two sumns,
in respect where of deductions were clained, had not becone
due for payment before the valuation dates. It is therefore,
clear that the deductions clained do not fall wthin the
exclusionary part contained in'sec. 2 (n) (iii) of the Act.

In the result the Hgh Court’s viewis confirned and
the appeals are dismssed. There will ~be no order as to
costs

SABYASACHI MUKHARJI, J. On the second aspect, nanely
whet her the deductions of two sums of Rs. 5, 49, 041 and Rs.
21,61, 788 being the outstanding liabilities as a result of
the determ nation under settlenent arrived at in 1952 under
the Taxation on Incone (Investigation Comm ssion) Act, 1947,
| respectfully agree with the views expressed by ny learned

brother. | adhere to the opinion | expressed on the
expression 'outstanding’ in Conmssion of Walth-Tax, West
Bengal 111 v. Banarashi Prasad Kedia(l) which is in

consonance with the views expressed by the Allahabad H gh
Court in Commi ssioner of Walth-Tax, U P. and Ohers V.
Padanmpat Singhania(2). | am therefore, of-the opinion that
these deductions do not fall within the exclusionary part
contained in Section 2 (m (iii) of the Walth Tax Act,
1957.

On the first contention urged on behalf of the revenue
| woul d, however, if |I may, express ny views. | respectfully
agree with my Ilearned brother that from the " rel evant
provi sions of the Wealth Tax Act to which ny | earned brother
has referred, in the facts and circunstances available in
this case, the deductibility of the two tax liabilities in
guesti on does not depend upon whether the assets in respect

whereof such liability has been deternined are avail able or
not while aggregating the assets of the assessee conpani es.
In the facts of this case, it appears that in the case of

Ms J.K. Cotton Manufacturers Ltd., proceedi ngs were taken
under the Taxation on incone (lnvestigation Comm ssion) Act,
1947 and a settlement was arrived in 1952 and a sum of Rs.
15,99,041 was determ ned as payable by the assessee on its
secreted profits and a scheme of payments of such liability
by instal ments was agreed upon. Sinmilarly in the case of Ms
J.K. Jute MIlls Co. Ltd., a settlement was arrived at in
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1952 under the aforesaid Act and a sumof Rs. 42,93,392 was
determ ned as payable by it on its secreted profits and a
scheme of liquidation of such liability was agreed upon. It
is true that as a result of the admission nade by the
assessee, the assessee made profits, which

50

year and when we have no material though the incone tax
liabilities for the same had been settled in 1952. There is
no evidence to show whether these profits had renmained with
the assessee either in the form of assets in the Balance
Sheet or otherwise. The relevant valuation dates were nuch
l[ater, 30. 9. 1956 and 31.12. 1956 respectively in the case
of the two conpanies. Had there been any finding that these
profits, in sone formeither as assets in the Bal ance Sheet
or otherwise, were with the assessee, it could have perhaps
been exam ned whet her so | ong as the assessee does not bring
those profits in the computation of the wealth, the assessee
woul d be disentitled to the deductions of liabilities in
respect of the sane. These shoul d have been exam ned by the
Wealth-tax O ficer with the aid of the principles of Section
106 and Section 114 of the Evidence Act. But these were not
done. It is unfortunate. Had that been done, it coul d have,
per haps, been exam ned whether by the principle of purposive
interpretation in order to give effect to the intention of
| egislature in enacting the Wealth Tax Act and evol ving the
schene of settlenment under Taxation on I'ncone (lnvestigation
Conmi ssion) Act, 1947 whether the assessee was entitled to
the deduction of these two tax liabilities. On the materials
on record, | respectfully agree wth the conclusion arrived
at by ny learned brother on the first contention urged on
behal f of the revenue.

N. V. K. Appeal s
di sm ssed
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