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KAPADI A, J.

Leave granted.

2. The short point involved in this batch of civil appeals is whether the
H gh Court was right in holding that Section 3(1)(b) which defines "annua

val ue" and Section 3(8aa) which defines "market value™ in the Punjab

Muni ci pal Act, 1911 ("the said Act") as substituted by Punjab Anendi ng

Act 11 of 1994 suffers fromthe vice of discrimninationand, therefore, they
are unconstitutional. W have before us a batch of civil appeals. For the sake
of conveni ence, we reproduce hereinbel ow the facts in the case of G vi

Appeal No. 684/03 in the case of Miunicipal Committee, Patiala v. Mode

Town Residents Asson. & Os..

3. At the outset, we may state that under Section 71(1) of the said Act
the State Governnent has given exenption to the self occupied residentia
houses fromthe paynent of house tax. Therefore, the grievance is confined
to the payment of house tax by self occupied conmercial premses.

4, Bef ore exam ni ng the grounds of chall enge, we quote hereinbel ow the
unanmended Section 3(1) of the said Act:

"3. Definition.- In this act, unless there is sonething
repugnant in the subject or context-

(1) 'annual val ue’ neans-

(a) in the case of land, the gross annual rent at which it
may reasonably be expected to let fromyear to year




http://JUDIS.NIC IN SUPREME COURT OF | NDI A

Page 2 of 8

Provided that in the case of |and assessed to | and revenue
or of which the land revenue has been wholly or in part

rel eased, compounded for, redeened or assigned, the

annual value shall if, the State Governnent so direct, be
deenmed to be double the aggregate of the follow ng
amounts, nanely:

(i) The anpunt of the land revenue for the tinme being
assessed on the | and, whether such assessnment is |eviable
or not; or when the | and revenue has been wholly or in
part conpounded for or redeened, the amount which, but
for such conposition, or redenption would have been

| evi abl e and

(ii) Wen the inprovenent of the |land due to cana
irrigation has been excluded from account in assessing
the | and revenue the amount of owner’s rate or water
advantage rate or other rate inposed in respect of such
i mpr ovenent;

(b) In the case of any house or building, the gross annua
rent at which such house or building, together with its
appurtenances and any furniture that may be let for use or
enjoynment forthwith, nmay reasonably be expected to |et
fromyear to year subject to the following deductions;

(i) such deduction not exceeding 20 per cent of the gross
annual rent as the conmittee in each particul ar case may
consi der a reasonabl e all owance on account of the
furniture let therewth;

(ii) a deduction of 10 percent for the cost of repairs and
for all other expenses necessary to maintain the building
in a state to conmand such gross- annual rent. The
deduction under sub-clause shall becal cul ated on the

bal ance of the gross annual rent after the deduction (if
any) under Sub-clause (i);

(iii) where the land is let with a building, such deduction
not exceedi ng 20 percent of the gross annual rent, as the
conmittee in each particul ar case may consider

reasonabl e on account of the actual expenditure, if any,
annual ly incurred by the owner on the upkeep of the |l and

in a state to command such gross annual rent;

Expl anation-1- For the purpose of this clause, it is

i material whether the house or building, and the
furniture and the land let for use or enjoynent therewth,
are let by the sane contract or by different contracts and
if by different contracts whether such contracts are nade
simul taneously or at different tinmnes.

Expl anation-11.- The term "gross annual value" shall not

i ncl ude any tax payable by the owner in respect of which

the owner and tenant have agreed that it shall be paid by
the tenant.

(c) in the case of any house or building, the gross
annual rent of which cannot be determ ned under C ause
(b), 5 per cent of the sum obtai ned by adding the
estimated present cost of erecting the building, |ess such
amount as the commttee may deem reasonable to be

deducted on account of depreciation (if any) to the
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estimated market value of the site and any | and attached
to the house or buil ding;

Provi ded t hat -

(1) In the cal culation of the annual val ue of any
prem ses no account shall be taken of any machinery
t her eon.

(ii) when a building is occupied by the owner under such
exceptional circunstances as to tender a valuation at 5

per cent on the cost of erecting the building, |ess

depreci ation, excessive a | ower percentage may be

taken. " (enphasi s suppli ed)

5. W al so quote hereinbelow the substituted Sections 3(1) and 3(8aa) of
the said Act by Punjab Anendi ng Act No. 11 of 1994.

"3. Definitions.- In this Act, unless there is sonething
repugnant in the subject or context.-

(1) ’annual val ue’ neans-

(a) in the case of land or building which is in the
occupation of a tenant, the gross annual rent at which the
 and or buil ding has actually been let.

Provided that in the event of increase in the rent, the
Conmittee may make corresponding increase in the
annual val ue;

Provi ded further that where the [and or buil ding has been
et by he owner to any of his relations and the Conmittee

is of the opinion that the rent fixed does not represent the
true rent, the rent fixed under the agreenent of |ease shal
not be taken into consideration and the annual val ue shal

be determined in accordance with the principles

contained in Cause (b);

b) in the case of |and or building which is occupied by
the owner, the annual value shall be five per cent onthe
sum obt ai ned by addi ng the present narket val ue of the
 and and estimated cost of erecting the building1ess ten
per cent depreciation

Provided that in the cal cul ati on of annual val ue of any
| and and buil di ng, no account shall be taken of the
furniture or nmachi nery thereon

c) in the case of any |and on which no building has been
erected but on which a building can be erected, and on

any land on which a building is in the process of erection,
the annual value shall be fixed at five per cent of the
estimated market value of such | and;

d) in the case of any |and on which no building has been
erected but on which a building can be erected, or which
is partially built and is being used by erecting tenants,
temporary structures for the purpose of accommbdati ng
marriage parties, circus shows or for any entertai nment
pur poses or such other purpose as nay be specified in
this behalf by the conmittee with the previous sanction
of the state government the annual value shall be twenty
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per cent of the estimted nmarket val ue of such | and.
(enphasi s suppli ed)

XXX

3(8aa) 'market value’ neans the market value of the I and
or the building which is determ ned in accordance with
the principles contained in Section 23 of the Land

Acqui sition Act, 1894, or as determi ned in accordance
with the provisions of the Registration Act, 1908."

6. At this stage, we may state that the validity of the above Punjab
Amendi ng Act 11 of 1994 was chal | enged on two grounds, nanely,

regardi ng conpetency of ‘the State Legislature to i npose tax and on the
ground of discrimination being violative of Article 14 of the Constitution
Suffice it to state that the petitions of the assessees on the point of
conpetency of the Legislature to inpose the tax has been di sm ssed by the

H gh Court and, therefore, in the present case, we are concerned only with
the question as to whether Punjab Amending Act 11 of 1994 nakes an

arbitrary classificati on between self occupied residential houses and self
occupi ed comerci al houses inthe matter of taxation under the said Act.
According to the assessees, the said classification between the above two
categories was not only discrimnatory but it has no rational basis with the
obj ect sought to be achieved and, therefore, the above two sub-sections,
nanely, Section 3(1)(b) and 3(8aa) violated the assessees fundanental rights
under Article 14 of the Constitution.

7. According to the assessees, the distinction made between |and or

buil ding in occupation of the tenant on one hand and the |and or buil ding
occupi ed by the owner, for the purposes of determnation of annual val ue,

for inposition of house tax, is per se discrimnatory and violative of Article
14 of the Constitution. According to the assessees, the classification of |and
or building with reference to their occupation by the tenant or owner is

whol |y arbitrary having no nexus w th the object of determ nation of annua

val ue for levy of house tax under the inpugned sections. According to the
assessees, by virtue of the inpugned anended definition of annual val ue,

two properties having sinilar area, cost and quality of construction and
situation will be subjected to house tax at different rates sinply because one
is occupied by the tenant and the other is occupied by the owner. It is
submitted by the assessees that this differentiation has no rational relation
with the object of enactnent, nanely, determination of annual value for |evy
of house tax. According to the assessees, Section 3(8aa) was al so
unconstitutional as the Legislature has not indicated any guidelines for
determi nation of the market value in accordance with the principles

contained in Section 23 of the Land Acquisition Act, 1894 or in accordance
with the provisions of the Registration Act, 1908. According to the

assessees, determnation of the market val ue cannot be left to the sweet wll
of the nunicipality and in the absence of said guidelines, the said Section
3(8aa) be declared as unconstitutional.

8. The above contentions have been accepted by the H gh Court, which
has struck down Section 3(1)(b) and Section 3(8aa) of the Punjab NUn|C|pa
Act, 1911, as anended. The short question which requires consideration is
whether Section 3(1)(b) and Section 3(8aa) are violative of the rule of
equality in the matter of determ nation of annual value as basis for

i mposition of house tax.

9. Bef ore exam ning the question of constitutional validity, we need to
take note of certain concepts under municipal taxation. Value is the function
of price. Value is the function of the econony. Valuation is subjective
exercise. Valuation involves an el enent of guess work. Val uation does not

i nvol ve straight-jacket formula. Broadly, the followi ng nethods nerit
attention in the determ nation of Fair Market Value ("FM/') they are: (a)

net asset nethod; (b) multiple based nmethod; and (c) di scounted cash-fl ow




http://JUDIS.NIC IN SUPREME COURT OF | NDI A Page 5 of

net hod. The word "rate" has acquired a special neaning. It neans a tax for

| ocal purposes inposed by |ocal authorities. The basis of the tax is the
annual value of the land or building on which it is inmposed. The annua

value is arrived at by three ways, nanely, (i) actual rent fetched by the | and
or building where it is actually let; (ii) where it is not let, rent based on
hypot heti cal tenancy, particularly in the case of buildings; and (iii) where
either of these two nethods is not avail able, by valuation based on capita

val ue from whi ch annual value has to be derived by applying a suitable

percent age which may not be the sane for |ands and buil di ngs.

10. In the case of Patel Gordhandas Hargovi ndas v. Minicipa
Conmi ssi oner, Ahnmedabad reported in 1964 (2) SCR 608 the

Constitutional Bench of this Court took the view that there was no authority
for the proposition that the word "rate" indicated a | evy on the basis only of
annual value of property. In.our country, the words "tax" and "rates" have
been used by the Legislatures to indicate the inpost and in sone cases the
Legi sl ature has pernmitted a local authority to |levy "property tax" at a
percentage of its (land and building) capital value. In the said judgnment, the
Constitutional Bench of this Court has held that there were three methods for
arriving at-rateabl e value. Where the |and or building was actually let, the
val uati on based on the rent actually charged is the proponent. Were | and or
building is not let, then there were two nmethods for finding out the rateable
val ue. The first was to assune a hypothetical tenancy and to find out the rent
at which the prem ses would be I et. The second was based on capital value

of the prem ses. However, in the second case the tax is not levied on the
capital value itself, the capital value of the house to be assessed by
contractors method, in addition to the narket value of the land. This second
met hod has been accepted as constitutionally valid in the above decision of
this Court in the case of Patel CGordhandas (supra). It is this second nethod
whi ch has been introduced in the Punjab Minicipal Act, 1911 by insertion of
Punj ab Amendi ng Act 11 of 1994. Therefore, the word "rate" has al ways

been construed to nmean a tax on the annual value or rateable value of |ands

or buildings and it is this annual value or rateable value which is arrived at
by one of the nodes indicated above.

11. Applying the above tests to the present case, we find that prior to the
Amendi ng Act of 1994, annual value was defined to nean the gross annua

rent at which the house or building could be et fromyear to year subject to
statutory deductions [see unanmended Section 3(1)(b)]. Therefore, under the
unanmended section the tenanted as well -as sel f-occupi ed premi'ses stood

equated in the matter of determ nation of the gross annual rent. However,

even under the unanmended Act, vide Section 3(1)(c) it was stipulated that if

in a given case it was not possible for the nunicipality to deternine the

gross annual rent, then, 5% of the total sum obtained by adding the estinated
present cost of construction, |ess such anpbunt as the Comittee may deem

fit to be deducted on account of depreciation to the estimated narket val ue

of the land (site). Therefore, even under the unanended section, in margina
cases, it was open to the municipality to fix the annual value at 5% of the
sum obt ai ned by adding the cost of construction to the market val ue of the
land. It appears that on account of increase in the narket price of the /land in
guestion that the State Legislature anmended Section 3(1) by Punjab

Anmendi ng Act 11 of 1994 by which it had been stipul ated vide Section

3(1)(b) that in cases where land or building is self occupied, the annual value
shal | be 5% of the sum obtained by adding the present market val ue of the

| and and the estimated cost of construction | ess 10% deducti on on account of
depreciation. By the said amendnent it had been laid down under Section

3(8aa) that the word "market value" of the |land or building shall be

determ ned in accordance with the principles in Section 23 of the Land

Acqui sition Act, 1894 or in accordance with the provisions of the

Regi stration Act, 1908.

12. Anal ysi ng the unanended and anended Section 3(1)(b) of the said

Act, we are of the viewthat the Legislature has given a great amount of
leeway in the matter of taxation. Article 14 does not prohibit classification
As stated above, in cases where the property is actually let out and it is
possi bl e to decide the annual value on the basis of actual rent then the annua
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val ue is equated to the gross annual rent at which the |and or buil ding has
actually been let [see Section 3(1)(a) as anended]. The difficulty cones in
when the land or building is self occupied by the ower and it is not possible
to arrive at the annual value in the absence of actual rent and it is in those
cases that the Legislature has prescribed the nethod of calculating the

annual value at 5% on the sum obtai ned by adding the present market val ue

of the land plus the estinmated cost of construction of the building mnus 10%
as deduction on account of depreciation

13. It had been vehenently urged on behal f of the assessees that there is

no rational basis for making the above classification, particularly when both
the prem ses, whether let out or self occupied, are subject to rent restrictions
under the Punjab Rent Act.

14. It is urged on behalf of the nunicipality that Section 3(1)(b), as
amended, makes no distinction between self occupied |and or building and
tenanted | and or building. According to the municipality, after the
amendment , the annual value in occupation of the tenant has to be

determ ned on the basis of actual rent which the property would fetch

whereas if the same property - is in occupation of its owner then the rateable
val ue under the amended provisions shall be cal culated by applying the rate
of 15% of the 5% of the sum deternined in accordance with Section 3(1)(b).

For exanple, if the value of the property is Rs. 10 |l acs (which conprises of
the market value of ‘the land plus cost of construction of the structure) then
the annual value in terms of Section 3(1)(b) shall be Rs. 50,000/- at the rate
of 5% of the market value. If the property i's a commercial property, then the
tax shall be 15% of Rs.50,000/- equal to Rs. 7,500/- which conmes to .75% of
the value (Rs. 10 lacs). At this stage, it may be stated that residentia
property is exenpted fromtax, therefore, we are not required to go into
those figures. Essentially, inthis case we are concerned with commercia
property. It is the tax on the scarce resources, mainly the | and whose prices
are escal ating, which provides an intelligible differentia (rational basis)
havi ng requi site connection with the object sought to be achieved. There
cannot be a straight-jacket formula for determ nation of the annual val ue.
The State is always entitled to raise resources by way of inposition of tax.
As held in the case of Patel Gordhandas (supra) cost of construction plus

mar ket val ue of the land thus constituted the very basis for determnation of
the annual value, where it is not possible to obtain figures concerning actua
rent or hypothetical rent, it is in these circunmstances that the cost of
construction plus the market value of the |and can formthe basis for arriving
at the annual val ue.

15. In our view, the classification nade between prem ses occupi ed by
tenants on one hand and t hose occupi ed by the owner hinmself is wholly
reasonabl e and has direct nexus with the object sought to be achieved. In our
vi ew, properties occupied by the tenants and properties which are self
occupi ed constitute two separate classes. The ampunt of tax on the capita

val ue has been recogni zed valid by this Court in the judgnent of Pate

Gor dhandas (supra). Even according to the nmunicipality the rent actually

paid by the tenant does formthe basis for assessnent of house tax, however,
the necessity to anmend the Act arose with the growing demand of citizens

for nodern basic amenities. The data indicates that the increase in the house
tax every five year was negligible. The conmercial properties earned higher
returns. Therefore, it was decided to anend the | aw by taking into account
the present market value of the land and the initial investnent nmade by the
owner when he constructed the house. Mreover, under Section 68 of the

Act, once the annual value is decided in terms of the amended definition
then the sane shall be valid for five years and on expiry of five years, the
annual value is required to be decided as per the w shes of the owner, who
may either opt for the nethod indicated in Section 3(1)(b) or by increasing it
by 10% of the annual value already fixed. On the other hand, in cases where
prem ses are in occupation of the tenant then as per Section 68 of the Act,
the fornmula to revise the annual value has a direct nexus with the rent
revision, if any. In the circunstances, the H gh Court had erred in holding
that the amended Section 3(1)(b) made an invidious
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di scrimnation/distinction between prem ses in occupation of the tenant and
prem ses which are self occupied

16. In the present case, the H gh Court has further held that Section 3(8aa)
was ultra vires and unconstitutional for want of guidelines which gives w de
powers to the officers in the matter of fixing annual value. This finding of
the Hi gh Court is equally erroneous. Under the anmended Section 3(1)(b), as
stated above, a fornula has been evolved by which in the case of self

occupi ed prem ses the tax has to be inmposed on annual value cal cul ated on

the basis of the present nmarket value of the Iand plus the cost of construction
m nus 10% deducti on on account of depreciation. Section 3(8aa) states that
while estimating the present narket value of the |land the Assessing O ficer
("AQO") will keep in mind the principles nentioned in the Land Acquisition
Act, 1894 whereas under the above fornula, the A O wll keep the

regi stered sal e instances of buil dings before himin order to conpare the cost
of construction of houses in the sane locality, area etc. Wien it conmes to
land, the A.O. will gather the nmarket val ue dependant on the sal e instances

in the surrounding areas. He will keep in mnd the principles of Land

Acqui sition Act, 1894 for arriving at the market value of the land. On the

ot her hand, under the above formula, which is the conposite fornula, the

A.O has to take into account the cost of construction. This is because the
bui | di ng m ght have been constructed ten years ago. In such cases, the A O
shall keep in m nd the cost of construction prevailing in the area when the
house was constructed. For such an exercise, the A O has to refer to the

i nstances nentioned to properties registered under the Registration Act. As
stated above, there i's no straight-jacket fornula in matters of valuation
Therefore, |l eeway has to be given to the A O for arriving at the market

val ue of the land and the cost of construction by applying apposite principles
under the Land Acquisition Act qua the |and and by proceeding to arrive at

the cost of construction of the houses by invoking the instances of

regi stration on transfer of houses under the Registration Act. Therefore, in
our view, the High Court had erred in striking down Section 3(8aa).

17. The central test for perm ssible classification has to satisfy two
conditions. It nust be founded on an intelligible differentia which

di stingui shes persons or prenmises that are grouped together fromothers |eft

out of the groups and the differentia nust have a rational relation to the

obj ect sought to be achieved by the Act in question. A|law based on a

perm ssible classification fulfils the guarantee of the equal protection of the
laws and is valid whereas a | aw based on an inperm ssible classification
violates the guarantee and is void. Equality is violated by treating persons
simlarly situated differently. In the present case, as stated above, that is not
the case. If a law deals equally with nenbers of a well defined class, it is
not open to chall enge such a | aw on the ground of denial of equal protection

In order to sustain the presunption of constitutionality, the court can take
into consideration matters of common know edge and, at the sane tine, the

court must presume that the Legislature understands and correctly

appreci ates the need of its own people. In the present case, the Legislature
seens to have taken cogni zance of the fact that the | and prices have been

i ncreasi ng which remai ns excluded fromthe conposite val uati on of an asset,
namely, land or building which is self occupied and for which there is<no
neasurabl e, identifiable and quantifiable data of actual or hypothetical rent.

18. For the aforestated reasons, we uphold the validity of the aforesaid
i mpugned Section 3(1)(b) and Section 3(8aa) of the Punjab Minicipal Act,
1911, as anended.

19. On behal f of the assessees, a number of judgments of this Court were
cited in the matter of fixation of standard rent. In our opinion, the said
citations are not relevant. In this case we are concerned with constitutiona
validity of the inpugned Sections 3(1)(b) and 3(8aa). In the present case, we
have held that it is open to the Legislature to introduce the conposite
schenme for determnination of annual val ue based on cost of construction plus
mar ket val ue of the land, therefore, the judgments of this Court in the matter
of fixation of standard rent has no rel evance.
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20. Bef ore concl udi ng, we have serious objections to the manner in which
direction has been given by the Division Bench of the Hi gh Court to the

Legi slature. In this connection, we quote the |ast paragraph of the inmpugned
judgment, which is as follows:

"\ 005 Sections 3(1)(b) and 3(8aa) of the Act are decl ared
unconstitutional and struck down\005. The State shall be
free to suitably anend Section 3(1) to provide for |evy of
house tax by adopting a uniformcriteria for

determ nati on of annual value of simlarly situated
properties. The State shall also be free to amend Section
3(1) and lay down a uniformcriteria for determ nation of
annual val ue of properties occupied by the tenants as well
as the owners in the light of the judgnent of the Suprene
Court in Sachi danand Ki shore Prasad Sinha’s

case [(1995)3 SCC 86] and observations made in this order
It is, however, nade clear that any such enactnent shal
not effect the assessnents nmde prior to the amendnment

of section 3 by Punjab Act No. 11 of 1994 and the old
cases, if-any pending shall be decided in accordance with
t he unanmended provi si on\-005" (enphasi s suppli ed)

21. In the above judgment, the High Court directs the State Legislature to
amend the law relating to determ nation of annual val ue by cl assifying that
any such amendnent shall not be retrospective. W have serious

reservations regardi ng such a direction. It is not open to the H gh Court
under Article 226 of the Constitution, particularly in the matter of taxation
directing it not to amend the | aw retrospectively. Such a direction is
unsust ai nabl e, particularly inataxing statute. It is always open to the State
Legi slature, particularly in tax matters, to enact validation | aws which apply
retrospectively. The High Court cannot take away the power of the State

Legi slature to amend the tax | aw retrospectively. The basis of the |aw can

al ways be altered retrospectively.

22. For the aforestated reasons we set aside the inpugned judgment. W
declare the aforestated Section 3(1)(b) and Section 3(8aa) as valid.
Accordingly, we uphold the validity of the said sections. Since we have
upheld the validity of the aforestated inpugned sections we nmake it clear
that all pending disputed assessnents and appeal s therefrom shall be deci ded
in accordance with the provisions of Punjab Mnicipal Act, 1911, as

amended. The civil appeals filed by Patiala Minicipal Commttee as well as
the State Governnment are allowed with no order as to costs:




