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ACT:

Weal th Tax Act 1957. Sections 2 (e), 2(m, 3, 4(1),
7(2) (a), 16A and 38A(1) (b).

Wealth Tax Rules 1957-Rule 2 A & Rule 2B

Weal t h Tax- Assessnment of-Interest of Karta of H UF. in
a partnership firmWether to be included in the net wealth
of H UF.

Wealth Tax O ficer-Reference to Valuation Oficers-Wen
justified.

Words & Phrases- Meani ng of

"Having regard to the bal ance-sheet of such businesses.
7(2) (a) Wealth Tax Act 1957.

HEADNOTE:

The assessee (Appellant No. 2) who was Karta of a Hindu
Undi vided Family was a partner of the famly firm (Appell ant
No. 1) and was being assessed to wealth tax as-a HUF. For
the purpose of evaluating the interest —of the famly's
interest inthe firm the assessee adopted the book val ue of
bui | di ngs owned by the firm

On the viewthat the market val ue of the buil di ngs was

much more than their book value, the Walth Tax  Oficer
(Respondent No. 1) referred, under section 16A onthe Walth
Tax Act, 1957, to the Valuation Oficers (Respondent Nos. 2
JUDGVENT:
Val uation Oficers issued notices under section 38A(1) (b)
for inspection of buildings and records relating to them
and the assessees objections to such procedure were
overrul ed.

The High Court dism ssed the assessee’s wit petition
hol di ng:

(1) having regard to section 29 of the Partnership Act
whi ch enables a partner to transfer his interest in the
partnership firm and Section 2(e) and Section 4(1) (b) of
the Act the interest of a partner in the partnership firm
will have to be regarded as a part of his net weal th under
the Act. (2) Section 3 the charging provision expressly
| evied wealth tax on the net wealth of every H ndu undi vi ded
famly, and consequently the interest of a HUF. in a
partnership firm which is property, could be regarded as a
part of its assets liable to be charged under this Section
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(3) Rule 2, section 7 and section 16A (1) (i) (ii) had

36

to be read harmoniously and Rule 2 did not exclude the
application of sections 7 and 16A for valuing an asset of a
partner in a partnership firm (4) Section 7(2) was an
enabling provision giving a discretionto the Walth-tax
Oficer either to value the assets of a business as a whole
or valuing each asset thereof separately and in that behalf
he had the power to refer such valuation to the Valuation
O ficer under Section 16A. (5) Appellant No. 2 as a partner
could be regarded as an agent of appellant no. 1 firm and
the Valuation Oficers could issue notices requiring
affording of facilities for inspection of buildings and
producti on of books, documents and records.

In the Appeal to this Court it was contended that: (1)
there was no provision for inclusion of a ' Karta's interest
ina partnership firmin the HUF."s net-wealth for wealth
tax purposes under the Act, and (2) even assumng that
appell ant 'No.2's interest (as a Karta of his HUF.) in the
appel lant. No.1's ~firmis eligible to tax under the Act, the
val uati on-of such interest woul d be governed by section 7(2)
(a) of the Act read with rule 2A of the Walth Tax Rul es
1957 and it was not open to the Wealth Tax O ficer to refer
the valuation to the valuation O ficer under section 16A

Di sm ssing the Appeal
N

HELD: 1(i) Section 3 of the Act read wth the
definitions of "net-wealth" as given in Section 2(m and
"assets" given in ‘section 2(e) clearly brings out the
exigibility of a partner’s interest in a firmeither in his
i ndi vidual capacity or his capacity as Karta of a HUF. to
weal th tax under the Act. [44 B-(

(ii) There is no lacuna in the Act ~as regards the
maki ng of a Karta's interest (representing his HUWF.) in
the partnership firmexigible to wealth-tax. [45 (]

(iii) Section 4 (1) deals with the conputation of the
net-wealth of an individual. It enacts a deem ng provision
Certain assets which do not in fact or inreality belong to
the individual (the assessee) but sone one else are to be
treated as belonging to that individual and are to be
included in his net wealth. Analysis of Causes (a) and (b)
of section 4(1) meke it <clear that there is a great
di fference between the cases covered by clause (b). T ause
(a) refers to five situations in all of which the asset is
held by sone one other than the individual concerned (the
assessee). It is provided that such asset held by that some
one else shall be treated as belonging to the assessee.
Cl ause (b) provides that where the individual assessee is a
partner in a firm it is the value of his interest in the
firmdetermined in the prescribed manner that is to be
treated as belonging to himand is includible in his net-
weal th. [43 C F]

(iv) It cannot be said that the interest of the partner
ina firmdoes not belong to him The proper way to
interpret clause (b) would be that the deem ng part of it
relates to the quantum of his interest in the firm
determined in the prescribed manner which is to be treated
as belonging to himand includible in his net-wealth. [43 F-
g

(v) A partner’s interest ina firm either in his
i ndi vidual capacity or in his capacity as a Karta of a HUF,
is property and is otherwise exigible to wealth tax under
the other provisions of the Act. [43 H|
37

2(i) Even where the Wealth-tax O ficer has resorted to
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section 7(2) for determning the value of assets of a
business as a whole the witten down val ues or book val ues
of specific assets as appearing in the bal ance-sheet are not
sacrosanct and when the narket value exceeds the witten
down value or book value by nore than 20 per cent, the
Wealth-tax Oficer has to adopt the market value of such
assets for the purposes of the Act. [49 C D

(ii) I'n order to determne the valuation of a partner’s
interest in the firm first the net wealth of the firm has
to be determined under section 7 of the Act and Rule 2
provides that the net wealth of the firmso determ ned shal
be all ocated anong the partners of the firm which allocated
amount will be the value of the interest of each partner in
the firm [46 F-Q

(iii) The primry nethod of determining the value of
the assets for the purposes of the Act is the on indicated
in section 7(1), which provides that value of any assets,
ot her than cash, shall be estinmated to be its market price
on the' valuation date. Sub-section (2) provides that in the
case of . ‘a business for which accounts are maintained by the
assessee regularly the Walth-tax Oficer may instead of
determ ning separately the valuation of each asset held by
the assessee in such business, determne the net val ue of
the business as a ‘whol e having regard to the bal ance-sheet
of such business as on the valuation date and maki ng such
adjustrment to therein as nmay be prescribed. [48 D F]

(iv) It is optional for the MWealth-tax Oficer to
resort to either of = the nmethods even in the case where the
net value of a business carried on by the assessee is to be
determ ned. Even when he proceeds under sub-section (2) he
has to determ ne the net value of the business as a whole
having regard to the bal ance-sheet of = such busi ness as on
the valuation date. [48 G H

(v) The phrase "having regard to the bal ance-sheet of
such business" as judicially interpreted means that the
Wealth-tax O ficer has to take into-consideration or account
t he bal ance-sheet of such business for such valuation and
not that such bal ance-sheet is conclusive or binding or
deci sive of the values of assets appearing therein. [48 H
49 Al

(vi) Sub-rule (2) of Rule 2B clearly provides that
where the nmarket value of an asset exceeds its witten down
val ue or book value by nore than 20 percent, the val ue of
that asset for the purposes of Rule 2A shall be taken to be
its market value. [49 B]

In the instant case, the Walth-tax Oficer was of the
view that the book values of specific house properties as
indicated in the returns filed by the appellant No. 2 were
far bel ow their narket values. He was therefore justified
in mking a reference to the Valuation Oficers /under
section 16A and the notices issued by the Valuation Oficers
were valid. [49 E]

&

CIVIL APPELLATE JURISDICTION. Civil Appeal No. 816 of
1978.

From t he Judgnent and Order dated the 4th October, 1977
of the H gh Court of Judicature at Allahabad in Wit
Petition No. 88 (Tax) of 1975.

38

V.S. Desai, Ravindra Narain, Harish Salve, Mss Rainu
Walia and P. K. Ram for the Appellants.

B. B. Ahuja for the Respondents.
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The Judgrment of the Court was delivered by

TULZAPURKAR, J. This appeal by certificate is directed
agai nst the judgnent and order dated 4th COctober, 1977. of
the Al ahabad H gh Court whereby the H gh Court upheld the
reference nade by the Wealth Tax O ficer (Respondent No. 1)
to the Valuation Oficers (Respondents Nos. 2 and 3) for
val uing certain buildings belonging to the appellant No. 1
firmas well as the notices issued by the Valuation Oficers
to appellant No.2 in furtherance of the Reference. The
appel l ants had by means of a wit petition challenged the
reference as well as the notices on certain grounds and had
prayed for a mandamus restraining respondents Nos. 2 and 3
fromvaluing the buildings. The wit petition having been
di sm ssed, the appellants have cone up in appeal to this
Court.

Most of the material — facts giving rise to this appea
are not in dispute and may briefly be stated as follows:
Appel ant ‘No. 1 (Ms.” Juggi Lal Kanml apat, Bankers) is a
partnership firm _Appellant No. 2 (Padanpat Singhania) was
one of the partners in the firmin his capacity as a 'Karta’
of a Hindu Undivided Famly upto 15-3-1972. He was being
assessed to wealth tax in the status of HUZF. and the
assets so assessed for wealth tax included the interest of
the famly in appellant No. 1 firm For the assessnent years
1967-68 to 1972-73 wealth-tax returns were submtted by
appellant No. 2 in the status of H U/F. and therein the
famly' s interest ' in appellant No. 1 firm  was included.
Since appellant No. 1 firmowned a nunber of buildings in
Kanpur in the returns so submtted the book-val ue of those
bui | di ngs had been adopted by appel |l ant No.2 for valuing the
interest of the famly in appellant No. 1 firm Respondent
No. 1 felt that the market val ue of those buildings was much
nore than such book-value. He, therefore, referred the
guestion of valuation of those buildingsto respondents Nos.
2 and 3 (the -concerned Valuation Oficers) under s.16A of
the Wealth Tax Act 1957 (hereinafter referred to as 'the
Act’). Respondents Nos. 2 and 3 i'ssued notices under s. 38A
(1) (b) of the Act to appellant No. 2 intimating that they
woul d i nspect the buildings for determning the fair market
val ue thereof and requested him to afford necessary
facilities for such inspection and to produce certain
records connected with those buil d-

39

ings. On receiving the notices appellant No. 2 realised that
respondent No.1 had referred the question  of valuation of
the concerned buil dings to respondents Nos. 2 and 3 under s.
16A of the Act and that the notices issued by respondents
Nos. 2 and 3 were in furtherance of such reference. On 9th
of Septenber, 1974 appellant No.2 addressed a  letter to
respondent No. 1 contending that none of the properties
referred to the Valuation Oficers belonged to himand that
the reference to them was unauthorised and the sanme shoul d
be with-drawn. He al so addressed letters to respondents Nos.
2 and 3 in which he contended that reference made to them by
respondent No.1 was invalid and requested each one of them
to return the reference back to the Wealth Tax O ficer.
Since these contentions were not accept ed by t he
respondents, the appellants filed a wit petitionin the
Hi gh Court challenging the reference made by respondent No.1
as well as the notices issued by respondents Nos. 2 and 3.

On behalf of the appellants the follow ng contentions
were urged in support of the wit petition: (1) For the
assessnment of appellant No. 2, respondent No. 1 could not
refer to respondents nos. 2 and 3 the valuation of building
which did not belong to himbut bel onged to appellant no. 1




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

Page 5 of 12

firm (2) the interest of a HUF. in a partnership firmwas
not exigible to wealth tax; (3) the interest of appellant
no. 2 in appellant no. 1 firmhad to be valued in accordance
with Rule 2 of Wealth Tax Rul es 1957 and hence s. 16A of the
Act had no application; (4) the valuation of the concerned
buil dings forming part of the assets of the business of
appellant no. 1 firmhad to be determ ned in accordance with
the commercial principles under s.7 (2) (a) and not under
s.7 (1) of the Act and (5) the respondents nos. 2 and 3
could not issue the notices to appellant No.2 as he was
neither the owner of the buildings nor was in occupation
t her eof .

In regard to the first contention the H gh Court took
the view that though it was true that a partner of a firm
could not claimownership in specific properties bel onging
to the partnership firmeither during the continuance of the
partnership or even on its dissolution but was entitled to
get a /share in the profits during its continuance and was
further entitled, upon its dissolution or his retirenment
there-from to the value of his share in the surplus of the
partnership assets left after a deduction of liabilities and
prior charges on the date of dissolution or retirenent, it
was clear that having regard to s. 29 of the Partnership Act
(which enables a partner to transfer his interest in the
partnership firnmy /and's.2 (e) and 4 (1) (b) of the Act the

interest of a partner in the partnership firmwll have to
be regarded as a part
40

of his net wealth ‘under the Act. As regards the second
contention which was elaborated to the effect that even if
the interest of an individual in a partnership firmcould be
regarded as an asset wthin the nmeaning of  s.2(e) of the
Act, the interest of a HUF. in the partnership firmcould
not be regarded as such asset and was not, therefore,
exigible to wealth tax (for which reliance was placed on the
circunstances that wunder s.4 (1) (b) of the Act provision
has been nade for determ ning the value of an individual’s
interest in a partnership firm but no corresponding
provision obtains in the Act for inclusion of the interest
of HUF. in a partnership firmfor purposes of assessnent),
the High Court took the view that from the said
circunmstances relied wupon it did not follow that the
interest of a HUF ina partnership firm could not be
regarded as a part of net wealth of such famly or was not
liable to wealth tax, especially when the charging provision
nanely, s.3 of the Act expressly levied wealth tax on the
net wealth of every Hi ndu undivided fanmily and there was no
reason why its interest in a partnership firm which was
property, could not be regarded as a part of its -assets
liable to the charge under the section. Wth regard to the
third and fourth contentions the H gh Court held'that Rule
2, sec. 7 and sec. 16A (1) (4) (ii) bhad to be read
harmoni ously and Rule 2 did not exclude the application of
secs. 7 and 16A for valuing an asset of a partner in_ a
partnership firm and that notw thstanding the non-obstante
clause contained in sec. 7 (2) it was an enabling provision
giving a discretion to the Walth Tax Oficer either to
val ue the assets of a business as a whole or valuing each
asset thereof separately and in that behalf the Walth Tax
Oficer had the power to refer such valuation to the
Val uation Oficer wunder sec. 16A. As regards the |ast
contention the High Court negatived the sanme by observing
that appellant No. 2 as a partner could be regarded as an
agent of appellant No. 1 firm and the Valuation Oficers
could issue Notices to him requiring him to afford
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facilities for inspection of the concerned buildings and to
produce books, docunents and records relevant for the
val uation of those buildings. In this view of the natter the
H gh Court dismissed the wit petition but its decision is
chal l enged in this appeal

Counsel for the appellants raised substantially two
contentions in support of the appeal. In the first place
counsel has contended that there is no provision for the
inclusion of a Karta’s interest in a partnership firmin the
HUF. s net-wealth for wealth tax purposes under the Act
and this would be clear fromsec. 4 of the Act. El aborating
this contention counsel has pointed out that sec. 4 (1) is
applicable to the conputation of the net-wealth of an
i ndi vi dual and
41
that the said provision Jis a deemnm ng provision whereunder
certain tassets though held in reality by sone others are to
be treated as belonging to that individual and included in
his net wealth for purposes of his wealth tax assessnent and
one such ‘deeming provision is to be found in cl. (b) thereof
whi ch provides that where  the assessee is a partner in a
firmthe wvalue of his-interest in a firmdeternmned in the
prescri bed manner shall be  included in conputing the net-
weal th of such individual and what is urged is that there is
no provision to be found in the Act which provides for the
inclusion of Karta's interest in a firmin the H UF.’s. net
weal th. Counsel strenuously urged that but for the deem ng
provision which is to be found in cl. (b) even the interest
of partner (in his  individual -capacity) would not have
becorme includible in his net wealth. In otherw se, according
to counsel, thereis alacuna in the Act as  regards the
inclusion of a Karta's interest in the partnership firmin
his HUF."s. net wealth and, therefore, ~the Departnent’s
attenpt to include the interest of appellant No.2 (as a
Karta) in appellant No.l's firmin the net-wealth of his
H UF. is not warranted by any of the provisions of the Act.
Secondl y, counsel has urged that assuming that appellant
No.2's interest (as a Karta of his H UF.) in appellant No.
1I's firm is exigible to the wealth-tax under the Act, the
val uation of such interest being governed by sec. 7 (2) (a)
of the Act read wth Rule 2A of the wealth Tax Rul es, 1957
it is not open to the Walth Tax officer to refer the
val uation of specific house properties belonging to the firm
to the Valuation officers under s. 16A of the Act; in fact;
according to him the valuation of the assets of the
partnership business of appellant No.1 as a whol e having
regard to its bal ance-sheets for the concerned years ought
to have been undertaken by the Walth Tax officer and as
such the book val ues of the house properties as appearing in
the Bal ance Sheets ought to have been accepted by hi mand
therefore, the reference nade by the Walth Tax officer to

Val uation officers as well as the notices issued by the
latter being inconpetent and unjustified in law, are liable
to be quashed. For the reasons which we shall presently

indicate neither of the contentions has any substance and
both are liable to be rejected.

In order to deal wth the first contention nentioned
above it will be necessary to set out the materia
provisions of s.4 of the Act Causes (a) (b) of sub-s. (1)
of sec. 4 run as follows:-

"Net wealth to include certain assets:-

4.(1) In conmputing the net wealth of an individual

there shall be included, as belonging to that
i ndi vi dual -
42




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

Page 7 of 12

(a)

43

It is
of the ne
sane enact
assets whi
i ndi vi dua
treated as
i ncl uded i
readi ng an
it clear
covered by
covered by
of which

the value of assets which on the valuation date
are held- -
(i) by the spouse of such individual to whom
such assets have been transferred by the
i ndividual, directly or indirectly,
ot herw se t han for adequat e
consideration or in connection wth an
agreenment to live apart, or
(ii) by a minor child, not being a married

daughter, of such individual, to whom
such assets have been transferred by the
i ndividual, directly or indirectly,
ot herw se t han for adequat e

consi deration, or
(iii) by a person or association of persons to
whom such . assets have been transferred
by the individual directly or indirectly
otherw se t han for adequat e
consi deration  for the inmmediate or
deferred benefit of the individual, his
or her spouse or minor child (not being
a married daughter) or both, or
(iv) by a person or association of persons to
whomsuch assets have been transferred
by the individual otherw se than under
an irrevocabl e transfer, or
(v). by the son's wife, ~or the son's mnor
child, of such individual, to whom such
assets have been transferred by the
i ndivi dual, directly or-indirectly, on
or after the 1st day of June, 1973,
ot herw se t han for adequat e
consi derati on,
whet her the assets referred to in any of the sub-
cl auses aforesaid are held in the formin which
they were transferred or otherw se:
Provi ded that where the transfer of such assets or
any part thereof is either chargeable to gift tax
under the Gft-tax Act,  1958(18 of 1958), or is
not chargeable wunder section 5 of —that Act, for
any assessnent

year commencing after the 31st day of March, 1964

but before the 1st day of April, 1972, the val ue

of such assets or part thereof,  as the case may

be, shall not be included in conputing the net

weal th of the individual

(b) where the assessee is a partner in a firmor
a nenber of an association of persons’ not
being a co-operative housing society, the

val ue of his interest in the firm or
associ ati on determ ned in the prescribed
manner " .

true that sec. 4 (1) deals with the conmputation
t-wealth of an individual and it is also true that
s a deeming provisionin the sense that certain
ch do not in fact or in reality belong to that
(the assessee) but to some one else are-to be
belonging to that individual and are to be

n his net wealth. But, in our view, a carefu
d analysis of cls. (a) and (b) thereof wll nake
that there is a great difference between the cases
sub-cls. (i) to (v) of cl. (a) and the case

cl. (b). d. (a) refers to five situations in al
the asset is held by some one other than the
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i ndi vidual concerned (the assessee) (e.g. held by the spouse
or mnor child of such individual to whom such asset has
been transferred by such individual directly or indirectly
ot herwi se than for adequate consideration, etc.) and it is
provi ded that such asset held by that some one el se shall be
treated as belonging to the assessee-a deem ng provision in
the real sense of creating a legal fiction, while under cl
(b) it is provided that where the individual assessee is a
partner in a firm it is the value of his interest in the
firmdetermined in the prescribed manner that is to be
treated as belonging to himand is includible in his net-
wealth. In other words cl. (b) is not a deem ng provision in
the sense in which a deeming provisionis made in cl. (a).
It cannot be said that the interest of a partner in a firm
does not belong to him it in fact belongs to himand no
legal fiction is required for treating it as belonging to
himand the proper way to interpret cl. (b) would be that
the deeming part of it relates to the quantum of his
interest in the firm determned in the prescribed nmanner
which is tobe treated as belonging to himand includible in
his net wealth. It is inpossible to accept the contention
that but for cl. (b) of s.4 (1) the interest of a partner
(where he happens to be an individual assessee) in a firm
woul d not have been exigible to wealth tax under the Act. As
we shall presently point out a partner’s interest in a firm
either in his individual <capacity or in his capacity as a
Karta of H U F is otherw se exigible
44
to wealth tax under the other provisions of the Act and the
deemi ng provision cont ai ned” in s.4 (1) (b) properly
under st ood nust be held to be referable " to the
quantification of his interest in the firmdetermned in the
prescri bed manner that is nade includible in his net-wealth.

Section 3 of the Act read with the definitions of "net-
weal th" as given in sec. 2 (n) and "assets" given in sec. 2
(e) clearly brings out the exigibility of a partner’s
interest in a firmeither in his/individual capacity or his
capacity as a Karta of a HUF. to wealth tax under the Act.
Section 3 which is a charging provision runs thus:

"Charge of wealth-tax.

3. Subject to the other provisions contained. in
this Act, there shall be charged for every assessnent
year commencing on and fromthe first day of April
1957, a tax (hereinafter referred to as wealth-tax) in
respect of the net wealth on the corresponding

val uation date of every individual, Hndu undivided
famly and conpany at the rate or rates specified in
Schedule I."

Section 2 (m defines "net-wealth" thus:
"net wealth" neans the anmpount by which the aggregate
val ue conputed in accordance wth the provisions of
this Act of all the assets, wherever, located
belonging to the assessee on the valuation date,
i ncluding assets required to be included in his net
wealth as on that date under this Act, is in excess of
the aggregate value of all the debts owed by the
assessee on the val uation date other than-
(here follow three types of debts which are not to be
reckoned with which we are not concerned)."
Section 2 (e) defines "assets" thus:

"assets" includes property of every description
novabl e or inmmovabl e, but does not include-

(here follow certain specified properties wth
whi ch we are not concerned.)"
On reading the aforesaid provisions together it wll
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appear clear that wealth tax has been levied on the net-
weal th of an individua

45

or a H UF. neaning thereby the aggregate value of all the
assets belonging to such assessee mnus all the debts owed
by him Under the definition of 'assets" property of every
description, novable or imovable is included, and since it
cannot be disputed and was not disputed before us that a
partner’s interest in a firm either in his individua

capacity or in his capacity as a Karta of a HUF. is
property. the same would be includible in the expression
"assets"” which wll have to be taken into account while

conputing the net-wealth of such individual or H U F. and on
such net wealth the charge of wealth tax has been inposed
under sec. 3. It is thus <clear that there is no lacuna in
the Act as regards the nmaking of a Karta' s interest
(representing his “H UF') in the partnership firm exigible
to wealth-tax. The first contention, therefore, nust fail

The second contention of counsel for the appellant has
been that even if it be held that appellant No. 2's interest
(as a Karta of his HUF.) in the appellant No. 1's firmis
exigible to the tax wunder the Act the wvaluation of such
i nterest woul d be governed by sec. 7 (2) (a) of the Act read
with Rule 2A of the Walth Tax Rul es 1957 and since it is a
case of valuing such interest in the partnership business of
appellant No. 1 firm the Walth Tax Oficer while first
valuing the assets of the business  should have, having
regard to the bal ance sheets of the said business as on the
val uation dates, accepted the book values of the specific
house properties as appearing in the balance sheets and
could not refer the valuation thereof to the Valuation
of ficers under sec. 16A of the Act which being inapplicable
could not be resorted to; in this connection reference was
al so made by counsel to sub-s (2) of sec. 4 whereunder it is
provided that in naking any rules wth reference to the
valuation of the interest referred to in cl. (b) of sub-s.
(1) (being a partner’'s interest in a firm the Board shal
have regard to the law for the tine being in force relating
to the manner in which accounts are to be settled between
partners of a firm on the dissolution of —a firm The
substance of the argunent, in brief, has been that sec. 7
(1) which enables the Walth-tax officer to deternmine the
val ue of any asset, other than cash, at the market price
thereof on the valuation date for the purposes of the Act is
i napplicable to the instant case and, therefore, sec. 16A is
not attracted and hence the valuation reference made by the
Wealth-tax officer to the Valuation officers  regarding
specific house properties is liable to be set aside. As we
shal | denmponstrate presently, the contention proceeds on an
entire misconception of the relevant provisions of the Act
and the Rul es.

W have already indicated above that a partner’s
interest in a

46
firm either in his individual capacity or as a Karta of a
HUF., is property or asset liable to be included in the

net wealth of the concerned assessee and is exigible to
weal th-tax under the Act. Once that position is accepted it
is clear that such asset will have to be valued for the
purposes of the Act and in this behalf Rule 2 (1) of the
Wealth tax Rul es, 1957 prescribes the manner of val uing such
interest, It runs thus:

"Val uati on of i nterest in partnership or

associ ati on of persons.
2. (1) The value of the interest of a person in a
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firmof which he is a partner or in an association of

persons of which he is a nmenber, shall be deternmined in

the manner provided herein. The net wealth of the firm
or the association on the valuation date shall first be
determ ned. That portion of the net wealth of the firm
or association as is equal to the ambunt of its capita
shal |l be allocated anpbng the partners or nmenbers in the
proportion in which capital has been contributed by
them The residue of the net wealth of the firm or
associ ation shall be allocated anong the partners or
menbers in accordance with the agreenent of partnership
or association for the distribution of the assets in
the event of dissolution of the firmor association
or, in the absence of such agreement, in the proportion
in which the partners or nenbers are entitled to share
profits. The sumtotal of the ambunts to so allocated
to a partner or nenber shall be treated as the val ue of
the interest of that partner or nenber in the firmor
associ ation."

The ‘aforesaid rule clearly says that in order to
determ ne valuation of a partner’'s- interest in the firm
first the net wealth of the firmhas to be determ ned, which
determ nation, of <course, is governed by sec. 7 of the Act
and the rule goes on to provide as to how the net wealth of
the firmso determ'ned shall be allocated anpbng the partners

of the firm which allocated anount w Il be regarded as the
val ue of the interest of each partner-inthefirm Coning to
the precise contention raised by counsel, the mteria

provi sions of the Act and the Rul'es having a bearing thereon
would be sec. 7 (1), 7 (2) (a), 7 (3) and Rules 2A and 2B
and these are as under:
"Val ue of assests, how to be deternined.
7. (1) Subject to any rules pmde in this behalf the
val ue
47
of any asset, other than cash, for the purposes of this
Act, shall be estimated tothe price which in the
opi nion of the Walth tax Oficer it would fetch if
sold in the open market on the val uation date.
(Explanation.......... ... i

(2) Notwi thstanding any thing contained in sub-
section (1), --

(a) where the assessee is carrying on a business
for which accounts are nmaintained by him
regularly, the Wealth tax officer  may,
i nstead of determning separately the value
of each asset held by the assessee in such
busi ness, determine the net value of the
assets of the business as a whole “having
regard to the bal ance sheet of such business
as on the valuation date and making such
adj ustrments therein as may be prescribed.

(3) Notwi thstanding any thing contained in sub
section (1), where the wvaluation of any asset is
referred by the Wealth tax officer to the Valuation
of ficer under section 16A, the value of such asset
shall be estinated to be the price which, in the
opi nion of the Valuation Oficer, it would fetch if
sold in the open narket on the valuation date, or, in
the case of an asset being a house referred to in sub
section (4), the valuation date referred to in that sub
section."

Rul es 2A and 2B run thus:

"Determination of the net value of assets of

busi ness as a whol e.
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2A. Where the Walth tax officer determ nes under
clause (a) of sub section (2) of section 7 the net
val ue of the assets of the business as a whol e having
regard to the bal ance sheet of such business, he shal
make the adjustnents specified in rules 2B, 2C, 2D, 2E
2F and 2G "
"Adjustnents in the value of an asset disclosed in the
bal ance sheet.
2B. (1) The value of an asset disclosed in the Bal ance
sheet shall be taken to be-

48
(a) in the case of an asset on which depreciation
is adm ssible, its witten down val ue;

(b) in the case of an asset on which no
depreciation i.s adm ssible, its book val ue;
(c) inthe case of closing stock, its value

adopted for the purposes of assessment under
the Income tax ‘Act, Act, 1961, for the
previous year relevant to the corresponding
assessnent year.

(2) Not withstandi ng any thing containing in sub-
rule (1) where the market val ue of an asset exceeds its
witten down value or~ its book value or the value
adopted for purposes of assessnent under the Incone tax
Act, 1961, as the case may be, by nore than 20 per
cent, the value of that asset shall, for the purposes
of rule 2A, be taken to be its narket val ue."

On a fair reading of the aforesaid provisions it wll
appear clear that the primary nmethod of determining the
val ue of assets for the purposes of the Act is the one
indicated in sec. 7 (1), inasnuch as it provides that the
val ue of any assets, other than cash, for the purposes of
this Act shall be estinated to be its market price on the
val uation date. Then cones sub-sec. (2) which provides that
in the case of a business for which accounts are maintai ned
by the assessee regularly the Walth tax officer may instead
of determining separately the valuation of each asset held
by the assessee in such business, deternine the net val ue of
the business as a whole having regard to the bal ance sheet
of such business as on the valuation date and maki ng such
adjustments therein as may be prescribed. It is true that
sub sec. (2) commences with a non obstante clause, but even
so, the provisionitself is an enabling one conferring
discretion on the Wealth tax officer to determ ne the net
val ue of the assets of the business as a whol e having regard
to its balance sheets as on the valuation date, instead of
proceedi ng under sub sec. (1). In other words, it is
optional for the Wealth tax officer to resort to either of
the nethods even in the case where the net value of a
busi ness carried on by the assessee is to be determ ned.
Thirdly, even when he proceeds under sub sec. (2) he has to
deternmine the net value of the business as a whole having
regard to the bal ance-sheet of such business as on the
val uation date; the phrase "having regard to the balance
sheet of such business" as judicially interpreted neans that
the Walth tax officer has to take into consideration or
account the bal ance-

49

sheet of such business for such valuation and not that such
bal ance sheet is conclusive or binding or decisive of the
val ues of assets appearing therein. Fourthly, the said sub-
section also says that the Walth tax officer has to "nake
such adjustnents therein as nay be prescribed" and in this
behal f Rule 2A and 2B already quoted above indicate what
adjustments the Wealth-tax officer has to meke while
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determning the net value of the business as a whole.
Particularly sub-rule (2) of Rule 2B clearly provides that
where the nmarket value of an asset exceeds its witten down
val ue or book value by nore than 20 per cent, the val ue of
that asset for the purposes of Rule 2A shall be taken to be
its market value. In other words, it is «clear that even
where the Walth-tax officer has resorted to sec. 7 (2) for
determ ning the val ue of assets of a business as a whole the
witten down values or book values of specific assets as
appearing in the bal ance-sheet are not sacrosanct and when
the market value exceeds the witten down value or book
value by nore than 20 per cent, the Walth-tax officer has
to adopt the market val ue of such assets for the purposes of
this Act. This is apart fromthe position that the resort to
sec. 7 (2) itself is discretionary and optional, the
provi si on bei ng an enabl i ng one.

Since in the instant case the Walth tax officer was of
the view that the book val ues of specific house properties
as indicated in the returns filed by appellant No. 2 were
far far. ‘below their market values, he was justified in
making a reference to the Valuation officers under sec. 16A
of the Act and the notices issued by the Valuation officers
i n pursuance of such reference were al so valid.

In the result the -appeal fails and is dismssed with
costs.

N V. K Appeal dism ssed,
50




