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ACT:

"Net weal th"-Val uation of "net wealth,, under section 7
read with section 2(m of the Walth Tax Act, 1957-Treat nment
of (a) conpensation anount receivabl e under the Bi har Lands
Reforns Act;(b) the debt in the nature of Agriculture Incone
Tax due to CGovernnent, and deductible fromthe receivable
conpensation; (c) the amount of npney decree fully attached
by Garnishee orders of conpetent court and (d) clains under
decrees not yet executed, explained.

HEADNOTE

The assessee is an individual and his estate 'stood
vested in the State of Bihar. under the Bi har Land Reforns
Act, 1950 as and from 1lst of July 1952, and he is ‘entitled
to receive conpensation under the Act fromthe Governnent.
The assessors during the relevant. assessnment ~ years had
obtained two nonetary decrees fromhis debtors, but the
amounts receivable by the assessee were attached by two
gar ni shee orders issued by the Calcutta High Court on 13th
January 1960 and 21st June 1961. The assessee al so had sone
claimdecrees but as they were not yet executed, they were

shown in his book of accounts as still .outstanding. The
assessee had to pay Agricultural Income Tax to the
CGovernment and this debt has to be deducted from the
conpensation receivable by the assessee. In (these five

appeals by certificate of fitness, question arose as to
whet her the answers of the High Court of Patna given in the
Tax references on the question of correctness of “valuation
of the "net wealth" under section 7 of the Walth Tax Act,
1957 are correct.

The Revenue urged the follow ng five propositions:-

(1) For the purposes of conputation of net-wealth of
an assessee each Asset belonging to himand each
debt owed by himhas to be val ued separately.

(2) The difference between the aggregate val ue of the
assets and the aggregate value of the debts
represents his net-wealth.

626

(3) In determning the narket value of an asset (or
the residue of the asset dininished by an over-
riding title on the asset itself), any liability
or debt incurred in relationto it has to be
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ignored as the debt or liability has to he
separately eval uated

(4) What is the nmarket value of a certain asset or the
resi due asset as referred to above, is a question
of fact, to be determned finally by the Income-
tax Appellate Tribunal taking into account the
rel evant evidence and considerations put forward
by both the sides and the H gh Court cannot
interfere with such a fielding of fact unless it
is found to be based on irrelevant consideration
or is arrived at by ignoring , relevant evidence

(5) Wen the debt is represented as an asset, its
market value has to be determined in the sane
manner as the nmarket value of any other asset
irrespective of the fact whether such an asset-
debt is encunbered by another debt owed fromthe
assessee, because the later-nentioned debt can
qualify for deduction at its market val ue
i ndependent|y.

Di sm ssing the appeal s the. Court,

HELD: 1.1 Section 7 and 2(M of the Walth Tax Act,
1957, though nust be read harnmoniously, apply at two
different stages. Section 7 deals with the estimation of the
mar ket value of the asset, while section 2(M enjoins that
fromthe sane, the debt owned by the ‘assessee to be
deducted. The debts nay be deducted fromthe val ue of assets
but the valuation of an asset has to he done in terns of
Section 7(1) taking ‘into consideration all’' the hazards
including the possibility of —an amount on-account of debt
bei ng deducted fromthe value of the asset is a factor which

will influence a prospective buyer in the open  narket,
dependi ng upon the facts and circunstances of each case.
[633- EF

1.2. Agricultural incone tax dues from the assessee

whi ch are deductible from the conpensation under & Section
4(c) of the Bihar Land Reforns (Act. 1950, if the sane has
not been deducted before the issue of the conpensation bond,
then the possibility and the hazard of its being deducted
fromthe conpensation involved is a factor which has to be
taken into account in estimting the value of the right of
conpensation for the purpose of estimating the net weal th of
the assessee on the valuation date under the Walth Tax Act-:
The arrears of agricultural incone-tax is not to be deducted

fromthe net wealth as such but is a factor which willing
purchaser will take into consideration in estimting the
val ue of these’ assets and that is a factor which should be
taken into consideration. The Tribunal will ‘estimate. the
val ues taking into consideration the possibility of
deduction on account of the liability of the assessee on
account of agricultural incone-tax if it had “not been

al ready deducted in accordance wth the provisions of the
Act and determine the net value of the assets of the
assessee, accordingly. [629A-D
627

Conmi ssioner of Walth Tax, Bihar, Patna Vs. Maharaja
kumar Kamal Singh (G vil Appeal Nos. 1238 to 1240 (NT)/1973
deci ded on 20-2-84 relied on

2.1. If there is an asset which is subject to certain
hazards including, the liability of certain debt to be
deducted from the said asset, then that factor would be a
rel evant factor dimnishing the market value of the asset in
open market and has to be estimated taking into
consi deration that factor. [633D0 B

2.2. Merely Dbecause the assessee had shown the ful
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decretal amounts in his books as still due, would not upso
facto lead to the conclusion that they 'should be val ued at
those slunms w thout taking into consideration the |izards of
realisation of the decrees. These decrees had not been
executed and in the process of execution there may be
hazards and the Walth Tax officer must estimte the price
of the decree by anticipating what a willing purchaser would
have paid for those decrees taking the hazards into
consideration in open market on the valuation date and
should estimate the price of the asset in question
accordingly. [631C D

2.3 Wen assesses had a claim decree against its
debtor, the Walth Tax officer should ascertain the price
that a reasonable person would have paid for it on the
rel evant date, and value in open mar ket consi dering that
this claimdecree can only be satisfied, wholly opartly from
the conpensation which the debtor would receive under the
Bi har Land Reforns Act, 1950. The claimdecree is an asset,
but it shoul d be valued by estinmating that it would fetch in
the open mar ket on the ~ val uati on date taking into
consi deration-all the hazards. [631H, 632A]

3.1. For the purposes of conputation of net-wealth of
an assessee each asset belonging to himand each debt owed
by himhas to be valued separatly. [632E]

3.2. The difference between the aggregate val ue of the
assets an the aggregate value of the debts represents his
net-weal th [ 632F]

JUDGVENT:

ClVIL APPELLATE JURI SDICTION: Civil Appeal Nos. 1233-
1237 of 1973.

Appeal s from the Judgnment and order dated the 5th My,
1972 of the Patna Hi gh Court in Tax Cases Nos. 64 to 68 of
1967

G C Sharma, B. B. Ahuja & M ss A Subhashini for the
Appel | ant .
628

P. K. Chatterjee and Rathin Dass for the Respondent.

The Judgrment of the Court was delivered by

SABYASACHI MUKHARIJI, J. These appeal s from the judgnent
of the H gh Court of Patna have-come to this Court by
certificates granted under Section 29 of the Walth Tax Act,
1957. The questions upon which the certificates of fitness
of appeal to this Court have been granted are question Nos.
(2), (3) and (4) in Tax Cases Nos. 64 to 68 of 1467. The
guestions are as foll ows:

"QUESTI ON No. 2. \Wether, in the facts and
circunst ances of the case, the decrees obtained by the
assessee against Shri A H Lal and Shri D.D. “Tulsi for
Rs. 1,11,747 and Rs. 51,525 respectively, have been
val ued under the Walth Tax Act, 1957, by correctly
appl ying the provisions of section 9 of the Act for the
purpose of including their values in the net weal th of
the assessee?

Question No. 3-Wether, the sumof Rs. 32,266, the
amount of Agricultural income-tax due fromthe asessee,
falls for deduction in hands of the assessee in
arriving at his total wealth for the years 1957-58,
1958 59, 1959-60 and 1960-617?

Question No. 4-Wether, the suns of Rs. 597909 due
fromTikait Grja Prasad Singh, Rs. 40001 due from Sri
Gangeshwar Prasad Singh, Rs. 64000 due from WMahanth
Mahabir Das, Rs. 37773 due from Sri Lakshm Narain
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Singh, Rs. 2600 due from Sri Jamuna Prasad Mssir, Rs.
1250 due from Sri Sarjug Kumar, Rs. 15344 due from Sr
Nandki shore Si ngh, and Rs. 388760 due from Raja
Prithivichand Lal Chaughury under claim decrees
obt ai ned against themby the assessee under the Bihar
Land Reforns Act are assets of the assessee within the
nmeani ng of Walth Tax Act, 1957, and have been val ued
under the said Act by correctly appl ying, the
provisions of section 7 of the Act for the purpose of
including their wvalues in the net wealth of the
assessee’ ?
629
Regardi ng Question No. 3 which is the question whether
the A anpbunt of agricultural incone-tax dues from the
assessee is a factor which has to be taken into account for
val uing the conpensation payable to the assessee, we have
held that agricultural incone-tax dues from the assessee
whi ch are deductible from the conpensation under Section 4
(c) of 'the Bihar Land Refornms Act, 1950, if the same has not
been deducted before the issue of the conmpensation bond,
then the possibility and ~the hazard of its being deducted
fromthe conpensation involved is a factor which has to be
taken into account in estimting the value of the right of
conpensation for the purpose of estimating the net wealth of
the assessee on the valuation date under the Walth Tax Act.
The arrears of agricultural incone-tax i's not to be deducted
fromthe net wealth as such but is a factor which a willing
C purchaser w Il take into consideration in estimating the
val ue of these assets and that is a factor which should be
taken into consideration. The point has been discussed by
this Court in the case of Comm ssioner of Walth Tax, Bihar
patna v. Mharaja Kumar Kanmal Singh (CGvil Appeal Nos. 1238
to 1240 (NT) of 1973). The question, is, therefore answered
as the answerer given in the said appeals and the Tribuna
will estimate the value by taking into consideration the
possibility for deduction on account of the liability of the
assessee on account of agricultural income-tax if it had not
been already deducted in accordance with the provisions of
the Act and determine the net value of the assets of the
assessee, accordingly.
These questions are for the wealth tax assessnents of
the assessee for the assessnent years 1957-58, 1958-59,
1959-60, 1960-61 and 1961-62. The assessments invol ved were
for those years in which the relevant valuation dates were
20t h Septenber, 1956, 21st March, 1958, 21st March, 1959,
21st March 1960 and 20th March 1961 respectively.” In the
first year the assessee had filed return of wealth for Rs.
447065. The Wealth Tax officer, however, determned the
total wealth of the assessee at Rs. 1608863. The Walth Tax
officer included in the net wealth of the assessee, various
amounts of noney due under the decrees which the assessee

had- obtained against certain debtors, as well ‘as the
conpensati on payable to hi munder the Bi har Land Reforns Act
after valuing the bonds. It may be nentioned that the

assessee had appeal ed to the Appel | ate Assi stant
Conmi ssioner and thereafter he had carried appeals to the
Tri bunal also and had obtained sone relief in the process.
For the subsequent assessnent years of 1958-59, 1959-60,
1960- 61 and 1961-62, simlar considerations had cone up
before the Walth Tax officer, on the assessee filing
separate returns and simlar results were followed. In each
year

630

the assessee had claimed certain deductions, including an
amount of Rs. 32266 due as agricultural income tax. The
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| ater sum has been consistently disallowed. This point we
have di sposed of in ternms of the decision of this Court in
Cvil Appeal Nos. 1238 to 1,240 (NT) of 1973.

So far as Question No. 2 is concerned, while conputing-
the net wealth, the Wealth Tax O ficer had included the suns
of Rs. 8000 and Rs. 13011 for the year 1957-58, due from Sri
A K Hazra and Sri N Sahay respectively, on the basis of
usfructuary nortgage in favour of the assessee as his
assets. On the last point the assessee has obtained relief
fromthe Appellate Tribunal for the year 1957-58 and for
that reason these two suns were excluded fromthe net wealth
of the assessee for the subsequent assessnent years and that
point had given rise to the reference in Tax Cases Nos. 23
to 271 of 1966. On the other questions raise(l by the
assesses, reference in Tax Cases Nos. 64 to 68 of 1967 had
arisen.

Now the facts material for question No. 2 are as
fol | ows:

The assessee _had obtained civil court decrees for Rs.
111747. and- Rs. 51525 against Sri = A.H Lal and Shri D.D.

Tul si. The decrees are still pendi ng execution. In the books
of the assessee these two decretal anounts were shown as
tstill outstanding. So far~ as the decree obtained agai nst

Shri D.D. Tulsi, the position seenms to be that Tulsi owed a
decree to the assessee and the assessee owed noney to the
bank. In connection with the decree obtained against D. D
Tulsi, it had been contended before the Tribunal that at the
i nstance of the official Liquidator, the Calcutta H gh Court
had i ssued a Garnishi. order on 13th January, 1960 for
setting of the assessee's liability to the Pacific Bank and,
therefore, the decree did not represent wealth which could
be valued wunder the Act. It was recorded by the Tribuna
that the order O the Calcutta Hi gh Court had been passed
after the relevant dates of the first three assessnent years
and it held that even for the assessnent years 1960-61 and
1961-62, the order of attachnent could not indicate that the
val ue of the decree was 'nil’, (‘as was the assesses case.
Hence, the decree against Sri Tulsi was val ued by the Walth
Tax officer at Rs. 51525. As regards the decree against Sri
A.H Lal, the attachnent order passed by the Calcutta Hi gh
Court was on 21st June, 1961, that is to say, even after the
val uation date for the

631

assessment year 1961-62. The decree was therefore val ued by
the Wealth Tax O ficer at the figure of Rs.. 111747. It was
the contention of the assessee that the two decrees had been
erroneously valued and the principles for valuation under
Section 7 (1) had not been followed. On the other hand it
was contended on behalf of the revenue that decrees had.
been correctly valued under Section 7 (2) (a) O the Act.
The High Court held and in our opinion rightly‘that two
decrees had not been valued under Section 7 (2) of the Act

at all and had been valued under Section 7 (1) of the Act.
We are in agreenent with the H gh Court that nmerely because
the assessee had shown the full decretal ampunts in his
books as still due, would not ipso facto lead to the

conclusion that they would be valued at those sums without
taking into consideration the hazards of realisation of the
decrees. These decrees had not been executed and in the
process of execution, there may be hazards and the Walth
Tax officer nmust estimate the price of the decree by
anticipating what a willing purchaser would have. paid for
those decrees taking the hazards into consideration in open
market on the valuation date and should estimate the price
of the asset in question accordingly. The H gh Court
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answered this question in the negative. W are of the
opinion that in view of the well-settled principles which we
have di scussed in the case of Comm ssioner of Walth Tax
Bi har, Patna v. Mharaja Kumar Kamal Singh (Civil Appea
Nos. 1238 to 1240 (NT) of 1973, the Hi gh Court was right in
its decision.

So far as the Question No. 3 is concerned, the sane
guestion would have to be answered in the manner indicated
above and the High Court has done the sanme and we affirmthe
said decision in view of the decision of this Court in G vi
Appeal Nos. 1238 to 1240 (NT) of 1973. The facts regarding
guestion No. 4 after taking into consideration statenent of
this case as also the supplenentary statenent of the case
sent to the High Court pursuant to its directions are as
fol |l ows:

In respect of sums due fromTikait Grja Prasad Singh
the High Court has observed that assessee was entitled in
respect  of the zam ndari conpensation of Tikait Grja Prasad
Si ngh which had. vested in the Governnent and the val ue of
the conpensation had been estinated at 75 per cent of
certain figure. The H gh Court directed that when assessee
had a claimdecree against its debtor, the Walth Tax
of ficer should ascertain the price that a reasonabl e person
woul d have paid for it on the relevant date, valuation
632
in open nmarket considering that this claimdecree can only
be satisfied wholly or partly from the conpensati on which
the debtor would receive wunder the Bihar Land Reforns Act,
1950. The claim decree was an-asset, the H gh Court held,
but it was wongly valued by the authorities and directed to
be valued by estimating that it would fetch in the open
nmarket on the valuation date taking into consideration al
t he hazards.

On the sane principle, the other decrees nentioned in
the questions have been disposed of ~by the H gh Court. W
are of the opinion that in view of ‘the principles discussed
by this Court in the case of Conm ssioner of Walth Tax
Bi har, Patna v. Maharaja Kumar Kanmal Singh the H gh Court
was right inits conclusion. Indeed this question was not
seriously pressed before us separately.

W may reiterate that |earned counsel for the revenue
urged b before us certain propositions, namely:

(1) For the purposes of conputation of net-wealth of
an assessee each asset belonging to himand each
debt owed by himhas to be val ued separately:

(2) The difference. between the aggregate val ue of the
assets and the aggregate value of ~the debts
represents his net-wealth.

(3) In determning the nmarket value of an asset (or
the residue of the asset dininished by an over-
riding title on the asset itself), any liability
or debt incurred in relationto it has to be
ignored as the debt or liability has to be
separately eval uated

(4) VWhat is the market value of a certain asset (or
the residue asset as referred to above, is a
guestion of fact, to be deter mined finally by the
I ncome-tax Appellate Tribunal taking into account
the relevant evi dence and considerations put
foreward by both the sides anthem H gh Court
cannot in-

633
terfere with such a finding of fact unless it is
found to be based on irrelevant consideration or
is arrived at by ignoring rel evant evidence,
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(5) When the debt is represented as an asset, its
market value has to be deternmined in. the sane
manner as the nmarket value of any other asset
irrespective of the fact whether such an asset-
debt is encunbered by another debt owed fromthe
assessee, because the later-nentioned debt can
qualify for deduction at its narket val ue
i ndependent|y.

About proposition No. (I) and (2) above, there cannot
be any dispute. But as regards Proposition No. (3), as this
Court has discussed in Comm ssioner of Walth Tax, Bihar
Patna v. Maharaja Kumar = Kamal singh, if there is an asset
which is subject to certain hazards -. including the
liability of certain debts to be deducted from the said
asset, then that factor would be relevant factor dim nishing
the market value of ~the asset in open market and has to be
estimated taking into consideration that factor. Regarding
Proposition No. ~(4), it may be stated that while it is a
qguestion of fact but if the Tribunal has arrived at the
conclusion by taking wong principles into consideration
then such-a finding woul d not bind the H gh Court. Regarding
Proposition No. (5), it~ may be stated that (debts nmay be
deducted from the value ' of assets but the valuation of an
asset has to be done interns of Section 7 (l) talking into

considerations all / the hazards including the possibility of
an anount on account’ of debt being deducted fromthe val ue
of the asset is a factor which will influence a prospective

buyer in the open market, depending upon the facts and
ci rcunst ances of each case.

In the aforesaid view of the matter, we affirm the
decision of the High Court in all these points and dism ss
these appeals with costs.

S R Appeal s disni ssed.
634




