
© 2017 KPMG, an Indian Registered Partnership and a member firm of the KPMG network of independent member firms affiliated with KPMG International Cooperative (“KPMG 

International”), a Swiss entity. All rights reserved. 

 

 

 

 

 

 

 

 

 

If the statute is unambiguous, it cannot be contended that the method 
which is favourable to the taxpayer should be adopted – Supreme Court 

 

18 October 2017 

 During the course of assessment proceedings 
of wealth tax of one of the partners, the 
Wealth Tax Officer (WTO) made a reference 
for valuation of the cinema theatre to 
Department Valuation Officer (DVO). The 
valuation officer submitted its report valuing 
the property as per percentage of the right of 
different taxpayers which they have in the firm.  
 

 Subsequently, notices were issued to the 
taxpayer. The taxpayers got the property 
valued by an approved valuer adopting 
income capitalisation method which is different 
from the AO. Subsequently, the assessment 
was completed based on the valuation report 
submitted by the departmental valuer. 
 

 The Appellate Authority affirmed the 
assessment made by the AO. However, the 
Tribunal accepted the case of the taxpayer to 
the effect that the proper basis for valuing the 
cinema building would be capitalisation of the 
income.  
 

 The High Court held that WTO was justified in 
making a valuation based on the valuation 
report submitted by the departmental valuer. 
The High Court held that income capitalisation 
method would not be the correct method of 
valuation of the property. 

Supreme Court’s decision 

 The Supreme Court did not agree with the 
taxpayer’s submission that the provision of 
Section 7(2)(a)4 is a stand-alone provision and 
is to be applied in all cases where the  

__________ 
 

4 Section 7(2)(a) of the WT Act prescribes the income capitalisation 
method for assessing the value of the assets of a running business.   

Background 

Recently, the Supreme Court in the case of Bimal 
Kishore Paliwal & Ors1 (the taxpayer) dealt with 
the issue of adoption of valuation method to value 
building under the Wealth-tax Act, 1957 (the WT 
Act). The Supreme Court observed that the 
taxpayer has relied on the decision of Vegetables 
Products Ltd.2 for the proposition that if two 
reasonable constructions of taxing statute are 
possible, that construction which favours the 
taxpayer must be adopted. However, the Supreme 
Court held that the said proposition cannot be 
read to mean that under two methods of valuation 
if the value which is favourable to the taxpayer 
should be adopted. In the present case, the 
provisions of Section 7 of the WT Act are neither 
unambiguous nor lead to two constructions. The 
construction of Section 7 of the WT Act is clear as 
has already been elaborately discussed by the 
Supreme Court in the case of Juggilal Kamlapat 
Bankers3. Therefore, the ratio of Vegetables 
Products Ltd would not apply. 
 
Accordingly, the Supreme Court held that the 
Assessing Officer (AO) is correct in adopting the 
value of land and building by making a reference 
to departmental valuer to value the property. 
 

Facts of the case 

 G.D. & Sons, a firm wherein the taxpayers are 
partners, purchased land and building and 
started cinema theatre in the said premises. 
The cinema property was valued by 
assessment in the books of accounts. 

 
________________ 

1 Bimal Kishore Paliwal & Ors v. CWT (Civil Appeal No.3836 of 2011) – 
Taxsutra.com 
2  CIT v. Vegetable Products Ltd [1973] 88 ITR 192 (SC) 
3 Juggilal Kamlapat Bankers and another v. WTO [1984] 145 ITR 485 

(SC) 
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taxpayer is carrying on business. Overriding power has 
been provided to override the normal method of 
valuation of property as given by Section 7(1)5 to arm 
the WTO to adopt the method of valuation as given in 
Section 7(2)(a) of the WT Act. The purpose and object 
of giving overriding power is not to fetter the discretion. 
The WTO is not obliged to mandatorily adopt the 
method provided in Section 7(2)(a) in all cases where 
the taxpayer is carrying on business.   
 

 The language of Section 7(2)(a) does not indicate that 
the provisions mandate the WTO to adopt the method 
in all cases of running a business.  The Supreme Court 
has laid down that resort to Section 7(2)(a) is 
discretionary and enabling provision to WTO to adopt 
the method as laid down in Section 7(2)(a) for a 
running business but the above enabling power cannot 
be held as obligation or shackles on right of AO to 
adopt an appropriate method. 
 

 There was a conscious decision of the AO to obtain 
the report from the departmental valuer. This 
conscious decision itself contains the decision of AO 
not to resort to Section 7(2)(a) of the WT Act. Once it is 
accepted that the property is useable only as cinema 
building, then its method of valuation has to be 
necessarily different from the one normally adopted in 
the case of buildings which are capable of being used 
for other commercial purposes. The mere fact that the 
building is only for the use of cinema exhibition does 
not in any manner diminish the marketable price. At 
the relevant period uses of building as running cinema 
were no less valuable.  
 

 The taxpayer relied on the decision of Vegetables 
Products Ltd6 for the proposition that if two reasonable 
constructions of taxing statute are possible, that 
construction which favours the taxpayer must be 
adopted. However, the said proposition cannot be read 
to mean that under two methods of valuation if the 
value which is favourable to the taxpayer should be 
adopted. In the present case, the provisions of Section 
7 of the WT Act are neither unambiguous nor lead to 
two constructions. The construction of Section 7 of the 
WT Act is clear as has already been elaborately 
discussed by the Supreme Court in the case of Juggilal 
Kamlapat Bankers7. 
 

 The Wealth Tax Officer having referred the 
departmental valuer to value the property, in 
consequent to which reference for valuation report 
having already been received. Objections to the 
valuation report were considered by the Appellate  

 
 
_____________________ 
 

5 Subject to the provisions of sub-section (2), the value of any asset, other than 
cash, for the WT Act, shall be its value as on the valuation date determined in the 

manner laid down in Schedule III. 
6  CIT v. Vegetable Products Ltd [1973] 88 ITR 192 (SC) 
7 Juggilal Kamlapat Bankers and another v. Wealth Tax Officer [1984] 145 ITR 485 

(SC) 
 

Authority and having been rejected, the Supreme 
Court do not find any fault with the assessment 
made by the Wealth Tax Officer. Accordingly, the 
Supreme Court affirmed the decision of the High 
Court. 

Our comments 

As per the principle of statutory interpretation8, if the 
language used in the statute is capable of bearing 
more than one construction, in selecting the true 
meaning, regard must be had to the consequences 
resulting from adopting the alternative construction. A 
construction that results in hardship, injustice, 
absurdity which leads to inconsistency or uncertainty 
and friction in the system which the statute purports to 
regulate has to be rejected, and preference should be 
given to that construction which avoids such results. 
 
The Supreme Court in the case of Podar Cement (P.) 
Ltd.9 held that where there are two possible 
interpretations of a particular section which is akin to 
a charging section, the interpretation which is 
favourable to the taxpayer should be preferred while 
construing that particular provision.  
 
However, the Supreme Court in the instant case 
distinguished the decision of Vegetable Products Ltd. 
and observed that the proposition which was 
interpreted by the Supreme Court in that decision 
cannot be read to mean that under two methods of 
valuation if the value which is favourable to the 
taxpayer should be adopted. The Supreme Court 
observed that the provisions of the WT Act are neither 
unambiguous nor lead to two constructions. The 
construction of Section 7 of the WT Act is clear. 
Therefore, the High Court is correct in holding that 
valuation is to be made based on the valuation report 
submitted by the departmental valuer. 
 
Even though the present decision is in the context of 
wealth tax and the same has been abolished, it can 
be useful while interpreting the provisions of the 
Income-tax Act, 1961. 
 
 
 
 
 
 
 
 
 
 
 
 
 
_______________ 
 

8 Justice G.P Singh 
9 CIT v. Podar Cement (P.) Ltd. [1997] 226 ITR 625 (SC) 
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