CHARGE OF WEALTH TAX (SECTION 3):

Wealth tax shall be charged for every assessment year in respect of the net wealth on the corresponding valuation date of every individual, Hindu undivided family and company at the rate of 1% of the amount by which net wealth exceeds Rs. 15 lakhs. For assessment year 2010-11, the valuation date is 31-03-2010.

WEALTH TAX ACT NOT TO APPLY IN CERTAIN CASES (SECTION 45):

No wealth tax shall be levied under the Act in respect of net wealth of

(a) any company registered under section 25 of the Companies Act, 1956

(b) any co-operative society 

(c) any social club

(d) any political party 

(e) any mutual fund specified in section 10(23D) of the Income-tax Act

COMPUTATION OF NET WEALTH:

Net Wealth shall be computed as under:

(a) Aggregate value of all assets wherever located belonging to the assessee on the valuation date computed as per Schedule III of the Wealth tax Act.
(b) Aggregate value of all assets required to be included in the net wealth of the assessee on the valuation date under section 4 of the Wealth tax Act computed as per Schedule III of the Wealth tax Act.
(c) Exemption under section 5 of the Wealth tax Act.
(d) Debts owed by the assessee on the valuation date which have been incurred in relation to the assets included in his net wealth.
(e) Net Wealth = (a) + (b)- (c)- (d).
DEFINITION OF ASSET:

Asset means-
(1)  House

Any building or land appurtenant thereto (hereinafter referred to as a “house”), whether used for   




- residential purposes or

- commercial purposes or

- for the purpose of maintaining a guest house or

- otherwise.

Note:






  
    “House” shall include a farm house situated within 25 km from the local limits of any municipality (whether known as a municipality, municipal corporation or by any other name) or a cantonment board.

NOT TO INCLUDE

(i) any house for residential or commercial purposes which forms part of   stock in trade.

(ii) any house which the assessee may occupy for the purposes of any business or profession carried on by him.

Note: As per the memorandum explaining the finance bill, 1996, the                    objective of including a house for commercial purpose in the definition of     asset is to cover those houses which are let out. The letting out is considered “as occupied for carrying on the business”.
(iii)any residential property that has been let out for a minimum period of   300 days in the previous year.

(iv)a house meant exclusively for residential purposes and which is allotted  by a company to an employee or an officer or director who is in whole time employment, having a gross annual salary of less than five lakh rupees.

(2)  Motor cars
NOT TO INCLUDE

(i) Motor cars used by the assessee in the business of running them on hire.

(ii) Motor cars held as stock-in- trade.

(3)  Jewellery, bullion, furniture, utensils, or any other article made wholly or partly of gold, silver, platinum or any other precious metal or any alloy containing one or more of such precious metals.

NOT TO INCLUDE

Jewellery etc. held as stock in trade.

Note: Jewellery means

(i) Ornaments made of gold, silver, platinum or any other precious metal or any alloy containing one or more of such precious metals, whether or not containing any precious or semi-precious stones, and whether or not worked or sewn into any wearing apparel.

(ii) Precious or semi-precious stones, whether or not set in any furniture, utensils, or other articles or worked or sewn any wearing apparel.

The finance act, 1999 has provided that for removal of doubts, it is hereby declared that “jewellery” does not include the gold deposit bonds issued under the gold deposit scheme, 1999 notified by the central government.

(4)  Yachts, boats and aircrafts

NOT TO INCLUDE

  Those used by the assessee used for commercial purposes.

(5) Urban Land      

NOT TO INCLUDE
· Land on which construction of a building is not permissible under any law for the time being in force in the area in which such land is situated.   

· Land occupied by any building which has been constructed with the approval of the appropriate authority.

· Any unused land held by the assessee for industrial purposes for a period of two years from the date of its acquisition by him.

· Land held as stock-in-trade by the assessee for a period of 10 yrs from the date of its acquisition by him.

Note: “Urban Land” means land situated

(i) in any area which is comprised within the jurisdiction of a municipality (whether known as municipality, municipal corporation, notified area committee, town area committee, or by any other name) or a cantonment board and which has a population of not less than 10,000 according to the last preceding census of which the relevant figures have been published before the valuation date.

(ii) In any area within such distance, not being more than 8 kms from the local limit of any municipality or cantonment board referred in (i) above as the central government may notify in the official gazette.
IRREVOCABLE TRANSFER:

It includes a transfer of assets-

(i) which is revocable after a period of 6 years i.e. which cannot be revoked for 6 years; or

(ii) which is not revocable during the lifetime of the beneficiary or transferee.

AND under which the transferor derives no direct or indirect benefit (during the period the transfer is not revocable).

BUT will not include a transfer of assets where:

(a) there is a provision for the re-transfer directly or indirectly of the income or assets to the transferor (during the period the transfer is not revocable i.e. life time of the transferee or the specified period for which transfer is effected); or
(b) in any way gives the transferor a right to re-assume power directly or indirectly over the whole or any part of income or assets.
(6) Cash in hand, in excess of Rs.50,000 in case of in case of individuals and hindu undivided families and in the case of other persons any amount not recorded in books of accounts.

DEEMED ASSESTS UNDER SECTION 4 OF THE WEALTH TAX ACT:
In computing the net wealth of an individual, there shall be included, as belonging to that individual, the value of the assets which on the valuation date are held by

(c) his/her spouse to whom such assets have been transferred by him/her directly or indirectly, otherwise than for adequate consideration or in connection with an agreement to live apart

(d) his/her minor child not being a married daughter. However, assets held by a minor child suffering from any disability of the nature specified in section 80U of the Income-Tax Act, shall not be clubbed with the wealth of the parent, i.e., they will be included in wealth of such minor child only.

Note: The assets held by a minor married daughter shall be included in her own wealth except where such assets have been transferred to her by her husband/father-in-law/mother-in-law for inadequate consideration

(e) any person or association of persons to whom such assets have been transferred by him/her directly or indirectly otherwise than fro adequate consideration for the immediate or deferred benefit of the individual, his/her spouse

(f) any person to whom such assets have been transferred by him/her otherwise than under an irrevocable transfer
(g) his/her son’s wife to whom such assets have been transferred by him directly or indirectly otherwise than for adequate consideration

(h) any person or association of persons to whom such assets have been transferred by him/her, directly or indirectly otherwise than for adequate consideration for the immediate or deferred benefit of his/her son’s wife

Notes:

1) The above assets shall be included even if they have been gifted by such individual

2) Child includes a step child and adopted child

3) The assets acquired by the minor out of the following incomes are not to be included in the net wealth of the parent (i.e. these assets will be assessed in the hands of the minor only)

(i) Income on account of manual work done by him.

(ii) Income on account of activity involving application of his skill, talent, specialized knowledge and experience
4) Where the assets held by minor child are to be included in the net wealth of the individual, then such assets shall be included- 

(i) Where the marriage of his parents subsists, in the net wealth of that parent whose net wealth [excluding the assets of the minor child so includible under section 4(1)(a)(ii)] is greater; or

(ii) Where the marriage of his parents does not subsist, in the wealth of that parent who maintains the minor child in the previous year

And, where any such assets are once included in the net wealth of either parent, any such assets shall not be included in the net wealth in any succeeding year unless the Assessing Officer is satisfied after giving that parent an opportunity of being heard, that it is necessary to do so.

M.G.Kollanlulum:
Where the properties are transferred under section 4, then it is not necessary that the properties concerned should have been assets as defined in the Wealth Tax Act, on the date on which the transfers were effected by the assessee.  If the properties are assets on the valuation date, then the said assets will be clubbed with the wealth of the individual even though the properties were not assets at the time when they were transferred.
Note: 

The relationship of spouse etc. must exist at the time of transfer of assets and as on the valuation date.
Accretions to the assets transferred to the spouse, etc. for inadequate consideration is not to be clubbed with the wealth of the transferor.

EXEMPTION IN RESPECT OF CERTAIN ASSETS UNDER SECTION 5:
Wealth tax shall not be payable by an assessee in respect of the following assets and such assets shall not be included in the net wealth of the assessee

(i) any property held under trust or other legal obligation for any public purpose of a charitable or religious nature in India [Section 5(i)].
      Note: Exemption is not available in respect of the business assets of the trust. However, the business assets will be exempt where the business is incidental to the attainment of the objectives of the trust and separate books of accounts are maintained by such trust in respect of such business.

(ii) the interest of the assessee in the co-parcenary property of any Hindu Undivided family of which he is a member [Section 5(ii)].
(iii)any one building in occupation of a Ruler, being a building which was declared as his official residence by the Central Government under Merged States (Taxation concessions) Order [Section 5(iii)].
(iv)Jewellery in the possession of any Ruler, not being his personal property, which has been recognized as his heirloom by the Central Government [Section 5(iv)]. The recognition of the Central Government is subject to the following conditions:

(a) The Jewellery shall be permanently kept in India and shall not be removed outside India except for a purpose and period approved by CBDT.

(b) Reasonable steps shall be allowed for keeping the Jewellery substantially in its original shape.

(c) Reasonable facilities shall be allowed to any officer of Government authorized by CBDT in this behalf to examine the Jewellery as and when necessary
(v) in case of an assessee being a person of Indian origin or a citizen of India, who was ordinarily residing in a foreign country and, who on leaving such country, has returned to India with the intention of permanently residing therein, moneys and the value of assets brought by him into India and the value of assets acquired by him out of such moneys within one year immediately preceding the date of his return and at any time thereafter, shall be exempt for a period of seven successive assessment years commencing with the assessment year next following the date on which such person returned to India [Section 5(v)].
(vi)One house or apart of a house or a plot of land belonging to an individual or a Hindu Undivided Family.

Provided that wealth tax shall not be payable by an assessee in          respect of an asset being a plot of land comprising an area of 500 square meters or less [Section 5(vi)].
DEBTS [SECTION 2(M)]:
Debts owed by the assessee on the valuation date are deductible if these debts are incurred on the assets included in the wealth.

LIABILITY TO ASSESSMENT IN SPECIAL CASES:
INDIVIDUAL:
SECTION 19: TAX OF DECEASED PERSON PAYABLE BY LEGAL REPRESENTATIVE:
(1) Where a person dies, then his executor, administrator or other legal representative shall be liable to pay out of the estate of the deceased person, to the extent to which the estate is capable of meeting the charge, the wealth-tax assessed as payable by such person, and any sum (i.e., penalty and interest) which would have been payable by him under this Act if he had not died.

(2) Where a person dies without having furnished a return under the Wealth Tax Act or after having furnished a return which the Assessing Officer may make an assessment of the net wealth of such person and determine the wealth tax payable by the person on the basis of such assessment, and for this purpose may, by the issue of the appropriate notice which would have had to be served upon the deceased person if he had survived, require from the executor, administrator or other legal representative of the deceased person any accounts, documents or other evidence which might have been required from the deceased person.
(3) The provisions of section 14, 15 and 17 relating to filing of return and assessment and reassessment shall apply to an executor, administrator or other legal representative as they apply to the deceased.

SECTION 19A: ASSESSMENT IN THE CASE OF EXECUTORS:
This section deals with the case where the estate of the deceased is under execution and properties of the deceased have not been distributed.
(1) The net wealth of the estate of a deceased person shall be chargeable to tax in the hands of the executor or executors.

(2) The executor or executors shall for the purposes of this Act be treated as an individual.

(3) The status of the executor or executors shall for the purposes of this Act as regards residence and citizenship be the same as that of the deceased on the valuation date immediately preceding his death.

(4) The assessment of an executor under this section shall be made separately from any assessment that may be made on him in respect of his own net wealth or on the net wealth of the deceased under section 19.

(5) Separate assessments shall be made under this section in respect of the net wealth as on each valuation date as is included in the period from the date of the death of the deceased to the date of complete distribution to the beneficiaries of the estate according to their several interests.

(6) In computing the net wealth on any valuation date under this section, any assets of the estate distributed to, or applied to the benefit of, any specific legatee of the estate prior to that valuation date shall be excluded, but the assets so excluded shall, to the extent such assets are held by the legatee on any valuation date, be included in the net wealth of such specific legatee on that valuation date.
HUF:
SECTION 20: ASSESSMENT AFTER PARTITION OF A HINDU UNDIVIDED FAMILY:
(1) Where, at the time of making an assessment, it is brought to the notice of the Assessing Officer that a partition has taken place among the members of a Hindu Undivided Family, and the A.O., after inquiry, is satisfied that the joint family property has been partitioned as a whole among the various members or group of members in definite portions, he shall record an order to that effect. And thereafter the A.O. shall make assessment on the net wealth of the undivided family as such for the assessment year or years, including the year relevant to the previous year in which the partition has taken place, if the partition has taken place on the last day of the previous year.
Note: The member’s liability is unlimited and is not restricted to the value of assets received by them.

(2) Where the A.O. is not so satisfied, he may, by order, declare that such family shall be deemed for the purposes of this Act to continue to be a Hindu Undivided Family liable to be assessed as such.

SECTION 20A: ASSESSMENT AFTER PARTIAL PARTITION OF A HINDU UNDIVIDED FAMILY:
Where a partial partition has taken place among the members of a Hindu Undivided Family hitherto assessed as undivided, -

(a) Such family shall continue to be liable to be assessed under this Act as if no such partial partition had taken place;
(b) Each member or group of members of such family immediately before suc partial partition and the family shall be jointly and severally liable for any tax, penalty, interest, fine or other sum payable under this Act by the family in respect of any period, whether before or such partial partition;
TRUST:
SECTION 21A: ASSESSMENT IN CASES OF DIVERSION OF PROPERTY, OR OF INCOME FROM PROPERTY, HELD UNDER TRUST FOR PUBLIC CHARITABLE OR RELIGIOUS PURPOSES:
Notwithstanding anything contained in clause(i) of section 5, where any property is held under trust for any public purposes of a charitable or religious nature in India and-

(i) any part of such property or any income of such trust whether derived from such property or from voluntary contributions is used or applied, directly or indirectly, for the benefit of any person referred to in sub-section (3) of section 13 of Income-Tax Act (i.e. author, founder, trustee, manager, any person who has made contribution to the trust exceeding Rs.50,000 in a previous year and their relatives), or
(ii) any funds of the trust are invested or deposited, in contravention of the provisions of the clause (d) of sub-section (1) of section 13 of Income-Tax Act (i.e. banks and government securities)

wealth tax shall be leviable upon, and recoverable from, the trustee or manager (by whatever name called) in the like manner and to the same extent as if the property were held by an individual who is a citizen of India and resident in India for the purposes of this Act.

FIRM OR AOP:
INTEREST OF PARTNER OF A FIRM OR MEMBER OF AOP:

Where the assessee is a partner of a firm or a member of anyAOP other than a co-operative society, the value of the interest of the assessee in the assets of the firm or AOP determined as per Schedule III will be included in his net wealth.

Note:

Where a minor is admitted to the benefits of partnership in a firm, the value of the interest of such minor in the assets of the firm determined as per Schedule III will be included in the net wealth of the parent.
AOP:
SECTION 21AA: ASSESSMENT WHEN ASSETS ARE HELD BY CERTAIN ASSOCIATION OF PERSONS:

When assets are chargeable to tax under this Act are held by an association of persons, other than company or co-operative society or society registered under the Societies Registration Act, and the individual shares of the members of the said association in the income or assets or both of the said association on the date of its formation or at any time thereafter are indeterminate or unknown, the wealth-tax shall be levied upon and recovered from such association in the like manner and to the same extent as it would be leviable upon and recoverable from an individual who is a citizen of India and resident in India for the purposes of this Act.

SPECIAL CASES:

SECTION 22: ASSESSMENT OF PERSONS RESIDING OUTSIDE INDIA:

(1) Where the person liable to tax resides outside India, the tax may be levied upon and recovered from his agent, and the agent shall be deemed to be, for all the purposes of this Act, the assessee in respect of such tax.

(2) The following person can be treated as the agent of non-resident provided the A.O. has served a notice on such person of his intention to treat him as agent of non-resident:
(a) Any person employed by or on behalf of the non-resident.

(b) Any person through whom the non-resident is in receipt of any income.

(c) Any person who is in possession or custody of any asset of the non-resident.

(3) No person shall be deemed to be the agent of non-resident unless he has had an opportunity of being heard by the A.O. as to his being treated as agent of non-resident.

(4) Any agent who, as such, pays any sum under this section, shall be entitled to recover the sum so paid from the non-resident or to retain out of the monies in his possession or to retain out the monies that may come in his possession, in his capacity as an agent, an amount equal to the sum so paid.

(5) If an agent apprehends that he may be assessed as an agent, then he may retain out of the monies payable to the non-resident, an amount of his estimated liability under this section. If there is a disagreement between the agent and the non-resident on the amount to be so retained, then such agent may secure from the A.O. a certificate stating the amount to be retained pending the final settlement of liability. Such certificate shall be warrant for the agent for retaining that amount.
Note: The amount which can be recovered from the agent shall not exceed the amount specified in the certificate. However, the A.O. can recover an extra amount only out of the additional assets of the non-resident which the agent may be having at the time of recovery.

SECTION 33: LIABILITY OF TRANSFEREES OF PROPERTIES IN CERTAIN CASES:
Where by reason of section 4, the value of any asset transferred is to be included in the net wealth of transferor, then notwithstanding anything contained in any law, the transferee shall be liable to pay that portion of the wealth tax assessed on the transferor as is attributable to value of asset standing in the name of transferee. The A.O. shall have to serve a notice of demand on the transferee for such tax.

BURDEN OF WEALTH TAX BASED ON RESIDENTIAL STATUS:


Incidence of tax in the case of an individual depends upon his residential status and nationality. Whereas in the case of a Hindu Undivided Family and company it depends upon their residential status. Residential status of an assessee is to be judged by the same principles as laid down in section 6 of the Income Tax Act.
In case of an individual who is a citizen of India and his residential status is resident and ordinary resident, the net wealth taxable under the Wealth Tax Act would include the aggregate values of all assets located inside and outside India including deemed assets but excluding exempted assets and deducted by the aggregate value of all debts owed by him on the valuation date which have been incurred in relation to the assets. Similarly in the case of a Hindu Undivided Family which is a resident and ordinary resident or a company which is a resident in India, the net wealth chargeable to wealth tax would include the aggregate value of all assets located inside and outside India including deemed assets but excluding the exempted assets and deducted by the aggregate value of all debts owed by him on the valuation date which have been incurred in relation to the assets.

But in case of an individual Indian citizen whose residential status is either resident but not ordinary resident or non resident, the net wealth taxable under the Wealth Tax Act would only the value of all assets located in India including deemed assets but excluding exempted assets deducted by the aggregate values of all the debts owed by it on the valuation date which have been incurred in relation to the assets. Net of assets/ liabilities located outside India are tax free.

Finally, in the case of a Hindu Undivided Family or a company which are non residents, net wealth chargeable to tax under Wealth Tax Act would include the value of all assets located in India including deemed assets but excluding exempted assets and deducted by the aggregate value of all debts owed by it on the valuation date which have been incurred in relation to the assets. They are not assessed in respect of assets locate outside India.

Here it has to be specifically noted that the debts owed by the assessee on the valuation date is deductible only if such debts had been incurred in relation to those assets which are included in the net wealth of the assessee.

In computing the net wealth of 

a. an individual who is not a citizen of India, or

b. an individual or a HUF not resident in India, or

c. an individual or a HUF resident but not ordinarily resident in India, or

d. a company not resident in India.

during the year ending on the valuation date, the value of the assets and debts located outside India shall not be taken into account.
