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ACT:

I ncome Tax-Applicability of enactnment to Part B States-
Indian Inconme-tax Act, 1922 (11 of 1922), as  anended by
I ndi an | ncone-tax (Amendnent) Act (25 of 1953), S. 14(2)(0O

HEADNOTE:

The appellant, a private limted conpany, was incorporated
in 1954 in the forner Kotah State which had integrated wth
the United States of Rajasthan in 1949. The United States
of Raj asthan becane State of Rajasthan, a Part B State. The
I ndi an Fi nance Act, 1950, made the Indian Inconme-tax Act,
1922, applicable to Part B States with effect fromApril~ 1,

1950, whereupon Raj asthan becane a taxable territory: The
I ncome-tax (Anendnment) Act, 1953, amended s. 14(2)(C) of the
Indian Inconme-tax Act, 1922. Ther eupon- the | ncone-tax

authorities sought to tax the profits and incone  of the
appellant for the assessnment year 1950-51 who clained
exenption wunder s. 14(2)(C) of the Indian Incone-tax Act,
1922, as it stood before the amendnent in 1953. The question
for decision was whether in view of the decision of this
Court in Mdan Copal’s case it was still open- to the
appel l ant to contend that the amendnent operated from' Apri
1, 1950 and that incone accrued prior to April x, 1950, was
still exenpt although the exenption was wi thdrawn only  from
April 1, 1950.

Hel d, that the withdrawal of the exenption in the assessnent
year 1950-51 conversely affected the inconme of the previous
year 1949-50. The application of the Indian Income-tax Act
made Rajasthan a taxable territory subject to the Indian
Income-tax |aw and Parlianent was conpetent to enact a new
law for the area, just as it did for the whole of the rest
of India.

The fiction in the amendnent nade in s. 14(2)(C nade the
exenption in respect of liability to tax the income for the
year 1949-50 to di sappear as if it had never been granted
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and obliterated the exenption. The whol e purpose and i ntent
of the anendnent was to reach this result from the
assessment year 1950-51 onwards, and there could be no
savi ng. The argunment assunes the prenise that the |ncome-
tax Act was incorporated in the Indian Finance Act, 1950,
but there is neither precedent nor warrant for the
assunption that when one Act applies another Act to sone
territory, the latter Act nmust be taken to be incorporated
inthe fornmer Act. It may be otherwise, if there were words
to show that the earlier Act is to be deemed to be re-
enacted by the new Act.

454

Union of India v. Madan Gopal Kabra, [1954] S.C.R 541,
referred.

JUDGVENT:
ClVIL APPELLATE JURI'SDI CTI ON: Civil Appeal No. 26 of 1956.
Appeal by Special Leave fromthe Judgnment and Order dated
the 22nd April, 1954, of the Rajasthan High Court in Wit
Petition No. 76 of 1951
N. C. Chatterjee, J. B. Dadachanji and M S. K. Aiyangar
for the appellants.
K. N. Raj agopal Sastri and D. Gupta, for the respondents.
1960. August 31. The Judgnent of the Court was delivered
by
HI DAYATULLAH J. -Thi's \is an appeal with the special |eave of
this Court against ‘the judgnment of the H gh Court of
Raj ast han dated April 22, 1954. The appellant is.a private
l[imted Conpany, which_ was incorporatedin 1945 in the
fornmer Kotah State. The inconme-tax authorities sought to
tax its profits and incone for the assessment year  1950-51
correspondi ng to the previous year, 1949-50. The appell ant
cl ai med exenption under s. 14(2)(c) of the Indian |Incone-tax
Act, 1922, as it stood before the anendnent in 1953,
contending that the exenption stood good even after the
amendnment. This claimwas rejected by the H gh Court, which
was noved under Art. 226 of the Constitution. Hence this
appeal
Prior to the integration of Kotah State into the United
State of Rajasthan in 1949, there was no incone-tax law in
force in Kotah State. Till the formation of the State of
Raj ast han, there was no such law in force in any part  of
Raj ast han, except Bundi State. The Indian Finance Act of
1950 made the Indian I ncome-tax Act, 1922, applicable to the
whol e of India, except the State of Jammu and Kashmir, and
sui tably amended the Indian Incone-tax Act. Rajasthan  then
becarme, from April 1, 1950, a taxable territory.
For the assessnment year 1950-51, inconme-tax was sought to be
i nposed in the State of Rajasthan. One
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Madan CGopal Kabra nove the Hi gh Court under Art. 226 of the
Constitution to restrain the taxing authorities from
claimng tax for the period prior to April 1, 1950,
contending that inasnmuch as Rajasthan was not a taxable
territory before April 1, 1950, no tax for a period prior to
that date could be demanded. This Court in an appeal by the
Department against the decision of the Hgh Court of
Raj ast han, which had accepted the contention, held that the
tax was leviable. It is not necessary to give the details
of the decision on that occasion. The judgnent of this
Court is reported in The Union of India v. Madan Gopal Kabra
(1).

The present appellant and fourteen others filed petitions
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under Art. 226 of the Constitution, urging fresh grounds by
a later anendnent. Their contention was that s. 14(2)(c) of
the Indian Income-tax Act, as it stood on April 1, 1950,
granted an exenption, and that this exenption was not
af fected by the anendment of the said provision in 1953 even
though the anendment was retrospective fromApril 1, 1950,
unl ess the Finance Act, 1950, which applied the |Incone-tax
Act to this area was al so amended. This contention was not
accepted by the H gh Court which disnmissed the petition
under Art. 226, holding inter alia that this point was also
deci ded by this Court against Madan Gopal Kabra.

In this appeal, this point alone is argued, and it is
contended that the point is still open for decision
Section 14(2)(c), as it stood before the anmendnent in 1953,
read as follows:

" The tax shall not be payable by an assessee--

(c) in respect of ‘any income, profits or gains accruing or
ari sing to himw thin Part B, State unless such incone,
profits or gains are received or deened to be received in or
are brought into the taxable territories in the-previous
year by —or on behalf of the assessee,- or are assessable
under section 12-B or section42 ".

The amendnent provi ded

" In section 14 of ‘the principal Act in clause (c) of sub-
section (2), for the words and letter 1 Part B State’

(1) [1954] S.C. R 541.
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the words the State of Jammu and Kashmir’ shall be

substituted and shall be deened to have been  substituted
with effect fromthe 1st day of April, 1950 ". The result of
this anmendnent was described by this Court in Kabra's case
(1) to be as follows:

" It may be mentioned here that the exenption fromtax under
a. 14(2)(c) of the Indian Act of income accruing within Part
B States was abrogated, except as regards the State of Janmu
and Kashmr, by the amendnent of that provision with effect
fromthe first day of April, 1950."

M. N C Chatterjee appearing for the appellant  contends
that the point cannot be considered to have been finally
deci ded, and that the remark is descriptive only of what the
Parliament had purported to do. He clains that the point
can and should be reconsider. ed. |In support of his
contention, be urges that the effect of the passing of the
I ndi an Fi nance Act, 1950, and the application of the |ndian
I ncome-tax Act to Rajasthan and other Part- B States was to
incorporate the Indian Incone-tax Act by reference in the
I ndi an Fi nance Act with such nodifications and anendrments as
were then made. Any subsequent amendnment of (the |ndian
Income-tax Act had no effect on the original Act as
i ncorporated by reference in the Indian Finance Act,  unless
the latter was suitably amended al so. The argunent @ which
did not find favour in Kabra's case (1) was again advanced,
though in another form It is that the anendment operates
from April 1, 1950, and that the incone accrued prior to
April 1, 1950, and it was still exenpt, because the
exenption was withdrawn only from April 1, 1950.

In our opinion, both the arguments have no substance, and
the position indicated by this Court in the passage cited
earlier, represents the true state of the |aw To begin
with, the exenption is in respect of liability to tax in any
year of assessnment, and the exenption in the assessnent year
1950-51 was in regard to the incone in the previous year
For the sanme reason, the w thdrawal of the exenption in the
assessment year 1950-51 conversely affected the

(1) [1954] S.C.R 541.
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i ncome of the previous year, 1949-50 which is the subject-
matter of tax in this case. The next argument m sconceives
the nature of the Indian Finance Act, 1950. By that Act,
the Indian Incone-tax Act was applied, but the Income-tax
Act was not incorporated by reference in the Indian Finance
Act to becone a part of it. The application of the Indian
I ncome-tax Act made Rajasthan a taxable territory subject to
the Indian Incone-tax |law, and Parlianment was conpetent to
enact a new law for the area, just as it did for the whole
of the rest of India. The fiction in the amendnent nmade the
exenption to di sappear as if it had never been granted, and
unless there was a saving, the amendnent nmust operate to
obliterate the exenption. in fact, the whole purpose and
intent of the anendnent was to reach this result from the
assessment year 1950-51 -onwards, and there could be no
savi ng. The argument assunes the prenise that the |ncome-
tax Act was incorporated in the lndian Finance Act, 1950,
but there is neither precedent nor warrant for the
assunption that ~when one Act applies another Act to sone
territory, the latter Act nust be taken to be incorporated
inthe forner Act. It may be otherwise, if there were words
to show that the earlier Act is to be deemed to be re-
enacted by the newAct. ~ The Indian Finance Act, 1950, was
concerned with the application of the Indian Inconme-tax Act
to this area, which it did by anending the definition of
"taxable territory’ in the Indian Inconme-tax Act and by
applying that Act to'the territory.” Thereafter, the Indian
Parliament could anend the Incone-tax Act retrospectively,
and the anendnent would apply also to the new taxable

territory. In our opinion, both the argunents are not
val i d.
The appeal fails, and will be disnmissed with costs.

Appeal dism ssed
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