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PETI TI ONER
Bl KRAM SI NGH & ORS

Vs.
RESPONDENT:
THE LAND ACQUI SI TI ON COLLECTOR & ORS
DATE OF JUDGVENT: 11/ 09/ 1996
BENCH

K. RAMASVWAMY, G B. PATTANAI K

ACT:

HEADNOTE

JUDGVENT:
ORDER

Leave granted.

W have heard | earned counsel on-both sides.

Thi s appeal by special |eave arises fromthe judgnent
of the H gh Court of Punjab & Haryana nmade in. CAWP Nos.
1558/ 91 for payment of income-tax on the del ayed interest
amount recovered under the Land Acquisition Act, 1894 [for
short, the "LA Act"]. Calling that noticein question, they
filed wit petitions. The High Court relying upon deci sions
of this Court dismissed the petitions with a finding as
under :

"This now | eads us to the

consi derati on of t he question

whet her interest paid on the anount

of conpensation for conpul sory

acquisition of land is "inconme"
and, therefore, taxable under the
Act . Matters which have to be
consi der ed for awar di ng
conpensati on for conpul sory

acquisition of land are enunerated
in section 23 of t he Land
Acqui sition Act. \While sub-section
(2) of that section provides for
paynment of certain solatium for
acqui sition of conmpulsory nature,
interest is not included as an item
of compensation. Instead, interest
is payable by force of section 34
of the Act, if conpensation is not
paid or depositor before taking
possession of the land. By force of
section 28 also provides that the
court, on a reference, shall award
interest on the anount of enhanced
conpensation. It wll thus appear
fromthe text of section 34 of the
Land Acquisition Act that interest
is not payable as conpensation but
is paid if the conpensation is not
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pai d before taking possession of
the land. Interest is thus payable
because of the deprivation of the
possessi on of the Iland bef ore
conpensati on f or conpul sory
acquisition of that land is paid.
This position is now well-settled.
In Dr. Shamal Narula V. CIT (1964)
53 ITR 151 SC ; AIR 1964 SC 1878,
the observation is that interest
has to be paid on the anount
awarded fromthe tinme the Collector
takes possession until the anount
is paid deposited. Interest is not
an item of conpensation. Nor is it
consi deration for acquisition. Nor
is it consideration for acquisition
of Tand, Paynment of interest has
been provided for separately under
section 34 of the Land Acquisition
Act. This is so because interest is
paid after the conpensation has
been determined. 1t is something in
addition to the ~capital anount
thought it arises out of it. It has
expressly been /held that interest
under section 34 of the Land
Acqui sition Act \is not conpensation
paid to the owner for depriving him
of his right to possession of the
| and acquired, but is given to him
for the deprivation of the use of
t he noney representing the
conpensation for the |land acquired.
This interest wunder section 34 of
the Land Acquisition Act. is ~thus
paid for the del ayed paynent ‘of the
conpensati on anount and, therefore,
a revenue receipt liable to tax
under the | ncome-tax Act. The
Supr eme Court expressly
di stingui shed the decision of the
Privy Council in Inglewod Pulp and
Paper Co. Ltd. v. New Brunswi ck
El ectric Power Commi ssion, AR 1928
PC 287. This decision of the Privy
Council as also the decision in
Abhay Singh Surana v. Secretary,
M ni stry of Communication, AR 1987
SC 2177 are authorities only for
the proposition that interest is

payabl e on t he anmount of
conpensati on det er m ned ei t her
under the Land Acquisition Act of
under the Requi sition and
Acqui sition of imovable Property
Act, 1952. Nei t her of t hese

authorities considered the question
of eligibility of such interest to
i ncome-t ax. This principle in
Narula’'s case (1964) 53 |TR 151
(SC) has subsequently been applied
by the Suprene Court in a later
decision in T.N K Govi ndar aj u
Chetty v. CIT (1967) 66 |TR 465
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al so, where t he property was
acqui red under the Requisition and
Acqui sition of |movable Property
Act which did not make any specific
provision for the award of interest
on the anount of conpensation, the
application of sections 28 and 34
of the Land Acquisition Act, 1894,
dealing with the paynent of
interest on the anmount awarded as
conpensation could not be deened to
be excluded. Wen the owner of
property was di spossessed pursuant

to an or der f or conpul sory
acquisition, an agreenent that the
acquiring authority will pay
i nterest on t he anmount of
conpensation was - inplied. It has

been expressly held that the view
in Sham al Narula's case (1964) 53
ITR 151 (SC), that ~the -interest
received is chargeable to tax as
income, will apply if~ interest is
payabl e under the terns of an
agreenent, express or inplied, and
the court or the arbitrator gives
effect to t he terms of the
agreenment and awards interest which
has been agreed to bee paid. It
has, therefore, to e held that the
amount received as interest on the
amount  of conpensati on assessed
under the Land Acquisition Act or
under t he Requi si tion and
Acqui sition of | movable Property
Act is income taxable ‘under - the
Income Tax Act. Certainly, (it 1is
not agricultural incone since it
is neither rent nor revenue
derived from the land wused for
agricul tural pur poses. It i's,
therefore, not exenpt from incone-
tax under section 10(1) of the

I ncome-tax Act as agricultura
i ncore. The Land Acqui si tion
Collector is, therefore, perfectly
justified in retaining the
anmount of interest payable to the
hol der s of agricul tural | ands

conpul sorily acquired in terns of

section 194A of the Act. The Land

Acqui si tion Col | ect or is al so

justified in demanding the sum

paid on account of interest under

section 194A of the Act. The

notices issued and challenged in

these petitions are, therefore,

valid and perfectly justified."

The question for consideration is: whether the del ayed
i nterest on the conpensation paid under the Land Acquisition
Act is <chargeable to income tax under Section 4 &5 of the
I ncome Tax Act, 1961 (for short the "Act"). It is contended
for the appellants that "interest" has been defined under
Section 2 [28A] as:

"Interest” means interest payable
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Under
pr ovi

the concept of "interest" defined under Section 2(28A) has

in any manner in respect of any
noneys borrowed or debt incurred
(including a deposit, claim or
other similar right or obligation)
and includes any service fee or
other charge in respect of the
noneys borrowed or debt incurred or
in respect of any credit facility
whi ch has not been utilised."

Section 194A dealing wth "interest

des as under:

"194. (1) Any person, not being an
individual or a Hndu undivided
famly, who is responsible for
paying to a resident any inconme by
way of interest on securities)
shall, at the time of credit of
suchincone” to the account of the
payee or ~ at the tinme of  paynent
thereof in cash or by issue of a
cheque or— draft or by any other
node, whichever is earlier, deduct
i ncome-tax thereon at the rates in
force.

Expl anati on- For the pur poses of
this section, where any incone by
way of interest as aforesaid is
credited to any account, whether
called "Interest = payable account”
or "Suspense account" or by any
ot her name, in the books of account
of the p liable to pay such incong,
such crediting shall be deenedto
be credit of such income to the
account of the payee and the
provisions of this section shal
apply accordingly."

on securities”

In the circular issued by the Board of Direct Taxes,

been expl ained with the added expl anation as under: -

t hat
| endi

"The term "interest has been
defined 1 new clause (28A) inserted
in Section 2 of the |Income-Tax Act
with a view to renoving doubts
about the true character of fees or
other charges paid in respect of
noneys borrowed or in respect of
the credit facilities which have
not been wutilised. The definition
is very w de and covers interest
payabl e i n any manner in respect of
| oans, debts, deposits, clains and
ot her simlar rights or
obligations. It is also includes
any service fees or other charges
in respect of such |I|oans, debts,
deposits, etc. as also fees in the
nature of conmitnment charges on
unutilised portion of credit
facilities. This definition will be
applicable for all purposes of the
I ncone-tax Act."

Rel yi ng upon these three provision

is contended

the definition of "interest" is confined only to noney-

ng busi ness between debtor and the creditor

and if the
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creditor receives any anount by way of interest fromthe
debtor, it is in the nature of a receipt of income on a
charge paid in respect of noney borrowed or in respect of
the credit facility given which have been utilised and,
therefore, the definition would be applicable only when the
noney is lent by a creditor and received by the debtor. Then
only interest 1is chargeable to incone-tax. Wen interest is
paid either wunder Section 34 or Section 28 of the LA Act,
it in only a payment in consideration of |oss of enjoynent
of the possession by the owner. It is not by way of any
charge on conpensation determ ned under Section 23(1).
Therefore, it is not eligible to incone tax. W find no
force in the contention.

The controversy is no longer res integra. This question was
consi dered el aborately by this Court in Dr. Shanlal Narula
vs. Commi ssi oner of Incone-tax, Jammu [51 | TR 151]. Therein

K. Subba Rao, J.,  as he then was, considered the earlier
case |l aw on the concept of "interest" laid down by the Privy
Council and all other cases and had held at page 158 as
under :

“"In a_ case where title passes to

the State, the statutory interest

provided thereafter can only be

regarded either as representing the

profit which /'the owner of the |and

m ght have made if he had the use

of the noney or the loss he

suf fered because he had not that

use. In no sense of the termcan it

be descri bed . as damages or

conpensation for the owner’s right

to retain possession, for he has

no right to retain possession after

possessi on was taken under Section

16 or Section 17 of the Act. We,

therefore, hold that the statutory

interest paid under Section 34 of

the Act is interest paid for the

del ayed paynment of the conpensation

anmount and, therefore, is a revenue

receipt liable to tax wunder the

I nconme-tax Act."

Thi s position of |aw has been consistently reiterated
by this Court in the case of TMK Govindaraju Chetty vs.
Conmi ssi oner of Income-tax, Madras [66 | TR 465], Rama Rai &
Os. vs. CT, Andhra Pradesh [181 ITR 400] and K S
Krishna Rao vs. CIT, A P. [181 ITR 408]. Thus by a catena
of judicial pronouncenents, it is settled law that the
i nterest recei ved on del ayed paynent of the conpensation
is a revenue receipt eligible to incone tax. It “is true
that in amending the definition of "interest" in Section
2(28A) interest was defined to nmean interest payabl e in
any manner in respect of any nobney borrowed or  debt
incurred including a deposit, claimor other simlar right
or obligation and includes any service, fee or other charges
in respect of the noneys borrowed or debt incurred or in
respect of any credit facility which has not been utilised.
It is seen that the word "interest" for the purpose of the
Act was interpreted by the inclusive definition. Alitera
construction may lead to the conclusion that the interest
received or payable in any manner in respect of any nobneys
borrowed or a debt incurred or enunerated anal ogous
transaction would be deened interest. That was expl ai ned by
the Board in the circular referred to hereinbefore.

But the question is: whether the interest on del ayed
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paynment on the acquisition of the i movable property under
the Acquisition Act would not be eligible to incone-tax? It
is seen that this Court has consistently taken the view that
it is a revenue recei pt, The amended definition of
"interest” was not intended to exclude the revenue receipt
of interest on del ayed payment of conpensation from
taxability. Once it is construed to be a revenue receipt,
necessarily, unless there is an exenption under the
appropriate provisions of the Act, the revenue receipt is
eligible to tax. The anmendnent is only to bring withinits

tax net, income received fromthe transaction covered under
the definition of interest. It would nean that the interest
received as i ncomre on the del ayed paynment of the

conpensation determ ned under Section 28 or 31 of the
Acquisition Act is a taxable event. Therefore, we hold that
it is a revenue receipt eligible to tax under Section 4 of
the | ncone-Tax Act. Section. 194A of the Act has no
application for ~the purpose of this case as it enconpasses
deduction  of the  incone at’ thee source. However the
appel l ants are entitled to spread over the incone for the
period for_ which paynent ~came to be nade so as to conpute
the income for assessing tax for the relevant accounting
year.

Under these circunstances, we do not think that there
is any error of law committed by the Hi gh Court in the
j udgrment under appeal’ warranting interference.

The appeal s are accordingly dismissed. But in the
ci rcunst ances without costs.




