http://JUDIS.NIC IN SUPREME COURT OF | NDI A

Page 1 of 12

PETI TI ONER
M S. ESCORTS FARMS ( RAMGARH) LI M TED

Vs.
RESPONDENT:
THE COVM SSI ONER OF | NCOVE TAX, NEW DELH
DATE OF JUDGVENT: 26/ 09/ 1996
BENCH
PARI POORNAN, K. S. (J)
BENCH

PARI POORNAN, K. S. (J)
JEEVAN REDDY, B.P. (J)

ACT:
HEADNOTE:
JUDGVENT:
JUDGMENT
PARI POORNAN, J.
1. The appel |l ant, a private limted conpany, is an
Assessee to incone tax. |t derives inconme frominvestnent,

agriculture and brick kiln business. It -is an investor in
shares. In the assessnent years 1967-68 and 1968-69, the
rel evant previous years ending on 30th June 1966 and 30th
June 1967, the assessee sold shares of Escorts Limted and
declared the capital gains that accrued therefrom the
Income Tax O ficer did not accept the cost of acqui'sition of
the shares, as returned by the assessee and worked out the
capital gains in a different manner. The conputation made by
the Incone Tax Oficer regarding the original shares was
confirmed by the Appellate Assistant Conmissioner and the
Appellate Tribunal. In so doing, the Appellate on the
decision of this Court in Commi ssioner of I|ncone-tax, Bihar
v. Dalma Investnment Co. Ltd. [(1964) 52 |ITR 567]. At the
i nstance of the appell ant-assessee, the | ncone Tax Appellate
Tribunal referred the following two questions of law for
both the Assessment Years under Section 256(1) of the
I ncome-tax Act for the decision of the Hi gh Court of Del hi

"1. Wiether on the facts and in

the circunstances of the case the

Tri bunal was justified in
determ ning the cost of acquisition
of the ori gi nal shares, by

spreading the original cost over
the original and the bonus shares
and then averaging the same and on
that basis working out the capita
gain at Rs. 32, 100/ - and Rs.
12,450/ - and 1968-69 respectively?
2. If the answer to question No.1
isin the negative, whether the
assessee was justified in taking
the value of the shares at their
original cost wunder section 45 of
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the Incone-tax Act, 1961?"
2. The question that arose for decision was, how the cost

of the acquisition of the original shares should be
determ ned for the purposes of capital gains tax. After
referring to the relevant decisions, the H gh Court held
that the valuation nmade by the revenue regarding the cost of
the original shares is proper and valid in the facts and
ci rcunstances of the case. Question No.1 was answered in the
affirmative and in favour of the revenue. The High Court
declined to answer question No. 2. It is the aforesaid
decision of the H gh Court dated 23.4.1982, which the
assessee has assailed in these appeals. The decision of the
Hi gh Court is reported in (1983) 143 | TR 749.
3. We heard counsel. At our request, Dr. Gaurishanker
Seni or Advocate also addressed us and brought to our notice
certain decisions and passages from various text-books. The
short question that arises for consideration is, how the
cost of ~acquisition of the \original shares is to be
det erm ned when bonus shares are issued subsequently? It is
conmon ground that the appellant admittedly purchased the
original —shares after 1954, Such shares were sold
subsequently. Since the acquisition was after 1954, the
option of taking the fair market value as on 1.1.1954 does
not arise. According to the appellant, for determ ning the
capital gains that accrued when the original shares were
sold, the <cost of acquisition should ‘be taken at actua
cost". The subsequent issue of bonus shares is of no
consequence and Wl not have the effect of  altering the
original cost of acquisition of the shares. The Hi gh Court
declined to accept this plea. It was held that once the
bonus shares are issued, it has inpact on the origina
shares; It has the effect of altering the cost of origina
shares. It was so held by placing reliance on the decisions
of this Court reported in CI.T. ~v. Dalnmia Investment Co.
Ltd. (52 ITR 567), CI.T. v. Gold Mhare, Investnent Co.
Ltd. (74 1TR 62), CI1.T. v. Cold Conpany Ltd. (78 I TR 16)
and distinguishing the cases of ( this Court reported in
Enerald & Co. Ltd. v. CI1.T. (36 ITR 257) and Shekhawati
General Traders Ltd. v. |I.T.O (82 1.T.R 788).
4. Bef ore us, counsel for the appell ant - assessee,
vehemently argued that the H gh Court was in-error _in
hol ding that the subsequent issue of bonus shares has the
effect of altering the cost of acquisition of the origina
shares. Stress was laid on the fact that in the instant
case, the shares sold were original shares -and by an
"investor", whereas in the decisions of this Court dealt
with by the Hi gh Court, the shares sold were "bonus shares",
and the assessees in those cases were "deal ers in shares"”.
It was further argued that the question in those cases, is
not the conputation of capital gains, as a result of the
sale of the shares (whether original or bonus shares) but
the conputation of "the profits and gains" in the business.
The said vital difference was omtted to be noticed by the
Hi gh Court. On the other hand, counsel for the revenue
submitted that the High Court was justified in its reasoning
and conclusion in holding that the subsequent issue of bonus
shares has the effect of altering the original cost of
acquisition of the shares, irrespective of the fact whether
the assessee is an investor or dealer in shares and shares
sol d are original shares or bonus shares.
5. In order to resolve the controversy in this case, it
will be wuseful to bear in mnd the relevant statutory
provi sions, as they stood at the relevant tine:-

Section 2(14) of the Income-tax

Act .
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XXX XXXX XXXXX"
6. It will also be useful to note what
shares" , the circunstances under which they are issued and

its inpact on the original shares. Robert R Pennington in
his book Conpany Law 5th edition (1985) at pages 467, 468

"2 (14) "capital asset" nmeans
property of any kind held by an
assessee, whether or not connected
with his business or profession,
but does not incl ude--

(i) any stock-in-trade, consunable
stores or raw materials held for
the purpose of his business or
pr of essi on; "

Section 45(1) of the Incone-tax Act
"45. Capital gains.-- Any profits
or gains arising fromthe transfer
of a capital asset effected in the
previ ous year shal I save as
ot herwi se provided  in sections 53
and 54, be chargeabl e to income-tax
under the head ' Capital gains’, and
shal . be deened to be the incone of
the 'previous “year in which the
transfer took place."

(Inthis case, Section 45(2) to
45(4) added by Section 12 of the
Fi nance Act, 1964 and onmitted by
Fi nanct Act, 1966 are not rel evant)
Section 48 of 'the lncone-tax Act.
"48. Mode of conput ati on and
deductions. - The incone chargeabl e
under the head Capital gains shal
be conputed by deducting fromthe
full wvalue of the consideration
received or accruing as a result of
the transfer of the capital asset
the follow ng amounts, nanely: -

(i) expenditure incurred wholly and
exclusively in connection with such
transfer;

(ii) the cost of acquisition/of the
capital asset and the cost of any
i mprovenent thereto."

Section 55(2)

"55. Meaning of "adjusted", "cost
of i nprovement” and "cost of
acquisition".

(1) XXX XXXX XXXX

(2) For the purposes of sections 48
and 49, ’'cost of acquisition’, in

relation to a capital asset, -

(i) where the capital asset becane
the property of the assessee before
the 1st day of January, 1954, neans
the cost of acquisition of the
asset to the assessee or the fair
mar ket value of the asset on the
1st day of January, 1954, at the
option of the assessee;

and 469 deals with the matter thus:-

"1t is comon, however , for
articles to contain a power for the
conpany by ordinary resolution in
gener al nmeeti ng on t he

is meant by "bonus
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recomendation of its directors (a)
to set free for distribution any
part of its distributable profits
or reserves and to apply them in
paying up in whole or part the
issue price of partly paid shares
held by nenbers, or in paying in
full the nom nal value of new
shares or debentures to be issued
to nenbers in the same manner and
proportions as a cash dividend of
the same anmpbunt would have been
distributed; and (b) to capitalise
any part of the anpbunts standing to
the credit of the  company profit
and | oss accounts or to reserve
accounts which are not available
for ~distribution (i.e. capita

reserves - and ~unrealised profits)
and " to appl y t he anount SO
capitalised in paying in full the
nom nal value of new shares to be
issued to nmenbers in the sane
manner and proportions as a cash
di vidend of the sane amount woul d
have been distributed. Under such
provision, in the articles it is
possi bl e for a conpany to
capitalise the net amount ~of  its
realised and unrealised profits or
the anount of reserves representing
them in order to i ssue bonus
shares. but only the conpany
accumul ated bal ance of realised
profits may be used to issue bonus
debentures or to pay up any unpaid
part of the issue price of (shares
whi ch have al ready been issued. New
Shares or debentures issued in this
way on a capitalisation of profits
or reserves are known as bonus
shares or debentures, but the name
is msleading in that it inplies
that they are a gift from the
conpany. If they were a gift, they
woul d not be paid up at all, and in
the case of bonus shares, the
conpany could call on their hol ders
to pay for them in cash. In fact
they are not a gift, for their
nom nal value is paid in full or in
part by the capitalised profits or
reserves which could otherw se have
been di stri buted to the
shar ehol ders as a cash dividend, or
in the case of unrealised profits,

retained as a reserve. On the other
hand, since no cash dividend is
decl ared, bonus shares are not paid
for in cash by the sharehol der
hi msel f, because there is at no
point of time any debt owing to him
by the conmpany which he can set off
against his liability to Pay for
the shares. Consequently, an issue
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of bonus shares nust be treated as
an i ssue for a consideration other
than cash, and an appropriate
return and witten contract for the
Regi strar of Conpani es.

XXX XXX XXX
(a) They enable the conpany to
retain noney required for its

busi ness which it would otherw se

have to raise by issuing new shares

or debentures on the market or by
bor r ow ng;

(b) The mar ket  val ue of the

conpany’s shares is reduced to a

figure nearer their nomi nal val ue,

and this makes them nore sal eabl e.

But a bonus issue increases the

t ot al mar ket val ue of a

shar ehol der’ s hol di ng only

margi nal ly;  he nerely has nore
shares of~ a correspondi ngly [ower
val ue each."

(Enphasi s supplied.)

Dr. AN Agarwala in his book "The Hi gher Science of
Account ancy" (1972/ edition) at page 632 deals with bonus
shares thus: -

"8. BONUS SHARES

Bonus Shares out of Profits

Capitalisation of Profits

Bonus shares are shares issued to

exi sting shar ehol-der s out of
profits. This is a case of
capitalisation of profit, that is
to say, i nst ead of bei ng
di stributed as dividends, profits
are turned into shares. Bonus
shar es are di stributed anong

sharehol ders in proportion to their
share hol dings. What the conpany,
in effect, does in such a case is
that it:-

(1) Decl ar es a bonus (extra
di vi dend) out of undi stri but ed
profits;

(ii) lIssues a correspondi ng nunber
of new (bonus) shares;

(iii) Applies the bonus in paynent
of the anount due on these shares:
and

(iv) Distributes bonus shares anpbng
exi sting sharehol ders.

Sharehol ders, in other words, get
their dividends in the shape of
shares. The advant age of this
procedure is that sharehol ders get
back wundistributed profits which
was hitherto withheld fromthem So
far as the conpany is concerned, it
pays the shareholders not in cash
but in the formof bonus shares to
that its financial position is in
no way inpaired. It will nean that
the future rate of dividend will
come down since the sane anount of
profit will now have to be
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di stributed over a |larger nunber of

shares.
(Enphasi s supplied.)

In the book "British Master Tax Cuide" (1988-89) under
the head "Bonus and rights issues" at page 598, bonus issues
are dealt with as hereunder:

"Bonus i ssues

Bonus issues are free distributions

of shares (e.g. two new shares for

each share already held).

Example: In 1970, A purchased 300

ordinary shares in S Ltd. at Pound

3 per share, total ' cost Pound 900

(ignoring expenses for the purposes

of the exanple).

In 1980, A received -a bonus issue

of 300 shares.

He then hel'd 600 shares at.  pound

1. 50 per share:

They are all as purchased in 1970."

(Enphasi s supplied.)

WIlliam Pickles in his book "Accountancy" dealing wth
bonus shares at pages 23245-23246, states thus:-

"Advant ages and Di sadvant ages. The

advant ages and di'sadvantages of an

i ssue of bonus shares are briefly

sunmmari zed (a) as regards the

conpany, and ‘(b) as regards the

shar ehol ders.

XXXX XXXX XXXX

(b) The Shareholder’s Vi ewpoint.

(i) Surtax and Capital Gains Tax

nmay be payable on a bonus shares

di stribution.

(ii) Unless the conpany makes

increased profits, the fall inrate
of di vi dend or depl eti on of
reserves wll cause the  market
price per share to fall--though the

total value of the Ilarge holding
may be greater.

(iii) Speculative dealings in the
shares may be caused.

4. A bonus issue of debentures or
redeenabl e preference shares ranks
as a distribution, and so also wll
paynments of interest or dividends.
An issue of irredeemabl e bonus
shares, however, wunless related to
a previous repaynent, does not rank
as a distribution. It should be
appreciated that distributions are
chargeable to Income Tax Schedul e
F, and in the hands of the
recipients (the shar ehol ders),
distributions are liable to surtax.
This includes capital dividenas.

5. If the bonus is applied in
reduci ng or ext i ngui shi ng t he
uncal l ed Capital (e.q. mar ki ng
shares of pound 1 each, pound 0.75
paid into fully-paid pound 1
shar es) there is a distinct
tangi bl e benefit to the sharehol der
and therefore t he anmount is




http://JUDIS.NIC IN

SUPREME COURT OF | NDI A

Page 7 of 12

t axabl e.

A bonus share dividend is nerely a
book entry effected by a transfer
from CGeneral Reserve or Profit and
Loss Appropriation Account to Share
Capital - each sharehol der receiving
a share certificate proportionate
to his holding- i nstead of cash.
Thus, if the share capital is
pounds 8,000 in fully-paid ordinary
shares of pound 1 each and pounds
3,000 is transferred thereto, each
sharehol der will have the right to
an allotment of three new shares
for every eight ol'd shares that he
holds. He is —usually given the
option of taking up the shares or
selling his right of allotrment to
anot her person, t hat is,
‘ renounci ng’

As share —holders are  entitled to
CASH di vi dends. the sanction of the
Articles or special resolution is
required for any dividend otherw se
than in cash, 'whether it is:

(a) an actual disstribution of other

assets; or (b) a 'noti onal
distribution by way of a -bonus
share divi dend. I ncone Tax is

normal |y charged or, a bonus share
di vi dend.
Al t hough the issue of bonus shares

to ordi nary shar ehol ders is
generally regarded as a " book
entry’, it may confer a substatia

advantage to such holders where
there are preference shares which
carry a right in a wnding-up to
share pari passu in a surplus, as
the bonus issue, by absorbing such
part of the reserves of the conpany
as is necessary for such purpose,
di m ni shes the ’'surplus’. In other
words, such ‘“surplus’ has been
utilized solely to increase the
clains of the ordinary sharehol ders
by the additions of the relevant
amount of reserves......

(Enphasi s suppl i ed)

M C. Shukla and T.S. G ewal

in

their

book "Advanced

Account s" (1989) at page 823, have dealt with the inpact

of the bonus shares on the origina

S

har es,

It should be renenbered that when

bonus shares are distributed,

t he

sharehol ders may not gain at all

This is because of the fact

t

hat

the narket value of the shares
depends upon the dividend received.
If the company issues bonus shares,
the profits (which do not increase)
will have to be distributed over a

| arger nunber of shares,

t

hus

reduci ng the dividend per share.
This will result in a fall in the
val ue of the shares in the narket.

t hus: -
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Thus the shareholder will have a

| arger nunmber of shares but the

total value of his holding will not

i ncrease because each share now of

a smal | er val ue. Hence t he

sharehol der makes no entry in his

books on receipt of bonus shares.

However , t he shar ehol der will

benefit in the form of capita

appreciation if there is a net

increase in the anount of dividend

received by him™"

(Enphasi s supplied.)

7. On a reference to the above standard text books, it is
evident that when bonus shares are issued by a conpany, it
has its inpact on the original shares. The market val ue of
the company’s shares may get reduced to a figure nearer
their nomnal value. ~The value of the original shares
acquired get automatically reduced, notw thstanding the fact
that the " total holding of the sharehol der may be larger. In
this context, it will beuseful torefer to the lawlaid
down by this Court in C1.T. v. Dalma Investnment Co. Ltd.
(52 ITR 567). The headnote as extracted herein below,
accurately states the law laid down in the said decision

"Where bonus /‘shares are issued in

respect of ordinary shares held in

a conpany by an assessee who is a

dealer in shares, their real cost

to the assessee cannot be taken to

be nil or their face value. They

have to be val ued by spreading the

cost of the old shares over the old

shares and the new i ssue (viz., the

bonus shares) taken together if

they rank pari passu, andif they

do not, the price may have to be

adjusted either in proportion of

the face value they bear (if there

is no ot her ci rcumnst ance to

differentiate then) or on equitable

consi derati ons based on the market

price before and after issue.”

The above principle was affirmed by the Constitution,
Bench of this Court in CI1.T. vs. Gold Conpany Ltd. (78 1TR
16) wherein it was held thus:-

"Where bonus shares are issued in

respect of ordinary shares held by

a dealer in shares who values his

stock at cost, and the bonus shares

rank pari passu with the ordinary

shares. the correct rmethod of

val uing the shares is to spread the

cost of the original shares over

the original shares and the bonus

shares collectively and ascertain

the average price of all the

shares. "
8. The sheetanchor of the appellants case before the Hi gh
Court and still before us was, that the cost of acquisition

of the original share, is its actual cost. The fact that the
bonus shares were issued subsequently cannot be taken into
account and it is not open to the revenue to alter the cost
of acquisition of the original shares. It was further
contended that the assessee is only an investor and in such
a case what is to be determned is the capital gains and not
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the conputation of business incone, as in the case of a
dealer in shares. Mich stress was laid on the decision of
this Court in Shekhawati General Traders Ltd. v. Incone Tax
Oficer. Conpany GCircle 1, Jaipur, (1971) 82 |ITR 788. The
Counsel for the appellants argued that the facts of the
instant case are identical to the facts in the aforesaid
decision of the Suprene Court. where the original shares
were sold by an investor, in a case where bonus shares were
i ssued subsequent |y and t he matter cane up for
consi deration. The Court held that the capital gains or
| oss should be calculated in accordance with the statutory
provisions of Sections 48 and 55(2) of the Income-tax Act
and the subsequent issue  of bonus shares was conpletely
irrelevant and extraneous which should not be taken into
consi derati on.

9. It is necessary to understand the scope and inpact of
the decision in Shekhawati General Traders Ltd. v. Incorme-
Tax O ficer, Conpany Crcle 1, Jaipur, (1971 ) 82 I TR 788.
In the said case, “the nain issue posed was with regard to
the validity of the proceedings initiated under Section 147
of the Incone-tax Act. The assessee therein acquired 12,000
ordinary shares of Oient Paper MIls on 29.3.1949. It
recei ved 12000 bonus-shares on 28.4.1951. Subsequently. on
June 4, 1954 and June 26, 1961 it received bonus shares. The
assessee sold 22000 shares, which were out of the 24000
shares which it acquired prior to 1.1.1954. It calculated
the cost price of 22000 shares sold by it (out of 24000
shares aforesaid) at the mar ket~ value ‘prevailing on
1.1.1954. Simlarly, ‘the assessee acquired shares in Birla
Jute Manufacturing Conpany before 1.1.1954 and  also got
bonus shares therein after 1.1.1954. In other words, the
original cost of the acquisition of the said shares were
taken into account for the purpose of conputing the capita
gains or loss. It was common ground that the shares which
were sold, were acquired or received by the assessee prior
to 1.1.1954. It is also common ground that the assessee
calcul ated the cost price of the shares sold at the narket
val ue prevalent on 1.1.1954 in accordance wth ‘the then
rel evant statutory provisions. The Incone Tax Oficer by
order dated 20.7.1964 accepted the statement made by the
assessee and held that the assessee had suffered a capital
| oss. Subsequently by notice dated 4.1.1967, the |ncone Tax
Oficer informed the assessee that he had reasons to believe
that income chargeable to tax for the assessnent year 1962-
63 had escaped ascaped assessnment within ~the neaning of
Section 147 of the Incone-tax Act, and initiated proceedi ngs
thereunder. The Income Tax O ficer stated that while working
out the <cost of the shares, the assessee had (clained the
preval ent market price as on 1.1.1954 disregarding the /fact
that the assessee had been given bonus shares in the
subsequent years after 1.1.1954. The assessee objected to
the above proceedings and contended that it has exercised
the option wunder section 55(2) of the Act, and the cost of
acquisition was taken at the fair market value as on the
rel evant date and the capital |oss was Conputed accordingly,
and there is no error in the matter. Subsequently the
assessee noved the H gh Court under Article 226 of the
Constitution of India challenging the validity and legality
of the notice issued under Section 147 of the Act. The Hi gh
Court dismssed the wit petition. Wien the matter came up
before this Court it adverted to Sections 45 48 53. 54 and
55(2) of the Income-tax Act and distinguishing the earlier
Constitution Bench decision of this Court in Conm ssioner of
I ncome-Tax v. Dalma Investnment Co. Ltd. (1964) 52 |ITR 567
hel d t hus:
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"...that decision was not at al

apposite for t he pur pose of

deci di ng the point which has arisen

in the present case. No question

arose there of the calculation of

the capital gain or | oss in

accordance with t he statutory

provisions in pari nmateria wth

sections 48 and 55(2) of the Act.

In the present case we are confined

to the express provi si ons of

section 55(2) relating to the

manner in whi ch ‘the cost of

acquisition of a capital asset has

to be deternmined for the purpose of

section 48. Were the capital asset

becarme the property of the assessee

before the first day of ‘January

1954 't he ~ assessee has two options.

It . can~ decide whether it w shes to

take the cost of the acquisition of

the asset to it as the cost of

acquisition for the purpose of

section 48 or the fair market val ue

of the asset on the first day of

January, 1954, The word "fair”

appears to have been used to

i ndicate that any artificially

inflated value is not to be taken

into account. In the present case

it is comon ground that when the

original assessnent order was nade

the fair market value of the shares

in guestion had been dul y

determ ned and accepted as correct

by the Income-Tax Oficer. Under

principle or authority can anything

nore be read into the provisions of

section 55(2)(1) in the manner

suggested by the revenue based on

the view expressed to the Dalma

I nvestment Co’s case. The High

Court conpletely over| ooked the

fact that for the ascertainnent of

the fair market value of the shares

in question on January 1, 1954, any

event prior or subsequent to the

sai d date was whol |y extraneous and

irrelevant and could not be taken

into consi derati on. | f t he

contention of the revenue were to

be accepted the acquisition of

bonus shares subsequent to January

1. 1954, will have to be taken into

account which on the |anguage of

the statue it is not possible to

do....... "

(Enphasi s suppli ed)

10. A close analysis of the facts of the above case, and
the ultimate conclusion reached by this Court, will go to
show that the |learned Judges laid stress on the fact that
the assessee had opted to take the cost of acquisition as
provided by the relevant Statute, i.e.,statutory cost of
acquisition and thus substituting the market value as on
1.1.1954 in the place of actual cost of acquisition, and
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only in such a case, the subsequent issue of bonus shares
cannot affect the issue. It is inmplicit from the above
decision that the principle of averaging by spreading the
cost over the old shares and the new bonus shares as
enunci ated by this Court, in Dalma Investnment Co.’s case
(supra) and other cases, wll apply as a general rule in
cases where the assessee clains to deduct the actual cost of
acquisition, instead of the statutory cost of acquisition

It also stands to reason since the fair market val ue as per
the "statutory cost of acquisition" will be a notional or
fictional figure -- nostly inflated -- having no connection
with the original or actual cost. W should bear in mnd
that it is after discussing the effect or inpact of the
i ssue of the bonus shares; on the value of the origina

shares generally and al'so the various possible nmethods for
determ ning the cost of the bonus shares, this Court in
Dal mia Investment Co.’ s case (52 ITR 567) stated that the
real cost to the assessee of the bonus shares cannot be
taken to 'be nil or their face value and they have to be
val ued by spreading the cost of the old shares over the old
shares and the new i ssue (bonus shares), taken together etc.
The principle so laid down is one of the genera

application. W should also state that the character of the
owner of the shares as an "investor" or as a "dealer” is of
no consequence.

There is no ‘dichotonmy’, as to whether the shares are
held by an 'investor’ or ‘dealer’ _in-shares. 1|n both the
cases, it is surplus receipt that is brought to tax, either
as "capital gains" or "profit or loss", as the case may be,
and in accordance with relevant statutory provisions. The
decisions reported in Madura MIls Co. Ltd. vs. CIT (86 ITR
467 - Madras), D.M Dahanukar vs. CIT (88 | TR 454 - Bonbay),
WH. Brady & Conpany Ltd vs. C T, Bonbay (119 ITR 359 -
Bonbay), Alenmbic Chenical Wrks Ltd. vs. CT (194 | TR 457-
Gujarat) are in accord wth the -above view and they
represent the correct law. The decisions (in Sutlei Cotton
MIls Ltd. vs. AT (119 ITR 666), CI T vs. Steel Goup Ltd
(131 ITR 234), Snt. Protinma Roy vs. CIT (138 I TR 536), etc.
etc.) cited before us, mnmsapplied the rule enunciated in
Shekhawati General Traders Ltd. vs. I'TO (supra) and fail ed
to bear in mnd the proper principles to be applied in the
matter and do not |ay down the correct |aw
11. In this case, the H gh Court has found that the
original shares sold were admttedly purchased after 1954
and, therefore, the option of taking the fair market val ue
as on 1.1.1954 (the statutory cost) was not available to the
assessee. It appears to us that the principles laid down in
Shekhawati General Traders Ltd. v. Inconme-Tax Oficer
conpany Crcle 1, Jaipur, (1971) 82 |ITR 788,  cannot be
applied to a case where the assessee did not and could not
exercise the option of the statutory cost of acquisition in
the place of the actual cost of acquisition. The said
decision is distinguishable. In view of the larger ‘Bench
decisions of this Court, it is fairly clear that where bonus
shares are issued and sone of the original shares are said
subsequently, their actual cost has to be reckoned only on
the basis of "average value" (as held in Dalma Investment &
ot her cases) except in rare cases, where "actual cost" is
notionally adopted or determned as it existed on the
rel evant statutory date, (Shekhawati General Traders Ltd. v.
I.T.O). In the instant case, the Hi gh Court was justified
inlaw in holding so and in further holding that the
subsequent issue of the bonus shares has the effect of
altering the original cost of acquisition of the shares as
held by this Court in Conm ssioner of |Incone-Tax v. Dalm a




http://JUDIS.NIC IN SUPREME COURT OF | NDI A

Page 12 of 12

I nvestment Co. Ltd. (1964) 52 I TR 567 and ot her cases.

12. W hold that the judgnent of the H gh Court answering
Question No. (1) referred to it in favour of the Revenue and
agai nst the assessee does not nerit interference and these
appeal s should be dism ssed. W do so. However, there shal
be no order as to costs.




