http://JUDIS.NIC IN SUPREME COURT OF | NDI A Page 1 of 4

PETI TI ONER
COW SSI ONER COF | NCOVE- TAX, MADRAS

Vs.

RESPONDENT:
RN. AR AR VEERAPPA CHETTI AR

DATE OF JUDGVENT:
04/ 12/ 1969

BENCH

ACT:

I ncome Tax H ndu Undivided Fam|ly- Estate duty paid out of
joint famly estate-Levy of duty held illegal-Refunded wth
interest-On partition-a share inthe interest if assessable
to tax.

HEADNOTE

The revenue authorities in Ceylon levied estate duty in
respect of the estate of A and his son in the hands of their
three w dows. The Judicial Committee of the Privy Counci
set aside the levy and in 1957 the ~Government of Ceylon
deposited in Court the duty which was levied, with interest.
On February 17, 1947, the joint famly estate was parti-
tioned among the three wi dows and their adopted sons. The
Income-tax O ficer brought to tax one of the adopted son’s
share of the interest received fromthe Ceyl on Governnent on
the estate duty. The Tribunal reversed the assessnent order
hol di ng that the anmount of interest received by the assessee
was of a capital nature and was on that account not I|iable
to tax. on a reference- the H gh Court was of the  opinion
that the assessee’'s share in thelinterest attributable to
the period ending February 17, 1947 was not taxable but the
share attributable to the period between that date and the
date of paynent by the Ceyl on Government was taxabl e. In
the view of the H gh Court the anpbunts paid as estate duty
had to be deened in law to have cone fromthe joint famly
estate and on severance of the joint famly status in
February 1947 each adopted son received his share in the
estate then existing as capital.

The Commi ssioner appealed to this Court. It was contended
that the character of the receipt which was revenue when
received by the joint famly could not be altered when it
was divided between the nmenbers of the joint famly.
Di sm ssing the appeal

HELD : On the severance of the joint status the  assessee
becane entitled to a 'share in the famly estate. The
amount of interest on the state duty accrued as incone to
the joint famly but it was income of the joint famly —and
not of the individual nmenbers. But when a share out of the
estate which included the interest on estate duty was
recei ved by the assessee it had not the character of incone.
Once the income was received by the joint famly, the anount
lost its character of incone : it became nerged in the joint
famly estate and becane the capital of the amty. The
share received by the assessee was therefore a share in the
capital of the famly. Therefore, the share in the joint
famly property which included interest on the estate duty
whi ch accrued prior to February 17, 1947 was rightly held by
the High Court to be not of the nature of revenue and
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accordingly not taxable. [310 C E]

RM AR RM AR Ramananthan Chettiar v. Conmi ssioner of
I ncometax Madras, 63 |.T.R 458, distinguished.

[ The Court did not express any opinion on the correctness of
the finding of the Hi gh Court that the interest accrued due
after February 17, 1947 nust be regarded as incone to the
extent of the share of each of the nenbers of the famly.]

JUDGVENT:

ClVIL APPELLATE JURI SDICTION: Civil Appeal No. 2315 of 1966.
Appeal fromthe judgnent and order, dated August 25, 1965 of
the Madras High Court in Tax Case No. 216 of 1962 (Reference
No. 121 of 1962).

Sukumar Mtra and R _N. Sachthey, for the appellant.

T. A Ramachandran, for the respondent.

The Judgnment of -the Court was delivered by

Shah, 'J. Arunachallam Chettiar-whom wll hereinafter be
called "A Senior" had three wives-Val am Achi, Lakshm Achi
and Nachiar Achi. By Valanm Achi he had a son who was also
call ed ArunachallamWe will call him"A  Junior". A Junior
married Unmayal Achi. ~ A Senior, A Junior and the wives of
the two menbers formed a joint Hndu famly, possessing a
|arge estate in Ceylon. A Junior died on July, 9, 1934. A
Senior died on February 1 23, 1.938, |eaving heirs running
his two wives Lakshm Achi and Nachiar ‘Achi vand his son’s
wi dow Umayal Achi. ' The Revenue authorities in Ceylon |evied
Rs. 221.743 as estate duty in respect of the estate of A
Junior and Rs. 6,33,601.76 in respect of the estate of A
Senior. The |levy was challenged by the three widows and the
dispute was carried to the Judicial Conmittee of the Privy
Council. The Board set aside the entire levy. |In 1957 the
CGovernment of Ceyl on deposited in Court the duty which was
levied together with Rs. 7,97,072 as interest due from the
date on which the estate duty was coll ected.

After the death of A Senior, there were disputes between
the three w dows Lakshnman Achi, Nachiar Achi and Uniaya
Achi, and -each wi dow adopted a son to her deceased husband.
A suit for, partition of the joint famly property was then
filed in the Cvil Court at Deokotai.  Under a -settlenent
reached on February 17, 1949 between the three w dows  and
the adopted son of A Junior (whomwe will hereinafter cal
the assessee) was held entitled, to 5/24th share in the
estate.

This appeal relates to the liability to income-tax - on the
share -of the assessee in the amount of interest paid on the
estate duty which was refunded by the Ceylon CGovernnent
after the Judicial, Committee set aside the order levying
the estate duty.

The |ncone-Tax officer, karaikudi brought to “tax the,
'assessees share of the anmount interest received from the
Ceylon Covernment on the estate duty. The | ncone-tax
Oficer rejected the, contention of the assessee that the
receipt was of a capital nature,: and that in any case it
was a casual receipt and on that account

309

exenpt fromtax under S. 4(3) (vii) of the Incone-tax Act,
1922The order was confirmed by the Appellate Assistant
Conmi ssi oner . The I ncome-tax Appellate Tribunal, however,
reversed the order holding that the anount of interest
recei ved by the assessee was of a capital nature and was on
that account not liable to tax.

The Tribunal referred the follow ng question to the High
Court of Madras under s. 66(1) of the Income-tax Act, 1922
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"Whether the sumof Rs. 1,20,830 or Any part thereof s
assessable to tax ?"

The Hi gh Court was of the opinion that the assessee’s share
in the interest attributable to the period ending February
17, 1947 was not taxable, but the 'share attributable to the
period between that date and the date of paynent by the
Ceyl on Governnment was taxable. Against that decision, wth
certificate granted by the High Court the Conmi ssioner of
I ncome-tax has appealed to this Court. The assessee has not
appeal ed agai nst the opinion insofar as it was held that the
receipt to the extent to which it related to a period
subsequent to February 17, 1947 is taxable. 1In the view of.
the High Court the ambunts paid as estate duty nust be
deened in law to have conme fromthe joint famly, estate and
on severance of the joint famly status,in February, 1947,
each adopted son received his share in the estate then
existing as capital. Counsel for the Revenue countended
that the H gh Court erred in holding that the assessee’'s
share in/ the ampbunt of interest received from the Ceylon
Covernment Was of the nature of capital. Counsel subnmitted
that the character of the receipt which was revenue when
received by the joint family, could not be altered when it
was di vi ded between the nenbers of the famly. Counsel also
contended that thi's Court has held that the share in the
amount of interest on estate duty received by the son
adopted by Nachiar Achi was liable to be taxed as incone:
RM AR AR RM AR AR Ramanat han Chetti ar V.
Conmi ssi oner of |ncone-tax Madras(’') . But that case has no
rel evance here. for the only argunent advanced  before the
Tribunal and the H.gh Court-in that case was. that the
recei pt was of a casual,and non-recurring nature and was on
that account exenpt fromtax under s. 4(3) (vii) of the
Income-tax Act. This Court negatived the contention. The
Court declined to consider the argunment advanced at the Bar
that the share allotted to the adopted son of Nachiar  Achi
being a share in the estate of A Senior was of the nature
of capital, because the question did not arise out of the
order made by the Incone-tax Appellate Tribunal and was not
nmade the subject-natter of 'lie reference. In RM AR AR
RM AR AR Ramanat han

(1) 63. T.T.R 458.

L7Sup. Cl . (NP) 70-5
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Chettiar’'s case(1) the question argued before the Hi gh Court
in this case was not raised before the inconme-tax Appellate
Tri bunal and was not deci ded.

After the death of A Senior the property was held by the
three w dows as nenbers of the H ndu Undevided famly.
Under the Hindu Law it is not predicted of a Hi ndu Joint
famly that there nust be a mal e nenber in existence. Even
after the death of the sole nale nenber, so long as the
property which was originally of the Joint Hndu famly
remains in the hands of the wi dows of the nenbers of the
famly and is not divided among them the joint famly
conti nues. Payment of the estate duty was doubtless nmade
out of the joint famly fund and the interest which accrued
due, also acquired the character of joint fanily property
when received. The joint family status cane to an end only
on February 17, 1947. On the severance of the joint status
the assessee becane entitled to a share in the famly
estate. The anmount of interest on the estate duty accrued
as incone to the joint famly but it was income of the joint
famly and not of the individual nenbers. But when a share
out of the estate which included the interest on estate duty
was received by the assessee it had not the character of
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income. Once the. incone was received by the joint famly,
the anmobunt lost its character of incone: it became nerged in
the joint famly assets and becanme the capital 'O the
famly. The share received by the assessee was therefore a
share in the capital of the famly. The share in the joint
famly property which included interest on the estate duty
whi ch accrued prior to February 17, 1947 was rightly held by
the High Court to be not of the nature of revenue and
accordi ngly not taxable.

We express no opinion on the correctness of the finding of
the Hi gh Court that the interest accrued due after February
17, 1947, must be regarded as incone to the extent of the
share of each of the nmenbers of the famly

The appeal fails and is dismssed with costs.

R K P.S. Appeal dism ssed.

(1) 63 1. T.R 459.
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