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ACT:

I ncome-tax- Merger = of  Travancore-Cochin State wth |ndian
Uni on- Governnment of India s power to direct  assessnent or
reassessnent proceedi ngs Travancore | ncone-tax Regul ation
VI of 1096 M. E.-Travancore Taxat i on on i ncome
(I'nvestigation Comm ssion) Act, 1124 M E.s. 8, sub-ss.
(2), (4),(5), (6)-OCpium and Revenue Laws (Extension of
Application) Act (33 of 1950), SS. 2, 3, 3(c)-

HEADNOTE:

The State of Travancore-Cochin nerged with Indian Union on
March 7, 1949, but the Travancore |ncone-tax Regulation
VIl of 1096 (Mal ayal am Era) and the Travancore Taxation on
I ncome (Investigation Conmi ssion) Act, 1124 (Ml ayalam Era),
continued to apply to that area not w thstandi ng the mnerger
On  August 6, 1949, the Travancore-Cochi n Governnent passed
an order referring the case of the appellants to the com
m ssion constituted under the ' Travancore Taxation on |ncome
(I'nvestigation Comm ssi on) Act, 1124- M E. The
i nvestigation commssion held by its report that t he
appel l ants had nmade a secret profit in the accounting year
1118 M E., which was not included in the income-tax return
submitted by the appellants earlier. The Travancore-Cochin
Covernment accepted the report and directed recovery of the
tax due by its order dated February 14, 1950. The I ncorme-
t ax Oficer wi t hout hol di ng any fresh assessment
proceedi ngs, issued a demand noti ce.

The Union Legislature enacted the Opium and Revenue Laws
(Extension of Application) Act (33 of 1950) providing for
ext ension of certain opiumand revenue |aws to certain parts
of India. |In exercise of the authority under s. 8(2) of the
sai d Travancore Investigation Act, read with S. 3, cl. (c),
of the Opiumand Revenue Laws (Extension of Application)
Act, the CGovernnment of India, on Cctober 25, 1951, directed
that appropriate assessnment proceedi ngs under the Travancore
I ncome-tax Act be taken against the appellants with a view
to assess or reassess the conceal ed i ncone which bad escaped
assessnent. The Commi ssioner of Incone-tax wthdrew the
earlier notice of demand and thereafter the |ncone-tax
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Oficer after reassessnent proceedings directed the
appel l ants to pay incone-tax and super-tax on the conceal ed
i ncone.
The said orders of the Government of India and of the

467
I ncome-tax O ficer were questioned by the appellants and the
matter was referred by the Comm ssioner of Inconme-tax to the
Hi gh Court. The High Court held that the orders in question
were valid orders. The appellant appealed with specia
| eave.
Hel d, that the Government of India had the powers under s.
3(c) of the Opium and Revenue Laws ( Ext ensi on of
Application) Act, 1950, to direct proceedings for assessnent
or reassessnent under the Travancore |Incone-tax Regul ation
after consideration of the report nade by the Travancore
I nvesti gati on Comm ssion
The order passed by the Governnent of India on February 14,
1950, mwas not inconsistent with the order passed by the
Travancore- Cochin Governnent. ~Liability to pay incone-tax
woul d arise only on an effective order of assessnent. No
such order having been passed by the Inconme-tax Oficer in
the instant case, there could be no doubt as to the
conpetency of the Government of India to direct proceedings
for assessnent. There " is nothing in_ s. 8(2) of the
Travancore Taxation onlncone (lnvestigation Comm ssion) Act
whi ch states that action nmay be taken thereunder only once,
and if an unauthorised direction is given thereunder there
i s nothing which prevents rectification of that order
By sub-s. (4)’of s. 8 of the Travancore Taxation on Income
(I'nvestigation Conmi ssi on) Act the findings by the
I nvestigation Conmmission are final in all assessnent or
reassessnent proceedings. Section 8(2) of the Act ' renoved
the bar of limtation which arose by s. 25 of the Incone-tax
Act . Consequently, it was conpetent to the Income-tax
O ficer to reopen the assessnent proceedi ngs notw t hstandi ng
any |apse of tinme and the previous order of assessnent did
not operate as a bar to such re. assessnent.

JUDGVENT:

Cl VI L APPELLATE JURI SDICTI ON: Civil Appeal No. 304/ 56.

Appeal by special leave fromthe judgnent and order dated
July 19, 1954, of the former Travancore. Cochin High Court
in Incone-tax Reference No. 5 of 1952.

A V. Viswanatha Sastri, R Ganapathy lyer and G CGopal akri shnan
for the appell ant.

K. N. Raj agopal Sastri and D. CGupta, for the respondent.
1960. Septenber 1. The Judgnent of the Court was delivered
by

SHAH J.-The Conmi ssioner of Income Tax for Mysor e,
Travancore Cochin and Coorg at Bangal ore 60
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referred under s. 8(5) of the Travancore Taxation on Incone
(I'nvestigation Conmi ssion) Act, 1124 (Ml ayalam Era)-
hereinafter referred to as the Investigation Act read with
s. 113 of the Travancore Incone Tax Regul ation, 1096
(Mal ayal am Era)-hereinafter referred to as the Inconme Tax
Act , the following questions to the High Court of
Tr avancor e- Cochi n:

(1) Wiether on the facts and in the circunstances of the
case, there was any evidence before the comission to cone
to the conclusion to which it cane in its report ?

(2) On the facts and in the circunstances of the case was
the order C. No. 76 (1) 1.T/51 dated 25-10-1951 of the
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Government of India passed under the provisions of s. 8(2)
of the Travancore Taxation on | ncone (I'nvestigation

Conmi ssion) Act read with s. 3 of the Opi um and Revenue Laws
(Extension of Application) Act of 1950, a legal and wvalid
order ?

(3) Wether on the facts and in the circunmstances of the
case, the order passed by the Incone Tax Oficer in
pursuance of the directions of the Governnent under s. 8(2)
of the Travancore Taxation on | ncone (I'nvestigation
Comm ssion) Act, 1124, was a |l egal and

valid order?

The H gh Court answered the three questions in the
affirmative. Against the order of the H gh Court answering
the reference, this appeal has been preferred with specia
| eave.

The facts which gave rise to the reference are briefly

t hese. The appel l'ants are a firmof merchants carrying on
business in yarn in the Districts of Trivandrum and
Nager coi | in the Travancore-Cochin State. For the

accounting ~year 1118 M E. (August 17, 1942 to August 16,
1943), the appellants submtted a return under the Incone
Tax Act showing a net return of Rs.4,78,65945-0 as assessabl e
i ncome, and they were assessed to incone-tax and super tax
by the Income Tax Oficer on that return. 1In 1124 M E.,
the Legislature of /'Travancore enacted the lnvestigation Act
conferring authority upon the Governnent of Travancore to
constitute a conmmission to be called an Incone Tax
I nvestigation Commi ssion to investigate and, report on al
matters

469
relating to taxation on-incone, with particul ar reference to
the extent to which the existing law relating to, and
procedure for, the assessnent and collection of such
taxation was inadequate to prevent evasion thereof 'and to
i nvestigate in accordance wi th the pro-visions of the Act in
cases referred, on or before February 16, 1950, to it |under
s. 5. The Governnent was aut horised after consideration of
the report to direct that proceedi ngs be taken under the
various Acts including the Income Tax Act, in respect of any
period conmmencing after August 16, 1939. By sub-s. (4) of
s. 8, all assessnent or reassessnent proceedi ngs - taken .in
pursuance of the direction under sub-s. (2), the findings
recorded by the Commission on the case or on the points
referred to it were, subject to the provisions of  sub-ss.
(5) and (6) to be final. Sub-section (5) of s. 8 provided
for a reference to the Hi gh Court on any question  of |aw
arising out of any order nade by the Comm ssi on.
The State of Travancore-Cochin merged with the Indian Union
on March 7, 1949, but the Incone Tax Act and t he
I nvestigation Act continued to apply to t hat area
not wi t hst andi ng the nerger. On  August 6, 1949, t he
CGovernment of Travancore-Cochin passed an order referring
t he case of the appellants to the Conmi ssi on f or
investigation and report under s. 5 of the |Investigation
Act. On the evidence |l ed before it, the Comm ssion held by
its report dated February 1, 1950, that the appellants had
in the accounting year 1118 M E. nmade a secret profit of
Rs. 1,31,750 which was not included in the earlier
assessment . The Conmi ssion then proceeded to compute the
tax payable by the appellants and found that the amount of
tax payable by the appellants on their true income was Rs.
1,35,736-8-0 and that they were liable to pay that anount
subject to credit for the tax, already paid, The Governnent
of Travancore-Cochin by order dated February 14, 1950,
accepted the report of the Commission and directed that
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i medi ate steps be taken to recover, under the Incone Tax
Act, from the appellants the tax due according to the

findings recorded by the Comm ssion. Pursuant to this
direction, the
470

Income Tax Oficer, without holding any fresh assessnent
proceedi ngs, issued on March 15,1950, a demand notice under
s. 42 of the Incone Tax Act for the additional tax inposed
on the appellants according to the findings of t he
Conmi ssion and cal |l ed upon the appellants to pay Rs. 13, 337-
13-0 as additional tax. The Union Legislature enacted on
April 17, 1950, the Opium and Revenue Laws (Extension of
Application) Act providing for the extension of «certain
opium and revenue laws to certain parts of India. By s. 2

of that Act, anobngst others, the Taxation on | ncome
(I'nvestigation Comm ssion) Act, XXX of 1947 (enacted by the
Central Legi slature) ~and all rules and orders made

thereunder which were in force inmediately before the
comencenment of Act XXX of 1950, were extended to the rest
of India 'except the State of Jammu and Kashmr, but by s. 3,
inso far-as it is material, it was provided that,

" If imediately before the commencenment of this Act there
isin force in any part B State other than Jammu and Kashnir
any law (x x x x) corresponding to the Taxation on Income
(I'nvestigation Conm ssion) Act, 1947 (XXX of 1947); that |aw

shall continue to remminin force. wth the follow ng
nodi fi cati ons,
(a) all cases referred to or pending before the State

Conmi ssion (by whatever name called) in respect of mtters
relating to taxation -on incone other than agricultura
incone, shall stand transferred to the Central  Conm ssion
for disposal
Provided ....... ... ... .. . . . . .
(b))
(bb) . e
(c) Any reference in the State |law, by whatever form of
words, to the State CGovernnent or the State Comm ssion
shall, in relation to inconme other than agricultural inconeg,
be construed as a reference to the Central CGovernment or the
Central Conmission, as the case may be;".
Purporting to exercise authority under s. 8(2) of the
I nvestigation Act read with s. 3, cl. (c¢), of the Opium and
Revenue Laws (Extension of Application) Act,
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1950, the CGovernnent of India, on Cctober 25, 1951, directed
that appropriate assessment proceedi ngs under the |Income Tax
Act be taken against the appellants with a view to assess or
reasses the concealed income of Rs. 1,31,750 which had
escaped assessnent On January 1, 1952, the Conmi ssioner of
Income Tax withdrew the notice of demand dated March 15,
1950, and thereafter the Income Tax Oficer “comrenced
reassessnent proceedi ngs agai nst the appellants and by his
order dated March 29, 1952, directed the appellants to pay
i ncome-tax and super tax on the conceal ed incone.
At the instance of the appellants, a reference was made to
the Hi gh Court of Travancore-Cochin under s. 8(5) of the
I nvestigation  Act and the three questions set out

herei nbefore were referred to that court. 1I1Dthe view of
the High Court, there was evidence on which the Comi ssion
could arrive at the conclusion recorded by it. Evi dent | vy,

the High Court was inconpetent, in answering the question

to enter upon a review of the evidence in exercise of its
advisory jurisdiction; and M. Viswanatha Sastri on behalf
of the appellants has fairly not attenpted to challenge the
answer recorded by the High Court on the first question.
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The Covernment of |India had, on a consideration of the
report of the Comm ssion, directed on Cctober 25, 1951, that
assessment proceedi ngs be started against the appellants.
Section 8(2) of the Investigation Act, in so far as it is
material, reads as follows:

" After considering the report, our GCovernment shall by
order in witing direct that such proceedings as they think
fit under the Travancore Incone Tax Act, VIII of 1096......
shall be taken against the person to whose case the report
relates in respect of the inconme of any period comencing-
after the | ast day of Karkadagom 1124 (August 16, 1939) and
upon such a direction being given, such proceedings may be
conpl eted under the appropriate law not-

withstanding the restrictions contained ins. 25 of the
Travancore I ncome Tax Act, VLIl of 1960...... and
notw t hst andi ng any lapse of tine or any decision to
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a different effect -given in the case by any Inconme Tax
aut hority or lncone Tax Appellate Tribunal "

By s. 3 _of the Opium and Revenue Laws (Extension of
Application) Act, XXXIIl of 1950, the Investigation Act
continued to remain inforce with the nodification that
reference in the State lawto the State Governnent was in
relation to incone other than agricultural incone, to be
construed as a /'reference to the Central Gover nnent .
What ever authority could be exercised by ‘the Travancore-
Cochin Covernnent. before the enactnent of the Opium and
Revenue Laws (Extension of Application) Act, 1950, could
therefore, since the application of that Act, be exercised
by the Central Governnent, and the latter Government could
direct in respect of a case that proceedings for reassess-
nent be comenced against a tax payer. The case of the
appel lants was referred to the Investigation Comm ssion by
the Travancore-Cochin Government and report was nade to that
CGovernment by the Conmission, and the authority of the
CGovernment of Travancore-Cochin to take action on the report
havi ng been conferred upon the Central Government by s. 3(c)
of the Opiumand Revenue Laws (Extension of Application)
Act, the Central Governnent was primal facie conpetent to
direct that proceedi ngs under the I'nconme Tax Act as may be
justifiable be taken against the appellants. But M.
Vi swanatha Sastri appearing on behalf of the appellants
contests that view on two grounds:

(1) that the Central Governnment may direct proceedings to
be taken under the Income Tax Act only if the report- was

made by a commi ssi on appoi nted under the Taxation on | hcone

(I'nvestigation Comm ssion) Act,, XXX of 1947, and not on a
report made by a conm ssion appointed by the | Travancore-
Cochin State under the Investigation Act, and

(2) that the Travancore-Cochin Governnent having once taken
action directing recovery of the tax due, it<-was not
conpetent to the Central Government under s. 8(2) 'of the
I nvestigation Act again to take any action on the report.
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In our view, there is no force in either of these con-
tentions. The expression " the report " in s. 8(2) refers

to the report nmde under s. 8(1) by the nenbers of the
Conmi ssion appointed by the Travancore-Cochin Governnent
under the Investigation Act and on a consideration of that
report, the Governnent of India has, since the enactnent of
the Opium and Revenue Laws (Extension of Application) Act,
1950, power to direct that proceedings for assessnent or re-
assessnment be taken under the Incone Tax Act. On the plain
| anguage used by the Legislature in s. 3(c) of the Opium and
Revenue Laws (Extension of Application) Act, 1950, the

t aken

and
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contention rai sed on behalf of the appel | ant s is
unsust ai nabl e.
By order dated February 14, 1950, the Governnent of
Travancor e- Cochin had accepted the report of the Conm ssion
and had directed the Board of Revenue to take necessary
action for recovery of the amobunt of tax due from the
appel l ants, and pursuant to that direction, wthout holding
proceedi ngs for assessment or reassessnent, a demand notice
was issued by the Income Tax Officer. The order passed by
the Governnment of India on Cctober 25, 1951, is not in any
way inconsistent wth the order dated February 14, 1950.
Both the orders direct that steps be taken for recovery of
the amobunt of incone tax due fromthe appellants But, if as
appears evident from s. 8(4) of the |Investigation Act,
liability to pay income-tax could arise only on an effective
order of assessnent, the Income Tax O ficer not having
assessed the incone before the denmand notice was issued, the
Government. of I'ndia, was, in our judgnment, conpetent to
direct 'that proceedings be taken for assessing the liability
of the —appellants to pay tax consistently with t he
provisions of the Incone Tax Act. The order passed by the
CGovernment of India on October 25, 1951, nay there. fore be
regarded as effectuating the earlier order passed by the
Travancore- Cochin Governnent on February 14, 1950. |In any
event, there IN /nothing ins. 8(2) which justifies the
contention that actioon may be taken thereunder only once.
I f an unauthori sed
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direction is given under s. 8(2), there is nothing in that
provi sion which prevents rectification of that order
By sub-s. (4) of s. 8 of the Investigation Act, the findings
recorded by the Conmission in cases or points referred to
them are nmade final in all assessment ~ or reassessnent
proceedi ngs. The Act has, by sub-s. (2) of s. 8 ' renmpved
the bar of limtation which arose by s. 25 of the Inconme Tax
Act . It was competent therefore to the Income Tax O ficer
to reopen the assessnment proceedings notw thstanding any
| apse of time and the previous order of assessnent did not
operate as a bar to such reassessment. The High Court was
therefore in our judgnent right in recording its answers on
the three questions subnmitted by the Conmi ssioner of |ncome
Tax. In that view, the appeal fails and is dismssed wth
costs.

Appeal dism ssed




