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ACT:

Textile Undertaki ngs (Taking over of Managenent) Act,

1983, sub-section 2 of section 3 - Meaning of the words
"assets in relation to the textile undertaking" - Wether

the surplus |ands appurtenant to the mll are separable as
belonging to the "Real Estate Business" carried on by the
sick mill and, therefore, do not fall w thin section 3(2).

HEADNOTE:

The only question involved in the appeal was whether
the so-called Real Estate Division of the Conpany’'s textile
undertaking Shree Sitaram MIls was a separate and di stinct
busi ness and therefore the surplus lands did form part of
the "assets in relation to the textile undertaking” wthin
the neaning of sub-section (2) of section 3 of the Textile
Undert aki ngs (Taking Over of Managenment) Act, 1983. 1In
dealing with the question, the Court referred to the history
of the matter. The nill was established in 1875 under the
management of Messrs Shapurji Broacha MIls Limted on a
very large tract of land. The only real estate that it
required in the later 19th century conprised of 1,05,008
square yards which undoubtedly was an asset of the textile
undert aki ng al though the actual nill precincts were spread
over 50,749 square yards. Early in the 20th Century, it
changed hands a few tinmes and ultimately it was taken over
by the Tantias in 1955 as a grey unit. As revealed fromthe
Conpany’ s bal ance-sheets, since nore than 7 years before the
taking over the networth of the Conpany had been in the
negative. In the early 70s, the Tantias due to spiral rise
inland values in the Metropolitan City of G eater Bonbay
devised a plan to dispose of vacant |ands appurtenant to the
textile mll. Till the date of taking over, the Board of
Directors were engaged in disposing of the Conpany’s surplus
| ands for purposes of raising finance for the textile
business. In the early 1978-79, the networth of the Conpany
was mnus Rs. 2.80 crores, in 1979-80 nminus 3.54 crores, in
1980-81 minus Rs. 3.91 crores, in 1981-82 minus 6.56 crores
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and in 1982-83 mnus 8.67 crores. Further, as a result of
the general strike called on January 18, 1982 the

188

conpany further suffered financially along wth other
textile mlls in Bonbay. The mill not only had the deficit
for so many years in the negative but the | osses had been
increasing at an alarming rate. The liabilities which stood
at Rs. 3.08 crores by the end of March 31, 1980 rose to Rs.
4.70 crores at the end of March, 1981 and to Rs. 8.67 crores
by the end of March, 1983. Al this showed that the mll

stood in need of increasing financial assistance from
commercial banks and governnental and public financia

institutions on concessional rates for its resuscitation

After the textile strike had been called off, it becane
i nperative to consider the overall economic situation of al
the textile mlls in Geater Bonbay and al so to consider as
to what was the future outlook of such mlls, particularly
of those which were not in a position to recommence work due
to financiial constraints. On Decenber 3, 1981, the Centra
CGover nrent appoi-nt ed an Investigation Conmittee under
section 15(a)(i) of the | ndustries (Devel oprent and
Regul ation) Act, 1951 to find out the cause for the fall in
production of the ~Conpany’s textile wundertaking. The
I nvestigation Conmttee submtted its report in February 11
1983. In the nmeanwhile, the State Governnment of Maharashtra
by an order dated WMarch 25, 1982 declared the conpany’s
textile undertaking to be a relief undertaking. At a neeting
called by the Reserve Bank on Cctober 29, 1982, the textile
mlls affected by the strike were classified into three
categories on a general consensus, nanely, Category I: Units
whi ch were viable before the strike and continued to be as
such; Category Il: Units which were viable before the strike
but whose viability mght have been marginally affected by
it; and Category IIl: Units which were bad/sick and whose
position had further deteriorated because of the strike. In
Novenber 1982, the respondents’ textile undertaking was
placed in Category II1.

The Governnent of India accepted this categorisation
It was realised that none of the 13 mlls falling under
Category |1l could be expected to survive on a sound basis
wi t hout financial assistance fromthe Governnent, Gover nnent
controlled institutions and nationalised banks. The anount
for rehabilitation of the aforesaid 13 mlls was estinmated
to aggregate to Rs. 194.48 crores. It was expected that the
di sposal of surplus |ands appurtenant to sone of these nmills
189
such as the respondents’ textile undertaking Shree Sitaram
MIls would largely help in raising the necessary working
capital. The Industrial Devel opment Bank of India expected
that with this realisable asset it would be possible to nmake
the respondents’ textile undertaking viable over a period of
7 years subject to the condition that the 'Tantias
di sassoci ated thensel ves from the management. |1t was
therefore clearly wunderstood that the respondents’ textile
undertaking could be made viable only with the sale  of
surplus | ands and the financial assistance from the
Gover nment .

On Septenmber 20, 1983, the CGovernnent of India Mnistry
of Commrerce, Department of Textiles constituted a Task Force
to look into the affairs of the Category IIl strike-affected
mlls, including the respondents’ textile undertaking Shree
SitaramMIls. The Task Force submitted its report on
October 13, 1983 i.e. just on the eve of the promul gation of
the Textile Undert aki ngs (Taki ng Over of Managemnent)
Ordi nance, 1983. The Task Force classified the mlls falling
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in Category 11l into four groups. The respondents’ textile
undert aki ng was placed in Goup I, nanely, mlls which were

likely to be made viable with the sale of surplus lands with
a rider added that a change in the managenent shoul d al so be
br ought about .

The Government of India decided, as a matter of policy,
that it was desirable to achieve the process of
nationalisation in two stages - by first taking over the
managenent of the textile undertaki ngs and thereafter enact
suitable legislation to nationalise the same. As the taking
over the management was wth a view to inplenment the
decision to nationalise the said textile mlls, there was no
question of holding an ‘inquiry either under the Industries
(Devel opnment and Regul ation) Act, 1951 or under the Sick
Textil e Undertaki ngs (Taking Over of Managenent) Act, 1972.

On Cctober 18, 1983, the President of India promul gated
the Textile Undert aking (Taking over of Management )
Ordi nance, 1983 whereby the managenent of 13 textile
undert aki ngs specified in the First Schedule vested in the
Central Government under sub-section (1) of section 3. The
Textile undertaking of the respondents Shree SitaramMIls
bei ng one of the aforesaid 13 undertakings, also vested in
the Central Governnent together wth the surplus |ands
appurt enant
190
thereto. The Odinance was |ater replaced by an Act of
Par | i ament being Textile Undertakings (Taking Over of
Managenment) Act, 1983 which by sub-section (2) of section I
was brought into force wth Tretrospective effect from
Cct ober 18, 1983, the date of pronul gati on of the Ordinance.
The object and purpose of the legislation, as reflected in
the long title, was to provide for the taking over, in the
public interest, of the managenent  of t he textile
undert aki ngs of the Conpanies -specified in the  First
Schedul e, pending nationalisation of ~such undertakings and
for matters connected therewith or incidental thereto.

The respondents’ textile conpany Shree Sitaram Mlls
owing the textile mll filed a petition under Art. 226 of
the Constitution challenging the constitutional validity of
sub-section (1) of section 3 of the Act as violative of
Articles 14, 19(1)(g) and 300A. By the judgnent under
appeal, a Division Bench of the Bonbay Hi gh Court upheld the
constituional validity of the Act in so far as thetaking
over of the respondents’ textile undertaking by the Centra
CGovernment under sub-section (1) of section 3 of the Act was
concerned, but held that the surplus lands which the
respondents called the Real Estate Division was not an
"asset in relation to the textile wundertaking” within the
nmeani ng of sub-section (2) of section 3 of the Act’ and
accordingly directed the restoration of the lands to the
respondents.

In appeal, the appellant contended that the 'surplus
| ands appurtenant to the textile wundertaking which the
respondents called as the Real Estate Division of the
Conpany was not a separate or distinct business -and
therefore the lands did formpart of the assets "in relation
to the textile undertaking" wthin the neaning of sub-
section (2) of section 3 of the Act.

Al'lowi ng the appeals by certificate, the Court,

N

HELD : 1.1 The words "assets in relation to the textile
undert aki ng" used in sub-section (2) of section 3 of the Act
have a very wi de connotation. Function of sub-section (2) of
section 3 of the Act is to anplify and define as to what is
taken within the sweep of the term"textile undertaking" as
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defined in section 2(d), which says that the expression

191

“"textile undertaking" shall be deened to include all assets,
rights, |easeholds, powers, authorities and privileges of
the textile conpany in relation to the said textile
undertaking. It does not stop at that but goes on to say
that this would also include |ands, buildings, workshops,
projects, stores, spares, instrunents, nachinery, equipnent,
aut omobi | es and other vehicles, goods under production and
in transit, cash balances, reserve funds, investnents and
bookl ets and all other rights and interests in and ari sing
out of such property as were before the appointed day, in
the ownership, possession, power or control of the textile
conpany whether within or outside India. It further includes
all books of accounts, registers and all other docunments of
what ever nature relating thereto. The concl usi on is
therefore inescapable that all- the assets of the conpany
held in relation to the textile undertaking including the
surplus |l ands  appurtenant thereto, vest in the Centra
Covernment by reason of sub-section (2) of section 3 of the
Act. [227 G H; 228 A-D

1.2 1t is a well knowmn  rule of construction that in
dealing with a beneficent piece of legislation, the Courts
ought to adopt a constructi on which woul d subserve and carry
out the purpose and object of the Act rather than defeat it.
In interpreting such a piece of Ilegislation, the Courts
cannot adopt a doctrinaire or pedantic approach. In the
i nstance case, the legislation was clearly in furtherance of
the Directive principles of State policy in Article 39(b)
and (c) of the Constitution. [223 A-(

1.3 The Legislature intended to take over all the
assets belonging to the conpany held in relation to the
textile undertaking. The Note attached to the report of the
Task Force includes the total 1ands belonging to the
respondent conpany for the purpose of determ ning the val ue
of the assets of the conpany and does not exclude the Rea
Estate Division. Even for determining the total conpensation
to be paid on nationalisation, the Task Force takes into
account the total surplus |lands of the conpany and does not
exclude any |and belonging to the socalled Real  Estate
Division. The viability study of the IDBl also heavily
relied on the surplus lands held by the respondents’
conpany. Surplus lands of the textile mlls taken over under
sub-section (I) of section 3 of the Act are but” a vita
physi cal resource capabl e of generating and
192
sustai ning economic growh of the textile mlls: There can
be no doubt that the legislative intent and object of the
i mpugned Act was to secure the socialisation of such surplus
lands with a view to sustain the sick textile undertakings
so that they could be properly utilised by the conpany for
soci al good i.e. in resuscitating the dying textile
undert aki ngs. Hence a paradoxical situation should have been
avoi ded by adding a narrow and pedantic construction of a
provision |ike sub-section (2) of section 3 of the Act which
provides for the consequences that ensue upon the taking
over in public interest of the nanagement of a textile
undert aki ng under sub-section (1) thereof as a step towards
nationalisation of such undertakings, which was clearly
agai nst the national interest. [224 B-QG

New Sat gram Engi neering Works & Anr. v. Union of India
JUDGVENT:

Collieries Ltd. & Ors., [1985] 1 S.C.C. 305, relied on

2.1 From the official record it is clear: (i) that

there was in reality no such separate business as Rea
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Estate Business carried on by the conmpany. The conmpany was
borrowi ng noney all the tine and the proceeds of the sale of
surplus lands and industrial galas were utilised to inprove
the liquidity to pay off the creditors; (ii) Al the assets
including the surplus |ands appurtenant to the mlIl were
assets of the conpany held for the benefit of the textile
undertaking; (iii) at no point of tinme was there a
segregation of the assets of the conpany for formthe Rea
Estate Division, nor were there any bifurcation of the
surplus lands and transfer of title to the lands; (iv) the
so called Real Estate Division had no capital assets of its
own; (v) the conpany was indebted to the tune of 6.80 crores
and the liabilities were being net by the sale and
devel opnent of |lands, construction of industrial galas and
the diversion of plot “No.5 fromthe industrial zone to the
residential zone. The proceeds were all ploughed back into
the textile business to pay off the debts; and (vi) there
was no  separat e account of the Real Estate Division and the
respondent's have not laid any real foundations on pleadi ngs
that the Real Estate business was separate and distinct from
the textile business. It~ was in reality a scheme for
conversion of capital. The activity of selling the surplus
| ands or the industrial galas constructed thereon had a
direct nexus wth, ‘or clearly related to the carrying on of
the textile business. [214 A-D;, 218 B-(]
193

2.2 The bal ance-sheets and the Profit and Loss Accounts
i nstead of substantiating the respondents’ claim that the
business in real estate was separate and distinct fromthe
textile business, are rather destructive of it. [222 A-B]

&

ClVIL APPELLATE JURI SDICTION : Civil Appeal Nos. 3067,
3017 and 3568 of 1984.

Fromthe Judgnent and Order dated 13th June, 1984 of
the Bonbay High Court in Wit Petition No. 2714 of '1983.

K. Parasaran, At t or ney Cener al , M K. Baner | ee,
Additional Solicitor General, F.S. Nariman, T.V.S.N. Chari,
T.R Desai, S. Menon, Naunit Lal, Kailash Vasdev, Ms. Vinod
Arya, Ms. Indira Jaisingh, Ms. Kam ni Jaiswal, P.H Parekh
Jitendra Sharma, M. Mhir Desai and Kirti Singh for the
appearing parties.

The Judgnent of the Court was delivered by

SEN, J. These appeals on certificate directed against
the judgnent and order of the Bonbay Hi gh Court dated June
13, 1983 raise a question of far-reaching public inportance.
By the judgrment under appeal, a Division Bench of the High
Court on a petition under Art. 226 of the Constitution filed
by Messrs Shree Sitaram MIIls Linited, Bonbay (for ' short
"the petitioners’) whi | e uphol di ng the constitutiona
validity of the Textile Undertakings (Taking Over of
Management) Act, 1983 insofar as it provides by s. 3(1) of
the Act for the taking over by the Central Government of the
managenent in the public interest of Messrs Shree Sitaram
MIlls a textile undertaking owned by it and specified in the
First Schedule to the Act, held that the surplus |and
appurtenant to the MIIl was not an 'asset in relation to the
textile undertaking’” wthin the meaning of sub-s.(2) of s.3
of the Act, on the ground that the business of real estate
carried on by the Conpany was separate and distinct fromthe
textile business, and accordingly directed the Centra
CGovernment to restore possession of the said land to the
Conpany. The issue involved nust necessarily turn on the
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nmeaning of the words ’'assets in relation to the textile
undert aki ng’ appearing in sub-s.(2) of s.3 of the Act.

In order to appreciate the nature of the controversy,
it
194
is necessary to state a few facts. The mll now known as
Shree Sitaram MIls was established in 1875 wunder the
managenent of Messrs Shapurji Broacha MIls Limted on a
very large tract of land located in the heart of the
netropolitan city of Geater Bonbay. The only real estate
that it acquired in the late 19th Century conprised of
1, 05,008 square yards which undoubtedly was an asset of the
textile undertaking, although the actual m Il precincts were
spread over 50,749 square yards. Early in the 20th Century
it changed hands a fewtines and ultimately it was taken
over by Tantias of Calcuttain 1955 as a grey wunit. The
Conpany’s share capital conmprised of equity shares of the
val ue of Rs. 45 |akhs and cumulative redeemabl e preference
shares worth Rs. 1571 akhs and these shares were closely held
among the —menbers of the Tantia family. After the take over
in 1955, the Tantias apparently had undertaken a schenme of
noderni sation resulting in the developnent of the mll into
a highly export-oriented unit including the addition of an
updat ed process house involving a total outlay of Rs.2
crores which was financed through Iloans taken from the
Nati onal |ndustrial Devel opnent Corporation. During the 60s,
the Conpany’s performance had only been average, incurring
| osses for five years and naking profits for the remaining
five years wth the ‘result that in the overall bal ance the
Conpany managed to survive wthout substantially adding to
its reserves. During the next period between 1971 to 1980,
the investnment on plant and nmachinery was mini nal at about
Rs. 42 | akhs and the only najor schene of nobdernisation that
the Conpany planned was under the Soft Loan Schene when in
1977 it rmade an application to the Industrial Devel oprment
Bank of India (IDBl) since a substantial portion of its
machinery was not in a state of good repairs. The Conpany
had not declared any dividend on its shares for severa
years. In the early 70s i.e. during the years 1971-72, 1972-
73 and 1973-74 which were profitable years for the textile
industry as a whole, the Company nade profits ~which were
attributable to its textile undertaking.

Due to wunprecedented floods in 1974 and vari ous ot her
factors, the financial condition of the Conpany becane
precarious. As is reflected fromits balance-sheets, the
Conpany had been making continuous |osses at an increasing
rate from the year 1974-75 onwards. Even though the years
1978-79 and 1979-80 were conparatively good for the textile
195
i ndustry, the Conmpany continued nmaeking | osses |largely due to
shortage of working capital and strained liquidity position
It had |eased out its process house to Messrs Bhartiya
Electric Steel Conpany Linited, a sister concern of the
Tantias, from 1977 to provide financial support to the nill
but it was not fruitful. The strained liquidity position had
a vicious effect affecting the quality of raw material and
stores purchases resulting in distress sales nmainly because
the conpany was not able to attract conpetent talent for
managing its affairs. As a cunulative effect of all these
factors, the Conpany continued to slide down steeply and the
capacity utilisation becanme the first victim leading to a
fall in the volunme of production. As nentioned in the |DB
report

"Even if large funds were punped at a concessi ona
rate, the Conpany would take 20 years to w pe out
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its liabilities."

As is revealed from Conpany’'s bal ance-sheets, since
| ast nore than seven years before the taking over, the net-
worth of the Conpany had been in the negative. In the year
1978-79 the networth was minus Rs. 2.80 crores, in 1979-80
mnus Rs. 3.54 crores, in 1980-81 mnus Rs. 3.91 crores, in
1981-82 mnus Rs.6.56 crores and in 1982-83 mnus Rs. 8.67
crores. It would therefore appear that the networth had not
only been negative but the negative factor had been
increasing at a rapid rate over the years. There was al so
loss in the Profit & Loss Account. The nmill not only had the
deficit in the past for so nany years in the negative but
the | osses had been increasing at an alarming rate. Even
during 1978-79 when there was a textile boomin the country,
the Conpany’s |osses were to the tune of Rs. 2.80 crores.
The balance in the Profit & Loss Account is reflected as
follows :

Bal ance in the Profit & Loss Account

(Year ended 30th of June (In Rs.)
1975 15,72, 746
1976 35,72, 256
1977 1,77,71,023
1978 2,72,68, 303
1979 3,43, 59, 540
1980 4,18, 24, 930
1981 4,55, 00, 000
1000 7,10, 00, 000

196

As a result of this, the Conpany resorted to borrow ngs far

in excess of its limts, the amount drawn on June 30, 1983

being Rs. 4.75 crores as against the draw ng power of Rs.
1.97 crores. The petitioners also purported to enter into
transactions of the pledged goods which were  already
hypot hecated to the Conpany’s bankers without disclosing the
fact either to the bankers or ~the purported pl edgees. The
mll stood in need of increasing financial assistance from
commercial banks and governnental and public financia

institutions on concessional rates for its resuscitation

There were accunul ated | osses of the order of over Rs. 1.10
crores in the year ended March 31, 1980 and accumul ated
| osses to the tune of Rs. 91 | akhs as on March 31, 1981. The
secured |l oans outstanding to the Conpany s bankers as  on
March 31, 1980 were of the order of Rs. 2.80 crores which
increased to Rs. 3.64 crores by March 31, 1981. The current
liabilities which stood at Rs. 3.08 crores by the end of
March 31, 1980 rose to Rs. 4.70 crores at the end of Mrch
31, 1981.

Al this clearly shows that the financial condition of
the Conpany even before this general strike was grave. The
fact that the Conmpany’'s affairs were being m smanaged was
evidenced by the nounting arrears of workers dues to the
staggering figure of Rs.77 | akhs as on Cctober 18, 1983 when
the Ordinance was promulgated, in spite of the financia
assistance by the banks and other financial institutions,
and debentures in an increasing manner. During the year 1981
the Conpany received fresh financial assistance from | DBI
Maharashtra State Financial Corporation and other financia
institutions aggregating to over Rs. 47 |akhs. As already
stated, the annual statenments of accounts for the year ended
March 31, 1980 and March 31, 1981 were wholly unsatisfactory
on account of msnanagenent of its affairs wth huge
out standi ngs due to the workers, and the reserves of the
Conpany had been wiped out by the accunulated | osses. The
mll coul d not be revanmped into production and
rehabilitation to subserve the interest of the genera
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public to achieve national growh and particularly to
prevent unenpl oynent of thousands of workers without
investment of large sunms of noney by public financia
institutions for such reorganisation and rehabilitation

It is needless to stress that the textile industry in
197
India has played an inportant role in the growh of nationa
econonmy and at one tinme the Indian Textiles were in great
demand in the world market. |t occupies an inportant
position in the industrial field in India both because it
produces an essential compdity the production of which
makes the country self-sufficient and also the export of
whi ch helps in building up its foreign exchange reserves. It
is also of inportance because it gives enploynent to a | arge
nunber of persons. Thetextile mlls in G eater Bonbay have
al ways occupi ed an  inportant position in the textile
industry in India as thetextile mlls represent in ternms of
bot h capacity and pr oduction the | ar gest single
concentrationin the field of textile industry. In these
ci rcunst ances, such textile mlls located in G eater Bonbay
have al ways been of special inportance in the econony and
the Governnent of India has always been conscious of
necessity of preserving such nmills and of assisting them by
granting wherever ~necessary assistance to the industry
i ncluding loans through public financial institutions on
concessional ternms to prevent their having to close down.
The special position occupied by the textile mlls in
Greater Bonbay becane further accentuated by reason of the
general strike called on January 18, 1982.

As a result of the said prolonged textile strike which
affected all the textile mlls in Bonbay, all  the mlls
suffered financially. Even prior to the conmencenent of the
said textile strike, the financial position of the various
textile mlls in Bonbay was not ~uniformy good. | \Wereas
there were several mlls which were in sound or excellent
financial condition, there were other textile mlls whose
financial condition even prior( to the strike /'was not
satisfactory. The nmain reason why certain mlls were not in
a satisfactory financial condition was I|ack of proper
managenment. There had been in the case of several nills a
consi stent record of profits, building up and augnentation
of reserves, but in the case of several  mlls including
inter alia Shree Sitaram MIls the financial position was

markedly difficult. These mlls were not in-a sound
financial condition as the others. As the overall economc
factors applicable to all textile mills in Geater Bombay

were broadly and generally conparable, the weaker position
of the mlls in question was attributable to m smanagenent.
198

After the textile stirke had been called off it becane
i nperative to consider the overall econonmic situation of al
the textile mlls in Geater Bonbay and al so to consider as
to what was the future outlook of such mlls, particularly
of those which were not in a position to recommence work due
to financial constraints. Faced with the problem of
rendering financial assistance and rehabilitation to the
textile industry the Reserve Bank of |India carried out a
survey of the sick textile mlls which had a disasterous
effect on the financial wviability which could only be
attributed to m smanagenent and a situation further worsened
by the general strike. The question before the Governnent of
India was to evolve a schene to put the textile industry on
its feet.

On Decenber 3, 1981 the Central Governnent appointed an
I nvestigation Conmittee wunder s.15(a)(i) of the Industries
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(Devel opnment & Regulation) Act, 1951 to find out the causes
for the fall in the volunme of production of the Conpany’s
textile undertaking. The Investigation Conmittee subnitted
its report dated February 11, 1983 a copy of which was al so
forwarded to the respondents. It recomended that the |DB
and the nationalized banks should finance and put through
expeditiously the rehabilitation programme proposed by the
Conpany by keeping full control over the managenent. In the
neantime the State Governnent of Mharashtra by its order
dated May 25, 1982 declared the Conpany’ s textile
undertaking to be a relief undertaking entitled to
protecti on under the Bonbay Relief Undertakings Act, 1958.

At a neeting called by the Reserve Bank on Cctober 29,
1982 at which were present the Deputy Governor, Reserve Bank
of India, Joint Secretary, Mnistry of Finance (Banking),
Chief Secretary, Government. of Maharashtra, Industries
Secretary, Covernnent of Maharashtra, Executive Director and
Seni or Representatives of |1DBl and Senior Representatives of
concerned Banks, textile mlls affected by the strike were
classified into three categories ona general consensus :

Category I : Units which were viable before the
strike and continued to be as such
Category Il : Units which were viable before the

strike but whose viability mght have
been marginally affected by it.
199
Category Il ' : Units which were bad/sick and whose
posi tion had further det eri orat ed
because of the strike.
However, subsequently  in Novenber 1982, the respondent,
textile undertaking was placed in Category Ill viz., units
which were bad/ si ck and whose position had  further
deteri orat ed.
The CGovernnent of India accepted this categorisation
It was realized that none of the 13 mlls falling 'under
Category 1l could be expected to survive on a sound basis
wi thout financial assistance from'the Governnent, Covernnent
controlled institutions and nationalised banks. None of the
said mlls were in a position to restore their financia
condi tion on a commercial basis wthout such  specia
assi stance. The ampunt required for rehabilitation of the
aforesaid mlls was estimated to aggregate to Rs. 194.48
crores to be contributed by public financial institutions
such as the IDBI, the nationalized banks and 10%pronoters
share etc. It was al so expected that the disposal of surplus
| ands appurtenant to some of these nills suchas the
respondents textile wundertaking Shree SitaramMIlls would
largely help in raising the necessary working capital.
As decided at the aforesaid neeting called by the
Reserve Bank, the IDBI was to take a detailed viability

report in respect of mills falling under Categorylll which
it did and submitted its report sometine in March 1983 in
respect of each mll in that category. So far as the

respondents were concerned, as regards its nmanagenent the
| DBl adversely comented on ’'the managenent of the mill by
the Tantias as a result of which the bankers of the Conpany

had lost confidence in themi and ’'indicated that no | oans
could be advanced unl ess Tantias were agreeable to
di ssoci ating thenmselves from the msmanagenent. It also

referred to the Inquiry Conmittee appointed by the
Government of India to look into the affairs of the Conpany
which had attributed the continuous |osses incurred by the
Conpany to gross msmanagenent. After setting out a |ong
term schene of financing of the textile mll by public
financial institutions, the report observed
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"Even assum ng that the Conpany will be able to
200
utilize 75% of its cash accruals to liquidate its
termliabilities, it will take over 20 years for
it to repay its termcomitnents (including the
funded | oan) aggregating to Rs. 7.59 |akhs".
It accordingly observed that the mll could not be
consi dered vi abl e, but added

"However, t he Conpany has surpl us | ands
adneasuri ng 6625 square netres within the factory
area which is proposed to be disposed off and for
which it had already obtained the approval of
Gover nment of Maharashtra under Urban Land Ceiling
Act. The Conpany expects to realize about Rs. 2.05
crores fromthe sale of the |and. The Company al so
has pl ans to -construct residential buildings
thereon for sale to ~financial institutions/banks

etc. in which case, it expects net realization
fromsuch sales at Rs. 3.05 crores towards the end
of 1984-85".

Wth this realisable asset, the | DBl expected that it would
be possible to make the respondents textile undertaking
vi abl e over a period of seven years. It was therefore
clearly understood that the respondents textile undertaking
could be made viabl'e only on the sale of surplus |ands.

On Sept enber 20, 1983 the Governnent of India, Mnistry
of Commrerce, Department of Textiles constituted a Task Force
to look into the affairs of the Category IIl strike affected
mlls. The Task Force wunder the terms of reference had to
collect the necessary data and place its report before the
Econom c Affairs Conmttee of the Union Cabinet to enable
the Government to take a decision as to which of the mlls
falling under Category Il should be nationalised. The Task
Force submitted its report on October 13, 1983 i.e. a few
days prior to the pronmulgation of the O dinance by which it

classified the mlls falling in Category 111 into four
groups. The respondents’ textile  undertaking was placed in
Goup Il viz. mills which were likely to be nmade viable with

the sale of surplus lands, with a rider added that a change
in the managenment shoul d al so be brought about. It estimated
that the total liabilities of the mlls falling in Category
[1l were of the order of Rs. 194.48 crores.
201

It becane therefore necessary to consider whether such
mlls should be rehabilitated by injecting public funds on
non- conmerci al and concessional terns. The Governnent of
India was of the opinion that the managenent of “such mlls
had been defective as, had there been no m smanagenent, the
mlls would not have found thenselves in the condition in
which they were even before the general strike. “In the
circunstances the Governnent of India had to" -consider
whether it would be in the public interest that such public
fi nances should be nade available to such mlls particularly
when there were serious al l egations of m smangenent,
frittering amay of assets of the textile undertakings,
diversion of funds, etc. It had also to consider whether in
the public interest it was desirable to give financia
assi stance on concessional terns to provide undertakings the
sel f-sufficiency rather than to take over such undert aki ngs
and nmanage themitself as a step towards nationalisation
The Governnent of India decided as a matter of policy that
it was desirable to achieve the process of nationalisation
in two stages - by first taking over the nanagement of the
textile undert aki ngs and thereafter enact sui tabl e
legislation to nationalize the sanme. As the taking over of




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

Page 11 of 29

the managenment was with a viewto inplenent the decision to
nationalize the said textile mlls, there was no question of
hol ding an inquiry either under the Industries (Devel opnent
and Regul ati on) Act, 1951 or under the Sick Textile
Undert aki ngs (Taki ng Over of Management) Act, 1972.

Prior to November 1982, there were several viability
surveys made by different authorities, namely, (1) Ahnedabad
Textile Industries Resear ch Associ ati on (2) Textile
Comm ssioner’s Ofice (3) S R Batlibhoy & Company and an
i ndependent survey by the 1DBlI itself. |In 1976-77, at the
instance of the |1DBl the Ahmedabad Textile Industries
Research Association carried on a technoecononmic viability
survey and made its report in 1978 which at the request of
the United Commrercial Bank was again updated in March 1979.
Inits reports, the said Research Association stated that
considering all financi al  aspects and the favourable
envi ornnent of the Conpany’s textile undertaking, it was a
techno-econom cally viable wunit and that finance should be
provided by way of ~ working capital to the tune of Rs. 2.40
crores forthwith by the Bank. In or about 1979, the Textile
Conmi ssioner’s O fice, Mnistry of ~Finance, Governnent of
India also carried out a
202
full scale survey of the textile wundertaking. Its report
dat ed Septenber 25, 1979 recommended the Banks to reviewthe
situation favourably /and that an additional working capita
estimated at around Rs. 50 |akhs should be provided. After
the aforesaid survey report of the Research Association and
the Textil e Comm ssioner’s Ofice the I1DBl asked the Conpany
to obtain a further techno-econom c viability survey from
the reputed chartered accountants Messrs S.R_~ Batlibhoy &
Conpany. The firm of <chartered accountants accordingly
undertook a survey and while indicating that the managenent
shoul d be strenghthened in certain areas, recomended that
necessary finance should be provided to the Conmpany as its
textile undertaking was a techno-economcally viable unit.
In 1981 the IDBI nmade an independent assessnment and found
that the petitioners’ textile undertaking was a viable unit.
It was a predom nantly export-oriented unit and the
noder ni sati on schene put foward by the Conpany could ensure
gai nful enployment to 3,000 workers. At that point of time
the Conpany had outstandi ng export orders to the tune of Rs.
4.5 crores but was not able to execute the sanme _as per
schedul e on account of Ilack of working capital. It found
that the Conpany’'s export perfornmance was to the extent of
75% of its total sales and there was possibility of stepping
up exports after conpletion of the schene of nodernisation

Al these surveys were directed in ascertaini ng whether
the Conpany’s textile undertaking was a techno-econonically
viable unit or not and whether it was desirable to provide
the Company with working capital.

On Cctober 18, 1983 the President of India pronul gated
the Textile Undert aki ngs (Taki ng Over of Managenent)
Ordi nance, 1983 whereby the managenent of 13 textile
undert aki ngs specified in the First Schedule to the
Ordinance vested in the Central Government. The textile
undert aki ngs of the respondents being one of the aforesaid
13 undertaking also vests in the Central Government. The
O di nance was replaced by an Act of Parliament being Textile
Undert aki ngs (Taking over of Managenent) Act, 1983 which by
sub-s. (2) of s.1 was brought into force with retrospective
effect from Cctober 18, 1983, the date of pronul gation of
the Ordinance. The purpose and object of the Act, as
reflected in the long title, was to provide for the taking
over in the public interest of the
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203
managenent of the textile undertakings of the Conpanies
specified in the First Schedul e pending nationalisation of
such undertakings and for matters connected therewith or
incidental thereto. The preanble to the Act brings out the
necessity for such | egislation
"WHEREAS by reason of m smanagenent of the affairs
of the textile undertakings specified in the First
Schedul e, their financial condition became wholly
unsati sfactory even before the comencenent in
January 1982 of the textile strike in Bonbay and
their financial condition has thereafter further
deteri or at ed;
AND WHEREAS certain public financial institutions
have advanced 1 arge sunms of nobney to the conpanies
owni ng the said undertakings with a view to making
the sai d undertaki ngs vi abl e;
AND WHEREAS - acqui sition by the Central Government
of the said undertakings is necessary to enable it
to invest such |arge sunms of nobney;
AND VHEREAS pendi ng the acquisition of the said
undertakings, it is expedient in the public
interest to take over the managenent of the said
undert aki ngs;
BE it enacted by Parliament in. the Thirtyfourth
Year of the Republic of India."

The legislation was clearly in furtherance of the
Directive Principles of State Policy under ‘Art.39(b) and
(c). As the preanble reads the  financial condition of the
textile undertakings specified in the First Schedule had
beconme wholly unsatisfactory even before the conmencenent of
the textile strike in January 1982 in Bonbay, by reason of
m smanagenment of the affairs of such undertaki ngs and their
financial condition thereafter further ~deteriorated.. Many
public financial institutions had advanced |arge suns of
noney to the textile compani es owning the said undertaki ngs
with a view to naking the said undertakings viable. Further
i nvest nent of very |large suns of nobney was necessary for
204
reorgani sing and rehabilitating the said undertakings and
thereby to protect the interests of the worknen enployed
therein and to augnent the production and distribution at
fair prices of different varieties of cloth and yarn so as
to subserve the interests of the general public. Parlianent
was satisfied that acquisition by the Central Governnent of
the sai d undertakings was, therefore, necessary to enable it
to invest |arge suns of nmoney, and that pending acquisition
of the said undertakings, it was expedient in the public
interest to take over the said managenent  of the
undert aki ngs.

The Statenent of Objects and Reasons acconpanying the
Bill reads as follows :

"The Textile Under t aki ngs ( Taki ng Over of
Management) Ordi nance, 1983 was promul gated by the
President on 18th Cctober, 1983 to vest in the
Central Governnent the managenent of thirteen
textile undert aki ngs, pendi ng their
nati onal i sati on. By reason of ni smanagenment of the
affairs of these wundertakings, their financia
condition which became wholly unsatisfactory even
before the commencenent in January, 1982 of the
textile strike in Bonbay further deteriorated
thereafter. Certain public financial institutions
had with a view to making the said undertakings
vi abl e, advanced large sums of noney to the
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conpani es owni ng these undert akings. Furt her
i nvest nent of very |large suns of noney found to be
necessary for reorganising and rehabilitating the
said undertakings and thereby to protect the
interests of the workmen enployed therein and to
augnment the production and distribution at fair
prices of different varieties of cloth and yarn so
as to subserve the interests of the genera
public. Government considered the nationalisation
of the said undertakings to be necessary to enable
it to invest such large suns of noney and
saf eqguard other interests. Once the basic decision
of nati onal i sation was t aken, a genui ne
apprehension arose in the Governnment’s mnd that
unl ess t he manhagenent of t he concer ned
undert aki ngs was - taken over on immediate basis
there m ght belarge scale
205

frittering away of ~ assets whi ch woul d be
detrimental to the public interest. It thus becane
urgently necessary for Government to take over
Managenment of the undertakings in the public
interest. As Parliament was not in Session at that
time and ‘every day’s delay coul d have had serious
repercussions the aforenentioned O dinance was
promul gat ed. "

On Novenber 11, 1983 the respondents filed a petition
under Art. 226 of the Constitution chal l enging the
constitutional validity of sub-s.(1) of s.3 of the Act as
violative of Arts. 14,  19(1)(g) and 300A. The respondents
contended that apart fromthe Conpany’s textile undertaking
and the business of manufacture of yarn and textiles, the
Conpany as from 1970 also carried on the business of rea
estate. They alleged that this was pernissible according to
the Menorandum and Articles of Association. It is averred
that there are several relevant facts which conclusively
show that the Real Estate Division was a separate and
i ndependent busi ness being carried on by the Conpany.

Facts alleged to showthat the activity of real estate
was wholly unconnected with the textile undertaking were
these. Since the Company’s textile undert aki ng was
established way back in 1875, it was not —scientifically
established on the basis of principles of good and economc
managenent. Various departnents of the Conpany’'s textile
undert aki ng such as spinning, weaving and  storage godowns
were constructed and laid out at great distances from each
other. This resulted in requiring a vast area of |and and
putting up the various departnments at different points. This
had its great disadvantages, since the transportation cost
i ncreased, there was | ot of wast age and handl i ng,
supervi sion and control of manufacturing activities becane
i nconveni ent, time-consunmi ng and cunbersone. The origina
establ i shnent was brought about in the late 18th and early
19th century when wages were low and the textile industry
was not nodernized. There was total |ack of scientific or
proper planning. After the present managenent had taken over
in 1955 the Tantias inplenmented a nodernization schene by
bringi ng the departnents together which pronoted convenience
in handling and reducing transportation costs, wastage and
pilferage. As a result of
206
these neasures a large area of land and built up space
becane available to the Conpany for the purpose of utilizing
the same in its real estate business. Consequently in the
year 1970 the Conpany applied to the Bonbay Minicipa
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Corporation for sub-division of its lands in order to enable
it to utilize the sanme for the purpose of its real estate
business. By its letter dated April 16, 1971 the Minicipa
Cor poration sanctioned sub-division on certain ternms and
conditions principal anmpngst them being (1) The Conpany
shoul d hand over plot No. 1 adneasuring about 5,000 square
yards to the Bonbay Municipal Corporation for construction
of school and playground against nomnal advance, the
bal ance value to be fixed by the Special Land Acquisition
Oficer. (2) Plots Nos. 2 and 6 admeasuring about 4,000
square yards were to be reserved for recreational anmenities
and open space, free of cost. (3) Plot No. 3, a triangular
plot at the top adneasuring 103 square yards was to be set
apart by the Conpany for construction of B.E S. T. sub-
station. (4) The Conmpany had to construct and hand over an
approach road 1500 to 1600 feet long and 45 feet wide
adneasuri ng about 7,600 square yards free of cost as per the
requi rement of _the devel opment plan finalized by the Bonbay
Muni ci pal Corporation. |In consideration of the aforesaid,
t he Bonbay Muni ci-pal Corporation agreed to grant Floor Space
Index i.e. Floor Area Ratio, otherwise known as FAR and
buil ding rights on the appurtenant plots.

As a result of the aforesaid sub-division, the
following plots becane avail abl e to the Conpany for
devel opnent

1. Plot No. 5 adneasuring 8740 square yards.
2. Plot ' No. 7 admeasuring 7122 square yards.
(being Industrial Estate already constructed and
sol d)
3. Plot No. 8 admeasuring 3000 square yards.
4. Plot No. 12 admeasuring 3443 square yards
(being Industrial Estate constructed and sold in
the year (1980-81)
Apart from the said plots being -available for devel opnent
the Company had in its possession various old buildings and
godowns which were already constructed but which were not
useful in the textile industry on account of the fact that

it had nodernised its textile undertaking. Al /these
bui | di ngs were tenanted and the rent recovered fromthe sane
was duly

207

credited to the Conpany’s bal ance-sheet. These al so becamne
available to the Conpany for disposal. Al these plots were
shown demarcated in the plan 'Exh. K and annexed to the Wit
Petition as order of the Minicipal Conmssioner granting
perm ssion for sub-division along with a plan delineating
the different plots. In 1981, plot No. 6 adnmeasuring 2761
square yards which was kept reserved as recreation ground
was released by the Mnicipal Corporation in exchange for
pl ot No. 8 adneasuring 2960 square yards.

The respondents further aver that they applied to the
I ndustries Conmissioner for "No Objection Certificate' for
constructing industrial estates on plots Nos. 7 and 12. The
I ndustries Conm ssioner by letter dated January 20, 1972
issued the requisite NOC for construction of industria
estates or galas as industrial wunits for snall scale
industries on plot No. 7, admeasuring 7122 square yards
subject to nmunicipal sanction on condition that 25% space
shoul d be reserved for small scale industrial units which
were to be transferred fromnon-conformng zones on the
terns fixed by the Minicipal Comissioner for Geater
Bonbay. The respondents also by their letter dated July 19,
1973 applied to the State Governnent for permission to
construct such galas on plots Nos. 5 and 8. On the sane day,
the Directorate of Industries granted the NO C pernitting
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the respondents to construct an industrial estate on plot
No. 12 adneasuring 3443 square yards conprising of 110 sheds
on simlar condition. The Municipal Corporation sanctioned
the building plans on Mrch 16, 1973 and the |Industries
Conmi ssioner by his letter dated July 19, 1973 granted a
N.O. C. for construction of industrial estate on plot No. 12
On even date, the respondents architects also nmde an
application to the Director of |Industries for grant of
N.O. C. for the proposed industrial estate on plot No. 5
On January 19, 1974 a special resolution was passed at
an extraordinary general neeting of the Conpany in terns of
s. 149(2A) of the Companies Act, 1956 to the effect :
"Resol ved that " pursuant to s. 149(2A) of the
Conpani es Act, ~ consent be and is hereby accorded
to
208
and authority conferred upon the Board of
Directors of the Conpany to carry out the
provi si ons of cl.12 of the Menor andum  of
Associ ation."
The resolution then reproduced sub-cl.(12) of «cl.3 of the
Menor andum of Associ ati on
To resune the narrative, the construction of an
industrial estate on plot No. 7 admeasuring 7122 square
yards consisting of ~ 166 galas was comenced by the
respondents sonetine / in the year 1974 and the sanme was
conpleted in later years. Incidentally, they constructed 90
galas in Building A and 12 gal as in Building B and secured
the help of the developers for therest. Al the galas were
sold by the respondents on ownership basis to various snal
scale industries. Simlarly, the respondents. comenced
construction of an industrial estate on plot " No. 12
adneasuri ng 3443 square yards in the year 1973 but due to
the inposing of certain restrictions placed by the  State
CGovernment on construction of industrial estates in Geater
Bonbay, the activity of construction of industrial estates
on the said plot came to a standstill pending relaxation for
restarting of such construction. In 1979-80, the Governnent
al l owed such construction. Thereafter the respondents
restarted construction of the industrial estate on plot No.
12 admeasuring 3443 square yards during the year 1980 and
the industrial wunits built thereon were —all conpleted and
sold by 1981. The respondents alleged that the  funds
required for the above activities were 'self-generated by
the Real Estate Division fromadvance sale of  industria
units. They further alleged that a road admeasuring about
1500/ 1600 feet long and 45 feet wi de had been constructed in
1981 by the Real Estate Division as per the terminposed.
The respondents also alleged that through ’continuous and
persistent efforts’ the Real Estate Division could obtain
perm ssion from the State CGovernment for conversion of plot
No.5 from industrial to residential use by nodifying the G
Ward devel opment plan i.e. from General Industrial Zone to
residential zone on Septenber 19, 1981. Later, exenption
under the Urban Land Ceiling Act, 1976 was obtained fromthe
conpetent authority on Cctober 15, 1982 and fornmal
perm ssion was granted under s.22 of the Act for devel opnent
of plot No. 5 for residential purposes. In Cctober
209
1982 the respondents architects submtted building plans to
the Municipal Corporation for construction of residentia
buil dings and thereafter they started negotiations for sale
of residential buildings to various banks and public sector
undertakings in anticipation of the sanction.
Upon these facts the respondents filed a petition under
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art. 226 of the Constitution in the H gh Court challenging
the constitutional validity of sub-s.(1) of s.3 of the
Textile Undertakings (Taking Over of Managenent) Act, 1983
as violative of Arts. 14, 19(1)(g) and 300A of the
Constitution. They also contended in the alternative that
the Real Estate Division cannot be said to be form ng part
of the textile undertaking and therefore the taking over of
the Real Estate Division was illegal, null and void. By the
j udgrment under appeal, the Hi gh Court uphel d t he
constitutional validity of the Act insofar as the taking
over of the nmanagenent of the respondent s textile
undertaki ng by the Central CGovernnent under sub-s.(1) of s.3
of the Act was concerned but held that the Real Estate
Division was not an "asset in relation to the textile
undertaking” within the meaning of sub-s.(2) of s.3 of the
Act .

The crucial question that. falls for determnation is
whet her- the surplus land appurtenant to the mll was not an
"asset in/ relationto the textile wundertaking wthin the
neani ng of ~sub-s.(2) of s.3 of the Textile Undertakings
(Taki ng over —of Managenent) Act, 1983. That depends on
whet her the so-called business of real estate carried on by
the Conpany was separate ~and distinct from the textile
busi ness. The Hi gh Court™ has held that along wth the
vesting of the nmmnagement of the mll in the Centra
CGovernment under sub-s. (1) of s.3 of the Act, all the assets
and properties etc. of the Conpany only relating to the mll
vested in themand 'that the Conpany having by a resol ution
passed at the Extraordi nary General Meeting of sharehol ders
on January 19, 1974 authorized the Directors to carry on
busi ness of devel oping Conpany’s surplus lands and the
Conpany’ s bal ancesheets from 1974 onwards havi ng shown the
said Industrial Estate as current assets of the Conpany and
fromFebruary 1976 as stock-in-trade of the Conmpany, the
said lands were being treated as distincts assets of the
Conpany. It observed that the existence of the Conmpany’s
"Real Estate Division' was al so
210
recogni sed by the letters of the Investigation Committee
appoi nted by the Central CGovernment under s.15(a)(i) of the
I ndustries (Devel opnent and Regul ati on) Act, 1951, informng
the petitioners’ Conpany of the appointrment of such a
Conmittee by asking the Conpany to furnish particulars as
regards the 'Real Estate Division' . Further, the report of
the said Investigation Comrittee nade in February 1982 al so
dealt with the said ’'Real Estate Division separately. It
has referred to the fact that in 1981, the Central Excise
Aut horities had approved for licensing the demarcation of
the MIIl's area being Plot No. 9 (part) as shown .in the plan
(Annexure K) and that the notification dated Septenber 19,
1981 by the Governnent of Miharashtra authorized the change
of user of Plot No.5 from Industrial zone to Residentia
zone. The Hi gh Court further observed that it was not
di sputed that the petitioners’ conmpany under its Menmorandum
of Association was entitled to carry on, anpbngst others, the
busi ness of |and devel opment, builders, dealings in rea
estate etc. Fromthe above facts stated, the H gh Court has
cone to the conclusion that the respondents Conpany in its
own right since 1973-74 had established a ’'Real Estate
Division” for doing business in construction and sale of
buildings on its land other than the |Iand occupied by the
mll which was distinctly denmarcated. Therefore, the
busi ness carried on by the respondents Conpany under the
"Real Estate Division was distinct from and unrelated to
the Conpany’s business of running the textile mll. It
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repelled the contention of the Central Governnment that
nerely because the respondents Conpany, as a condition of
getting loans fromfinancial institutions to rehabilitate
the mill and by making of viable financially, it would not
make the said Real Estate Division an asset of the Conpany
so as to vest the sanme in the Central CGovernnment under sub-
s.(2) of s.3 of the Act, along with the vesting in them of
the MI1's nmanagenent under sub-s.(1) thereof. The issue
i nvol ved nmust necessarily trun on the nmeaning of the words
"assets in relation to the textile undertaking" appearing in
sub-s.(2) of s.3 of the Act.
Sub-ss. (1) and (2) of s.3 of the Act which have a

mat eri al bearing on these appeals provide as follows :

"(1) On  and from the appointed day the

managenent of ~ all ‘the textile undertakings shal

vest in the Central CGovernment.
211

(2) The textile undertaking shall be deened to

i nclude all assets, rights, |easeholds, powers,

aut horities and privileges of the textile conpany

inrelation to the said textile undertaking and

all property, ~novable and immvable, including
[ ands, buildings, workshops, projects, stores,
spares, i nstruments, machi nery, equi pnment

aut onobi I'es and other vehicles, and goods under
production or in transit, cash balances, reserve
fund, investnents and booklets -and all other
rights and' interests inor arising out of such
property as were, imredi ately before the appointed
day, in the ownership, possession,  power of
control of the textile conpany whether within or
outside India and all books of account, registers
and all other docunents ~of what ever ' nature
relating thereof."

In the Act, "textile undertaking” as defined in s.2(d) reads

"2(d): "textile undertaking" or "the textile
undert aki ng" neans an undertaking specified in the
second col um of the First. Schedul e."
The term"textil e conmpany" is also defined in-s.2(e) as :

"2(e) : "textile conmpany" means a conpany (being a
conpany as defined in the Conpanies Act, 1956)
specified in the third colum of the First
Schedul e, as owning the wundertaking specified in
the corresponding entry in the second columm of
that Schedul e. ™"

Various contentions have been raised in these appeals
but on the view that we take it is not necessary for us to
deal with themall. W were also referred to a |arge nunber
of decisions on the contentions so advanced. But we do not
think that they are of any real assistance since these
appeal s must turn on the construction of the words ' assets
inrelation to the textile undertaking appearing in sub-s.
(2) of s.3 of the Act which nmust take their colour fromthe
context in which they are used.

In support of these appeals, Shri MIlon Banerjee,
| earned Additional Solicitor-General appearing on behal f of
the Uni on

212

of India and the National Textile Corporation, was followed
by Ms. Indira Jaising, |earned counsel appearing on behalf
of the Maharashtra Grni Kangar Union representing the
workers of the textile nill. The principal contention

advanced by the |learned counsel was that the words "assets
inrelation to the textile undertaking" used in sub-s.(2) of
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s.3 of the Act have a wide |egal connotation and they nust
be construed to nmean "forming part of" and not as "bel onging
to" the textile under taking. In essence, the contention is
that the surplus lands were integrally connected with the
textile business which could not be carried on and made
viable except by the sale of the surplus lands. The
submission is that the H gh Court was in error in holding
that the Conpany was engaged in the business of property
devel opnent. The argunent is that the activity of
devel opnent and di sposal of surplus |ands or of construction
and sale of industrial galas was for purposes of raising
finance for the textile business and therefore was ancillary
or incidental to the main object with which the Conpany was
forned, nanely, of carrying on textile business. Reliance

was placed on the application of the "main objects" rule of
construction, nanely that where a Menorandum of Associ ation
expresses the objects of the Conpany in a series of
par agraphs and —one paragraph, 'or the first two or three
par agr aphs, enbody the nain object of the Conpany, all other
paragraphs are treated as nerely ancillary to the "main

object" and as limted or controlled thereby. W were
referred to the wvarious survey reports of the |DBI
Ahnedabad Textile I ndustries Research Associ ati on,

I nvestigation Conmttee, ~ Textile Comm ssioner’s Ofice and
Task Force with a viewto inpress upon us that the viability
of the Conpany depended |argely on the proper utilization of
the surplus lands. It was contended that the Legislature in
enacting the lawclearly had the “intention of taking over
the surplus |ands of = the Conpany and the H gh Court should
have interpreted sub-s. (2) of s 3 of the Act in consonance
with the |l egislative intent.

The contention to the contrary put forth by Shri
Nari man, appearing for the respondents’ Conpany is that the
words "assets in relation to the textile undertaking" in
sub-s. (2) of s.3 of the Act must be read in conjuction with
sub-s. (1) thereof and the other provisions of the Act and
therefore must be interpreted to nean "formng part ‘of" i.e.
as "belonging to" the textile undertaking. It is 'subnmtted
that what vests
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in the Central Government under sub-s. (1) of s. 3 of the
Act is the management of the textile undertaking. Function
of sub-s. (2) thereof is only clarificatory. The Ilearned
counsel referred to different provisions of the Act to
stress that the Act nmkes a clear distinction between the
"textile undertaking" as defined in s. 2(d) and the "textile
conpany” as defined in s. 2(e). According to him a mere
perusal of the Schedule read with the definition clause
clearly shows that what has been taken over under. sub-s. (1)
of s. 3 of the Act is only the managenent of the textile
undertaki ng and everything relating thereto and - nothing
el se. The Ilearned counsel laid particular stress on the
special resolution passed at the Extraordinary GCeneral
Meeting of the sharehol ders on January 19, 1974 whereby the
Conpany accorded its approval and conferred authority upon
the Board of Directors of the Conpany to carry out the
provisions of sub-cl. (12) of cl. 3 of the Menorandum of
Associ ation. Were was the necessity, he asks, of the
special resolution as contemplated by s. 149(2A) of the
Conpani es Act unless the shareholders intended and gave
consent to the starting of a new business by the Conpany in
real estate ? Therefore he contends that the passing of a
special resolution and filing of the same with the Registrar
wer e necessary concomitants inasnuch as the business in rea
estate which the Conpany intended to carry on was a new
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business and it was not germane i.e. was unrelated to the
exi sting business. He then contends that sub-cl. (12) of cl

3 read with sub-cl. (37) on its true construction, excluded
the "main objects’ rule of construction so that each of the
objects in the clause was to be read in isolation and not as

ancillary or limted or controlled by first few paragraphs
and that, on that construction, sub-cl. (12) was w de enough
to include the Real Estate Division, 1i.e. the project the

Conpany had wundertaken from 1974 onwards of devel opnment and
sale of surplus lands by construction of industrial galas.
He tried to draw sustenance from the IDBlI's study of
viability, report of the Task Force and that of the
I nvestigation Conmttee ‘and contends that each of them was
constituted by a body of experts charged with the duty of
maki ng an investigation into the affairs of the Conpany. He
submits that all these high-powered bodies accepted the
exi stence of a separate Real Estate Division of the Conpany.
In substance, the submission is that the business of
devel opnent of property and the sale of plots with
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i ndustrial galas was an _adventure in the nature of trade
whi ch was whol |y i ndependent ~ of the textile business and
nerely because the Conpany  was raising finance by selling
i ndustrial galas constructed on the | ands, did not
necessarily inply /that the lands fornmed part of the textile
undert aki ng.

W find it difficult to sustain the judgnment of the
H gh Court that the so-called Real ~Estate Division of the
Conpany was a separate or distinct business or that the
surplus lands did not formpart of the assets ’in relation
to the textile undertaking’ wthin the nmeani ng of sub-s. (2)
of s. 3 of the Act. There was in reality no such business
much | ess any real estate business. The respondents Conpany
was borrowing noney all the tine and the proceeds of the
sale of surplus lands and industrial ga