http://JUDIS.NIC. I N SUPREVME COURT OF | NDI A Page 1 of 7
PETI TI ONER
COWM SSI ONER OF | NCOVE- TAX, MADHYA PRADESH
Vs.
RESPONDENT:

MAHARAJA BAHADUR SI NGH & ORS
DATE OF JUDGVENT13/ 10/ 1986

BENCH

PATHAK, R S.

BENCH:

PATHAK, R S.

MUKHARIl, SABYASACH (J)

Cl TATI O\
1987 AIR 518 1986 SCR (3)1020
1986 SCC  (4) 512 JT 1986 = 648
1986 SCALE  (2)591

ACT:

I ncome Tax Act, 1961-1ncone derived by beneficiaries
under Trust Deeds-1ncone derived in individual capacity and
not as representing HUF-Assessnent of ‘1 ncone-Deterni nation
of .

HEADNOTE:

One Hukum Chand Seth, who constituted “a HUF with the
menbers of his famly, owned extensive properties. The
properties were partitioned between him his wife and their
son in equal shares by a Deed of Partition dated March 31
1950. On the sane date, Hukum Chand Seth and his wife
executed two trust deeds nomnating their son and five
grandsons as the beneficiaries in respect of their shares in
the aforesaid properties. The trust deeds which contained
identical terns inter alia provided (a) that in the event of
a beneficiary dying before the time of distribution of the
properties between the beneficiaries, the share of the
beneficiary so dying would be used to support and naintain
his widow and his male issue in such manner as the trustees
shall "in their absolute and uncontrolled discretion deem
proper” and the surplus, if any, of the share of that
beneficiary and the income therefromwould be accumnul ated
and kept in credit to his account and preserved in order to
be distributed; (b) that upon the youngest of  the
beneficiaries attaining the age of 30 years, the trustees
woul d divide and distribute the trust properties-together
with the accumulated interest and incone thereon anong the
beneficiaries according to their respective rights and
shares; and (c) that if at the time of the division and
di stribution any beneficiary should have died without
| eaving any son but Ileaving only a wi dow, the w dow woul d
get half of the share of that beneficiary while the other
hal f would be distributed anong the renai ni ng beneficiaries
and the heirs of the beneficiaries entitled to distribution.

Wth the passage of tine the beneficiaries cane into
possession of their respective shares of the properties and
the incone fromthose properties was returned by themfor
the purpose of their inconme tax
1021
assessment in their individual status, but subsequently they
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began to assert that the properties were received by them as
the Karta of their respective H ndu undivided famlies and
that therefore the incone was liable to be assessed in that
status. The I ncone Tax Oficer, during the relevant
assessment years assessed the assessees/beneficiaries in
their individual status and these assessnents were confirmed
by the Appellate Assistant Conmi ssioner and the Incone Tax
Appel l ate Tribunal. However, in a reference at the instance
of the assessees, the High Court held that the properties
had been settled with the assessees in their representative
capacity as Kartas of their respective H ndu undivided
famlies.

Al'l owi ng the appeal s by the Revenue to this Court,

N

HELD 1.1 The Hi gh Court has erred in the view taken by
it of the two trust deeds. The question whether the income
bel ongs to the individuals or-H ndu undivided fanilies has
to be resolved upon the contents of the trust deeds, their
terns and ' conditions being free from anbiguity. [1028D
1026F]

1.2 \Were the docunent contains no clear words
describing the kind of interest which the donee is to take,
the question is one ~of construction and the court mnust
collect the intention of the donor fromthe |anguage of the
docunent taken along with the surrounding circunstances.
There is no presunptiion one way or the other. Each case nust
be decided on its own facts and each docunment calls for its
own particular construction. [1026H; 1027A- B]

C.N. Arunachala Midaliar v.. C A Mruganat ha Midali ar
and Anot her, [1954] 5 SCR 243, referred to.

In the instant case, on the plain terns of the trust
deeds, the properties were intended to devolve on the
beneficiaries in their individual capacity. The circustances
surroundi ng the execution of the two docunments indicate that
a commn intention inspired the mnds of the two settlors.
This has considerable significance when it is realised that
while one trust deed was executed by a nale nenber of the
famly the other was executed by a female nenber of the
famly. The course of devolution under the H ndu | aw woul d
be materially different in the two cases and, therefore, the
principles of the Hndu |aw governing the devolution  of
property in the case of property passing froma father to
his son and grandsons cannot be invoked in these appeals.
[ 1027B- C
1022

2. The terns and conditions of the trust deeds are
whol Iy inconsistent with the property passing.into the hands
of the beneficiaries as Kartas of their respective Hindu
undi vided famlies. There is clear indication in the trust
deeds which bears this out. In the first place, had it been
i ntended that the beneficiary should receive the property as
Karta of his Hindu wundivided famly the docurment woul d not
have empowered the trustees, in clause 1 to exercise an
absolute and wuncontrolled discretion on the death of a
beneficiary to apply his share to the maintenance of his
wi dow and his male issue and to accunulate the surplus to
the account of the said beneficiary for distribution. On the
contrary, the trustees would have been under an obligation
to entrust the income falling to the share of the deceased
beneficiary to the menbers of his Hi ndu Undivided famly and
no discretion would have been permissible in regard to the
di sposal or otherwi se of any part thereof. Secondly, the
docunent would not have provided that if before the tinme of
division and distribution a beneficiay died | eaving only a
wi dow, the w dow would get a half of the share belonging to
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the deceased beneficiary while the other half would be
liable to distribution anong the remmining beneficiaries.
These two conditions are sufficient in thenmselves to lead to
the conclusion that it was never intended that the
properties should pass to the beneficiaries to be held by
themfor their respective H ndu undivided fanmlies. [1027D

H
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The Judgrment of the Court was delivered by

PATHAK, J. These appeal s by special |eave are directed
agai nst the conmmon judgrment of the H gh Court of Mdhya
Pradesh di sposing of four I ncome-tax References and
answering the followi ng identical question of law arising in
each Reference in favour of the assessee and against the
Revenue:

1023

"Whet her on  the facts-and in the circunstances of
the case, the Tribunal® was justified inlaw in
hol di ng t hat t he i nconme derived by the
beneficiaries under the two trust-deeds bel onged
to the beneficiary in individual capacity and not
in the capacity as representing the Hi ndu
undi vi ded fam |y?"

These appeals involve the construction of two trust-
deeds couched in identical terns. 'To understand their inport
it is necessary to set out a genealogical table:

Sir Hukumachand Seth (Karta)
m
Lady Kanchanbai (Wfe)
Shri Raj kumar si ngh ( Son)
m
Sm. Prenkumari Devi (Wfe)

Raj Bahadur Mahar aj Bahadur Jambukumar Ch. Kurmar Yesh

Si ngh(son) Si ngh (son) Si ngh (son) Singh Kumar
Si ngh
m m m (M nor) ~ (M nor)
St . | ndr ani Snt. Sneha Lata Sm.Unmla
Devi (wife) Devi (wife) Devi (wife)
Pravin Dhir- Naina Sunaina Pramod Kumar (son)

Kumar rendra Kumari Kunari
(son) (son) (Daught er)

Sir Hukunchand Seth was the head of a well known famly
of Indore. The family carried on various businesses and
owned extensive properties. Prior to March 31, 1950 Sir
Hukum Chand and the nenbers of his famly constituted a
H ndu Undivided famly. By a deed of partition dated March
31, 1950 wvarious fanmly properties were partitioned between
Sir Hukum Chand, his wife Lady Kanchanbai and their son Raj
Kurmmar Singh in equal shares. Sir Hukum Chand and Lady
Kanchanbai executed two trust deeds on the same date, March
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21, 1952 purporting to constitute a trust of the properties
respectively belonging to them The trust deeds contained
identical terms and conditions. The trustees in each case
were Sir Hukum Chand, Lady Kanchanbai, their son Raj Kumar
Singh and his wife Prem Kumari

1024

Devi and the eldest grandson Raja Bahadur Singh. The
beneficiaries named in the trust deeds were Raj kumar Singh
and his sons Raja Bahadur Singh, Mharaja Bahadur Singh

Janbukumar Si ngh, Chandrakumar Singh and Yeshkumar Singh

Wth the passage of tine and in accordance with the terns
and conditions of the trust deeds the beneficiaries came
into possession of their respective shares of the
properties. Originally the income fromthose properties was
returned by them for the purpose of their incone-tax
assessnments in their individual status, but subsequently
they began to assert that the properties were received by
themas the Karta of their 'respective Hi ndu undivided
famlies and that, therefore, “the incone was liable to be
assessed in‘that status.

These appeal s arise out of incone tax assessnments nade
in the case of Raja Bahadur -~ Singh for the assessnent year
1962- 63, Maharaja Bahadur Singh for the assessment year
1961- 62 and Janbukumar Singh for the assessnent years 1961-
62 and 1962-63. The Incone Tax O ficer assessed all three
assessees in their individual status and the assessnents
were confirnmed in that status by the Appellate Assistant
Conmi ssi oner on appeal. On second appeal by the assessees
the I ncone Tax Appellate Tribunal also took the viewthat
the incone fromthe properties received by the assessees
under the two trust deeds fell to be taxed in their
i ndi vi dual status. At the instance of ~the “assessees the
Appel late Tribunal referred the cases to the Hi gh Court of
Madhya Pradesh for its opinion in-each case on the question
of law set forth earlier. The High Court understood the two
trust deeds differently fromthe Appellate Tribunal and the
taxing authorities and held that the properties had been
settled with the assessees in their representative(capacity
as Kartas of their respective H ndu undivided famlies.

It may be nentioned at the outset that  neither the
assessees nor the Revenue dispute the legality of the trust
deeds and we nust proceed on the assunption, as did the H gh
Court, the Appellate Tribunal and the taxing authorities,
that the authors of the trust deeds were conpetent to settle
the properties in accordance with the terns and conditions
expressed in those docunents.

The sol e question before us is whether upon those terns
and conditions it was intended by the settlors that the
beneficiaries should receive the properties in-  their
i ndi vidual capacity or in a representative capacity as
Kartas of the respective Hindu undivided famlies. It is not
necessary to refer to all the provisions of the trust deeds
because the
1025
parties are in conmon agreenment that the principa
provisions calling for consideration are clauses 1, 3 and 4
of the trust deeds. Cause 1 enpowers the trustees to apply
the incone fromthe trust properties to the rent, rates,
taxes and other liabilities in respect of the trust
properties, including the cost of mai nt enance, and
thereafter to divide the balance Ieft over in equal shares
bet ween the beneficiaries, so that each beneficiary received
one-sixth of the balance. 1In the event of a beneficiary
being a minor, his share of the incone was payable to his
natural guardian for being applied towards his education,
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mai nt enance and advancenent in |life, marriage and other
expenses. It was also provided that in the event of a
beneficiary dying before the time of distribution of the
properties between the beneficiaries under clause 4, the
share of the beneficiary so dying would be used to support
and maintain his wi dow and his male issue "in such nmanner as
the trustees shall in their absolute and uncontrolled
di scretion deem proper" and the surplus, if any, of the
share of that beneficiary and the incone therefromwould be
accumul ated and kept in credit to his account and preserved
in order to be distributed in accordance with clause 4. In
the event of a beneficiary dying before the time of
di stribution without |eaving any wi dow or nmale issue his
share was to be divided equally anong other beneficiaries
then alive or the then widow and male issue of any other

deceased beneficiary,” if any, entitled to share in the
di stribution, subject, however; to provision being nmade for
the maintenance and education wuntil marriage and the

marri age expenses of the daughter or daughters, if any of
the said  beneficiary. Clause 3 declares that if any noneys
were required for neeting extraordinary expenses of or for
the benefit of any beneficiary or his wife or children on
speci al occasions, such as” the narriage of the beneficiary
and of his children, the illness of the beneficiary or of
his children, travelling expenses of the beneficiary and of
his famly for going abroad, their education in a foreign
country or on such other occasions as the trustees nmay deem
fit for special treatnment, the trustees were enmpowered to
pay to the beneficiary such anpbunts fromtime to tine as
they thought fit in their absolute discretion. Such amunts
could be paid to the beneficiary out of the trust properties
either by way of advance or |oan either on . interest or out
of his share of the corpus. In the latter event the share of
the net incone payable to the beneficiary was liable to
proportionate reduction. C ause 4 provides that upon the
youngest of the beneficiaries attaining the age of 30 years
the trustees woul d divide and distribute the trust
properties together with the accunul ated interest and incone
thereon amobng the beneficiaries according ~to / their
respective rights and shares, that is to say equally,

1026

and in making such division the trustees would take-into
consideration the anpbunt due by the beneficiary to the
trustees by way of l|oan or advance made to him-~ It was
further provided that if any beneficiary ~should have died
before the tinme of such division or distribution leaving a
wi dow and any son or sons or only son or sons the w dow
and/or the sons would take by substitution the share which
the beneficiary woul d have taken had he been alive, and such
share would be divided equally between the w dow  and the
sons. The proviso declares that if at the time of the
di vision and distribution any beneficiary should have died
wi t hout | eaving any son but |eaving only a wi dow, the w dow
woul d get half of the share of that beneficiary while the
other half woul d be distributed anobng the renaining
beneficiaries and the heirs of the beneficiaries entitled to
distribution. A further provision declares that if at the
time of division and distribution any beneficiary should
have died w thout |eaving a widow or a son his share woul d,
subject to such adequate provision made for the mmintenance
and education wuntil marriage and the nmarriage expenses of
the daughter or daughters of such beneficiary as the
trustees may in their discretion think fit, he distributed
among the remaining beneficiaries and the heirs of the
beneficiaries entitled to distribution.
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The assesses filed a declaration dated October 19, 1964
that on and fromDbDiwali 1959 the inconme accruing to them as
beneficiaries fromthe two trust deeds should be regarded as
i ncone bel onging to their H ndu undivided fam lies. The H gh
Court and the Appellate Tribunal have rightly held that
those subsequent declarations can be of no nmoment for
deci di ng whether the income belonged to the individuals or
their Hndu undivided famlies. It is settled by |aw that
the question has to be resolved upon the contents of the
trust deeds, their ternms and conditions being free from
ambiguity. The question whether a gift of self-acquired or
separate property by a father to his son results in the son
holding it as ancestral  property was considered by this
Court in C' N Arunachala Midaliar v. C A  Miruganatha
Mudal i ar and Another, [1954] 5 S.C.R 243, and it was laid
down that it was perfectly conpetent for the father, when he
makes a gift, to provide expressly either that the donee
woul d take it exclusively for hinmself or that the gift would
be for the benefit of the branch of his famly, and if there
are express provisions to that effect in the deed of gift or
will, the interest which the son would take in such property
woul d depend upon the ternms of the grant. \Were the docunent
contains no clear words describing the kind of interest
which the donee is to take, the question is one of
construction and the Court nust collect the intention of the
1027
donor fromthe | anguage of the docunment taken along with the
surroundi ng circunstances. There i's no presunption one way
or the other. It 1is not necessary for wus to refer to the
several cases cited before us, because each case nmust be
decided on its own facts and each docunent calls for its own
particul ar construction

The circunstances surrounding the execution of the two
documents indicate that a common- intention inspired the
m nds of the two settlors. Thi-s has consi der abl e
significance when it is realised that while one trust deed
was executed by a nmmle nenber of the famly the other was
executed by a female nenber of  the family. The course of
devol ution under the H ndu | aw would be materiall'y different
in the two cases and, therefore, the principles of the H ndu
| aw governing the devolution of property in the case  of
property passing froma father to his son —and grandsons
cannot be invoked in these appeals.

Even if the matter be looked at in the context of the
H ndu law as it obtained at the relevant tine, the terms and
conditions of the trust deeds are wholly inconsistent with
the property passing into the hands of the beneficiaries as
Kartas of their respective H ndu undivided fanilies. There
is clear indication in the trust deeds which bears this out.
In the first place, had it been intended that the
beneficiary should receive the property as Karta  of his
H ndu undivided fam |y the docunent woul d not have enpowered
the trustees, in clause 1, to exercise an absolute and
uncontroll ed discretion on the death of a beneficiary to
apply his share to the nmaintenance of his w dow and his male
issue and to accunulate the surplus to the account of the
said beneficiary for distribution. On the contrary, the
trustees would have been under an obligation to entrust the
income falling to the share of the deceased beneficiary to
the menbers of his H ndu undivided fam |y and no discretion
woul d have been permissible in regard to the disposal or
ot herwi se of any part thereof. Secondly, the docurment woul d
not have provided that if before the time of division and
distribution a beneficiary died l|eaving only a wi dow, the
wi dow would get a half of the share belonging to the
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deceased beneficiary while the other half would be liable to
di stribution anong the renmai ning beneficiaries and the heirs
of other deceased beneficiaries. These two conditions are
sufficient in thenselves to lead to the conclusion that it
was never intended that the properties should pass to the
beneficiaries to be held by themfor their respective H ndu
undivided families. On the plain terms of the trust deeds,
the properties were intended to devolve on the beneficiaries
in their individual capacity.

1028

It is contended by |earned counsel for the assesses
that the settlors intended under the two trust deeds to
protect the grandsons, and the schenme incorporated in the
trust deeds nust be regarded as akin to a family settl enent.
W are unable to agree. The interest of the grandsons has
been sufficiently protected by the terns and conditions of
the trust deeds, and in order to safeguard that interest it
is not ~necessary to- conclude that the properties were
intended to go to the beneficiaries as Kartas of the Hi ndu
undi vi ded fam |lies. The gr andsons t hensel ves wer e
beneficiaries and on the ~division and distribution of the
properties they would have full power to deal wth them
according to their will and discretion. It is only where a
beneficiary dies before division and distribution of the
properties wthout | eaving a widow or sons that the trustees
are enpowered to intervene and direct, ‘subject to providing
for the nmmintenance, education and marriage of the deceased
beneficiary’'s daughters, that the share of such beneficiary
be divided anobng the  remaining beneficiaries and the heirs
of deceased beneficiaries.

We are of opinion that the H gh Court has erred in the
view taken by it of the two trust deeds and ‘that the
Appel | ate Tri bunal was right in its concl usi ons.
Accordingly, we answer the question referred to the High
Court in each case in the affirmative, in favour of the
Revenue and against the assessees. The appeals are all owed
with costs.

A P.J. Appeal s al | owed.
1029




