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ACT:

I ndi an | nconme-tax Act, 1972, s. 8--Interest on
securities--Claimof rebate under notificationissued under
s. 60A--Rebate whether to be allowed after =~ deduction of
amount spent in earning the interest.

HEADNOTE

The respondent was a banking -conpany. During the
accounting year for the assessment year 1956-57 the Bank
received a certain sumtowards interest in respect of tax
free securities, and claimed rebate for the whol'e anount
under the notification issued by the Central Governnent in
exercise of its power under s. 60-A of the Indian |Incone-tax
Act, 1922. The Inconme-tax O ficer however, while conpleting
the assessnment all owed rebate only on the amount of interest
that remained after deduction of suns expended by the
assessee in realising the said interest and the interest
payabl e on the noney borrowed for the purpose of ‘i nvestnent.
The Appel | ate Assistant Conmi ssioner upheld the order of the
I ncome-tax O ficer but the Tribunal held that the respondent
was entitled to rebate on the gross anpbunt of interest. In
reference, a Division Bench of the H gh Court upheld the
Tribunal’s view, the Conm ssioner of Income-tax appealed to
this Court.

It was contended for the Revenue that the exenption
under the third proviso to s. 8 was only in regard to  that
part of the interest which was taxable but for the
exenption. The further contention was that the notification
issued by the Central CGovernnent under s. 60-A of the
Income-tax Act did not enlarge the scope of the exenption
but that the said notification nmust be construed only in
terns of s. 8 of the Income-tax Act.

HELD : The notification had to be construed on its own
terns in its application to the question of rebate raised in
the present case. It is not intended to cover the sane

ground occupied by s. 8, and there is no scope for
controlling the provisions of the notification with
reference to s. 8. The expression 'interest receivable on
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incone-tax free loans’ in the notification is clear and
unanbi guous, and can only nmean the anount of interest
calcul ated as per the terns of the securities. It cannot
obvi ously nean interest receivable mnus the anpunt spent in
receiving the same. No incone-tax was therefore payable in
respect of the interest by the assessee fromthe securities

in question. [677 E-Q

JUDGVENT:

ClVIL APPELLATE JURI SDICTION: Civil Appeal No. 842 of
1964.

Appeal by special |leave fromthe judgnent and order
dated February 19, 1963 of the Kerala H gh Court in I|ncomne-
tax Referred Case No. 23 of 1962.

R. Ganapathy Ilyer and ~B.R GK Achar and R N
Sacht hey, for the appellant.
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A. V. Viswanatha Sastri and R  Gopal akri shnan, for
the respondent.

The Judgnent of the Court was delivered by

Subba Rao, J. The respondent, the South India Bank

Limted, Trichur, “is a banking conpany. This appeal is
concerned with the assessnent year 1956-57, corresponding
previous year being the cal endar year ~ 1955. During the

accounting year the Bank received a sum of Rs. 44,720/-
towards interest in respect of taxfree Cochin and Travancore
Securities. During ‘the courseof the assessment of its
income to tax, it clained that rebate should be allowed on
the entire sumof Rs. 44,720/- received as interest fromthe

sai d securities. But, the Inconme-tax Oficer, whi | e
conpleting the assessnment, arrived at the figure of Rs.
33,444/- as the sumrepresenting two itens, viz., (i)

reasonabl e sum expended by the assessee in realizing the
said interest; and (ii) the interest payable on the noney
borrowed for the purpose of investnment. After deducting the
said sum from the interest receivable from the sai d
securities, he granted only a sumof Rs. 7,276/- as 'rebate
for i ncome-t ax. On appeal, the Appel | ate Assi st ant
Conmi ssi oner upheld the view of the Income-tax O ficer. On
a further appeal, the Inconme-tax Appellate Tribunal, Mdras
Bench, held that the Bank was entitled to a, rebate on the
gross anount of interest amounting to Rs. 44,720/-.~ At the
instance of the Departnent, the Tribunal referred the
following question to the High Court of Kerala for its
deci sion :
"Whether, on the facts and circunstances of
the case, the Tribunal was right in holding
t hat Expl anati on to section 8 is not
applicable in this case and that the entire
i nterest of Rs. 44,720/- earned by the
assessee fromsecurities issued by the fornmer
Native States, etc. is entitled to rebate  of
i ncone-tax."

A Division Bench of the Hi gh Court expressed the opinion
that the entire interest of Rs. 44,720/- was entitled to
rebate for incone-tax under the notification issued by the
Central Governnent in exercise of its powers under s. 60-A
of the Indian Income-tax Act, 1922. Hence the appeal

M. R Ganapathy lyer, |earned counsel for the Revenue
argued that under s. 8 of the Indian Incone-tax Act, incomne-
tax was conmputed under the head "interest on securities" in
respect of the interest received by an assessee on any
government securities mnus the expenditure incurred by him
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to realise the sane in
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terns of the first proviso and the Explanation thereto, that
when under the third proviso the assessee was exenpted from
paying tax on the interest receivable on any securities of
State Government issued income-tax free, he was only
exenpted from such tax payable by himif it was not so
exenpted. To put it differently, his argunment was that the
exenption under the third proviso was only in regard to that
part of the interest which was taxable but for t he
exenption. Hi s further contention was that the notification
i ssued by the Central CGovernnent under s. 60A of the I|Incone-
tax Act did not enlarge the scope of the exenption but that
the said notification nmust be construed only in terns of S
8 of the Incone-tax Act:

M. A V. Viswanatha Sastri, |earned counsel for the
respondent, argued that the substantive part of S. 8, read
with the first proviso and the Explanation thereto, had no
application to securities issued incone-tax free and that
the interest from the State Government securities was
governed by the third proviso which did not provide for any
deduction fromthe interest receivable fromsuch securities
for the purpose of income-tax. Further he sought to sustain
the order of the H gh Court on the ground that the interest
in question was solely governed by the notification issued
by the Central CGovernnent whereunder the ‘entire interest
receivable fromsuch securities was exenpted from incone-
t ax.

As we agree with the Hi gh Court on the construction of
the notification issued by the Central CGovernnent, we do not
propose to express our opinion on the rival contentions of
the parties based upon the provisions of s. 8 of the |Income-
tax Act.

Section 8 of the Income-tax Act provides for the
conputation of inconme and deductions therefrom under the
head "interest on securities". Section 60 of the Act
confers a power on the Central Governnent to /nmake an
exenption, reduction in rate, or other nodifications in
respect of income-tax in favour of any class of incone or in
regard to the whole or any part of any incone of any class
of persons. This power is conferred on the Governnent to
meet special situations de hors s. 8. If s. 8 of the Incone-
tax Act nmakes an exenption in respect of a particular
income, there is no scope or occasion for invoking the
special power conferred on the Central Governnent under S.
60A of the Incone-tax Act. Unless we accept the contention
that the notification under S. 60A was issued by the Centra
Gover nment in superabundant caution to cover the sane ground
occupied by s. 8-we need not attribute any such . redundancy
to the Central Governnment-we do not see any reason why the
notification should not be construed on its own
677
terns in its application to the question of rebate raised in
this, case. The said notification reads :

"No inconme-tax shall be payable by an assessee
on the interest receivable on
foll owi ng
income-tax free |oans issued by the former
CGovernment of Travancore or by the fornmer
CGovernment of Cochin, provided that such
interest is received within the territories of
the State of Travancore-Cochin and is not
brought into any other part of the taxable
territories to which the said Act applies.
Such interest shall, however, be included in

t he
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the total incone of the assessee for the
purposes of Section 16 of the Indian |ncomne-
tax Act, 1922

It is comopn case that this notification applies to the

securities in question. It will be noticed that this
notification does not refer to the provisions of s. 8 of the
Income-tax Act at all. It gives a total exenption from
income-tax to an assessee in respect of the interest

recei vabl e on | ncome-tax free |l oans nentioned therein. It
gi ves that exenption subject to two conditions, nanmely, (i)
that the interest is received within the territories of the
State of Tranvancore-Cochin, and (ii) that it is not brought
into any other part of the taxable territories. It includes
the said exempted interest in the total income of the
assessee for the purpose of s. 16 of the Incone-tax Act.
Shortly stated, the notification is a self-contained one; it
provi des an exenption fromincone-tax payable by an assessee
on a particular class of income subject to specified
condi tions. Therefore, there is no scope for controlling
the provisions of the notification with reference to s. 8 of
the I ncone-tax Act. The expression “interest receivable on
i ncome-tax free loans"’is clear and unanbi guous. Though
the point of time fromwhich the exenption works is when it
is received within the territories of the State of
Travancor e- Cochi n, what is exenpted is the i nterest
receivable. "lInterest receivable" can only nean the anount
of interest calculated as per the terns of the securities.
It cannot Jr obviously nean interest receivable mnus the
ampunt spent in receiving the sane: W, therefore, hold,
agreeing with the H gh Court, that no income-tax is payable
in respect of the entire interest of Rs. 44,720/- earned by
the assessee fromsecurities issued by the former. native
St at es.

In the result, the appeal fails and is disnmssed wth
costs.

Appeal dism ssed.
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