


























































































































P R I V Y  C O U N C I L   ·   1 9 3 7   ·   A P P E A L  N O .  4 3  O F  1 9 3 6

Commissioner of Income-tax, U.P. & C.P.

v. Badridas Ramrai Shop, Akola

Best-judgment assessment under Section 23(4) of the Income-tax Act, 1922 — and why “honest guess-

work” by the Assessing Officer is enough.



F A C T U A L  B A C K G R O U N D

How the Dispute Reached the Privy Council

29 Apr 
1931

Notice under S. 22(2)/S 139 served; assessee later files an incomplete return showing only an 

“approximate loss” of Rs. 1,700.

8 Sep 
1931

Combined notice under S. 22(4)/142  (produce accounts) and S. 23(2) /143(2) (attend / produce 

evidence); hearing fixed for 14 Sep, later adjourned to 19 Oct 1931.

19 Oct 
1931

Assessee seeks a further adjournment on the hearing date itself, citing illness ( medical certificate). 

Officer refuses; no accounts produced.

19 Oct 
1931

Income-tax Officer completes a best-judgment assessment under S. 23(4)/ (S.144), estimating income 

at Rs. 1 lakh from local repute and enquiry.

Dec 1931 
– Feb 
1932

S. 27 /(S. 146) cancellation application refused; S. 30/ (S. 264) appeal to the Assistant Commissioner 

dismissed (27 Feb 1932).

1932–36 Reference under S. 66(2)/ (S. 256) on 7 points of law; Judicial Commissioners (Central Provinces) rule 

partly for the assessee — Commissioner appeals to the Privy Council.
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Q U E S T I O N S  R E F E R R E D

Seven Points of Law Framed for the High Court

1 Was the officer justified in assuming jurisdiction 
under S. 23(4)/ (S.144)  absent legal evidence of 
deliberate non-compliance?

2 Could the circumstances have proved by the 
assessee amount to “sufficient cause” under S. 
27/146?

3 Given the assessee's illness and the officer's 
silence on the adjournment, could the ex parte 
assessment be cancelled?

4 Was the S. 22(4)/S. 23(2) notice procedure legal, 
and could S. 23(4) /144follow from it?

5 Was there evidence to substantiate the officer's 
“local enquiry” finding of Rs. 1 lakh income?

6 Was the officer's judgment vitiated by imaginary 
assumptions, irregular enquiry, and unmet 
hearsay?

7 Was the assessment truly “to the best of his 
judgment” given the arbitrary reasons and trade 
depression?
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P O S I T I O N S  T A K E N

THE ASSESSEE

• Too ill to attend; medical certificate cited 

influenza and weakness.

• Officer never communicated a definite refusal 

of adjournment — an omission that caused 

non-compliance.

• Assessment rested on caprice, hearsay and 

imaginary assumptions; officer should have 

called for account books instead of estimating.

• Sought review of jurisdiction and of whether 

facts met the “sufficient cause” standard 

under S. 27/146.

THE COMMISSIONER

• Accounts could have been sent by messenger 

even without personal attendance — medical 

evidence didn't establish otherwise.

• “Sufficient cause” under S. 27/146 is a 

question of fact, not referable under S. 

66(2)/260A.

• A Lahore Full Bench decision was adverse to 

the claim that a S. 23(2) /143(2)notice made 

the S. 22(4)/142(1) notice illegal.

• No strict evidentiary basis is needed for a 

best-judgment estimate — reasons given only 

show it wasn't arbitrary.
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A U T H O R I T I E S  C O N S I D E R E D

Table of Precedents Cited

Precedent Cited For Court's Treatment

Krishna Kumar v. The 
Commissioner, (1981) 
5 ITC 295 (SB)

Whether a terse assessment 
(“Business. Rs. 30,000.”) can be “to 
the best of one's judgment” — High 
Court said yes.

An ex-parte assessment made by an Income-tax Officer 
cannot be deemed invalid or lacking basis simply 
because detailed calculations or extensive elaborations 
are absent from the face of the order, provided the 
officer has exercised their "best judgment

Abdul Bari Chowdhury 
v. CIT, Burma, AIR 1931 
Rang 194 (FB)

Rangoon HC: an ex parte 
assessment may rest on the officer's 
“mere guess”; his order is final, no 
appeal.

Their Lordships agreed — guess-work is permissible if it 
is an honest exercise of judgment.

Full Bench, Lahore 
High Court 
(unidentified by name)

Service of a S. 23(2)/143(2) notice 
does not render a S. 
22(4)/142(1)notice illegal.

Relied on by the Commissioner as adverse to the 
respondent's contention on point (iv).
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COURT'S  REASONING

Five Steps in Lord Russell's Analysis

1 S. 23(4) (S. 144) is mandatory, not 
discretionary

Non-compliance with a S. 22(4)(142(1)) notice compels 
assessment to the best of the officer's judgment; under S. 
27(146) the onus is on the assessee to show sufficient cause.

2 The facts didn't meet the S. 27 (146) 
standard

Accounts could have gone by messenger; the adjournment 
request came too late — the S. 27 (146)and S. 30 
(250)remedies were bound to fail.

3 The seven points were questions of 
fact

A wrong factual conclusion is not converted into a question of 
law — so no reference lay under S. 66(2) (260A) at all.

No statutory basis for the Judicial 
Commissioners' two “rules”

Neither a prior local inquiry nor a recorded note of it is required 
by the Act's language.

The true test: honest exercise of 
judgment

Guess-work and some arbitrariness are permissible; only 
dishonesty, vindictiveness or caprice would vitiate the 
assessment — reviewable by the Commissioner under S. 33.
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H O L D I N G

Appeal Allowed; Best-Judgment Assessment Upheld

Officer had jurisdiction and was entitled to make the S. 23(4)/144 assessment on these facts.

The 7 referred questions were factual — not properly referable under S. 66(2)/260A.

The Judicial Commissioners' two extra-statutory “rules” were rejected outright.

Only dishonest, vindictive or capricious conduct — not mere guess-work — can vitiate a best-

judgment assessment; remedy lies in Commissioner's revision under S. 33/263.

Judicial Commissioners' order reversed; respondent to pay costs of the appeal.
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RELEV ANCE TO PRACTICE  TOD AY

Why Badridas Ramrai Still Matters Under the 1961 Act

1 S. 144 assessments

The “honest exercise of judgment” standard 

from this case is still the touchstone for 

challenging a best-judgment assessment under 

S. 144 — mere guess-work isn't a ground; 

dishonesty or caprice is.

2
No mandatory “local inquiry” 
requirement

An AO's S. 144 order cannot be struck down 

merely for not recording a local inquiry or its 

details — there is no such statutory prerequisite, 

then or now.

3 Fact vs. law distinction

A finding that the AO's estimate was wrong on 

facts is not, by itself, a question of law — 

relevant when framing substantial questions of 

law under S. 260A appeals.

4 Adjournment conduct matters

Delaying an adjournment request to the very 

date of compliance, without adequate medical 

proof, weakens a “sufficient cause” / 

“reasonable opportunity” argument in penalty 

and reassessment proceedings alike.
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B E S T  J U D G M E N T  A S S E S S M E N T

Reassessment of Escaped Turnover & the Limits of 

Estimation

Commissioner of Sales-Tax, Madhya Pradesh v. M/s. H.M. Esufall, H.M. Abdulali

Supreme Court of India   |   Bench: K.S. Hegde & Hans Raj Khanna, JJ.   |   18 April 1973

1973 AIR 2266  •  (1973) 3 SCR 1005  •  (1973) 2 SCC 137  •  32 STC 77  •  90 ITR 271

Prepared for internal reference: Best Judgment Assessment — Sales Tax & Income Tax parallel



RATIO

The Supreme Court's Test: Nexus, Not Precision

Held: The Sales-tax Officer's extrapolation from 19 days to the full year was legal and justified — 

reversing the High Court.

§ Guesswork is inevitable — but must be honest
Once accounts are rightly rejected, the AO cannot find the exact suppressed turnover. An estimate 

necessarily involves guesswork; that guesswork must be bona fide, not arbitrary.

§ Reasonable nexus is the test — not proof of the exact figure
The question is whether the basis adopted has a reasonable nexus with the material discovered — 

not whether it precisely proves the escaped turnover for the whole year.

§ Relevant basis suffices, even if not the most appropriate
If the basis adopted is a relevant one, courts cannot displace it merely because a more appropriate 

basis might have existed.

§ Burden shifts to the assessee who maintained false accounts
An assessee who suppresses transactions cannot demand precise proof from the AO of exactly how 

much more was suppressed — that fact lies peculiarly within his own knowledge.
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