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 The appeal by the assessee is against the order of CIT(A)-II.  

Ludhiana dated 29.8.2008 relating to assessment year 2005-06 against the 

order passed under section 143(3) of the I.T. Act. 

 

2.  The assessee has raised the following grounds of appeal:  

1.  That the worthy CIT-II Ludhiana has erred in 

confirming the action of the Assessing Officer  in 

disallowance of  interest  to the tune of Rs. 14,82,695/- 

u/s 36(1) (iii) being the proportionate interest which 

works on interest free loan given to sister concern M/s 

Luxmi Engg. Works out of borrowed funds 

 

2.  That the worthy CIT(A) has not appreciated the fact that 

the interest free loan advanced to the sister concern M/s 

Luxmi Engg. Works was as a measure of commercial 

expediency. As such, there was nexus of use of borrowed 

funds for the purpose of business to claim deduction u/S 

36 (i)(iii) of Income Tax Act. 
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3.  That the CIT(A) has not considered our submissions 

properly in which it  was explained in detail about the 

loan advanced to sister concern for the commercial 

expediency and nexus of use of borrowed funds for the 

purpose of  business.  

 

3.  The only issue in the present appeal is against the disallowance of 

interest u/s 36(1)(iii)  of the Act amounting to Rs.  14,82,695/- .    The brief 

facts of the case are that on the perusal of the balance sheet,  the 

Assessing Officer noted the assessee had made advances to its sister 

concern and others totaling Rs. 2,31,23,236/- .    The learned AR for the 

assessee was asked to furnish the details  of loans and advances made and 

whether any of the same had been given interest free to the sister concerns 

for non business purposes.  In reply,  the assessee furnished the details of 

loans and advances given.  A sum of Rs. 1,23,65,787/- was given to M/s 

Luxmi Engg. Works,   a sister concern of the assessee. As the assessee had 

paid interest at the rate of 12% on its borrowings, it  was asked to explain 

why proportionate disallowance may not be made u/s 36(1)(iii) of the Act.  

In reply,  it  was submitted that the assessee had taken a mortgage loan of 

Rs. 100 lacs from the bank and the same was advanced to the sister 

concern M/s Luxmi Engg Works in the last week of March, 2004.  Further  

submission was that the said firm had overdrawn its credit limits with the 

bank and the account was in the danger of being declared NPA (Non 

Productive Asset)  by the bank on 31.3.2004.   The assessee had also 

stood guarantee to the credit limits advanced by the bank to M/s Luxmi 

Engineering Works.    Hence,  in order to save the firm from being 

declared as NPA, and to ensure the survival of the said firm, the assessee 

had advanced sum of Rs. 100 lacs during the year free of interest to its  

sister concern.   The said advance was claimed to be for commercial 

expediency.   The Assessing Officer rejected the plea of the assessee 
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regarding commercial expediency.  He further observed that apart from 

the assessee, two other companies were also guarantors in the loan taken 

by M./s Luxmi Engineering Works from the bank and none of the said two 

concerns had given any loans to save their sister concern.  The Assessing 

Officer noted that the two investment companies who had stood guarantee 

were not making profits  and the assessee before us was making profits , 

hence, funds  were transferred for reducing the tax liability of the profit  

making concern.  Applying the ratio laid down by the Hon'ble Punjab & 

Haryana High Court in CIT Vs.  Abhishek Industries [286 ITR 1 (P&H)],  

the Assessing Officer disallowed a sum of Rs. 14,82,695/- being 12% 

interest on the said advances.   The Assessing Officer also held that the 

rat io of commercial expediency quoted by the Hon'ble Supreme Court in 

M/s S.A. Builders [288 ITR 1 (SC)] was not applicable in view of no 

business expediency.    Another plea of the assessee that both the assessee 

and its  sister concern were supplying their goods to one concern was held 

by the Assessing Officer not to be a case of business expediency in 

relation to the assessee.  The CIT(A) upheld the order of Assessing 

Officer on all counts and also agreed with the Assessing Officer that the 

commercial expediency for the purpose of examining and applicability of 

the ratio laid down in M/s S.A. Builders Ltd (Supra) had to be seen with 

reference to the loan given and not to the loan receiver.  The CIT(A) thus 

held that  in view of the ratio laid down in CIT Vs.  Abhishek Industries 

Ltd (Supra), the disallowance of interest u/s 36(1)(ii i) of the Act is  

upheld.  The assessee is  in appeal against  the aforesaid order of CIT(A).   

  

4.  The learned AR for the assessee pointed out that the advances to the 

sister concern were made on account of commercial expediency.  It  was 

pointed out that  assessee was supplying sewing machines to M/s Usha 
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International and the sister concern was supplying fans to the said 

concerns.   The assessee in order to save i ts reputation and goodwill in the 

market had advanced  Rs. 1 Cr interest  free to its sister concern.  It  was 

further pointed by the learned AR that both the concerns had raised bank 

loans and the assessee was a guarantor of loan advanced to M/s Luxmi.   

In case, the assessee was declared NPA, the creditability of the assessee 

also gets affected. Reliance was placed on the ratio laid down by the 

Hon'ble Supreme Court  S.A. Builder Ltd Vs.  CIT (Supra) for the 

proposit ion that no disallowance is warranted u/s 36(1) (iii) of the Act 

where the amounts are advanced, interest free to the sister concern for 

commercial expediency.    Further reliance was placed on the ratio laid 

down in CIT Vs.  Delhi Safe Deposit Company [133 ITR 756 (SC) ].  

Payments being made for saving business reputation and its allowability 

as business expenditure was the next plea of the learned AR for the 

assessee.  The learned AR relied upon CIT Vs.  Gerorgepolous [146 ITR 

380 (Mad)] and Surat Electricity Co Ltd Vs.  CIT [35 DTR (Ahd)(Trib) 

272].    The learned AR also pointed out that the ratio laid down in CIT 

Vs.  Abhishek Industries Ltd (supra) was not applicable as the amount was 

advanced for business purposes.  The learned DR pointed out that  both the 

concerns were making different products and were supplying to M/s Usha 

Enterprises and there was no connection between the two.   The Learned 

DR further stated that the expenditure incurred on the loan taken and 

advanced interest free to the sister concern were not in the course of 

business and hence not allowable.  The learned DR pointed that there 

should be nexus between the expenditure incurred and the business carried 

on in order to establish commercial expediency.  The learned AR for the 

assessee in rejoinder stated that the different products supplied by the two 

concerns,  i .e.  the assessee and its sister concern would not make any 
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differences as in S.A. Builders vs CIT (supra), the Hon'ble Supreme court  

has recognized that in order to establish nexus between the expenditures 

and the purposes of business, the business of sister concern need not 

necessari ly be the business of the assessee itself.    

 

5.  We have heard the rival contentions and perused the records. The 

issue arises in the present appeal with regard to the allwoability of  

deduction u/s 36(1)(iii) of the Act.  The assessee during the year under 

consideration had raised loan of Rs. 100 lacs from its banks, which was 

advanced interest free to the sister concern of the assessee M/s Luxmi 

Engineering Works. The loan was borrowed from the bank at interest cost  

of 12% and the same was advanced interest free to the sister concern.  The 

plea of the assessee for making the said advance to its sister concern is  

that the same has been advanced for commercial expediency.  The 

assessee and the sister concern had individually overdrawn credit limits 

from banks.  The assessee had stood guarantee to the credit facilities 

availed by the sister concern.    Because of non payment, the said overdraft 

account available  by the sister concern was in danger of being declared 

as NPA by the bank.   In order to ensure the firm not being declared as 

NPA, the assessee before us had made the said advances to its sister 

concern.  The second plea of the assessee was that both the concerns were 

supplying its products to M/s Usha International and hence the business 

expediency.    

 

6.   The allowability of interest on borrowed capital wherein interest  

bearing funds have been advanced interest free to the sister concern was 

deliberated upon by the Hon'ble Supreme Court in S.A. Builders Vs.  CIT  

(Supra).  The ratio laid down by the Hon'ble Supreme Court is  as under:- 
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“In order to decide whether interest on funds borrowed 

by the assessee to give an interest free loan to a sister 

concern (e.g. a subsidiary of the assessee ) should be 

allowed as a deduction under section 36 (1)(iii) of the 

Income Tax Act, 1961, one has to enquire whether the 

loan was given by the assessee as a measure of 

commercial  expediency.”  

 

7.  Their lordships further held that for al lowing the deduction u/s 

36(1)(iii) of the Act of interest paid on amounts borrowed for advancing 

loans to a sister concern, the authorities “should examine the purpose for 

which the assessee  advance the money and what the sister concern did 

with the money”.  The test of commercial expediency is to be satisfied 

before allowing of claim of expenditure on account of interest on 

borrowed capital u/s 36(1)(iii) of the Act.  The Hon'ble Supreme Court  

further observed as under:- 

 

“The expression ‘commercial  expediency’ is an 

expression of wide import and includes such 

expenditure as a prudent businessman incurs for the 

purpose of business.  The expenditure may not have 

been incurred under any legal obligation, but yet it  is 

allowable as business expenditure if  it  was incurred on 

grounds of commercial expediency.” 

 

8. It  was concluded as under:- 

  

“We wish to make it clear that i t  is our opinion that in 

every case interest  on borrowed loan has to be allowed 

if the assessee advances it  to a sister concern.  It  all 

depends on the facts and circumstances of the 

respective case.   For instance, if  the directors of  the 

sister concern utilize the amount advanced to it  by the 

assessee for their personal benefi t,  obviously it  cannot 
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be said that such money was advanced as a measure of  

commercial  expediency.  However,  money can be said 

to be advanced to a sister concern for commercial 

expediency in many other circumstances (which need 

not be enumerated here).  However,   where it  is 

obvious that holding company advances borrowed 

money to a subsidiary and the same is used by the 

subsidiary for some business purposes,  the assessee 

would, in our opinion, ordinarily be entitled to 

deduction of  interest  on i ts borrowed loans.” 

 

9.  Coming to the facts of the present case before us, we find that the 

share holding of the directors in the assessee company and the partners in 

the sister concern M/s Luxmi Engineering Works are common.  The two 

concerns are family concerns having different lines of manufacturing. The 

assessee is manufacturing sewing machines under the brand name of 

‘Luxmi’ and as per the assessee major portion of the sales are being made 

to M/s Usha International Ltd.   The sister concern is engaged in the 

manufacturing of fans under the brand name ‘Luxmi’ and 90% of the  

sales are being made to M/s Usha International Ltd.    Both the concerns 

had taken independent credits limits from Punjab National Bank and the 

assessee had stood guarantor to the credit limits advanced to the sister  

concern.   However,  M/s Luxmi Engineering works had gone into huge 

losses and the bank account was proposed to be declared NPA by the 

bank. The fear of the assessee was that the amount could have been 

recovered from its being the guarantor which in turn would have affected 

its working and in turn its goodwill and reputation in business.  In order 

to safeguard its  business interest,  the assessee claims to have raised a loan 

of Rs. 100 lacs from  bank  and advanced the same to its sister concern 
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10. The  basis for allowing an expenditure in the hands of the assessee 

is an expenditure incurred for the purpose of business.   Applying the ratio 

of commercial  expediency propounded by the Hon'ble Supreme Court in 

S.A. Builders Vs.  CIT (Supra), we find that the intention of the assessee 

in advancing the said loan interest free to its sister concern is not for the 

purpose of business.    The two concerns were carrying on independent 

lines of manufacturing and the products manufactured were different by 

each of the concern.   The end products were being supplied to one 

concern i .e   M/s Usha International Ltd.     The plea of the assessee in this 

regard is that the products were being supplied under the same brand 

name ‘Luxmi’ by the two concerns does not establish the stand of the 

assessee that its reputation will be affected specially in the facts and 

circumstances of the case where both the concerns were supplying 

different items to M/s Usha International Ltd.  No evidence has been 

brought on record to show how the non supply by the sister concern M/s 

Luxmi Engineering Works would affect  the business of the assessee.    

Further, the availing of independent loans from the banks and its non 

payment by the sister concern or the sister concern being declared NPA 

has no relation with  the business being carried on by the assessee.    The 

fear of the amount being recovered from the assessee because of the 

guarantees given, does not mean that the advancing of interest free loans 

to the sister concern is being in the course of carrying on the business by 

the assessee.  The plea of the loss of reputation and goodwill of the 

assessee in view of sister concern being declared NPA does not justify the 

advancing of interest free loan out of borrowed funds, as the same is not 

for the purpose of business of assessee.   
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11. We find support from the ratio laid down by the Chandigarh Bench 

of the Tribunal in M/s Hero Cycles Ltd Vs.  ACIT (ITA No. 

768/Chandi/2005) relating to Assessment Year 2001-02 wherein while 

allowing the claim of deduction u/s 37(1) of the Act, the expression ‘for 

the purpose of business’ has been considered in the light of the ratio laid 

down in various judgments by the Hon'ble Apex Court .   A reference has 

been made to the rat io laid down by Apex Court in CIT Vs.  Chandu Lal 

Keshav Lal & Company [38 ITR 601], which reads as under:- 

 

“ 11 .3   I n fa c t ,  a  g a i n fu l  r e f e re n c e  ca n  b e  ma de  

t o  t h e  j ud g em e n t  o f  t h e  H on ' b l e  Ap e x  C ou r t  i n  t he  

c a s e  o f   C IT  v .  C ha nd u l a l  K es ha v l a l  an d  Co .  

r e po r t ed  i n  3 8  IT R  6 0 1 .  I n  t h e  sa id  ca s e ,  a s s es s e e  

w as  a  ma na g i ng  a g en t  o f  a  co m pa n y  an d 

c o m mi ss i on  o f  R s  3 0 91 14 / -  a c cr u ed  t o  i t .  T he  

f i n an c i a l  p os i t i on  o f  t h e  m an ag e d  c o m pa n y  w as  

n o t  go od  a nd  a s  su c h  i t  g a v e  up  f u l l  a m ou n t  o f  

c l a i m  o f  co m mis s io n  an d  a gr e e d  to  t a k e  o n l y  Rs  

1 0 00 00 / -  o n l y .  T h e  A O  ta x e d  th e  en t i r e  a m ou n t  o f  

R s  30 91 14 / -  a s  i n co m e  o f  t h e  a s s es s ee .  Th e  I TAT  

h e ld  t h a t  t h e  a m oun t  o f  R s  2 09 11 4 / -  g i v en  up  was  

f o r  t h e  pu rp os e s  o f  b us i n es s  a nd  h enc e  a l l owa b l e  

a s  b us i n es s  e xp e nd i tur e .  I t  h e ld  t ha t  t h e  a s s e s s e e ’ s  

b us in e s s  p ro sp er i t y  i s  l i n k e d  u p  w i th  ma na g ed  

c o m pa n y ,  i f  t h e  man a ge d  co mp an y  gr ew  ass e s s e e ’ s  

c o m mi ss i on  wo u ld  a l s o  g row  a nd  c ons e qu e n t l y  t h e  

a m ou n t  g i v e n  up  wa s  a  j u s t i f i e d  e xp en d i tu re .  Th e  

H o n ' b l e  H ig h  C our t  a nd  Su pr e m e  C our t  u ph e ld  t h e  

f i n d in gs  o f  t h e  ITA T .  T h e  H on ' b l e   A p e x  Co ur t  

w h i l e  ap pr o v in g  t he  o rd e r  o f  ITAT  m ad e  th e  un d er  

m e n t io n ed  o bs er v a t i on s : -     

 

“ An o t he r  f a c t  t ha t  e m e rg e s  f ro m  t h es e  c a s es  i s  t ha t  

i f  t h e  e xp e ns e  i s  i n cur r ed  fo r  f o s t e r in g  th e  

b us in e s s  o f  an o t h er  o n l y  or  wa s  mad e  b y  wa y  o f  

d i s t r i bu t io n  o f  p ro f i t s  o r  was  w ho l l y  g ra tu i to us  o r  

f o r  so m e  i mp ro p er  o r  o b l iq ue  pu rp ose  o u t s id e  t h e  

c o ur s e  o f  b us i n es s  t h e n  t h e  e x pe n s e  i s  n o t  

d e du c t ib l e .  I n  d ec i d in g  wh e t h er  a  p ay m e n t  o f  

m o n e y  i s  a  d ed u c t ib l e  e xp e nd i tu re  o ne  h a s  t o  t ak e  

i n t o  c on s i d era t i on  qu e s t i on s  o f  c o m m er c i a l  

e x p e d i en c y  an d  t h e  pr i n c i p l es  o f  o r d in ar y  

c o m m er c i a l  t ra d i ng .  i f  t h e  pa y m en t  o r  e xp e nd i tu re  

i s  i n cu rr ed  f or  t he  p u rp os e  o f  t h e  t ra d e  o f  t h e  

a s s e s s e e  i t  do es  no t  ma t t er  t h a t  t h e  p a y m en t  ma y  

i nu r e  t o  t h e  b ene f i t  o f  a  t h i rd  pa r t y  (U sh e r ' s  

Wi l t s h i r e  Br ew e ry  L i mi t ed  v .  B ru c e ) .  A n o th e r  t e s t  
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i s  w h e th e r  t h e  t ra ns a c t i on  i s  p ro pe r l y  e n t er e d  i n t o  

a s  a  pa r t  o f  t h e  as s es se e ' s  l eg i t i ma te  c o m m er c i a l  

u n de r t a k in g  i n  orde r  t o  f a c i l i t a t e  t h e  c a rr y in g  o n  

o f  i t s  b us in e s s ;  a nd  i t  i s  i m ma te r i a l  t ha t  a  t h i rd  

p ar t y  a l s o  b en e f i t s  t h er eb y  (E a s t e rn  I n v es t me n t s  

L t d .  v .  C om mi ss io ne r  o f  I nc o m e- ta x ) .  B u t  i n  e v er y  

c a s e  i t  i s  a  qu e s t i on  o f  f a c t  w he th e r  t h e  

e x p e nd i tu r e  wa s  ex p e nd e d  wh o l l y  and  e x c l us i v e l y  

f o r  t h e  pu rp os e  o f  t ra de  o r  b us in e s s  o f  t h e  

a s s e s s e e .  In  t h e  pre s e n t  cas e  t h e  f i n d i ng  i s  t h a t  i t  

w as  l a i d  ou t  f o r  t h e  pu rp os e  o f  t h e  a s s e s s e e ' s  

b us in e s s  a nd  th e re  i s  e v id e nc e  to  s up po r t  t h i s  

f i n d in g .  M r .  P a l k h i v a la  r e f er r ed  in  t h i s  co nn e c t io n  

t o  A th er to n  v .  Br i t i sh  I ns u la t ed  & H e l s b y  Ca b l es  

L i mi t ed  wh e re  a t  p a ge  1 91  V i s c ou n t  Ca v e  L . C . ,  

o bs e r v ed :  

 

"  I t  wa s  m ad e  c l ea r  i n  t h e  ab o ve  c i t e d  ca s es  o f  

U s h er ' s  Wi l t s h i r e  B r ew er y  v .  B ru c e  a n d  S mi t h  v .  

I n c or po ra t e d  Co unc i l  o f  Law  Re po r t in g  th a t  a  s u m 

o f  mo n ey  e x p en d ed ,  no t  o f  n e c es s i t y  a n d  w i t h  a  

v i ew  to  a  d i r e c t  a nd  i mm e d i a t e  b e n e f i t  t o  t h e  t ra d e ,  

b u t  v o lu n t ar i l y  a nd  o n  th e  gr ou nd s  o f  co m m er c i a l  

e x p e d i en c y  a nd  i n  o rd e r  i n d i r e c t l y  t o  f a c i l i t a t e  t h e  

c a rr y i ng  o n  o f  t h e  b u s in e s s  m a y  y e t  b e  e x p e nd e d 

w ho l l y  an d  e x c l us i v e l y  f o r  t h e  purp os e s  o f  t he  

t ra d e;  an d  i t  ap pe ar s  t o  m e  t ha t  t h e  f i n d i ng s  o f  t h e  

C om mi ss io ne rs  i n  t h e  p r es e n t  c ase  br in g  th e  

p a y m en t  i n  q u es t ion  w i th i n  t h a t  d es cr ip t io n .  Th e y  

f ou nd  ( i n  w or ds  wh i ch  I  ha v e  a l r e ady  q uo t ed )  t ha t  

t h e  p a ym e n t  w as  m a d e  f or  t h e  s ou nd  c o mm e r c ia l  

p ur po s e  o f  e na b l in g  t h e  co mp an y  to  r e t a in  t he  

s e r v i c es  o f  e x i s t i ng  an d  fu tur e  m emb e rs  o f  t h e i r  

s ta f f  a nd  o f  i n c re as in g  t h e  e f f i c i e n c y  o f  t h e  s ta f f ;  

a n d  a f t e r  r e f er r in g  to  t h e  c on t e n t i on  o f  t h e  Cr own  

t ha t  t h e  su m  o f  po un d  3 1 , 78 4  w as  n o t  m o n e y  w ho l l y  

a n d  e x c l us i ve l y  l a i d  o u t  f o r  t h e  purp os e s  o f  t h e  

t ra d e  u nd er  t h e  r u l e  ab o ve  r e f er r ed  to ,  t h e y  f o un d  

t ha t  t h e  d ed u c t i on  w as  ad mi s s i b l e - - th us  i n  e f f ec t ,  

a l t ho ug h  no t  i n  t e rm s ,  n eg a t i v i ng  t h e  Cr own ' s  

c o n t e n t i on .  I  t h i n k  t h a t  t h er e  wa s  am p le  m a t e r ia l  

t o ,  s up po r t  t h e  f i nd in gs  o f  t h e  C om mi ss i on e rs ,  an d  

a c c or d i ng l y  t ha t  t h i s  p ro h i b i t i on  doe s  n o t  a pp l y . "  

( U n de r l i n e d  f o r  emp h as i s  b y u s ) ”  

 

 

12.   Applying the test of commercial expediency propounded by the 

Apex Court in S.A. Builders Ltd (Supra), the Tribunal in Hero Cylces Ltd 

Vs. ACIT held as under:- 

 

“ ……… … In  fa c t ,  l e a rn e d  co un s e l  f o r  t he  a s s e s s e e  

h a d  r e l i e d  u po n  t he  j ud g em e n t  o f  t h e  H o n ' b l e  Ap ex  
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C ou r t  i n  t h e  c as e  o f  S . A . Bu i ld e r s  L td .  ( s u pr a )  f o r  

t h e  pr op os i t i on  t ha t  t h e  p ur po s e  o f  t h e  bus in e ss  

n e e d  no t  ne c e s s ar i l y  b e  t h e  bu s i n es s  o f  t he  a s s e s s e e  

i t s e l f .   I n  t h e  s a id  j ud g em e n t ,  t h e  H o n ' b l e  A p e x  

C ou r t  ha s  no t e d  th a t  wh e r e  i t  i s  ob v io us  t h a t  a  

h o l d i ng  co mp an y  ha s  a  d e ep  i n t er e s t  i n  a  s u bs i d i ar y  

a n d  i f  t he  ho ld i ng  c om pa n y  a d va nc e d  bo rro w ed  

m o n e y  t o  a  s ub s id ia r y  an d  t h e  s a m e  i s  u s ed  b y  t h e  

s ub s i d ia r y  f o r  s ome  b u s i ne s s  p ur po se ,  t h e  a s s e s s e e  

w ou ld  b e  e n t i t l ed  t o  d ed u c t i on  o f  i n t er e s t  on  i t s  

b or ro we d  lo ans .  On  t he  b as i s  o f  t h e  a fo r es a id ,  i t  i s  

a rg u ed  b y  t h e  l e ar n ed  c ou ns e l  t ha t  i n  t h i s  ca s e ,  

s ub s i d y  ha s  be e n  p ro v id e d  t o  M AL  t o  r e co up  i t s  

l o s s es  a nd  e v en  i f  i t  i s  s a i d  t h a t  t he  s ub s i d y  i s  n o t  

f o r  as s es s ee ' s  own  b u s i ne s s  p ur pos e ,  b u t  i t  ca n  be  

s a i d  t o  b e  f o r  t h e  p ur po s es  o f  M A L’ s  bu s in e s s  

p ur po s es  an d  t hu s ,  t h e  sa id  e x p en d i t ur e  w o u ld  b e  

a l l owa b l e  f o r  d e duc t i on  u / s  37 (1 )  o f  t h e  A c t  b e c aus e  

t h e  as s es se e  has  de e p  i n t er e s t  i n  M AL .    We  h a ve  

c a r e fu l l y  co ns i d ere d  th i s  p l e a  a nd  in  ou r  o p in io n ,  

t h e  c as e  o f  t h e  as se s s e e  ha s  t o  f a i l .   We  a r e  u na b le  

t o  ap pr e c i a t e  a nd  n o r  i s  t h er e  any  e v i d en c e  or  

p l ea d in g  s e t  up  as  t o  h ow  th e  mo ne y  pr o v i d ed  t o  

M A L as  s ub s i d y  has  b e en  u s ed  b y  i t  f o r  i t s  b us i n es s  

p ur po s es .   As  no t ed  e ar l i e r ,  i n  t e rm s  o f  t h e  

j ud g em e n t  o f  t h e  Ho n ' b l e  Ap e x  C ou r t  i n  t h e  c as e  o f  

C ha nd u  L a l  K e sh av  L a l  & C o .  ( s upr a )  w h er e  t h e  

e x p e nd i tu r e  i s  i nc u rr e d  f or  on l y  f o s t e r i ng  th e  

b us in e s s  o f  a no the r  c on c er n  o r  t he  p a y me n t  i s  

w ho l l y  gr a t u i t ou s  o r  i s  f o r  s o m e  ob l iq ue  pu rp os e  

o u t s i de  t h e  c o urs e  o f  bu s i ne s s ,  su ch  e x p e nd i tu r e  i s  

n o t  d e du c t i b l e .  Th e  in s t an t  i s  a  c a s e  w h er e  t he  

b us in e s s  o f  t he  o t he r  c on c er n  h as  b e en  so ug h t  t o  be  

f o s t e r ed  b y  wa y  o f  a  g ra tu i to us  d i sb ur s em e n t  a nd  

h e n c e ,  t h e  r eas on i ng  e nu n c i a t ed  b y  t h e  Ho n ' b l e  

A p e x  C ou r t  i n  t he  c a s e  o f  S . A . Bu i l d er s  L i mi t e d  

( s u p ra )  do e s  no t  he l p  t h e  c as e  o f  t h e  as s es se e …… .” .  

 

13.  We find that the assessee has failed to establish its case of 

commercial  expediency.  That in the circumstances where interest  bearing 

borrowed loans have been advanced for non business purposes, the ratio 

laid down by the Hon'ble Punjab & Haryana High Court in CIT Vs.  

Abhishek Industries (Supra) is applicable.  Accordingly,  we uphold the 

disallowance of Rs. 14,82,695/- being interest at tributable to the interest  

free advances made by the assessee to i ts sister concern out of interest  

www.taxguru.in



 12 

bearing borrowed funds.   The order of the CIT(A) is upheld.  Thus, the 

grounds of appeal raised by the assessee are dismissed. 

 

12.  In the result,  appeal of the assessee is  dismissed.  

 Order Pronounced in the Open Court on this 30
t h

 day of June, 2010.  

 

  

  Sd/-       Sd/- 

        (G.S.PANNU)     (SUSHMA CHOWLA) 

ACCOUNTANT MEMBER     JUDICIAL MEMBER 

Dated : 30
t h

 June,  2010 

Rkk 
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