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statements that the appellant possessed sufficient interest-free
funds of Rs. 4,09,791 lakhs as on 31.03.2020 and Rs. 3,24,420
lakhs as on 31.03.2021, which comfortably exceeded the interest-
free advances of Rs. 2,98,581 lakhs and Rs. 2,57,218 lakhs
respectively. Applying the settled law laid down by the Hon'ble
Bombay High Court in CIT v. Reliance Utilities and Power Ltd. (313
ITR 340), a presumption arises that such advances were made out
of interest-free funds and not out of borrowed funds.

1.The appellant had submitted a detailed tabulated summary in its ‘
reply which provides a comprehensive overview of the funds
allocated to subsidiaries, detailing both the utilization of these funds
by the subsidiaries and.the commercial rationale behind such
allocations. This summity highlights fiow the funds were employed
and the business justifications supporting:the expenditure, offering a
clearer understandifré of the financial decisions made within the
group. It reveals that the advances were/made to subsidiaries and
associates ngagedl‘_f&q_ the real 9§§a_t§f_f:’.fnusines , with whom the
3s, lofig-standing’ bisiness -relati from whom it
ects—fo--derivé _sbstantial construction
> A 4

W

£ Tax pePARS~

. Ih—.-‘-ﬂ‘(‘{ _#_',-,:

1 The AO in the assessment order had relied upon the case of CIT v. Y
H.R. Sugar Factory Pvt. Ltd. (Allahabad HC) in which the assessee
borrowed secured loans from banks at 8% interest and advanced
them to its directors at 2.25%. The Court held that since the
assessee was not in the business of lending, such an arrangement
was detrimental to its interest, as borrowed funds were diverted for
non-business purposes. The fact of the present case is qn‘ferent. In
the appellant's case, funds were advanced to subsidiaries out of

interest-free funds, not out of borrowed funds. Moreover, such
subsidiaries are engaged in the same line of business (real estate),

and the advances were/oomrnarclailv expedient. In contrast, the
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cit i iversi

d‘:ct case mvolved. diversion of interest-bearing loans to

o OI'.S at concessional rates, without any nexus to business.
us, this case laws relied by the AO is not applicable.

1. The AO in the assessment order had relied upon the case Patel
Filters Ltd. v. CIT (Gujarat HC) in which the issue was whether
expenses incurred for obtaining a loan should be treated as capital
or revenue in nature. The Court held that such expenses are
revenue as they relate to securing loans, not acquiring assets. Other
incidental issues (foreign travel expenses, Section 43B) were also
decided. The fact of the present case is different. The case relates
to treatment of loan acquisition expenses (capital vs. revenue),
which is wholly unrelated tohe appellant's matter. No parity of facts
exists with the issue gf;iﬁ'tégggi;;qsalﬁgance on advances to group

el L)

concerns. Thus, this ¢ase laws relied by the AO is not applicable.

) A
{f i Fh v
e RS L et "

el

1. The AO in the ass n er}t'gl‘d r hgd_};ﬁied upon the case CIT V.

Vallabh Gldss éé._g@i-éj--(qgjaﬁfa}; HE) jn_ which_the assessee
incurredzpank gua edit charges, and
survey feés WH i?npggll “mach held guarantee

commission and.L o-be_cap

asset cost, whe;‘é"%@uwey fees were Tevenue. The fact of the
present case is different. This case pertains to the capitalization of
incidental costs of machinery acquisition, which is entirely
different from the appellant’s case involving disallowance of interest
under Section 36(1)(iii). Hence, it has no relevance here. Thus, this
case laws relied by the AO is not applicable.

2. The AO in the assessment order had relied upon the case Indian
Shavings Products Ltd. V. CIT (Rajasthan HC) in which the
assessee borrowed funds and advanced them to subsidiaries for
acquiring control in another company by way of investment in
shares. The Tribunal and Court held that such advances were not

efact of the present case is different. In
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de to subsidiaries from

the appellant's case, advances were ma
same line of real estate

interest-free funds and were used in the
business, strengthening commercial ties. In contrast, in the cited

case, borrowed funds were advanced to subsidiaries which diverted

them for acquisition of control in an unrelated entity, without any
business nexus. Thus, this case laws relied by the AO is not
applicable.

2. The AO in the assessment order had relied upon the case Caldern
Pharmaceuticals Pvt. Ltd. v. CIT (Calcutta HC) in which the
assessee borrowed funds and appointed 2 sister concern as a
marketing agent. Disallowance of interest was made, but the Court .
held that Section 36(1)(iii) only requires that borrowings are for
business purposes and interest is paid. Since borrowings were used
in business, interest was deductible; The fact of the present case is
different. This judgment was actually in favour of the assessee,
allowing deduction under Secﬁ&ﬁﬁﬁ(‘l)(ﬁi}, Hence, the AO's reliance
is misplaced as it st’féngthena;' rather thaﬁ} weakens, the appellant’s
position. Ny, e il

4. The AO in the assé’égpenLlprdér had relied upop the case CIT v.

Bombai bArLtd: {BomBay HCYin wihich theassessee shared
with erl :

i

expense ‘é'ét?“cﬂammmsmﬁhrq n-debit balances. The AO
disallowed ‘part dfmfafésngqumghiverson The Court held that
debit balances-were Jere-adjustffients,~fiot loans, and since
borrowings were used in business, full interest deduction was
allowable. The fact of the present case is different. This case also L *,

* supports the assessee's position. The AO has wrongly relied on it,
as the Court upheld full deduction under Section 36(1)(iii) in favor of
the assessee.

5. The AO in the assessment order had relied upon the case K.
Somasundaram & Bros. v. CIT (Madras HC) in which the Court held
that where borrowed funds are diverted for non-business purposes,
interest thereon cannot be allowed as deduction. The fact of the
present case is different. In the appellant’s case, advances were
made from own interest-free funds, not borrowed funds.

Limi ’e‘o'

L
=
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Therefo! i i i
re, there is no diversion of borrowed funds and the ratio of

this case does not a
pply. Th i ; s
not applicable. ply. Thus, this case laws relied by the AO is

6. Th i
Haieﬁlgé:;;:fc :35¢:;?rnzgr;'tlh?r:gr !\ad r.elied upon the case Elmer
g e . ) in which Tr!e assessee borrowed
: simultaneously advanced large interest-free loans to
sister concerns. The Tribunal found a direct nexus between
borrowings and such advances, and the High Court upheld the
disallowance, holding that commercial expediency was not
established. The appellant's case is different because (i) there is a
clear availability of ample interest-free funds exceeding the
amount advanced, and (i) advances to subsidiaries were
commercially expedient as they are in the same line of business.
Hence, unlike the cited case, NoSHEXus petween borrowed funds

and advances exists.}, ;ﬁ’us.-:,’ gase laws relied by the AO is not
applicable. 74 W
i i £ R
W GEp

. In the case of S.A.\Buiders Ltd. v GIT/(288 TR 1), the Hon'ble

Supreme Cauurt dealt with thé disallowance.d intéfestunder Section

36(1)(iilY ~sweid funds-Were adyanced ds interest-free

loans to 2 1 Officer had disallowed

S,
business benefit. Th
Court. The Supreme Court, however, held that the correct test is
whether such advances were made on grounds of commercial
expediency, and not merely for earning profits. It clarified that “for
the purpose of business” is a much wider expression than “for
earning income” and includes expenditure voluntarily incurred to
facilitate business indirectly. Advances to group companies can
therefore qualify as being for the purpose of business, provided they
serve business interests and are not driven by personal or non-
business considerations. In the present case, the Ld. AO has
similarly questioned the commercial expediency of interest

expenditure claimed by 9\1 e !Iant and disallowed the same on

Page | 15



WWW. '
tan uru.in ITA No.6597 & 8463 /Del/2025

d to sister concerns Wwithout
e fact that the
line of real

advance
the AO has ignored th
are engaged in the same
s and the advances facilitated their
acquisition of land/projects from which the appellant has derived
and expects to derive substantial construction contracts. Thus, the
ratio laid down by the Hon'ble Supreme Court directly supports the

appellant's case.

the ground that funds were
charging interest. However,
appellant's sister concerns
estate development busines

v. Dalmia Cement (Bharat) Ltd. (Delhi High Court,

254 ITR 377), the Delhi High Court held that under Section 37(1),

the Revenue's role is limited to verifying whether expenditure is real

and wholly for business, and it capnot question the reasonableness

of such expenditure. 9*‘}“‘3 a:Aexus with. business is established, the
Revenue cannot substitute its udgment for that of the businessman.
On interest disallowance under Section 36(1)(iii), the Court held that
deduction cannot bedenied merely because the assessee also had
alternative _Inon-inté’l'.‘_ég Qearing _funqgf:-’ available. So long as
o orrowings Were/far businessipurposes and.intérestwas paid. e
deducti Squ.;ﬁiﬂbwéﬂ-:Iﬁ@'ﬁ'@aﬁdggiﬁéde;hat__,%r the purpose
of business’ is widet/ghan, “for garhing Aficme’ and b lidias
commercial expedienty: In_the. instant cage; Section 36(1)(iii) has
been invoked by thé'A'“E) to disallow intérest. The appellant has duly
satisfied the conditions of allowability — borrowings are for
business, interest IS actually paid, and advances are commercially
expedient. The AO’s approach of questioning the reasonableness or
necessity of advancing funds to group concerns is contrary tot::et
principle laid down in Dalmia Cement. This case rginforces: tea
once the nexus with business I8 demonstrated; the A cgnno s Ip
into the shoes of the pusinessman. Hence, the judgment IS squarely

applicable in favor of the appellant.

1.In the case of CIT

7, SC), the
1.In the case of Hero Cycles (P) Ltd. V- cIT (379 ITR = )
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S _
3::)‘:;;2;3\1\;(;1::“ d:alt with disallowance of interest under Section
e e advances were made to group concems. The AO
isallowed interest alleging lack of commercial expediency. The
Apex Court held tll1at once it is established that there was a nexus
bfstween advancing of funds and business purpose, the
disallowance cannot be sustained. The Court observed that
commercial expediency is a matter to be judged from the point of
view of the businessman and not of the Revenue authorities. In the
appellant's case too, the advances to subsidiaries and associates
were made to strengthen long-term business interest, as these
entities are in real estate development and have awarded
construction contracts to the appellant in the past and are expected
to continue doing so in future. Following the ratio in Hero Cycles,
such advances are clearly“guided:b} commercial expediency and
are wholly for the pufpose;of bysiniess. Hence, the judgment is
squarely applicable iffavor of
41

Tk
W15

I 4
Al

l\II‘.\%". . -
1.In the case of CIT v. Reliance

o

liies and Power Ltd. (313 ITR 340,

Bom HC), the Bow MH@TiCQQ,lid gt Af both interest-free
funds ¢ Yborrowed. funds-=-af ' and the
investmentfadv: an. Sspfreefunds available, a
presumption a N !&' et Wa de from interest-free

funds. In such circumstances, no Yisallowance of interest is
warranted. In the appellant's case, as on 31.03.2021 interest-free
funds available were Rs. 3,24,420 lakhs, whereas advances fto
group companies stood at only Rs. 2,657,218 lakhs. Similarly, as on
31.03.2020, interest-free funds were Rs. 4,09,791 lakhs as against
advances of Rs. 2,98,581 lakhs. In both years, interest-free ﬁund.s
were comfortably higher. Applying the presumption laid c.iown |:1
Reliance Utilities, it must be held that advances were out of. mts:‘es. ;;
free funds, and therefore, the judgment s squarely applicable |
vor of the a llant.

2.f:urc:l1er recerft‘:: the Hon'ble Supreme court in the case m;‘ :t::r

South Indian Bank Ltd. 2021) case addressed W
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interest expenses on borrowed funds should be disallowed when a
and makes tax-exempt

company has interest-free  funds

investments. The ruling established that if the taxpayer's own
interest-free  funds exceed the amount of their tax-exempt
investments, there is a presumption that the investments were made
from those own funds, thus preventing disallowance of interest

expenditure. The Court held that when a company mixes interest-

bearing borrowed funds with interest-free funds and makes tax-

exempt investments, the presumption is that the ta
investments are funded by the interest-free funds. Further, If the
tax-free investments are made from these mixed funds, and the d
interest-free funds are sufficient to cover the investments, then

proportionate interest expenditure cannot be disallowed under the
relevant tax provisions. Fhe jpdgm‘_gg_t drew upon a strong line of
precedents—including’. eﬁm;‘gpdifsgies Ltd., HDFC Bank Ltd.,
Bombay Dyeing & Mfg. Co. . Suzlon, Migrolabs, and Max India—to
reinforce the approéit’lih favo _'_"'?-Jgssessefégs, holding that availability
of interest-free fund%;“-':.jlustiﬂé&_f'__:‘- sating ir_jgéstments as coming from

such funds |,

x-exempt

F 4
<)
K‘lﬁ,fﬁe se of Reliance

0 s judgment and the
s interest-free funds were
adequate to meet the investments. it therefore affirmed the ¥ |
presumption that investments or advances were made from interest-
free funds. As a result, no disallowance under sections like 36(1)(iii)
(interest on borrowed capital for business purposes) or 14A was

warranted.

1.Recently ihg =3

Industries Ltd.“wpheld’}
Tribunal's finding the

1.Vide reply dated 05.09.2025, the appellant had also replied that r!o
disallowance of interest expenses has ever been made by tt}e AO in
any earlier assessment year though the assessee has incurred

interest expenditure in those years.

Page 32075
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1. The S ; >
lndust::sreLTn?it:ioFZrltﬁlg e T L] . ke
s s avas ) 307 CTR 121 (SC) held that when interest
: available with the appellant are sufficient to meet its
Investment, then, it can be presumed that investments are made
from those funds and hence, the interest is allowable as a deduction
in terms of section 36(1)(iii) of the Act

2. The Bombay High Court in CIT v. Reliance Utilities and Power Ltd.
(2009) 313 ITR 340 (Bom) held that the where the Tribunal has
recorded a clear finding that the appellant possessed sufficient
interest-free funds of its own which were generated in the course of
the relevant financial year, apart from substantial shareholders fund,
the presumption stands established that the investments in sister
concerns were made by&ﬁfaggeﬁ"ﬁm,put of interest-free funds and,
therefore, no part of the intefestoi borrowings can be disallowed on
the basis that the inVestments were made out of interest bearing

! { W

funds. Iy PriTN

Lol 3 ] h
M [

-i
=
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®
=
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=
AT,
Al
Q
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Automobiles (P! mEon s”held that the
disallowance.of if \g,ndf perfissible where the

AO had disallowed.intére borrowed funds on the ground
that assessee diverted interest bearing funds for the purpose of
investment in shares and loans to sister concern when sufficient
Interest free funds were available with the assessee. The relevant
extract is as under:-

"6. If is a well-established proposition that when the Revenue fails
to establish any nexus between the borrowed funds and the funds
diverted/lent, any denial of allowances of interest under section
36[1](iii) is not permissible. In the instant case, as both the
authorities have held concurrently on the basis of material available
that sufficient amount of interest-free funds were available with the
assessee-respondent and therefece also, there is no justification in
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2

interfering with the decision of both these autho‘ﬁties.‘ Resultantly,
the question of law proposed is answered accordingly. \

1 The Mumbai Tribunal in Metro Exporters Ltd V. ITO (ITA No. 1693/
M/05) held that a presumption cannot always be made that source
of investment is borrowed funds in cases where mixed (own and
borrowed) funds are used. Where an assessee has sufficient
interest free funds (capital and reserves), disallowance for alleged
use of borrowed funds is not warranted. Relevant extract of the

same is reproduced below:

"On the basis of above discussion a proposition / Formula can be ‘
laid down that if an assessee having sufficient interest free funds,
in the form of capital reserves and other funds without interest
bearing from relatives andfriend-not related to business, to cover

funds given intereg‘_—szraaf .-191:_._':%-_;;1:1:59;1; other than for business
purposes, no disallowance are warranted. If the own funds are not
sufficient to cover interest free advances, a proportionate
disallowance is warranted.-While examining interest free funds
available with assessee and interest free? given'a care is required

to be ak;%“af these: funds were not selated to-bysiness of the
asses.;‘ﬁ\:;};jpﬂér \and-Resanses are, caKtainly dssessee's own

interest funds. m&;ﬁﬁépmgj_iﬁ:fdﬁf_iédbjf’?ﬁ&*ﬁecfsion of ITAT in

the case of Torrent Firlancers-V-ACIT, Z3-TTJ 624 (Ahd), judgment

of Allahabad High Court in the case of CIT V. Prem Heavy

Enginaering Works P. Ltd., 285 ITR 554 (AlL), and the judgment of L

Hon'ble Supreme Court in the case of Munjal Sales Corporation V.

CIT, 298 ITR 298 (SC).
1. The Supreme Court in CIT v. Reliance Industries Li
ITR 466 held that:

mited (2019)410

Where there is a finding of fact that interest free funds av_aﬂal_:le to
the assessee were sufficient to meet its invesrmer_rt it will be
presumed that investments were made from such mtere;‘st freef
funds and, hence, on this ground alone the deletion ©

imy,
?Egggéfsi

rucy,
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disallowance i i
S th90f interest clarmeq under section 36(1)(ii) was
case of South Indian Bank Ltd. (2021) 438 ITR 1
(SC)' had to consider the issue as where interest free own funds
avaﬂa.b'le with the assessee exceeded the investments in tax free
securities, could the investments be presumed to be made out of
assessee's own funds and, hence, a proportionate disallowance is
not warranted under section 14A of the Act. Thus applying the ratio
of both the judgments, we direct that no disallowance of interest be
made in respect of amount invested in subsidiaries either under
section 36(1)(iii) or section 14A. The ground of the revenué is
dismissed and the ground of the assessee is allowed.

1.In this regard, at very outset, section 36(1) (i) of the Act is
reproduced as under:

o
X

v,

w36, Other deductioné—(1)7;

=
The; deductions provided for in the

following clauses SI Il be a‘ﬁaﬂ!@ﬁd in F&igpect of the matters dealt

with therein, in computing the income reféred to in section 28

(iii) the amount of the, int_greé_t"Eéigt_;n,.-i{éspect of capital borrowed
o ninec o prfose

 that‘a gg}‘ém spect of capital
borrowed Yor_acquisftion! of. an (assef fof extension of existing
pusiness or professio 1 (whethe ﬁW the books of account
or not); for any period beginning from the date on which the capital
was borrowed for acquisition of the asset till the date on which
such asset was first out to use, shall not be allowed as deduction.”

(emphasis supplied)

On perusal of the above, it may be noted that interest expenditure
incurred by any taxpayer is allowable as pusiness expenditure
under section 36(1)(iii) of the Act, subject to fulfillment of tite
following conditions:

1. moneys should be borrowed by the appellant

rewed for the purpose of the siness; and e
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borrowed amount.
3. the appellant must have paid interest on the borrowed amount.

Satisfaction of condition (1) and (3) above is not in dispute. As
regards to the satisfaction of condition (2) above it is respectfully
submitted that the investments made by the appellant in its
subsidiaries and joint venture was entirely for the purpose of

business as explained above.

Reliance is placed, in this regard, on the following decisions,
wherein it has been held that interest paid on capital borrowed is
allowed under section 36(1)(iij) of the Act if same has been
incurred for the purpose of business or profession.

1.The Hon'ble Supreme Qﬂﬁrt___ln %}case of CIT vs. Malayalam
Plantations Limited: 53" ITR'ﬂllﬂ at*page 150 of the judgment
explained the expre&mon "fﬁt’ € purpaﬂép of the business” in the
following terms: .| i ,:t{

1

m

"The aforesaid df&buss;on Ibads to/ ﬂ‘A!he following resuit: The
expression'for the pJ@osev of the bgsf‘ne 5,% scope than
the ex or?“’fgf ﬂf ‘gamin ﬁﬂt#nange is wide
it may take.jn Mér@“ _g.qagtﬂl ing’of gbusiness but also
the rar:ona!?iauqn ofyi ion and” modernization of its
machinery; it may ificlude measure for the preservation of the
business and for the protection of its assets and property from
expropriation, coercive process or assertion of hostile title; it may
also comprehend payment of statutory dues and taxes imposed as
a pre-condition to commence or for carrying on of a business; it
may comprehend many other acts incidental to the carrying on of a
business. However wide the meaning of the expression may be, its
limits are implicit in it. The purpose shall be for the purpose of the
business, that is to say, the expenditure incurred shall be for the
carrying on of the business and the assessee shall incur it in his
capacity as a person carrying on the business. It cannot include
sums spent by the assessee as agent of a third party, whether the

Paoe 36 of 75
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ct)’:rgm of the agency is voluntary or statutory;
? amount ’on behalt of another and for a’
with the business." (Emphasis supplied)

in that event, he pays
purpose unconnected

1. The aforesaid view has been reiterated in the following cases:

CIT v. Birla Cotton Spg. And Wwg. Mills Ltd.: 82 1TR 166 (SC)
Madhav Prasad Jatia v. CIT U.P. 118-ITR 200 (SC)

1. !n other words, as per section 36(1)(iii), the amount of interest paid
in respect of capital borrowed ford for the purpose(s) of the business
is allowed business deduction in computing the Income of the
assessee under the head "profits and gains of business or
profession in terms of section 28 of the Act.

2.1t is a settled principle of faw_that-where interest free loans are

£ N

advanced by a compéhy t6 another ‘¢ompany or investments for
holding controlling interest ‘in. @ company is made pursuant to
commercial expedigncy, then interest on funds borrowed by the
borrowing compah&f-ﬁ;l is admissible /as business deduction,
irrespective of the fact that no interest is chargedi actually received
‘fbr, ' 6'&5&'-'is'-éﬁfn.gg_féf:'é;uégibﬂ'tr?s?estments.

on such_|oan Ok JiC
3. Further, it is subi
transactions™with “geoy|

d that thefe-is no, bar usider the Act to have

o domnpanies:‘and the appellant is free to
conduct busine&s~in_/thé “Tranmef most-Suitable to it and the
commercial or business expediency of incurring any expenditure is
to be seen from the assessee's point of view. It is also a settled law
that it is the prerogative of the businessman to organize its affairs in
a manner best suited to it and the revenue authority cannot step into
the shoes of the businessman.

4. The Hon'ble Supreme Court in the case of SA Builders v. CIT
(Appeals): 288 ITR 1 considered a case where the assessee had
made interest free advances to its sister concern out of the funds
borrowed for business purposes on which interest was payable. The
Court held that the real test to determine whether the interest is

penthis was done as a measure of
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commercial expediency or not. The Court, while affirming the
decision of Delhi High Court in the case of CIT vs. Dalmia Cement:
254 |TR 377 held that once nexus has been established between
the interest paid and the purpose of the business, the Revenue
cannot sit in judgment over the reasonableness of the expenditure
and the interest paid by the assessee on the borrowed funds
advanced to sister concerns is allowable deduction.

1. The Hon'ble Supreme Court in the case of Hero Cycle Ltd. v. CIT:
379 ITR 347 held that once it is established that there is nexus ‘
between the expenditure and the purpose of business (which need
not necessarily be the business of the assessee itself), the revenue
cannot justifiably put itself in:the agm-chair of the businessman and
decide how much expefiditure is asohable, having regard to the
circumstances of thegase. '

2 It is of utmost important to not .__,f_hat the Hon'ble Supreme Court, in
the above case, specifically cdnsidered similar argument, as taken
by the AO that intetest on Toans taken from banks for business

purposes is ot gﬂqwéb[g..5[(3@@-&?&9;*?@?6%39@41;6 fg_gu?nced interest
free fun qhaiherwmp y-andler 'T%Q{rggtor_gf the company.
On that ground, the High G0 $§f§5gé&'*t§e disallowance made by
the assessing officer. Repale ' []hgi:iheﬂf | confention of the AO, as
affirmed by the High Court, their Lordships of the Supreme Court
held that such an approach is clearly faulty in law and cannot be ‘

countenanced. The pertinent observations of the Court are
reproduced hereunder:

9. A perusal of the order passed by the High Court woufo_‘ reveal
that the High Court has not at all discussed the afo_rssa:d facts
which were established on record pertaining to the interest fme
advance given to M/s. Hero Fibres Limited as well as loans given
to its own Directors at interest at the rate of 10 per cent.

High Court has simply quoted from its

ther hand, the :
S ¢ GIT v. Abhishek Industries [2006] 266

own judgment in the case 0

page 38 of 75
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ITR 1/156 T .
that when Io?a::?ap? 257 (Punj. & Har.). On that basis, it has held
ere taken from the banks at which interest was

paid for the purposes of busi
: usiness, the inte
claimed as business expenditure. VB iereaniculio ot oe

11. We are of the opinion th
at such an approach is cleari '
law and cannot be countenanced. ey oy

12. Insofar as loans to the sister concern/subsidiary company are
concemned, law in this behalf is recapitulated by this Court in the

case of S.A. Builders Ltd. v. CIT (Appeals) (2007 (288) ITR 1/158
Taxman 74].

Adter taking note of and discussing on the scope of commercial

expediency, the Court %mmeg_, up the legal position in the
following manner- /77 S
7

: 3 h"
26. The expression;’ fommé#%lqi;expedbﬁgcy" is an expression of
wide import and ingludes such expenditure as a prudent

businessman incurs for the purpose of business. The expenditure
may not haye been ingurred under ény legal obligation, but yet it is
allowa "8, bUs fcutredon grounds
of comrhercia e g,

= SNCUME Ay nepAS
27 No doubtas heldin-Madhav Prasgd Jatia
ITR 200 (SC)], if the borrowed amount'Was donated for some
sentimental or personal reasons and not on the ground of
commercial expediency, the interest thereon could not have been
allowed under section 36(1)(iii) of the Act. In Madhav Prasad’s
case [1979 (118) ITR 200 (SC)], the borrowed amount was
donated to a college with a view to commemorate the memory of
the assessee's deceased husband after whom the college was to
be named, it was held by this court that the interest on the
borrowed fund in such a case could not be allowed, as it could not
be said that it was for commercial expediency.

28. Thus, the ratio of Madhav Prasad Jatia's case [1979 (118) | TR
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200 (SC)] is that the borrowed fund advanced to a third party
should be for commercial expediency if it is sought to be allowed
under section 36(1) (iii) of the Act.

29. In the present case, neither the High Court nor the Tribunal nor
other authorities have examined whether the amount advanced to
the sister concem was by way of commercial expediency.

30. It has been repeatedly held by this court that the expression
“for the purpose of business” is wider in scope than the expression
“for the purpose of earning profits” vide CIT v. Malayalam
Plantations Ltd. (1964 53 ITR 140 (SC), CiT v. Biria Cotton
Spinning and Weaving Mills Ltd. (1971 82 ITR 166 (SC)], etc.’

-

13. In the process, the Court also.agreed that the view taken by the
Delhi High Court in c;ﬁ:”gg:y;q“g@pent (P.) Ltd. [2002] 254 ITR
377/121 Taxman Tnghe@,ﬂé‘.ﬁé High Court had held that once it

is established that there is nexus between the expenditure and the
purpose of business (which need not necessarily be the business

of the assessee itséft)“,_ the Revenug cannot justifiably claim to put

itself in thévarmxchair-of the businessman.er in the position of the

irectors and_assume.the-role, t6 ‘decide” how much is
reasonable_expenditure having regard Yo the cirpimstances of the

case. It fu he!‘&iﬁafﬁ@ ﬁﬁ;s&:e?sﬁl'a;g.cén be compelled to
maximize his profitand that the income tax authorities must put
themselves in the shoes of the assessee and see how a prudent 3
businessman would act. The authorities must not look at the matter

from their own view point but that of a prudent ......... “(emphasis

supplied) businessman.

+.The Hon'ble Delhi High Court in the case of CIT vs. Bharti
Televentures Ltd: 331 ITR 502 held that interest on borrowed funds
utilized for giving interest free loan to the subsidiary was an
allowable deduction, inter-alia, on the ground that the advance
made to the subslidiaries were demonstrated on facts, to be out of

business exigencies.

Page 400! 75
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200 (SC)] is that the borrowed fund advanced to a third party ;
should be for commercial expediency if it is sought to be allowe

under section 36(1) (iii) of the Act.

29. In the present case, neither the High Court nor the Tribunal nor
other authorities have examined whether the amount advanced to
the sister concem was by way of commercial expediency.

30. It has been repeatedly held by this court that the expression
"for the purpose of business" is wider in scope than the expression
“for the purpose of earning profits” vide CIT v. Malayalam
Plantations Ltd. (1964 53 ITR 140 (SC), CIT v. Birla Cotton
Spinning and Weaving Mills Ltd. (1971 82 ITR 166 (SC)], etc."’

Delhi High Court in CIT. Dalmia Cement (P.) Ltd. [2002] 254 ITR
377/121 Taxman 706 wherein the High Court had held that once it
is established that there is nék’u between the expenditure and the
purpose of business, (which_need not necessarily be the business
of the assessee ar'tsé_}ij)\f the Revenug cannot justifiably claim to put
itself in th m&aﬁﬁg\{_fﬁg busihessman,er in’the position of the

13. In the process, the Court a!sqéagreed that the view taken by the

Board ’?’%{Sm s _-ﬂjﬁglmfg,ﬂ;p@eé?afhow much is
ISAR0NBIINE tlire regard Y0 the” ciretmstances of the

case. It fu held-that 1o 'busines an.-can be compelled to
maximize his profitand th mé tax authorities must put
themselves in the shoes of the assessee and see how a prudent
businessman would act. The authorities must not look at the matter
from their own view point but that of a prudent ........."(emphasis
supplied) businessman.

.The Hon'ble Delhi High Court in the case of CIT vs. Bharti
Televentures Ltd: 331 ITR 502 held that interest on borrowed funds
utilized for giving Interest free loan to the subsidiary was an
allowable deduction, inter-alia, on the ground that the advance
made to the subsidiaries were demonstrated on facts, to be out of
business exigencies.
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2. Specific reliance i
ce in this regard i
¢ . is -

High Court in the case of CIT v. T Placed on the decision of Delhi
In that case, the assessen. o ulip Star Hotels Ltd.: 338 ITR 482.
SN funde Whick ware llti?ng:ged in hotel business, borrowed
cavital of subsida ized by it to subscribe to the equity

ry company. The subsidia '
for the purpose of b : ry used the said funds
s of acquiring a hotel, in the same of line of business
o at of the assgssee. The assessee paid interest on the
rrqwed rnonP:y which was claimed as deduction on the ground
that it V\fas business expenditure. The assessing officer refused to
allow this expenditure. However, the CIT(A) reversed the decision of
the AO. The order of CIT(A) was confirmed by the Tribunal. On

further appeal by the revenue, the High Court held as under:

", A perusal of the orders passed

it is noted by the lncgﬁ‘é—@g
is in the business of/gwning

il

effective control of new ho

management it had.invested in & wholly owned Sub

M/s. Tulip Star Hospitality Services L

the Supreme €
o

upon the Ju U?
2 I'._ I o AT

" where it is obvious that a holding compan
in its subsidiary, and hence if the holding co
borrowed money to a subsidiary
subsidiary for some pusiness purposes, the asse

AL

) ' ’ .. fhe ¢ ‘
deduction OPinteréstya l-bdva,@
made by the Supréme Court in S. A.

and the same
ssee would, in our

by the Tribunal would reveal that
pellate Tribunal that the assessee
. funning and managing hotels. For the
tels acquired by the assessee under its

sidiary, namely,

fd. On this ground, relying
iry e case of S. A.
1\-
was’ entitled to the
" The observations
ilders Ltd.'s case (supra)

were quoted by the Tribunal as under (page 10):

8 Taxman 74

y has a deep interest
mpany advances

is used by the

opinion, ordinarily be entitled to deduction of interest on its

borrowed joans."

3. In these circumstances holdin

pusiness the same was allowe

Income-tax Act by the Triby

g it to be expenditure incurred for
d under section
he Tribunal has &

36(1)(ii) of the

Jso held that this
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expenditure would be allowed even under section 57(iii) of the Act,

Though there may be some controversy as to whether the \
aforesaid expenditure is allowable under section 57(iii) of the Act or

not, we have no doubt, in our mind, that the expenditure incurred

under the aforesaid circumstances would be treated as expenditure
incurred for business purposes and was thus allowable under

section 36 of the Act. Mr. O. S. Bajpai, learned senior advocate
appearing for the assessee, has produced a copy of the
memorandum of association of the assessee which, inter alia,

4. We are, thus, of the opinion that no question of law arises. ‘
These appeals are accordingly dismissed. "(emphasis supplied)

1.Furth(.ar the expressiqgiﬁ:'!ﬁbmmem@b expediency”, as has been
explained by Supreme'Courf’ the case of S.A. Builders (supra), is
an expression of wids 'imp te id includes such expenditure as a
prudent busmessma__;’_q |ncu@i‘t;_'_i=;the purpose of the business, with
the test of commercial prudency being examined from the po'int of
view of the lzpsingssmgg_. Rgfe_rq_nqg 3‘in_—thf‘s regardiis further made to
the decision oftié-Hon'ble. Delhi High Coutin'thé-case of PCIT v
Reebok%c@:a Qdfnp;xp}i*géfﬁxfhéﬁn@pmj4«;lﬁﬁ?wh_9féin it was held
that merely hgca“‘hsendnmwrbh’ﬂﬂﬁg ddvantes were given to
third parties, would.nof justify-a-finding that the test of commercial
expediency was not satisfied. It was further held that where interest
free advance preferred to any party was connected with the J
business of the assessee, it could not be held that money taken on
loan was diverted for non-business purpose.
, Reference, in this regard, may further be made to the following
decisions wherein it has been held that no disallowance of interest
is warranted in case where interest free funds are advanced to
sister concerns out of commercial expediency or where there is a

business justification for the same:

v. CIT; 72 ITR 612 (8C)

- JK Woolen manufacturers
dustries Ltd.: 176 Taxman 21 (P&H)

. CIT vs. Rockman Cycle In

Page 420175

Page | 29



WWW. '
tan uru.in ITA No.6597 & 8463 /Del/2025

- CIT vs. Dalmia Cement (P :

- Regal Theatre vs. CIT: 2(25) Il%t;.égg‘tg):if)377 i

. gl";\:f.sBo:bay Samachar Limited: 74 ITR 723(Bom)

D an Sec eron Electrodes Pvt. Limited vs. CIT: 142 ITR 528 (MP)
: echeron Electrodes P. Ltd. vs CIT: 149 ITR 400 (MP)

« Ram Kishan Qil Mills v. CIT: 56 ITR 186 (MP)

. Amma Bai Hajee Issa v. CIT: 51 ITR 835 (Mad)

. JCIT vs. Beekay Engg. Corpn.: 325 ITR 384 (Chhattisgarh HC)

. l:_l:-ii}?ay Multimedia Ltd. vs. DCIT: ITA No. 2630/Mum/2010 (Mum

. Akula and Co. vs. ITO: ITA No. 1786/Mds/2009 (ITAT Chennai)

1.In view of the aforesaid, since the investments were on account of
furtherance of its business operations into different segments

= - <

(commercial expediency) |sa}lgwa%kea\?f interest expenditure made

by the assessing offigér is natearrect.
, It is thus evident from the abave that the, appellant had more than

sufficient own fundsito maké investmen 8 i its related concem and

by the"";ss_e._ssifjg' officer that the amounts

were advariced xagt ofbdﬁowedfundé is factaally
unsubstantiated: Mjmumﬂ_mm ¥,

for maki a all
established “gm‘,

36(1)(iii) of the Act for the purpose of making disallowance of
interest expense incurred during the year.

3, In the case of CIT vs. Tin Box Co: 260 ITR 637, before the Delhi
High Court, the assessee, a registered firm, engaged in the
business of manufacture and sale of tin containers and printers, had
been advancing interest free loans to its sister concem, namely, P,
since the assessment year 1984-85. At the same time it had been
availing of overdraft facilities from the State Bank of India against
hypothecation of stocks, etc., and was paying interest to the bank.
The Assessing Officer disallowed a sum of Rs.3 lakhs out of the
total interest paid by the-gRses ee to the State Bank of India in its
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overdraft account. On appeal, the Tribunal deleted the disallowance
observing as under:

"We are in agreement with the submissions made by learned
counsel for the appellant because the factual position as submitted
before us by learned counsel for the appellant has not been
controverted by the leamed Departmental Representative. The
admitted facts are that the appellant firm has been enjoying
overdraft facilities from the State Bank of India, Chandni Chowk
Delhi, since long time past against the hypothecation of goods,
etc., and pledge of land, building. plant and machinery and the
interest paid on such overdraft account has been allowed by the l
Revenue year after year. Even in the assessment year 1982-83, no
such disallowance had been made when admittedly substantial
interest-free funds had‘been -advanced to the sister concern. The
appellant has not paid anf‘,i:iréiﬂst to qa y other party either in the
past or during the,fy’par under appeal. Further in the years under
appeal, either the ‘fresh atvances to PNSMPL have been quite
insignificant or there,_have “been absolutely no fresh advances
made by the_appellant,.rather during the assesSment years 1990-
91 to ﬂ%’; e“appollant had- received ‘back from the sister
oonce:?‘@ than)Rs. 10 Takhs. .The-capital/'of the fim and
interest-free “uasec .é%ég[;ﬁ _the” appeflant far exceed the
amounts advanceéd™to the sister coneemn in all the years under
appeal a fact neither controverted nor disproved by the leamed »
Departmental Representative also." (emphasis supplied).

Additionally, the Tribunal had also noted that the Departmental
Representative could not point out any specific interest bean{lg
borrowed funds, which had been diverted by the assessee o

sister concern.
The High Court on further appeal dismisse

Revenue stating that there was no scope for interfere
aforesaid findings of fact recorded by the Tribunal.

d the appeal of the
nce on the

m“oﬂﬁ
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1. 1_‘:2; :‘ﬁ:gf:;n:vg:e(r}ourt in the case of CIT vs. Hotel Savera: 239 [TR
: e the amount borrowed by a firm were mixed with
its own funds and amount were lent interest free to private
companies out of such funds, it could be presumed, in the absence
of any nexus having been established between the borrowed funds
and the funds lent to the private companies, that the advance had
been made with firm's own funds, where the firm had sufficient fund
to cover the advance. It was, therefore, held that the interest paid on
borrowed funds by the firm was allowable in full under section
38(1)(iii) of the Act.

» The Calcutta High Court in the case of Woolcombers of India Ltd. v.
CIT: 134 ITR 219 held that where the assessee Wwas having an
overdraft account with the bank in which the profits were deposited
and such profits exceeded-ihe advance tax liability and money was

withdrawn from overgé_a’ﬁ cdiin both.for business purposes and

also for payment }-i?f' advance

"tax (Held not to be business
expenditure by assessing 0M|t is to be presumed that advance
tax was paid out of profits ‘and ot ou /of overdraft account. The
ment of advance

disallowance of interest on.ove ram»re}g{ed o pay
e, “Ef\!ﬁ"‘“l b jusified. The afbresaid-

ecision of the
Calcutta g Qg%i?%& Glcombers was discussed by
the Suprenie.Co e pgs\e@jﬁaﬁ" i’ aceutical Works

vs. CIT in the trms.reproduced-supra.,

3. Specific reliance is placed on the following decisions, wherein in the
context of section 36(1)(iii) of the Act, it has been held that interest
expenditure incurred to acquire shares in order to have controlling
interest in companies is allowable business deduction

. Addl. CIT v. Laxmi Agents Pvt. Ltd: 125 ITR 227 (Guj.)
. CIT v. Rajeeva Lochan Kanoria: 208 ITR 616 (Cal)

. CIT v. Jardine Henderson Ltd: 210 ITR 981 (Cal)

. CIT v. Amritaben R. Shah: 238 ITR 777 (Bom.)

. CIT v. Emerald Co. Ltd: 284 ITR 586 (Bom)

. CIT v. Gorawara Plastics and General Industries (P) Ltd.: 289 ITR
224 (All.)
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- CIT v. Premium Poly Sacks Pvt. Ltd: 321 ITR 450 (Mad)

» CIT v. Amola Holdings Pvt. Ltd: 328 ITR 275 (Guj)

- CIT v. Srishti Securities Pvt. Ltd: 321 ITR 498 (Bom)

« CIT v. Reliance Communications Infrastructure Ltd.: (Bom)

- CIT, Bangalore v. Anand Technology Resource Park (P.) Ltd.: 2002
Taxman 654 (Kar.).

» CIT v. Tulip Star Hotels Ltd.: [2011] 16 Taxmann.com 335 (Delhi) in
IT Appeal Nos.43 of 2009 and 505 & 562 of 2010 order dated
18.8.2011: 338 ITR 482 (DELHI)

- CIT v. Phil Corporation Ltd, & Anr. 244 CTR 226 (Bom.)

- A.T.E. Enterprises Limited V. JCIT: 102 ITD 110 (Mum.) .

In view of the above fapts and t;mdlng judicial precedents, the

is hereby dlrected 'to be‘
accordingly allowed :

5 ."I
A L £
-"-\- n, ANoe T e T L)
— PN RS H 2

26. It is further observed that assessee has made advances to the
sister concern in preceding assessment years and had claimed
interest on borrowed funds as expenses which were never doubted in
the assessment completed u/s 143(3) thus, as a principal of
consistency also, under identical circumstances where assessee was
having sufficient interest free funds, no disallowance could be made
u/s 36(1)(iii) of the Act. We thus find no infirmity in the order of 1d.
CIT(A) which is hereby upheld. The Ground of appeal No.1 raised by

the Revenue is dismissed.
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