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1. The only grievance of the assessee in captioned appeal
forAssessment Year (AY) 2012-13is interest disallowance u/s 36(1)(iii)
for Rs. 95.45 Lacs. The impugned order has been passed by learned
Commissioner of Income Tax (Appeals)-1, Chennai [CIT(A)] on
28.02.2020 in the matter of assessment framed by Ld. Assessing Officer
[AO] u/s.143(3) of the Act on 31.03.2015.
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2. The regqistry has noted a delay of 40 days in the appeal, the
condonation of which has been sought by Ld. AR on the ground that the
appeal could not be filed in time due to lockdown situation arising out of
Covid-19 pandemic. Concurring with the same, we condone the delay
and proceed with adjudication of the appeal on merits.

3. The Ld. AR assailed the disallowance, inter-alia, by submitting that
the borrowed funds as obtained by the assessee were for specific
purpose only. Further, own funds were sufficient to advance to group
concerns. The Ld. DR controverted the same by submitting that the
assessee was to show availability of interest free funds on the dates on
which loans were advanced to group concerns.

4. Having heard rival submissions and after going through the orders
of lower authorities, our adjudication would be as under.

5. During assessment proceedings, it transpired that the assessee
had advanced interest free funds of Rs.798.45 Lacs to group entities
whereas the assessee had net borrowings of Rs.1149.40 Lacs. Two of
the entities were wholly owned subsidiaries of the assessee whereas
third entity was joint venture entity. Since the assessee debited interest
expenditure of Rs.137.40 Lacs in the Profit & Loss Account, Ld. AO
computed proportionate interest disallowance u/s 36(1)(iii) for Rs.95.45
Lacs.

6. During appellate proceedings, the assessee submitted that term
loans were with respect to specific assets and the borrowings were trade
borrowings and accordingly, no borrowed funds were utilized to make
investment in group entities. However, not convinced, Ld. CIT(A)
confirmed the stand of Ld. AO. Aggrieved, the assessee is in further

appeal before us.
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7. Upon perusal of assessee’s financial statement as placed on
record (page 41 of paper-book), it could be seen that the assessee has
own funds in the shape of share capital and free reserves to the extent of
Rs.102.81 Crores which far exceed the investment of Rs.7.98 Crores
made by the assessee in the group entities. Further, interest bearing
borrowings are in the nature of term loan and cash credit which have
been taken for specific business purposes and could not be diverted to
any other purpose except for the business of the assessee. In such a
case, unless nexus between the borrowed funds vis-a-vis investment
made by the assessee was established by Ld. AO, a presumption was to
be drawn in assessee’s favor that the investments were sourced out of
own funds. It is also discernible that the investments were made in group
concerns which are joint venture entities as well as wholly owned
subsidiaries of the assessee. Therefore, it could safely be concluded that
the investments were out of commercial expediency and therefore, no
interest disallowance could be made in such a case as per the decision
of Hon’ble Supreme Court in the case of Hero Cycles Pvt. Ltd. V/s CIT
(63 Taxmann.com 308). The favorable decision of Hon’ble Delhi High
Court in Pr. CIT V/s Basti Sugar Mills Co. Ltd. (98 Taxmann.com 401)
would also be applicable to the fact of the case. This case has already
considered the decision of Hon’ble Supreme Court in the case of S.A.
Builders Ltd. V/s CIT (288 ITR 1) which held that once it was
established that there was nexus between the expenditure and purposes
of business, which need not be the business of the assessee, deduction
u/s 36(1)(iii) was to be allowed. Deriving strength from these decisions,
we delete the disallowance of Rs.95.45 Lacs as made by lower

authorities u/s 36(1)(iii). No other grounds have been urged before us.
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8. The appeal stands partly allowed.

Order pronounced on11™January, 2022.
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