IN THE INCOME TAX APPELLATE TRIBUNAL
PANAJI ‘SMC’ BENCH : PANAJI
(THROUGH VIRTUAL HEARING)

BEFORE SHRI SATBEER SINGH GODARA, JUDICIAL MEMBER

ITA.No.260/PAN/2019
Assessment Year 2009-2010

Bellad Bagewadi Krishi Seva
Sahakari Bank Ltd., Bellad
Bagewadi Tal Hukkeri Dist.
Belgaum

Karnataka. PIN 590 005
PAN AAAAT0640C

vs.,

The Income Tax Officer,
Ward - 1,
Gokak, State-Karnataka.

(Appellant)

(Respondent)

For Assessee :

Shri Praveen P Ghali

For Revenue :

Shri N. Shrikant

Date of Hearing : | 17.11.2022
Date of Pronouncement : | 21.11.2022
ORDER

This assessee’s appeal for assessment year 2009-10,
arises against the CIT(A)’s Belgaum order dated 05.01.2019
passed in Case No. CIT(A)/BGM/10129/2018-19, in
proceedings u/s. 143(3) r.w.s. 260A of the Income Tax Act,

1961 (in short "the Act").

2. Heard both the parties. Case file perused.

3. Coming to the assessee’s sole substantive grievance
that both lower authorities have erred in law and on facts in
denying it section 80P(2)(a)(i) deduction of Rs.25,01,300/- in
issue, the CIT(A)’s detailed discussion to this effect reads as

follows :
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ITA.No.260/Pan/2019 & ITA.No.296/Pan/2019 Bellqd Bagewadi
Krishi Seva Sahakari Sangh Ltd., Hukkeri. Karnataka.

10. Durmg the appeliate proceedrngsI the AR of the assessee contended that the /
Vrshwanam Sugars Ltd. is adm;tted as nominal member of the sald assessee society and the' —
company is considered as the regular member of the assessee qocrety as per the deﬁmtrori\\

of “Member” under section Z(b of the Karnataka Cmoperahve Socrety Act, 1959 The AR \\;
further claimed that as the Vishwanath Sugars Ltd is a regular member of the assessee

i

socrety, the interest income received . from the said company is a regular j Jncome in the
course of business of the assessee socrety i.e. provrdrng credat facﬁrtres to the members and
hence ellgable for deduction 80P(2)(a)(|) :

11. The AR further contended that as per section 80?(2)(a}(r) any income atmbutzbfe 'm_
_the actlwtles of carrying on business of 5ankmg or. prowdrng credit. facrlit‘rec to memembers' Bt
ll be deducted from Total Income under the abeve prowsrens and in this clause, the
& Ew d "attrlbutable -is used agarnst 'b'erlved” m respect of mcome and the term ,
~saf’etnbutable” is. wrder term .than “denved" and - acoordmgly rncome ansrng drrectiy or
“|ndrrectly or relating to above activities shal! be consrdered as income of main actrvrt:es,

-any income incidental to the main ‘activities is also deductable: AR. further clarmed that in-
case of above assessee society provrdrng all deposit with VlshwaraJ Sugar Industry Ltd. and _ :
earning interest on such deposns is drrectly lncrdentaf tq' the main acuvrty of carryzng on ’ =
banking business or provrdrng credit facrlltres to rts membefs and hence such mterest bexng- _'
incidental. to the main actnvrty, it shall be ccnsrdered as the i mcome from marn acﬁvrﬁes and -
entire-interest from VSL shall be allowed as. deductlon u/s 80P{2)(a)(|)

12.  Honble Junsdlctmnal High Court in the case of. Tumkur Merc!'rants Souharda Credit’
Co-operatiye Ltd., Vs. 1TO Ward-1, Tumkur vrde IT.A NG.307 of 2014 dtd 28‘h Octobez,

. 2014 while allowing deduction under section: 80P(2) of ITAct dea!t at fength on interest ;
“attributable” to renderlng credrt facrlltles, para 10 of relevant porhon of Judgment is
reproduced as under: * ) : e b A 2 et

.............. .10. In the instant case, the amount whlch was rnvested in- Banks
to eam interest was not an amount due to any-members, It was ot habrlrty
It was not shown as liability 'in their account. In fact thls amount whrch Isin

] ]
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Bellad Bagewadi Krishi Seva Sahakari Snngh Ltd.,
ITA No.CIT(A)/BGV/10129/2018-19 - AY: 2009-10

the nature of profits and gatns, was not emmedzately rgusred by the assessee .
for lending money to the members; as there was no takers...,.r ........ B vty
i i -

4

 The decision clarified what type of .'nterest s atmbutab/e to the busmess of .
- rendering credit facility 'so that: such Interest income can be considered for 2
{ L deduction under section BOP(Z){E)(' 7) of Income-tax Act, 1961. .
\

*\ - The emphasfs was on.a temporafy /nvesbnent of funds which were /d/e
funds. "........wasnot mmednate!y required hy the assessee for lendmg

A 4

s q ,]: money to the members, as there was no takers..._.. g
WAL :

% } "' From the dlscussmn above, it |s clear that somety places its ldie funds with Banks °
/

only to withdraw it back into society to render credit facmty to its members and the interest
earned on them is attnbutable to busmess But in many society cases, it is observed that,
interest from banks earned is not from short term investment. There are no lndlcahons of
withdrawing the money for the purpose of rendering credit facilities ‘even aﬁ'.er a longer

period. Most of .the txmes, societies renew such deposits regularly and as such investment :

increases year after year. In such a situation, it is very un-reasonable to call such interest

acing its “idle funds” with any banks temporarily as there were no.takers lmmechately

o etinn 80P(2)(a)(7) of Income—tax act, 1961.

12.2 However, interest earned on long term i r.e. for more man four quarters of bhe

~ year, |s to be assessed as “incomé from other sources Interest on such “mvestmenrs" is

purely income from other sources and that mterest earned year after year from the deposits
cannot be “attnbumbie" to rendenng credit facrhtles to its members Income earned on

deposrts which were not utilized to render credlt facshtles to its members dunng any quarter

of the year and deposns thch were more than one vyear, I consider as Income on

Jbe attributable to the business income of soaety and 1t is eilgnbie for deduchon under

T ..rt_earned on such investment as “attnbutable to business” of soc:ety For this f'act Iam of the_ :
ol '-op{nlon, from the above judgment of f-lcn’bie Hrgh Cuwt that any mterest eamed by Society -

investments which clearly fall under the head “Income under Other source”, Ailowmg .

further deduction under sec:nonl 80P(2)(a)(i) on such interest, I feei defeats the purpose of
very provisions of section 80P(2){a)(i) vihich: were brougnt on the stdtute to socxehes WhiCh
run on the principle of mutuality. :

12.3 Interest income received from a Co-operet.ve souety is eizgzbie fﬁr deducticn u-':der
section 80P(2)(d). In the instant case, the assessee has placed its anvestmmf with
/ishwanath Sugars Ltd. and not in & & co-operative Sooety Arcord;ngfy, the AO con wsidered

[
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interest income for dlsallowance of 80P on lnl:erest ancome eamecl from long term deposits .,
placed with Vishwanath Sugars Ltd. of Rs 25,01,300}- While * dlsallowmg the ;nterest-"
income, the AO has allowed propomonate expenses ;ncurred for earmng such interest. As
discussed above, the AQ has brought to tax the net taxable income under mcome from :
other sources which is in accordance with law. As the AO has already allowed proporhonate
expenses on interest income earned. from fong term. clepos:ts further. allowance does not

. arise, I.find. the AQ's order is in \accordance with law ancl the: add»tron made of
Rs.25,01,300/- on thls issue stands Conf'rmed fik , i

4. The Revenue vehemently argued during the course of
hearing that since assessee has derived the impugned interest
income from long term deposits made with M/s. Vishwanath Sugar
Ltd., it does not deserve the impugned deduction as the said
interest payer was not a member of the society. I find that the issue
of such a membership is no more res integra in the light of hon’ble
apex court recent landmark decision in Mavilayi Service Co-
operative Bank Ltd., vs., CIT [2021] 431 ITR 1 (SC) wherein their
lordships have rejected the Revenue’s identical stand seeking to
create a distinction between nominal and regular members of an
eligible society. This is not the Revenue’s case raised during the
course of hearing that M/s. Vishwanath Sugars Ltd., is otherwise
not a member of this assessee society or its membership violates
the provision of the Karnataka state co-operative law, in any
manner, whatsoever. The impugned section 80P deduction

disallowance is deleted therefore.

S. No other ground or argument has been raised during

the course of hearing.
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ITA.No.260/Pan/2019 & ITA.No.296/Pan/ 2019 Bellad Bagewadi
Krishi Seva Sahakari Sangh Ltd., Hukkeri. Karnataka.

6. This assessee’s appeal is allowed in above terms.

Sd/-
[SATBEER SINGH GODARA]
JUDICIAL MEMBER

Pune, Dated 21st November, 2022

VBP/-

Copy to

1. The appellant

2. The respondent

3. The Ld. CIT(A) concerned.

4, The CIT concerned

S. D.R. ITAT, Panaji ‘SMC’ Bench, Panaji
0. Guard File.

/ /By Order//

Assistant Registrar, ITAT, Pune Benches,
Pune.




