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Recently, the Supreme Court in the case of Reliance 
Industries Ltd.1 (the taxpayer) dealt with various 
issues including the allowability of interest on capital 
borrowed under Section 36(1)(iii) of the Income-tax 
Act, 1961 (the Act).  
 
In the instant case, the taxpayer is engaged in the 
business of oil exploration, petrochemicals, 
polyester, fibre intermediate textiles, generation and 
distribution of power, operation of jetties, 
investments, etc.   
 
Key issues raised2 before the High Court were as 
follows: 

 Whether the Tribunal was right in holding that 
interest of INR4.39 crore being the interest 
referable to funds given to subsidiaries is 
allowable, when this interest would not have 
been payable to banks, if funds were not 
provided to subsidiaries? 
 

 Whether the Tribunal was right in deleting the 
disallowance made by the Assessing Officer 
(AO) under Section 14A of the Act of interest on 
funds utilised for exempt investment on the basis 
that own funds are more than investments 
made? 

The High Court observed that the view of the AO is 
ex facie contrary to the settled principle that a 
presumption would arise that the investment would 
be out of the interest free funds generated or 
available with the company. Then, interest 
expenditure was deductible under Section 36(1)(iii) 
of the Act. The Tribunal held that the interest free 
fund available to the taxpayer is sufficient to meet its 
investment. It can be presumed that investments  

_______________ 
 
1 CIT v. Reliance Industries Ltd (Civil Appeal No. 10 of 2019) 
2  The tax department had raised several issues before the High Court like 
allowability of pre-operative expenditure, deduction under Section 80M, 
option to claim depreciation, transfer pricing, etc.  

were made from interest free funds available with the 
taxpayer. This position clearly emerges from the 
records. The High Court also observed that the 
Tribunal had followed the earlier view and there was 
nothing contrary in the factual material brought on 
record by the tax department. In such circumstances, 
the concurrent view on the disallowance of interest 
was reversed and the appeal of the taxpayer to that 
extent was partly allowed. However, the High Court 
observed that no substantial question of law was 
arising from such a view of the Tribunal. 
 
The tax department filed an appeal before the 
Supreme Court on several issues like allowability of 
interest on borrowed capital under Section 36(1)(iii) 
of the Act, option to claim depreciation, allowability of 
pre-operative expenditure, deduction under Section 
80M of the Act and transfer pricing. With reference to 
Section 36(1)(iii) of the Act, the question before the 
Supreme Court was whether the High Court is 
correct in holding that interest amount being interest 
referable to funds given to subsidiaries is allowable 
as deduction under Section 36(1)(iii) of the Act when 
the interest would not have been payable to banks, if 
funds were not provided to subsidiaries. 
 
The Supreme Court observed that the said issue was 
a pure question of fact. The High Court had noted 
the findings of the Tribunal that the interest-free 
funds available to the taxpayer were sufficient to 
meet its investment. Hence, it could be presumed 
that the investments were made from the interest-
free funds available with the taxpayer. The Tribunal 
had also followed its own order for AY 2002-03. 
Accordingly, the Supreme Court did not find any 
reason to interfere with the decision of the High 
Court on this issue.  
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With respect to the issues on option to claim 
depreciation, allowability of pre-operative 
expenditure, deduction under Section 80M of the Act 
and transfer pricing, the Supreme Court set aside the 
High Court decision and restored back these matters 
to the High Court to facilitate a fresh exercise. 

Our comments 
 
In some of the cases3

, the Courts have held that if 
there are funds available both interest free and loans 
taken, then a presumption would arise that 
investments would be out of the interest free funds 
generated or available with the company, if the 
interest free funds were sufficient to meet the 
investments and, therefore, interest was deductible 
under Section 36(1)(iii) of the Act.  

In the instant case, the Supreme Court observed that 
the High Court had noted the findings of the Tribunal 
that the interest-free funds available to the taxpayer 
were sufficient to meet its investment. Hence, it could 
be presumed that the investments were made from 
the interest-free funds available with the taxpayer.   

Various issues were raised before the Bombay High 
Court including an issue dealing with the disallowance 
of expenditure under Section 14A of the Act. However, 
the High Court had not admitted most of those issues. 
Further the issue on the disallowance of expenditure 
under Section 14A of the Act was not raised before 
the Supreme Court. 
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3 CIT v. Reliance Utilities & Power Ltd. [2009] 313 ITR 340 (Bom), CIT v. 
Gujarat State Fertilizers & Chemicals Ltd. [2013] 358 ITR 323 (Guj), CIT v. 
Amod Stamping (P.) Ltd [2014] 45 taxmann.com 427 (Guj) 
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