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Commissioner of Income Tax v. Sambandham Spinning Mills
Ltd. and Mallur Siddheswara Spinnings Mills Ltd.
TC(A) Nos. 368 to 372 of 2007

TCA368 to372/2007 (2007-04-18) | 2007-04-18

Historical machinery-replacement relief and interest deduction upheld; findings on own
profits and employee hospital benefits were material.

31 | 36(1)(iii) | 260A

High Court of Judicature at Madras | Division Bench | Justice P.D. Dinakaran | Justice P.P.S. Janarthana Raja

Assessment years: 2000-01, 2001-02, 2002-03

Scope of this order

The challenged replacement-expenditure and interest deductions remained allowed.

01 FACTS OF THE CASE

Five Revenue appeals concerned two spinning companies. Replacement costs had been amortised over eight
years in the books but claimed for tax in the year incurred. Interest was also disallowed on alleged diversion to
SPMM Hospital/Trust; the appellate authorities found advances came from profits, not the borrowings.

Source: PDF p. 2

https://akhb.ai/judgments/high-courts/hc-mad-2007-04-18-20070418-hcma011152512007.pdf#page=2
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02 DISCUSSION BY THE HON'BLE COURT

The Court followed Janakiram Mills on replacement expenditure. Separately, it upheld concurrent findings on
the source of hospital advances and found commercial expediency in concessional medical treatment for
employees and their families, referring to S.A. Builders.

Source: PDF p. 8

03 JUDICIAL DECISION

All five tax appeals and connected miscellaneous petitions were dismissed.

Source: PDF p. 9

04 OUTCOME / IN WHOSE FAVOUR

The challenged replacement-expenditure and interest deductions remained allowed.

Source: PDF p. 9

https://akhb.ai/judgments/high-courts/hc-mad-2007-04-18-20070418-hcma011152512007.pdf#page=8
https://akhb.ai/judgments/high-courts/hc-mad-2007-04-18-20070418-hcma011152512007.pdf#page=9
https://akhb.ai/judgments/high-courts/hc-mad-2007-04-18-20070418-hcma011152512007.pdf#page=9
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05 EXPERT COMMENTS

Keep the historical replacement reasoning qualified — The machinery issue was resolved by the then Janakiram
Mills approach. This note records that result without certifying the subsequent treatment of that authority or a
present-day blanket deduction for replacement machinery.

Trace funds before inferring diversion — The concurrent finding was that advances came from profits while
borrowings financed fixed assets. This factual basis is distinct from simply assuming that any profitable company
can never divert borrowings.

Identify the business benefit rather than the relationship alone — The hospital arrangement benefited employees
and families through concessional treatment. The Court’s commercial-expediency conclusion rests on that nexus,
not merely on the recipient being a sister concern or trust.

Source: PDF p. 8
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