IN THE SUPREME COURT OF | NDI A
CIVIL APPELLATE JURI SDI CTI ON

CVIL APPEAL NO 447 OF 2003

Commmer. of Incone Tax, Coinbatore .. Appel | ant (s)
Ver sus
Ms Textool Co. Ltd. .. Respondent (s)
ORDER

This appeal, by special leave is directed against
the judgnent, dated 4t" February, 2002, rendered by the
Hi gh Court of Judicature at Madras, in Tax Case No. 267 of
1989. By the inpugned judgnent, the H gh court has
answered the question of law, referred to it by the Incone
Tax Appellate Tribunal, Mdras Bench (for short, “the
Tribunal”) under Section 256(1) of the Inconme Tax Act,
1961, (for short, *“the Act”) at the instance of the

Revenue. The question of law, so referred, was as follows

“...\Whether on the facts and 1in the
circunstances of the case, the Appellate Tribunal
IS right in al | ow ng t he deduction of
Rs. 55, 84, 754/ - being the paynent nade by the
assessee conpany directly to Life Insurance
Corporation towards Goup Gatuity Fund under
Section 36 (1)(v) of the Incocne Tax Act, 19617?"

Material facts relevant for the purpose of the
present appeal nmay be stated thus :
For the assessnent year, 1983-84, for which the

rel evant previous year ended on 30th April, 1982, the
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2
assessee claimed a deduction of Rs. 92,06,978/- as
contribution/provision towards the approved gratuity fund.
As per the breakup of the said anmount, an anmount of
Rs.5,84,754/- was paid as annual premum to the Life
I nsurance  Corporation(“LIC for short); a sum of
Rs. 50,00,000/- was paid to the LIC as initial
contribution in the group Life Assurance Schenme franmed by
the LIC for the benefit of the enployees of the assessee
and the remaining anount of Rs. 36,22,224/- was shown as
provision for initial contribution. It is common ground
that assessee conpany's gratuity fund, viz., the Textoo
Conmpany Ltd. Enployees Goup Gatuity Fund was approved by
the Comm ssioner of Incone Tax, coinbatore, we.f. 25t
February, 1983. Wiile conpleting assessnent, t he
Assessing O ficer allowed a deduction of Rs. 36,22,224/-
under Section 40A(7) of the Act. However, deduction for
the balance amount was disallowed on the ground that
paynment towards the gratuity fund was nmade by the assessee
directly to the LIC and not to an approved gratuity fund
and, therefore, it was not allowable wunder Section
36(1)(v) of the Act.
Bei ng aggrieved, the assessee preferred appeal to

the  Conm ssi oner of Income  Tax  (Appeal s). The



Comm ssioner observed that the initial paynent of
Rs. 50, 00, 000/- and the annual premum of Rs. 5,57,943/-
was nmade by the assessee directly to the LIC instead of as
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3 :

a contribution towards the approved gratuity fund; the LIC
had accepted the said paynent on behalf of the Goup Life
Assurance Schene for the exclusive benefit of the
enpl oyees of the assessee under the policy issued by it.
Upon perusal of the original Mster policy issued by the
LIC, the Conmm ssioner recorded his satisfaction that the
initial contribution as well as annual prem um had been
credited by the LIC to the Goup Life Assurance Schene on
behalf of the Textool Conpany Ltd. Enpl oyees G oup
Gratuity Fund only, neaning thereby that the insurance
policy had been taken in the name of the approved gratuity
fund only; this fund was shown as the payee in the
policy; vide its letter dated 20t" Novenber, 1985,
addressed to the |I.A C, the assessee had confirnmed that
in the subsequent assessnment years, they had contributed
funds to the Enployees Goup Gatuity Fund and the
trustees in turn had nmade paynent to the LIC in respect of
the Textool Co. Ltd.; Enployees Goup Gatuity Assurance
Schene under the said policy and it was only the initial

paynment and first annual prem um had been made directly



to the LIC against the said policy. The Conmm ssioner was
t hus, convinced that by making paynent of the anmounts in
question directly to the LIC, the assessee had not
violated any of the conditions stipulated in Section 36
(1) (v) of the Act. Accordingly, the Commi ssioner cane to
t he conclusion that since, on the facts of the case, the
L4 -
4
obj ective of t he fund was achi eved, a narr ow
interpretation of the provision would be straining the
| anguage of Section 36(1)(v) of the Act so as to deny the
deduction clainmed by the assessee. Consequently, the
Commi ssi oner allowed the said anpbunt of Rs. 58,84, 754/- as

deduction for the rel evant assessnment year.

Being dissatisfied with the view taken by the
Commi ssioner, the Revenue took the wmatter in further
appeal to the Tribunal. Relying on its earlier decision
in the case of Jananbikai MIls Ltd, the Tri bunal
di sm ssed the appeal .

As stated above, by the inpugned order, the afore
extracted question, referred at the instance of the
revenue, has been answered by the H gh Court in favour of
the assessee. Wiile answering the question, the High

Court has observed as foll ows :



“I'n our opinion, the Comm ssioner of Income
Tax (Appeals) as well as the Tribunal have
correctly held that nerely because the paynents
were made directly to the LIC, the conpany could
not be denied the benefit under Section 36(1)(v)
and the anount had to be credited in favour of the
assessee. Both the Comm ssioner (appeals) as well
as the Tribunal have correctly read the |aw and
have <correctly relied wupon the aforenentioned
Suprene Court j udgnent . In our opinion, since
the finding of fact is that all the paynents nade
were only towards the Goup Gatuity Fund, there
woul d be no question of finding otherw se.*
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Learned counsel appearing on behalf of the Revenue
has submtted before us that the provisions of Section
36(1)(v) of the Act have to be construed strictly and for
claimng deduction, <conditions laid down in Section
36(1)(v) of the Act nust be fulfilled. It is urged that
since during the relevant previous year the contribution
by the assessee towards the gratuity fund was not in an
approved gratuity fund the H gh Court was not justified in
affirming the view taken by the Comm ssioner as also by
the Tribunal while answering the reference in favour of
the assessee. However, on a query by us as to whether the
contribution nade by the assessee in the approved gratuity
fund credited by the LIC for the enployees of the assessee

and ultimately the entire anmount deposited with the LIC



canme back to the fund created by the assessee for the
benefit of its enployees and approved by the Comm ssioner
w. e.f. 25th February, 1983, or not, |earned counsel is not
in a position to make a categorical statenent in that

behal f.

Havi ng considered the matter in the light of the
background facts, we are of the opinion that there is no
merit in the appeal. True that a fiscal statute is to be
construed strictly and nothing should be added or
subtracted to the | anguage enployed in the Section, yet a
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strict construction of a provision does not rule out the
application of the principles of reasonable construction
to give effect to the purpose and intention of any
particular provision of the Act. (See : Shri Sajjan MIIs
Ltd. vs. Conm ssioner of Income Tax, MP. & Anr. (1985)
156 | TR 585). From a bare reading of Sectin 36(1)(v) of
the Act, it is manifest that the real intention behind the
provision is that the enployer should not have any contro

over the funds of the irrevocable trust created



exclusively for the benefit of the enployees. In the
instant case, it is evident from the findings recorded by
the Conm ssioner and affirmed by the Tribunal that the
assessee had absolutely no control over the fund created
by the LIC for the benefit of the enployees of the
assessee and further all the contribution mde by the
assessee in the said fund ultinmately came back to the
Text ool Enpl oyees Gatuity Fund, approved by the
Conmi ssioner with effect fromthe foll ow ng previous year.
Thus, the conditions stipulated in Section 36(1)(v) of
the Act were satisfied. Having regard to the facts found
by the Comm ssioner and affirmed by the Tribunal, no fault
can be found with the opinion expressed by the Hi gh court,
warranting our interference.

LT -

Resultantly, the appeal is dismssed with no order

as to costs.



[ RM LODHA ]

NEW DELHI ,
SEPTEMBER 09, 2009.



