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ACT:

Income Tax Act, 1922: s. 14(3)(iii). Income Tax Act,
1961: S. 80P (2) (d) - - Assessee- - Apex Cooperative
Soci ety--Cash security--Furnished to nanufacturer Coopera-
tive Society wunder agency agreenent--Loans advanced to

nmenber cooperative soci eties for carrying on
busi ness- - \WWet her i nvest ments- | nt er est ear ned
thereon--Wether entitled to exenption fromtax.

Wor ds and Phr ases: “I'nvest nent’ -- Meaning of --s.

14(3)(iii), Income Tax Act, 1922.

HEADNOTE:

Clause (iii) of Section 14(3) of the Incone Tax Act,
1922 exenpts interest and dividends derived by a cooperative
society from its investnents with any other -cooperative
soci ety, from paynent of tax.

The respondent-assessee, an apex body having as its
menbers various District Co-operative Societies, District,
Co-operative Banks and sone Governnent and ot her co-opera-
tive Societies within the State of U P., was appointed  as
one of the whol esal e deal ers under clause (1) of the _agency
agreenent entered into with a co-operative sugar factory for
di stribution of sugar produced by the latter .during the
crushing seasons 1958-59 and 1959-60. Sinultaneously wth
the execution of the agreenent it furnished a cash security
of Rs. Two | akhs to the nanufacturer under clause (20) of
the said agreenment for the period of two years, which was to
carry interest at the rate of 4 1/2 per cent per annum

In pursuance of a separate agreement entered into be-
tween it and the State CGovernnent the assessee undertook to
arrange for lifting, handling, storing and distributing to
the retailers the stock of sugar rel eased by the Governnent
of India. In an yet another agreenent entered into between
the assessee and menber societies the latter undertook to
work as agents for the whol esale distribution of sugar in
their districts. Since they were not in a position to ar-
range the entire finance for the business the assessee
agreed to arrange for the sanme. The noney thus invested in
the business was to earn interest at the rate of 6 per cent
per annum
587
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In the accounting year in question the Income Tax Ofi-
cer rejected the claimof the assessee for deduction, on
ground of statutory exenption under s. 14(3) of the Act, of
the amounts of interest received respectively from the
cooperative Sugar factory on the cash security deposit and
from nenber societies on tenporary |oans advanced for fi-
nanci ng business. The Assistant Appellate Conmi ssi oner
rejected assessee’'s contention. The Appellate Tri buna
rejecting the former claimtook the view that the amunt of
i nterest received on cash security furnished by the assessee
for carrying on the sugar agency business could not be said
to be interest fromsecurities or investnents as understood
under s. 14(3)(iii) of the Act. Rejecting the latter claim
it held that the ampbunt on which interest had been earned
did not constitute investnent and, therefore, was not cov-
ered by s. 14(3)(iii) of the Act. But the Hi gh Court accept-
ed the claimin regard to both the anpunts.

Di sposing of the appeal by the Revenue, the Court,

HELD: ~ 1.1 The Tribunal did not err in holding that the
amount r'eceived as interest on the cash security from the
cooperative sugar factory was not covered under S.
14(3)(iii) of the Income Tax Act, 1922. [591B]

1.2 The High Court failed to take note of the fact that
the sumof Rs. Two | akhs had been given a security and the
arrangenent entered into between the assessee and the coop-
erative sugar factory stipulated paynent of interest of 4
1/2 per cent per annum This sum was repayable to himon the
expiry of the period fixed in the agreenent after adjustment
of accounts. It could not, therefore, be said to be an
investment. The ampunt of interest earned thereon thus
represented only interest on the security deposit and could
not be mxed up with the other suns received by the assessee
in course of carrying on its business: It was not available
to be exenpted. [589G 590F]

2.1 The anpunt of interest received by the assessee on
advances to its nenbers was incone from sugar business and
was, therefore, exenpt under s. 14(3)(iii) of the Act.
[ 5958B]

2.2 The noney provided by the assessee was by way of
i nvestment with other cooperative societies. If this nopney
had not been made avail abl e the business as stipulated under
the schene coul d not have been carried out and perhaps there
woul d have been no business. This funding to other coopera-
tive societies was necessary to generate profits, and under
the agreenent interest has been earned. The H gh Court was,
588
therefore, right inits conclusion that no tax was payable
on this incone from sugar business. [594F-(F

JUDGVENT:

Cl vl L APPELLATE JURISDICTION. Givil Appeal No.
1228( NT) of 1975.

From the Judgnent and Order dated 29.11.1973 of the
Al | ahabad High Court in I.T. Reference No. 842 of 1971.

V. Gauri Shankar, Ms. A Subhashini, C.V.S. Rao, WMs.
Sushma  Suri, P. Parmeshwaran and M K. Sashidharan for the
Appel | ant .

Hari sh N. Sal ve and Parveen Kumar for the Respondent.
The Judgrment of the Court was delivered by

RANGANATH M SRA, J. This appeal at the instance of the
Revenue is by special |eave. Two questions out of six re-
ferred by the Income Tax Appellate Tribunal, Allahabad,
survive for consideration in this appeal and these are:
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(1) Wether on the facts and in the circunstances of
the case, and on a true interpretation of the agreenent, the
Tribunal erred in holding that the sumof Rs.9,000 received
as interest from Bazpur Cooperative Sugar Factory Ltd. is
not covered under Section 14(3) of the Income Tax Act?

(2) Whether on the facts and in the circunstances of
the case, and on a true and correct interpretation of the
various clauses of the agreenent, the sumof Rs.51,295 and
Rs. 58,937 received as interest on advances would not be
assessee’'s inconme fromcoal and sugar business and would
thus be exenpt under Section 14(3) of the Incone Tax Act,
19227

At the hearing it has been clarified by counsel for both
parties that in the second question referred to above, the
di spute is confined to the sumof Rs.51,295 only.

The rel evant assessnent year is 1961-62 corresponding to
the accounting year ending with 30th June, 1960. The asses-
see s a cooperative society registered under the Coopera-
tive Societies Act, 1912. This being an apex body, its
nmenbers are various District Cooperative Societies, District
Cooper ati ve Banks and sonme Govern-

589

ment and other cooperative societies within the State of

Utar Pradesh. The principal object of the Society is to

regulate the distribution and supply of itens |ike coal

sugar, cloth etc. through the nenber cooperative societies.

In the year in question, the assessee inter alia main-
tained that the incone earned on the various advances nade
by it to the nenmber societies was entitled to exenption
under Section 14(3) of the Inconme Tax Act, 1922. The Incomne
Tax O ficer while rejecting the claimof deduction on the
ground of exenption on several heads included interest of
Rs. 9,000 received from Bazpur Cooperative Sugar Factory Ltd.
and a sumof Rs.51,295 received by way of interest. from
various cooperative societies ontenporary |oans for financ-
ing sugar business at the rate of 6 per cent on the anpunt
given as loan as taxable itens. The two questions which have
survived for decision in this appeal relate to refusal of
these two deductions on the ground of statutory  exenption
The stand of the assessee had not been accepted by the
Appel  ate Assistant Conmi ssioner and the Income Tax Appel -
[ate Tribunal but the H gh Court has accepted the claim in
regard to both the anopunts.

The High Court dealing with the amount of Rs.9, 000 hel d:
"The Tribunal considered the claimfor _exenp-
tion in respect of anmpunt of Rs. 9,000 received
by the assessee fromthe Bazpur Cooperative
Sugar Factory and held that this [ represented
the interest received on the cash security of
Rs. 2, 00, 000 whi ch was furnished by the asses-
see for carrying on the sugar agency business,
and as such it could not be said that it was
interest from securities or interest from
investments and as such rejected the claim
made in respect of this anpbunt under Section
14(3)(iii) of the Act."

The Hi gh Court considered the exigibility of the sum of
Rs. 9,000 to tax anal ogously with the taxability of the other
sum and did not pointedly take note of the fact that the sum
of Rs.2,00,000 had been given as security and the arrange-
nment entered into between the assessee and the Bazpur Coop-
erative Sugar Factory stipulated paynent of interest of 4
1/2 per cent per annum

We may refer here to clauses (1) and (20) of the agency
agr eenent :
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"1. That the manufacturer her eby
appoi nts the Agent as one of their two agents
for the whole of the Indian Union for the sale
of sugar produced by the manufacturer during
the crusing seasons 1958-59 and 1959-60 and
the Agent hereby agrees to act as such agent
in the said area on the terns nmentioned here-
in. The manufacturer hereby undertakes not to
appoint nore than two agents as aforesaid. "

"20. The Agent shall simultaneously
with the execution of this agreenent furnish a
cash security of Rs. Two | akhs to the manufac-
turer for a period of two years (irrespective
of previous determi nation of the agreenment for
any cause whatsoever) to ensure against due
conpliance by the agent of the terns hereof;
such security shall carry interest at the rate
of 4 1/2 per annum_ Such security shall be
repayable wth interest to the agent wthin
one nonth of “the expiry of the period fixed in
the agreement -after adjustment of accounts
between the parties. The manufacturer shal
have ‘the option to realise from the said
security noney all |osses suffered and/or
expenses incurred and not paid by the Agent in
pur suance of the provisions of ‘this agreenent.
If the said security shall fall short of Rs.
Two | akhs at any tine, the deficiency therein
shal | be made good by the Agent within 15 days
of the notice inwiting fromthe manufactur-
er."

The amount of Rs. 9,000 thus represented only interest on
the security deposit and could not be mixed-up wth the
ot her sums received by the assessee in course of carrying on
its business. W do not think the Hi gh Court was fight in
concl uding that this amunt of Rs. 9,000 was avail able to be
exenpted under any of the clauses of Section 14(3) of the
Act .

Admittedly, the assessee’s claimdoes not cone under
clause (i) of Section 14(3). Unless this sumis covered by
Section 14(3)(iii), there would be no exenption. The sum of
Rs. Two |akhs given as security in terns of the agreenent
was not an investnent and, therefore, the anmount of Rs. 9,000
recei ved by way of interest does not cone withinthe purview
of clause (iii). M. Salve for the assessee respondent has
fairly conceded that it would be difficult on his part to
press the claimof the assessee for exenption in respect of
this sum The conclusion of the H gh Court in regard to' this
anmount has, therefore,

591
tO be reversed and the stand of the Revenue to the effect
that this anpbunt represents taxable incone has to be accept-
ed.

Qur answer to the first question, therefore, is that on
the facts and in the circunmstances of the case and on a true
interpretation of the agreenent, the Tribunal did not err
in holding that the sumof Rs.9,000 received as interest
from Bazpur Cooperative Sugar Factory Ltd. was not covered
under Section 14(3) of the Incone Tax Act.

We shall now deal with the other question. Dealing wth
it the Hi gh Court stated:

"The facts relating to the case for
exenption in respect of the two anounts of
Rs. 51,295 and Rs .58,937 (the second anount is
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no nore in dispute) covered by question No. 3
nmay be stated. W shall begin by referring to
facts relating to advances nmade in relation to
the sugar business. The assessee was appoi nted
as one of the whol esal e dealers for distribu-
tion of sugar in this State. It had, in pursu-
ance of an agreenent entered into between it
and the State Governnent. to arrange for
lifting, handling,. storing and distributing
to the retailers the stocks of sugar released
by the Governnent of India. The District
Cooper ative Devel opment Federations of Deori a,
Garhwal , Tehri Garhwal, Pilibhit, Etawah and
Al | ahabad, entered into agreenents wth the
assessee to work as agents for the whole sale
di stribution of sugar in their Districts. A
sample of the agreenment entered into between
t he assessee and these various District Coop-
erative Devel opnent. Federations ce The
assessee was to make necessary investnments by
way of paynent of price of sugar to be pro-
cured fromthe factories and also to pay the
admi ni strative charges incurred for the dis-
tribution of sugar. This adm nistrative charge
was, 'however, recouped by the agents and paid
over to the assessee. The delivery of the
sugar from the various factories was to be
taken ‘by the wvarious District Cooperative
Devel opnent Federati ons which had entered into
agreements with the assessee on behalf of the
assessee -as soon as the release -orders were
i ssued by the Governnent of India. The sugar
so received was to be stored in godowns and
was to remmin under the custody of Godownkeep-
ers of the assessee or the bankers of the
assessee. The salaries of the Godown-keepers
and the Chowki dars
592
appoi nted for safe custody of the  stocks of
sugar were to be paid by the agents ..... "
"The sugar so stored was to be re-
| eased to the agents as and when required by
themon full paynent of its price at the rate
fixed by the State Governnent or the District
Magi strate concerned. The stocks of “sugar
taken over by the agents was to be sold by
themto retailers, and permtholders who were
to be nomnated by the District Magistrate or
the officer authorised by him . The whole
salers’. margin on the sugar sold for the
peri od begi nning Septenber 1959 onwards with
whi ch we are concerned was Rs.2.06 Naya | Pai sa
per bag. The share of the assessee and the
District Cooperative Devel opnent Federations
in this amount is set out in clause 18 of the
agreenment ..... "
The Hi gh Court extracted the terms and cane to hol d:
"It appear froma letter dated 30th Septenber,
1959, that the various District Cooperative
Devel opnent Federations were not in a position
to arrange the entire finances for the busi-
ness and accordingly the assessee agreed to
arrange for finances of the business on cer-
tain terns and conditions. The terns and
conditions on which the finances were to be
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arranged may be extracted:

(5) The noney invested in the business wll
earn interest at 6 per cent per annum

“I't will be seen that noney which the assessee
made available to the District Cooperative
Devel opnent Federati ons

was to be utilised for the purchase of the
stocks of sugar which the District Cooperative
sol d as agents of the asses-

593

see. In the accounting, year in question, the
assessee realised the followng anobunts of
interest fromthe District Cooperative Devel-
opnent Federations nentioned bel ow

Name Anmount
i) District Cooperative Devel opnent
Federati on Ltd., Deori a.
4,694. 16
ii) District Cooperative Devel oprment
Federati on Ltd., Gar hwal .
15, 797. 60
iii) District Cooperative Devel opnent
Feder ati on Ltd., Tehri Gar hwa
5, 557.'50
iv) District Cooperative Devel opnment
Feder ati on Ltd., Etawah.
2,984. 24
v) District Cooperative Devel opnent
Federati on Ltd., Pilibhit.
2,616.21
vi) District Cooperative Devel opnent
Federati on Ltd., Al'l ahabad.
19, 645. 53
Tot al : 51, 295. 24

Di spute covered by the second question to be answered is
over this amount. The Incone Tax O ficer as also the two
appel late authorities relying upon the decisions’ of the
Bonbay Hi gh Court in Sir Chinu Bhai Madav Lal v. Commi ssion-
er of incone Tax, 37 I.T.R 210 and Conmi ssi oner of /Incone
Tax, Bombay City v. Bonmbay State Cooperative Bank Ltd., 59
I.T.R 31 held that the anpbunt on which interest ~had been
earned under the agreenent did not constitute investnent
and, therefore, was not covered by Section 14(3)(iii) of the
Act .

Section 14(3) provides that tax shall not be payable by
a cooperative society in certain situations. Cause (i)
under its six sub-clauses refers to specific classes of
cooperative societies in whose case there is ‘total exenp-
tion. Clause (ii) exenpts incone in respect of profits and
gai ns of business of cooperative societies not covered by
clause (i) upto Rs. 15,000. Clause (iii) exenpts “interest.
and dividends and incone derived frominvestnments with any
ot her cooperative society. C ause
594
(iv) exenpts income derived fromletting of godowns  or
war ehouses for storage, processing or facilitating the
marketing of commodities while C ause (v) exenpts interest
on securities chargeabl e under Section 8 or any income from
property chargeabl e under Section 9, where the total income
of the cooperative society of specific type mentioned there-
in does not exceed Rs. 20, 000.

There can be no dispute on the conclusion reached by the
Hi gh Court that the nobney provided by the assessee was by
way of investnent. In fact, if this noney had not been made
avai | abl e the business as stipul ated under the schene could
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not have been carried out and perhaps there would have been
no business. "Investment" has not been defined in the Act.
P. Ranmanatha Aiyar’'s The Law Lexicon, (Reprint Edition 1987)
states:

"The terminvest is used in a sense
broad enough to cover the | oaning of the noney
but is not restricted to that node of invest-
nent or |oans nade on comercial paper. The
word invest has been judicially defined as
fol | ows:

"To place property in business; to
place so that it will be safe and yield a
profit. It is also commonly understood as
giving noney for sone other property (as)
i nvesting funds on | ands and houses. |Invest-
ment means i n _conmon parlance, putting out
noney on interest, either by the way of | oan,
or- by the purchase of income produci ng proper-
ty .7

In the facts of the present case the noney provided by
the assessee was necessary to run the business and generate
profits; under the agreenment interest has been earned. In
the peculiar situation appearing in the case as found by the
Hi gh Court the provision of nobney by the assessee, the
purpose for which/the noney was provided, the stipulation
for earning of interest, were relevant considerations to be
taken into account and it becones difficult to take a view
different fromthat of the Hi gh Court that the funding was
i nvest ment and under. the agreenent interest has been earned.
Admittedly the finding was the cooperative societies. In our
opi nion, therefore, the amount of Rs.51,295 squarely cane
within Section 14(3)(iii) of the Act. The H gh Court, there-
fore, was right in its conclusion that no tax was payabl e on
the said armount. W would like to point out that | under
Section 14(3) provision has been nade to extend certain
advantages to the cooperative societies in order that the
| egi sl ative purpose of providing(incentive to the /coopera-
tive novenent may be fulfilled. The Hi gh Court
595
was right in holding that the provisions contained in Sec-
tion 14(3) should be liberally construed.

Qur answer to the second question, therefore, is on-the
facts and in the circunstances .of the case and on a true
and correct interpretation of the various clauses of the
agreenment, the sumof Rs.51,295 received ~as interest on
advances in the assessee’'s income from sugar busi ness was
exenpt under Section 14(3)of the Income Tax Act, 1922.

There shall be no order for costs in this appeal as
success is divided.
P.S. S Appeal di sposed

of .
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