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SC discussed the judgments of Delhi HC in Maxopp Investment Ltd. v. 
CIT3 and P&H HC in State Bank of Patiala case. SC held as under with 
respect to applicability of Sec 14A of the Act in the following scenarios:-

Applicability of provisions of Section 14A of the Act in relation to dividend 
income earned in the following scenarios:

Taxpayer is engaged in the business of finance, investment and 
dealing in shares and securities claimed deduction of entire interest 
expenditure against the taxable income. Assessing Office (’AO’) disal-
lowed a portion of it since the taxpayer had earned exempt income 
(dividend).

Taxpayer contended that the investment in securities yielding tax free 
dividend income was made for the purpose of retaining controlling 
interest and ownership of Max India Limited and not to earn any 
income in the form of dividend.

On appeal, Special Bench of Tribunal disallowed the expenditure. On 
further appeal, Delhi High Court (“Delhi HC”) upheld the decision of 
the Tribunal.

On the contrary, Punjab and Haryana High Court (“P&H HC”), while 
dealing with the similar issue for a banking concern, in the case of 
State Bank of Patiala2 held in favour of the assessee allowing for the 
deduction of entire interest expenditure incurred in relation to the 
investments made in group/investee companies.

SC considering the conflicting opinions of various High Courts on the 
same issue, clubbed the appeals filed in different cases by the taxpay-
ers and the revenue authorities.

1. Maxopp Investment Ltd. Vs. CIT [2018] 91 taxmann.com 154 (SC)
2. PCIT vs. State Bank of patiala[2017] 391 ITR 218 (P& H)
3. Maxopp Investment Ltd. Vs. CIT [2012] 347 ITR 272 (Delhi)

4. CIT v. Walfort Share and Stock Brokers P Ltd [2010] 326 ITR 1 (SC)
5. CBDT Circular No. 18/2015, dated 2 November 2015

SUPREME COURT (SC) RULING

Background & Facts of the Case

Issues under consideration

Apex Court Ruling

SC held that even though the taxpayer have acquired shares in order 
to gain control over the investee company, the portion of the expendi-
ture that is attributable to the dividend income earned out of such 
investment should be disallowed under Section 14A of the Act. 

SC held that the “principle of apportionment” shall be applied for the 
purposes of interpretation of the expression “in relation to” used under 
Section 14A and placed reliance on ruling of Walfort Share and Stock 
Brokers P Ltd4.

SC agreed with the Delhi HC judgment in the case of Maxopp Invest-
ment Ltd  and rejected P&H HC’s decision in State Bank of Patiala to 
the extent P&H HC had applied the “dominant intention test”.

SC agreed on the view taken by P&H HC in State Bank of Patiala 
case to the extent it relied on the CBDT Circular5, dated 2.11.2015  
(the “Circular”) and stated that if the motive behind purchase and sale 
of shares is to earn profit, then the income earned would be treated as 
trading profit, however, if the object is to earn dividend income, then 
the taxpayer would be considered to have made an investment into 
the investee company.

SC ruled that where shares are held as stock-in-trade, it becomes a 
business activity of the taxpayer and receipt of any dividend income is 
immaterial. Hence, any expenditure incurred with respect to earning 
such business income shall be allowed for deduction.

SC held that when the shares are held as stock-in-trade, certain 
dividend income is earned, which is exempt under Section 10(34) of 
the Act. The same also triggers applicability of Section 14A of the Act 
and the depending upon the facts of each case, expenses have to be 
apportioned between taxable and non-taxable income and if the AO 
finds it incorrect, it should record satisfaction to such effect before 
applying the theory of apportionment.
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Prior to the introduction of Section 14A of the Act, if an assessee had a 
composite and indivisible business which had elements of both taxable 
and non-taxable income, the entire expenditure in respect of the said 
business was deductible. However, where the business was divisible, the 
principle of apportionment of the expenditure was applicable and the 
expenditure apportioned to the ‘exempt’ income or income not exigible to 
tax, was not allowable as a deduction.

The object behind the insertion of Section 14A reflects the serious attempt 
on the part of Parliament not to allow deduction in respect of any expendi-
ture incurred by the assessee in relation to income, which does not form 
part of the total income.

SC ruling retained the spirit of Section 14A and without making any distinction between a divisible and an indivisible business, has clarified that in 
case of shares held as stock-in-trade/for controlling interest in investee company, interest expenditure needs to be apportioned between the 
dividend income and the taxable income.

TheThe decision has a pervasive impact on Indian corporates since many of them have made acquisitions of other companies through share buyouts 
funded out of money borrowed specifically for the purpose of funding such acquisitions. Corporates which have funded share acquisitions in the 
past through debt and have been claiming the interest cost as a deduction against their taxable profits may have to review their positions.

The said ruling is expected to increase the tax cost for all the holding companies who used to receive dividend income from subsidiaries and asso-
ciates.

It is imperative for taxpayers to consider the disallowance even where shares are held as “stock-in trade” / for investment in investee companies 
and to justify the quantification of the disallowable expenditure by robust documentation and sound principles of apportionment.

For any  query or assistance to  analyse  the impact of  this ruling  on  your businesses,  please  write  back  to  our  tax  department  at 
taxhelpdesk@llca.net

Section 14A – Intention of law makers
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