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Aggri eved by the common judgnment dated 29.4.2005 passed by the
Hi gh Court of Judicature at Madras in Tax Case (Appeal) Nos. 53/2004 etc.,
the Departnment has cone to this Court by way of a batch of civil appeals.
For the sake of convenience, we have set out hereinbelowthe facts in the
| ead case of M's Saravana Spinning MIls Pvt. Ltd. (G vil Appeal Nos. 7604-
7605/ 2005) .
2. In this group of civil appeals we are required to decide the extent and
scope of Section 31(i) of the Income Tax Act, 1961 as it stood during the
accounting years ending 31.3.1993 and 31. 3.1994.

3. For this purpose, we quote hereinbel ow Section 31, as it stood during
the rel evant period:

"31. Repairs and insurance of nachinery, plant and

furniture.- In respect of repairs and insurance of

machi nery, plant or furniture used for the purposes of the

busi ness or profession, the foll owi ng deductions shall be

al | owed-

(1) the anmpunt paid on account of current

repairs thereto;

(ii) the anount of any premiumpaid in respect

of insurance against risk of danage or destruction

t hereof . "

4. The facts in Civil Appeal Nos. 7604-7605/ 2005 are as foll ows:

M's Sarvana Spinning MIIls Pvt. Ltd. (the assessee) is 'a textile ml]l

engaged in the manufacture of yarn. For the accounting year ending

31.3.1993, it clainmed deducti on on account of "nobdernisation and

repl acement expenses" anmounting to Rs. 97,95, 755. 00 whereas in the case

of year ending 31.3.1994 it has clainmed Rs. 77,84,047.00 as deduction under

the same head. The question which arises for determnation in this case is

whet her the assessee was entitled to claimthe aforestated amounts as

“current repairs" under Section 31(i). This is the basic controversy in the

above civil appeals. To conplete the chronol ogy of events, it nay be stated

that the assessee clainmed the aforestated ampunts as deduction in its annua

returns. The aforestated figures are nmentioned in the Profit and Loss account

for the year ending 31.3.1994. The return for the assessnent year 1993-94

was filed on 31.12.1993. It was processed under Section 143(1)(a).

Subsequently, a Notice under Section 143(2) was issued to the assessee.

Pursuant to the said Notice, the representative of the assessee appeared. He

contended that during the previous year, the assessee had installed three
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Ring Frames at the cost of Rs. 23,99,855.00. According to the assessnent
order, the assessee clainmed the cost of the new nachi nery as revenue
expenditure on the ground that the expenditure involved should be treated as
current repairs, since the new nachinery was installed only as a repl acenment
of the old machinery, which had becone derelict (see page 93 of the Paper
Book). According to the assessee, the whole Textile MII was a "Plant" and
the Ring Franes was one of the 25 nachi nes which constituted one single
process and, therefore, replacenent of the frames be treated as repl acenent
of part of the Plant/ Total Machinery and not replacenment of a machine. The
claimof the assessee was di sall owed on the ground that the expenditure was
on capital account; that it was not a revenue expenditure as the assessee had
obt ai ned enduring benefit by replacing the old machine with new machi ne.

The claimof the assessee was al so rejected on the ground that the machi ne
repl aced was an i ndependent nachine by itself and that it was not a part or
portion of the other textile machinery (plant) as clainmed by the assessee. The
above argunents of the assessee were rejected by the A O stating, that the
entire mll cannot be construed as Plant/ Total Machinery; that the said R ng
Frames constituted i ndependent and separate nachi nes; that each Franme was
capabl e of independent and specific function and, therefore, it was not
possi bl e tohold that the entire process as one single item of machinery of
which all the others are parts. In this connection, the A O held that the
assessee had replaced the existing old machi nes by new nmachi nes and

thereby it had obtained enduring benefit and, therefore, the expenditure
incurred thereon constituted capital expenditure and not "current repairs".
Accordingly, the assessee’s claimfor deduction was dism ssed.

5. Aggrieved by the said order, the nmatter was carried in appeal to the
CIT(A). By Order dated 24.10.1996 the CIT(A) cane to the conclusion that

the expenditure related to repl acenent of three R ng Frames, which
constituted an integral part of the production systemin a textile mll and,
therefore, replacenent of an item cannot be regarded as installation of
separate nachine. Accordingly, the CIT(A) allowed the appeal and all owed

the expenditure as revenue expenditure.

6. Aggrieved by the said decision of the Appellate Authority, the
Department carried the matter in appeal to the Tribunal, which took the view
that different segnents of a textile mll are integrated parts of a continuous
process and the expenditure incurred on replacenent of the machines in any
segnent of the plant should be treated as revenue expenditure. Accordingly,
the appeals filed by the Departnent stood di snissed.
7. Aggri eved by the decision of the Tribunal, the matter was carried in
reference to the Division Bench of the Madras H gh Court. The H gh Court
has given a comon judgnent in this batch of civil appeals. There are
di fferent assessees including Ms Saravana Spinning MIls Pvt. Ltd.. Apart
fromRi ng Franes, different assessees have cl ai med deduction for other
Itenms |ike sinplex machi nes, doubling machi nes, cone w nders, card
conversi on equi prents. Each of these itens have been treated by the
Department as i ndependent nmachines in the ml|l.At this stage, suffice it to
state that the H gh Court had affirned the decision of the Tribunal by
holding that textile mlls in Tam | Nadu have been cl ai m ng deduction on
account of purchase of new machi nery as revenue expenditure where the
purchase was as a part of nodernisation programe and where the purchase
was concerning replacement of old nmachinery. This answer was given by the
Hi gh Court in para 6 of its judgment with reference to the question framed in
para 5. W quote hereinbelow para 5 of the said judgnent.
"The point for consideration is, whether the
noderni zation/current/repair expenditure is allowable as
"revenue expenditure", as clained by the assessees or the
repl acenent of cards/ bl ow room nachi nery/ conbi ng
machi nery etc., are to be considered as "capita
expendi ture", as clainmed by the Revenue?"

(enphasi s suppli ed)
Wi | e di sposing of the appeals, the High Court had relied upon the report of
South India Textile Research Association ("SI TRA"), Coinbatore. Placing
reliance on the said report, the Hi gh Court held, that the process of
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converting fibre to yarn was one continuous interlinked process; that the
out put fromvarious internediate stages of production (Carding, Conbing,
Draw Franme Silvers and Roving) cannot be sold or narketed or used for any
ot her purpose and, therefore, according to the H gh Court, the entire textile
mll should be considered to be as one continuous process plant comrenci ng
fromthe blow roomto the winding section. In the context of the R ng Frane
the H gh Court held by placing reliance on the report of SITRA that Ring
Frame cannot work independently, but it can work only as a part of spinning
unit. According to the H gh Court, all the above itens of machines put
toget her woul d anpbunt to one conplete textile mll which is capabl e of
manuf acturing yarn. According to the High Court, all the above itens of
machi nes, though independent, are part of an integrated textile mll and,
therefore, the expenditure incurred on replacenent of any one of the above
itenms of machine was an expenditure incurred to nmaintain production

wi t hout breakdown and, therefore, the assessee was entitled to claim
deduction for the said expenditure as revenue expenditure under Section
31(i). Accordingly, the H gh Court has affirnmed the view expressed by the
Tri bunal. Hence, these civil appeals.

8. The i ssue before us is whether the expenditure incurred by the
assessee for nodernisation and repl acenent canme within the connotation of
the words "current repairs™ in Section 31(i).

9. Bef ore anal ysing Section 31(i) of the Incone-tax Act, we nust | ook at
the process of manufacture and the conposition of a textile mll in the broad
sense. Broadly, a/'textile mll manufactures different varieties of yarns,
nanely, Cotton Yarn, Mel ange Yarn, Col our Mel ange, Pol yester Viscose

Yarn and the process of manufacture goes through various
Segnent s/ Di vi sions.. 'The first Segment is the Bl ow Room The function of
the Blow Roomis to clean the raw cotton thoroughly before it is fed to the
Cardi ng Departnent. The function of the Carding Departnent is to renpve
the waste in the cotton received fromthe Bl ow Room |n the Carding
Departnment there are individual carding nmachines. They are equi pped with
Aut ol evel ers to produce silver. The carding nachi ne renoves neps forned

in the blow roomline during the process. The cardi ng nmachi ne produces
Silver for better quality of yarn. This Silver produced in the Carding
Department is carried to the Conbing Departnent, for manufacturing

Conbed Yarn. After the carding operation, the inmpurities present in the
Silver will be renoved in the Conbing Departnment. ~“That silver which is
produced in the Conbing Departnment will pass through the Draw Franes

used in the Drawi ng Departnent in order to obtain parallel fibers. These
parallel fibers go through Speed Franes in the Roving Departnent in order
to convert the Silver into thinner fornms called as Roves which Roves are
thereafter sent to the Spinning Departnent. 1In the Spinning Departnent we
have what is called as the Ring Frames (nmachines) which are used to spin
the Roves received fromthe Roving Departnment. The Ring Franes are

machi nes, which are equi pped with cl eaners, renoves the accunulated dirt.
The Ring Frames play an inportant role in producing quality yarn.
Thereafter, the yarn obtained fromthe Spinning Departnment goes to the

W ndi ng Department. In the Wnding Departnent we have Autoconers in

order to produce fault-free yarn

10. From the above facts, it is clear that Bl ow Room Carding, Comnbing
Drawi ng, Roving, Spinning and Wnding are different
Departments/Divisions in a textile mll. 1In each Departnent/Di vision there

are several machines. Each of the above Departnents/Divisions perform

di fferent functions and the functioning of each Departnent/Di vision

produces a different Qutput which is carried forward to the next

Depart ment/ Di vi si on having di fferent machines therein. For exanmple, in the

Bl ow Roomthere are different beaters (nachines) which open the raw

cotton and rempove the dirt therefrom That cotton is forwarded to the

Carding Departnment in which there are Cardi ng Machi nes equi pped with

Aut ol evel ers which produces Silver which is then carried forward to the

Conbi ng Departnent. It is inmportant to note that each Departnent has

different itenms of machines, for exanple, in the Bl ow Room we have

machi nes called as Beaters. Simlarly, in the Carding Department we have
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Cardi ng Machines with Autol evelers. |If the Autoleveler fails, the Carding
Machi ne becones non-functional. |[|f an Autoleveler is to be repaired then
that repair would come within the connotation of the word "current repairs"”
because it is a part of the Carding Machine. Even if in a given case,
repl acenent of an Autol eveler could come within the connotation of the
word "current repairs” if the old part is not available in the market. It is a
"current repair" because the Carding Machine renai ns as an asset w thout
any change even after repair or replacenment of the autoleveler. To give an
exanpl e, a Conpressor is an inportant part of an Air-condition Machine.
Repair of the Conpressor will cone in the connotation of the word "current
repairs" in Section 31(i) of the said Act because the assessee does not
repl ace the Air-condition Machine. At the highest, he replaces a part of the
Air-condition Machine. Sois in the case of the picture tube in a Tel evision
Set, when the picture tube is replaced the Television Set is not replaced,
therefore, such repairsalone can come within the connotation of the word
“current repairs" in Section 31(i) of the said Act as it stood at the materia
time. They are effected to preserve and nmaintain the asset, viz, air-
condi tioner or carding machine. Lastly, it cannot be said that the textile ml]l
constitutes aplant-as it is one continuous process of nmanufacture beginning
fromBlow Roomto the Wndi ng Section. As stated above, different
Qut puts flow fromdifferent Segments of production |ike Bl ow Room
Cardi ng, Conbing, Roving, Wnding etc. 1In the case of a textile nmill there
is no process whereby rawnmaterial is fed on one end and the finished
product cones out at the other end w thout intervention in-between. For
exanpl e, in the case of continuous Casting Machine in the Steel Industry we
have one continuous integrated process under which scrap (raw material) is
put in and what conmes out is steel or-iron or alum nium Another exanple, in
the case of "Pasteurization Plant" we have three chanmbers and Ducts. In the
first mlk is collected, in the second it is heated and in the third it is cool ed.
Duct carries hot and cold water. The raw material \is Raw M|k, the end
product is the pasteurized mlk. In the Heat chanber there is the heater. In
the Cooling Chamber we have cooling plant which has a concept sinmilar to
air-condition plant. Such a process is one- integrated process. Therefore, the
Tri bunal and the High Court erred in holding that the manufacturing process
inthe textile mll is one continuous integrated process.
11. An al l omance is granted by clause (i) of Section 31 in respect of
amount expended on current repairs to nmachinery, plant or furniture used for
the purposes of business, irrespective of whether the assessee is the owner of
the assets or has only used them ' The expression "current repairs" denotes
repairs which are attended to when the need for themarises fromthe
vi ewpoi nt of a businessman. The word "repair" involves renewal. However,
the words used in Section 31(i) are "current repairs”. The object behind
Section 31(i) is to preserve and naintain the asset and not-'to bring in a new
asset. In our view, Section 31(i) limts the scope of allowability of
expenditure as deduction in respect of repairs nmade to nmachinery, plant or
furniture by restricting it to the concept of "current repairs”. Al repairs are
not current repairs. Section 37(1) allows clainms for expenditure which are
not of capital nature. However, even Section 37(1) excludes those itens of
expendi ture which expressly falls in Sections 30 to 36. The effect is to
delimt the scope of allowability of deductions for repairs to the extent
provided for in Sections 30 to 36. To decide the applicability of Section
31(i) the test is not whether the expenditure is revenue or capital in nature,
whi ch test has been wongly applied by the Hi gh Court, but whether the
expenditure is "current repairs". The basic test to find out-as to what would
constitute current repairs is that the expenditure nust have been incurred to
"preserve and maintain" an already existing asset, and the object of the
expenditure must not be to bring a new asset into existence or to obtain a
new advantage. In fact, in the present case, in the balance sheet the assessee,
viz, Ms Saravana Spinning MIIls has indicated the above expense as an item
incurred for purchase of a New Asset. In our view, the H gh Court had erred
in placing reliance on the report of SITRA in comng to the conclusion that
the textile mll is a plant under Section 31(i). As stated above, each nachi ne
in a segnent has an independent role to play in the nll and the output of
each division is different fromthe other "Repair" inplies the existence of a
part of the machi ne which has mal function. If the argunent of the assessee
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herein before us is to be accepted it would result in absurdity and it woul d
nake the provisions of Section 31(i) conpletely redundant. According to

Shri R Venkataraman, |earned senior counsel for the assessee, the textile
pl ant consists of about 25 nmachi nes. One of such machines is the Ring

Frame. |f the argunent of the assessee is to be accepted, it would mean that
peri odi cally one machi ne out of 25 would be replaced, and on that basis,
fromtinme to time, each of these 25 machines in the textile plant would be
entitled to claimallowance under Section 31(i). In our view, the A O was
right in holding that each nachine including the Ring Frame was an

i ndependent and separate machi ne capabl e of independent and specific
function and, therefore, the expenditure incurred for replacenment of the new
machi ne woul d not cone within the neaning of the words "current repairs”.

In the present case, it is not the case of the assessee that a part of the
machi ne (out of 25 nmmchines) needed repairs. The entire nachi ne had been
repl aced. Therefore, the expenditure incurred by the assessee did not fal
within the neaning of "current repairs" in Section 31(i).

12. This Court in the case of Balliml Naval Kishore v. CT (1997) 2
SCC 449 approved the test forrmulated by Chagla C. J. in the case of New
Shorrock Spinning and Manufacturing Co. Ltd. v. T (1956) 30 ITR

338 as to when the expenditure can be said to have been incurred on current
repairs. In that case it was observed as foll ows:

"The sinple test that nust be constantly borne in

mnd is that as a result of the expenditure which is

claimed as an expenditure for repairs what is really being

done is to preserve and mai ntain an already existing

asset. The object of the expenditure is not to bring a new

asset into existence, nor is its object the obtaining of a

new or fresh advantage. This can be the only definition of

"repairs" because it is only by reason of this definition of

repairs that the expenditure is a revenue expenditure.

If the anpbunt spent was for the purpose of

bringing into existence a new asset or obtaining a new
advant age, then obviously such an expenditure woul d not
be an expenditure of a revenue nature but it would be a
capital expenditure, and it is clear that the deduction
whi ch the Legislature has pernitted under section
10(2)(v) is a deduction where the expenditure is a
revenue expenditure and not a capital expenditure."

In the said judgnent, it has been further observed by Chagla C J. that the

definition of the word "repair" does not create nmuch difficulty, but the

difficulty is created by the word "current" which qualifies the expression

"repair". This adjective, nanely, "current"-is put in by the Legislature. It

i ndicates that the Legislature did not intend that the assessee shoul d be

permtted to claimallowance for all kinds of repairs, even though

conceptual ly the expenditure may be revenue expenditure. The Legi slature

i ntended to stress that under Section 31(i) the perm ssible deduction

adnm ssible is only for current repairs, therefore, the question as to whether

the expenditure incurred by the assessee conceptually is revenue or capital in

nature is not relevant for deciding the question as to whether such an

expendi ture conmes within the etynol ogi cal neaning of the expression

"current repairs”. In other words, even if the expenditure is revenue, it may

not fall in the connotation of "current repairs" in Section 31(i). The test

fornul ated above applies to cases where the assessee clainms all owance

under Section 31(i). In the present case, the High Court has |ost sight of the

test to be applied for an expenditure to fall under Section 31(i) as "current

repairs". It has enbarked on the test which was not applicable, viz, whether

the expenditure is revenue or capital in nature. The above test was not

rel evant during the assessnent years in question as the explanation to

Section 31(i) was inserted later on. In our view, applying the test |aid down

by Chagla C.J. in the case of New Shorrock Spinning and Manufacturing

Co. Ltd. (supra) the assessees were not entitled to claimallowance under

Section 31(i) for current repairs. In our view, the Ring Frame by itself
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constituted an independent machine with an i ndependent function, which

was replaced by a new Ring Franme giving enduring advantage to the

assessee and, therefore, the expenditure incurred in that regard cannot cone
within the expression "current repairs”. In our view, replacenent of three
Ri ng Frames constituted substitution of an old asset by a new asset and,
therefore, the expenditure incurred did not constitute current repairs.

13. On behal f of the assessee, reliance was placed on the judgnent of this
Court in the case of CIT v. Mhal akshm Textile MIls Ltd. reported in
(1967) 3 SCR 957. In that case, the assessee carried on the business of

manuf acture and sale of cotton yarn. In the previous year relevant to
assessment year 1956-57, the assessee spent Rs. 93,000 approx. for

i ntroduction of "Casablanca Conversion Systenf in its plant. The I.T.Q

di sal | owed the claimof the assessee. The Appellate Authority agreed with

the I.T.O.. Before the Tribunal, the assessee contended that the anmount
expended for introducing Casabl anca Conversion System was current

expendi ture under Section 10(2)(v) of the Indian |Income Tax Act, 1922
(Section 31(i) of the 1961 Act). The Tribunal inspected the spinning factory
of the assessee. It studied the working of the machinery with the Casabl anca
Conversion System It also studied the literature published by the
manuf act urer of Casabl anca Conversi on System After a detailed study, the

Tri bunal held that on account of the stress and strain of production over a

| ong period there wasa need for change and that the assessee had repl aced
old parts by introducing the said System Accordingly, the Tribunal treated
the expenditure incurred for introducing the Casabl anca Conversion System

as al |l owance under Section 10(2)(v) of the I'ndian |Incone Tax Act, 1922.

The Hi gh Court accepted the findings recorded by the Tribunal saying that

by the introduction of the Casabl anca Conversion System no new machi nery

or plant was installed, but the introduction of the systemamunted to fitting
of inproved version and the expenditure in that behal f was of revenue

nature. The Hi gh Court observed that certain parts of the nmachinery had

wor n-out, they needed replacenent, and when it was found that the old type

of replacenment parts were not available inthe narket, the assessee had to

i ntroduce the Casabl anca Conversi on System This finding was accepted by

this Court in the above judgnent: In our view, the said judgment has no
application with the facts of the present case. At the outset, we may state that
repl acenent generally may not fall under the expression "current repairs"

but, in certain cases, where the old parts were not available in the market or
where the old parts had worked for 50 to 60 years, replacenent can, in such
cases of exception, fall within the expression "current repairs". In

Mahal akshm Textile MIIls case (supra) the finding recorded by the

Tri bunal and the High Court was that old type of replacenent parts were not
available in the market and, therefore, the expenditure came within the
expression "current repairs". That is not the case before us, hence, the said
j udgrment has no application to the facts of the present case. Mreover, the
judgnent of this Court in Mahal akshmi Textile MIIs (supra) has not

defined the word "asset" to nean the entire production systemin the textile
mll. In the said judgnent, it is nowhere stated that the entire textile mll is
one single asset and that it represents one single integrated process.

14. Sone of the decisions cited on behalf of the assessees are not ‘being

di scussed by us as they deal with cases falling under Section 37. That

section is a residuary section. Under Section 37, a particular item of

expendi ture may be deductible if the expenditure does not fall wthin

Sections 30 to 36; that it should have been incurred in the accounting year

that it should be in respect of a business carried on by the assessee; that it

shoul d not be on personal account of the assessee; that it should not be in the

nature of capital expenditure and that it should be spent wholly and

exclusively for business. Whet her expenditure is 'revenue’ or ’'capital in

nature’ woul d depend upon several factors, namely, nature of the

expendi ture, nature of the business activity etc. For exanple, construction

of the building for self-use may be capital in nature whereas in the hands of

the builder a building constitutes his stock-in-trade and, therefore, on the

sal e of the building the expenditure has to be revenue. Therefore, the buil der

woul d be entitled to deduct such expenditure fromthe sal e proceeds/gross
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i ncome. Therefore, whether an expenditure is revenue or capital in nature
woul d depend on the facts of each case. W do not wi sh to express any

opi nion on the applicability of Section 37(1) in the present case. There were
certain civil appeals wongly tagged with the present batch which will be
deci ded separately by us as they concern with Section 37(1). Hence we do

not wi sh to express any opinion on applicability of Section 37(1).

15. Bef ore concl udi ng, one aspect needs to be discussed. It was subnmitted
on behal f of the assessees, in the present case, that although the assessees
had cl ai nred deducti on under Section 31(i), they should be pernmitted to

cl ai m deducti on under Section 37(1) as on facts it has been held by CIT(A),

Tri bunal and the High Court that the expenditure was revenue in nature. W
find no nerit in this contention. As stated above, even if the expenditure
incurred is revenue in nature, still it may not fall in the connotation of the
words "current repairs" under Section 31(i) which test has not kept in mnd

As held by Chagla C. J. in the case of New Shorrock Spinning and

Manuf acturing Co. (supra) all repairs do not attract Section 31(i) even

though the expenditure is revenue in nature. Therefore, the basic test,

whi ch had not been applied, in the present case, by CIT(A), Tribunal and

the Hi gh Court, is whether the expenditure canme within the expression

“current repairs". Insteadall the three authorities proceeded on the footing
that since the expenditure was revenue it constituted "current repairs". It is
for this reason that we have interfered with the concurrent findings given by
CIT(A), Tribunal and the H gh Court.

16. For the aforestated reasons, we find nmerit in the above batch of civi
appeal s filed by the Departrment. Accordingly, we hold in this batch of civi
appeal s that the assessees were not entitled to claimallowance under Section
31(i) of the Inconme Tax Act as it stood at the relevant tinme. Accordingly, the
civil appeals stand allowed with no order asto costs.
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