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In CIT v. R. D. Aggarwal & Co. [1965] 56 ITR 20 (SC), the scope of the expression " business connection " was considered by the Supreme Court. The facts of the case are that the assessee was a registered firm having place of business at Amritsar. It carried on business as importer and as commission agent of non-resident exporters. The assessee was appointed “sole agent” for an Italian company for sale “of worsted woolen yarns in the Indian territory terminable by one month’s notice. The assessee had to maintain the existing customers” and to secure new customers confirming to their general terms of sale, and to receive 2-1/2 percent commission on the net cash amounts arising from the accepted business. The Belgian company appointed the assessee their representative for the whole of India on condition that the latter would not represent any other Belgian mill or yarn producer and would not sell Belgian yarn in India on their own account. 

The issue at he various appellate stages was whether the above relationship would constitute “business connection”.

The Supreme Court observed as follows : 

" The expression 'business' is defined in the Act as any trade, commerce, manufacture or any adventure or concern in the nature of trade, commerce or manufacture, but the Act contains no definition of the expression 'business connection' and its precise connotation is vague and indefinite. The expression 'business connection' undoubtedly means some thing more than ' business'. A business connection in section 42 involves a relation between a business carried on by a non-resident, which yields profits or gains and some activity in the taxable territories, which contributes directly, or indirectly to the earning of those profits or gains. It predicates an element of continuity between the business of the non-resident and the activity in the taxable territories: a stray or isolated transaction is normally not to be regarded as a business connection. Business connection may take several forms: it may include carrying on a part of the main business or activity incidental to the main business of the non-resident through an agent, or it may merely be a relation between the business of the. Non-resident and the activity in the taxable territories, which facilitates or assists the carrying on of that business. In each case, the question whether there is a business connection from or through which income, profits or gains arise or accrue to a non-resident must be deter- mined upon the facts and circumstances of the case. 

A relation to be a 'business connection' must be real and intimate, and through or from which income must accrue or arise whether directly or indirectly to the non-resident. But it must in all cases be remembered that by section 42 income, profit or gain which accrues or arises to a non-resident outside the taxable territories is sought to be brought within the net of the income-tax law, and not income, profit or gain which accrues or arises or is deemed to accrue or arise within the taxable territories. Income received or deemed to be received, or accruing or arising or deemed to be accruing or arising within the taxable territories in the previous year is taxable by section 4(1)(a) and (c) of the Act, whether the person earning is a resident or non-resident. If the agent of a non-resident receives that income or is entitled to receive that income, it may be taxed in the hands of the agent by the machinery provision enacted in section 40(2). Income not taxable under section 4 of the Act of a non-resident becomes taxable under section 42(1) if there subsists a connection between the activity in the taxable territories and the business of the non-resident, and if through or from that connection income directly or indirectly arises ............ 

The expression 'business connection' postulates a real and intimate relation between trading activity carried on outside the taxable territories and trading activity within the territories, the relation between the two contributing to the earning of income by the non-resident in his trading activity ".

Performing Right Society Limited & Another Vs CIT (1976) 285 ITR 11 (Supreme Court)

The assessee was a company incorporated under the English Companies Act. It was an association of composers, authors and publishers of copyright musical work established to grant permission for the public performance, and in accordance with more recent copyright legislation, broadcast by diffusing by r4elay service of copyright music.  The assessee collected royalties for issuing licence granting such permission and distributed such royalties to its members, namely, the composers, authors, music publishers and other persons having interest in the copyright. 


On January 19, 1940, the assessee entered into an agreement with All India Radio which provided that the licensee (i. e., All India Radio) should send to the assessee at its registered office in England the list of all musical work broadcast in each week during the term of licence from each of the licensee’s main stations (Delhi, Bombay, Calcutta and Madras) and the external service. The licence further provided that the licensee would pay to the assessee at the rate of pound 2 per hour of broadcast of western music from each of the licensee’s main and external service station and such annual payment must be made by All India Radio to the assessee in England. This receipt was not offered for taxation on the plea that the agreement with AIR was made outside India and payments were received outside India and hence the royalties received from AIR could not be taxed India.


The Supreme Court held that though the agreement was concluded outside India and the payment was also received outside India, the income undoubtedly accrued or arose in India. Against the agreement that the source of income was really the agreement which was entered into in England, the Court observed “we do not think that the question as to the source of the income is relevant because sub-section (2) of section 5 provides that all income ‘from whatever source derived’ is to be included in the total income of the non-resident assessee if the income accrues or arises in India during the relevant year.  Reference was also made to section 9 of the Act which enumerates the income that shall be ‘deemed to accrue or arise in India’ though actually accrues elsewhere, to establish that the income in question could not be deemed to accrue or arise in India. But the income in this case has in fact accrued in India and no question arises whether it should be ‘deemed’ to accrue or arise in India.” It was also held that it was not a case of diversion of income by overriding title.

CIT Vs Tata Chemicals Ltd. (1974) 94 ITR 85 (Bombay)
To enable the revenue to assess the assessee, which had business connection with, ad was the agent of a non-resident, on the income which it is alleged to arose to the non-resident where all the operations of the business of the non-resident are not carried out in India, the income of the business deemed to accrue or arise in India, as provided in clause (a) of the Explanation to section 9 (1) (i) of the Income Tax Act, 1961. Whether the income is attributable to the operations carried out in India is always a question of fact. Therefore, where the Appellate Tribunal had arrived at a finding to the effect that the income which arose to the non-resident did neither accrue nor arise, nor could be deemed ever to have accrued or arisen, in the taxable territory, there is no question of law surviving for reference to the High Court.
	Commissioner Of Income Tax, Gujarat.
vs 
Saurashtra Cement And Chemical Industries Limited.

	ITR Citation
	:
	101 ITR 502

	Decision Dates(s)
	:
	23/9/1974

	Assessment Year
	:
	1962-65


	

	In Brief

A non-resident Italian company supplied goods to Indian company. For the price of goods, the non-resident company drew bills of exchange in Italy and accepted by the resident company in India. Whether the interest payable by resident company on amounts of bills of exchange to non-resident company would be liable to Indian Income-Tax ? Supreme Court has held in AIR 1955 SC 590, that the correct test to be applied, in such cases is the law of the country in which the elements of contract were most densely grouped and with which factually the contract was most closely connected. In this case, the interest payable was not income arising from any asset held by the non-resident company in India. Since the non-resident company had no income accruing or arising in India, it could not be said that there was liability of the non-resident company to pay Income-Tax on the amount of interest on the basis of exchange drawn by it. There is no liability on the assessee's company as an agent of the non-resident company. Further, since the non-resident company could not be said to have lent the amount of the unpaid purchase price to the assessee-company either in cash or in kind, there was no question of interest payable by the assessee-company to the non-resident company being deemed to be " income " accruing or arising from any money lent as interest and brought into India in kind. 

Commissioner Of Income-Tax, A. P.
vs 
Hindustan Shipyard Limited.
ITR Citation
:
109 ITR 158
Decision Dates(s)
:
8/4/1975
Assessment Year
:
1967-71
Court 
:
ANDHRA PRADESH High Court

When the assessee entered into an agreement with a foreign company for purchase of machinery and if the agreement provides for guarantee, deputation of technical and other personnel whether it can be said that the assessee has business connection with the foreign company. Finding: Here the foreign company agreed to render certain limited services, which were connected with the effective fulfilment of the contract. Therefore, they were just incidental to the contract as such on the facts of the case. There was no business connection between the assessee and the foreign company. 



In CIT v. Remington Typewriter Co. (Bombay) Ltd., AIR 1931 PC 42, a question arose whether there was a business connection between the assessee-company and the foreign company. The facts were that the assessee purchased the goodwill of its business in certain territory in India and towards consideration of the same allotted 60,000 shares to the non-resident company in the assessee-company. The capital of the assessee was divided into 60,000 shares only and by allotment of 60,000 shares to the non-resident company, the non-resident company became the owner of all the shares. It was held that the ultimate and complete control of the assessee was vested in the foreign company, which owned all its shares, and hence a business connection existed between the assessee and the non-resident company. 

In CIT v. Currimbhoy Ebrahim & Sons Ltd. [1935] 3 ITR 395 (PC), it was observed that the phrase " business connection " was different from, though doubtless not unrelated to, the word " business " of which there was a definition in the Act. 

A Full Bench of the Rangoon High Court observed in CIT v. Visalakshi Achi [1937] 5 ITR 448 (Rang) [FB] that the expression " business connection " must denote a connection which produces, by itself, all profits or gains and not a mere state or condition which was favourable to the making of profits. 

In Bangalore Woollen, Cotton and Silk Mills Co. Ltd. v. CIT [1950) 18 ITR 423 (Mad), the Madras High Court, construing the word "business connection", observed as follows: 

" In order to constitute a business connection there must be some continuity of relationship between a person in British India who makes profits and the non-resident who receives them ... A business connection, therefore, may arise by reason of the existence of a branch of the non-resident company or organisation in British India or by the existence of a factory or even by the existence of an agent ...... The business connection may be even a connection arising out of financial relations. The non-resident business and the resident business may be two separate legal entities and they may be closely connected or associated either by reason of some common control or by reason of the non-resident company or firm financing the resident company or firm. A broker may sell the goods of a non-resident company or commission agent residing in British India or the person resident may render various services to the non-resident or conduct business activities. These are some of the factors which result in a business connection within the meaning of the section." 

The Supreme Court had occasion to consider the expression " business connection" in Anglo-French Textile Company Ltd. v. CIT (No. 2) [1953] 23 ITR 101 (SC) and it was observed as follows: 

" An isolated transaction between a non-resident and a resident in British India without any course of dealings such as might fairly be described as a business connection does not attract the application of section 42, but when there is a continuity of business relationship between the person in British India who helps to make the profits and the person outside British India who receives or realises the profits, such relationship does constitute a business connection." 

In CIT v. Hindustan Shipyard Ltd. [1977] 109 ITR 158 (AP) a Division Bench of this court had construed the word " business connection". The non-resident company supplied diesel engines with accessories. The terms of the sale were that 90% of the value must be paid against the original set of documents to be submitted duly to the State Bank of India within fifteen days and the balance within six months. The net price included 5% commission payable to the non-resident company at Bombay. The property was to pass to the purchaser on delivery on board. The engine was agreed to be erected by the staff of the purchaser under the supervision of the erector and the non-resident company placed a supervising engineer at the disposal of the purchaser. It was held that "business connection" can be said to be established when " the thread of mutual interest runs through the fabric of the trading activities carried on outside and inside the taxable territory and there must be real and intimate connection between the two. The commonness of interest may be by way of management control or financial control or by way of sharing profits ". 

Having regard to the facts of the said case, the learned judges held that there was no business connection between the assessee and the non-resident company as the services rendered by the non-resident company were connected with the effective fulfilment of the contract of sale and were merely incidental to the contract.

	Bharat Heavy Plate And Vessels Limited.
vs 
Additional Commissioner Of Income-Tax, A.P.

	ITR Citation
	:
	119 ITR 986

	Decision Dates(s)
	:
	28/2/1978

	Assessment Year
	:
	1969-73

	Court 
	:
	ANDHRA PRADESH High Court


	

	
Indian company entered into collaboration agreement with non-resident for supply of material and for rendering technical co-operation for construction of plant. Salary of foreign experts deputed by non-resident were not paid by Indian Company. Whether Indian company can be treated as agent of non-resident ? Yes, there is real and intimate connection between Indian Company and the non-resident which is a business connection. 

	Biyani And Sons Pvt. Limited.
vs 
Commissioner Of Income-Tax, West Bengal I.
ITR Citation
:
120 ITR 887
Decision Dates(s)
:
25/4/1978
Assessment Year
:
1968-71
Court 
:
CALCUTTA High Court


	Where agreement by non-resident with resident for mediating transaction of its products in India, contains detailed provisions making resident agent of non-resident, it amounts to business connection and resident is to be treated as agent of non-resident. 


in the case of Raghava Reddi [1962] 44 ITR 720. A perusal of that decision shows that the said case is distinguishable on facts. In that case, the assessee had exported in the years 1948-49 and 1949-50 certain quantity of mica to Japan. Mica was not exportable directly to Japanese buyers during those years as Japan was under military occupation but to a State organisation called Boeki-Cho (Board of Trade). To negotiate for order and to handle its other affairs in Japan in connection therewith the assessee engaged San-Ei Trading Co. Ltd., Tokyo, as its agent. The Japanese company was admittedly a "non-resident" company. Under the agreements, the assessee undertook to pay certain percentage of gross sale proceeds as commission to the Japanese company. With regard to the mode of payment of commission, the agreements provided a term which read thus (p. 721) : 

" 'In view of the difficulties in this country it is requested that the first party credits all these amounts to the account of the second party with them without remitting the same until definite instructions are received by the first party'. " 

The first party to the agreement was the assessee and the second party was the Japanese company. During the two accounting years, a total amount of Rs. 13,319-12-4 was paid to the Japanese company either directly or through others to whom the assessee was instructed by the Japanese company to pay the amount. The court rejected the contention of the assessee that the Japanese company was not in receipt of the amount in the taxable territories and the amount was not income within the meaning of s. 4(1)(a) of the Indian I. T. Act, 1922, with the following observations (p. 725) : 

" This leaves over the question which was earnestly argued, namely, whether the amounts in the two account years can be said to be received by the Japanese company in the taxable territories. The argument is that the money was not actually received, but the assessee-firm was a debtor in respect of that amount and unless the entry can be deemed to be a payment or receipt, clause (a) cannot apply. We need not consider the fiction, for it is not necessary to go to the fiction at all. The agreement, from which we have quoted the relevant term, provided that the Japanese company desired that the assessee-firm should open an account in the name of the Japanese company in their books of account, credit the amounts in that account, and deal with those amounts according to the instructions of the Japanese company. Till the money was so credited, there might be a relation of debtor and creditor; but after the amounts were credited, the money was held by the assessee-firm as a depositee. The money then belonged to the Japanese company and was held for and on behalf of the company and was at its disposal. The character of this money changed from a debt to a deposit in much the same way as if it was credited in bank to the account of the company. Thus, the amount must be held, on the terms of the agreement, to have been received by the Japanese company, and this attracts the application of section 4(1)(a). Indeed, the Japanese company did dispose of a part of those amounts by instructing the assessee-firm that they be applied in a particular way. In our opinion, the High Court was right in answering the question against the assessee." 

The court, as it is obvious from the portion extracted above, proceeded to hold that the amount in question was received by the Japanese company in India and hence was taxable on that basis.

	Commissioner Of Income-Tax, A. P.
vs 
Toshoku Limited (and Another Appeal).

	ITR Citation
	:
	125 ITR 525

	Decision Dates(s)
	:
	29/8/1980

	Assessment Year
	:
	1962-63

	Court 
	:
	SUPREME Court


	

	
Indian exporter selling through non-resident sales agents Entire sale price received in India Indian exporter crediting commission on sales to non-resident in his account books Remitting amount to non-resident, later Commission to non-resident Whether received or deemed to be received in India Making of entries in the books does not amount to receipt of income, actural or constructive and can not be charged to tax on the basis of receipt of income ,actual or constructive,in the taxable territories Whether deemed to accrue or arise in India Could not be deemed to be income which had either accrued or arisen in India 


Advance Ruling P. No. 8 of 1995, In Re. (1997) 223 ITR 416

The facts of the case in brief are that, the applicant was a company incorporated in Switzerland, a trader in goods and commodities on an international basis and intending to trade in India. It proposed to set up a subsidiary company in India to provide consultancy services from India to the applicant company for use outside India. They proposed to enter into an agreement which provided for: (a) secretarial and clerical assistance to complete documentation of tenders, contract and subsequent documentation required to enable the Indian customers who had purchased commodities from the Swiss company overseas, to obtain delivery of the said commodity on its arrival in India; (b) assistance in responding to global tenders floated by Indian organisations, which entailed providing information and submitting tenders within the parameters laid down by the applicant; (c) follow-up of tenders and signing of contracts. It was also agreed that the applicant would retain the Indian subsidiary as consultant on a non-exclusive basis for a year, to be automatically renewed, and the Indian subsidiary was at all time to act on instructions from the applicant and would not have any authority to accept orders on behalf of or bind the applicant.

Held: (i) that the expression “business connection” means something more than a business. It presupposes an element of continuity between the business of the non-resident and the activity in the taxable territory. A stray or isolated transaction would normally not be regarded as a business connection. Business connection may take several forms; it may include carrying on part of the main business or activity incidental to the non-resident through an agent or it might merely be a relation between the business of the non-resident and the activity in the taxable territory which facilitates or assists the carrying on of that business. A relation to be a “business connection” must be real and intimate and through or from which income must accrue or arise, whether directly or indirectly to the non-resident. Such a business connection could be spelt out on the terms of the agreements in question. Though the terms of the agreements in question was initially for one year and liable to termination at short notice, it was envisaged also that, unless so terminated, it should continue indefinitely, automatically renewed at the end of each year. Though the subsidiary was not to render services exclusively to the applicant, it was bound to render all services for the applicant as stipulated in the agreement. There was a term of “confidentiality” included in the agreements, which also placed considerable restrictions on the capability of the subsidiary in rendering like services to other parties. The scope of work in the proposed agreements included not only clerical and secretarial assistance but supply of information in respect of global tenders, by the subsidiary to the applicant and vice versa; signing and submitting of tenders on behalf of the applicant, although stated to be within the parameters  fixed by the applicant; negotiating the terms of the tender with the tendering authority, again within the parameters laid down by the applicant; and follow up of the tenders and finally signing the agreements. The business activity or the business relationship between the applicant and the subsidiary would not be based on any stray transaction but would be continuous process in respect of the series of purchase and sale transactions undertaken by the applicant in India and in all such transactions the subsidiary would do the works as stated in the four agreements, Such an intimate and continuous relationship would constitute a “business connection” for the purposes of section 9 (1) (i). 

CIT Vs. Gulf Oil (Great Britain) Ltd. (1977) 108 ITR 874 (Bombay)
The assessee, a company dealing in petroleum products and incorporated in England, had a wholly-owned subsidiary in India. The products dealt with by the assessee were being sold by the India company. The non-resident company received indents form time to time for the supply of the products from the Indian subsidiary. On receipt of the orders goods were shipped from Great Britain and the relevant bills of lading were taken in the name of the Indian subsidiary. The prices charged on the products and debited to the Indian subsidiary company were c.i.f. The documents relating t the goods were sent to the Indian company. The Indian company cleared the goods on arrival and effected sales on its own account. Once the goods were pit on ship there was no reservation of right of disposal in the goods by the non-resident.

The Court referred to item (ii) of para 3 of the Circular No. 23 dated July 23, 1969, which clarifies the scope of section 42 of the Indian Income Tax Act, 1922 (section 9 of the Income Tax Act, 1961), issued by the Central Board of Direct Taxes, where a non-resident parent company sells goods to its Indian subsidiary, the income will not be deemed to accrue or arise in India under the section, provided three conditions are satisfied – (i) the contracts to sell are made outside India; (ii) the sales are made on a principal to principal basis and at arm’s length and (iii) the subsidiary does not act as an agent of the parent. The mere existence of a business connection arising out of the parent-subsidiary relationship or that the parent company may exercise control on the affairs of the subsidiary will not give rise to an assessment. 

The Court held that the transactions between the non-resident and the Indian subsidiary were on a principal-to-principal basis and that the Indian subsidiary cannot be held as an agent of the non-resident.

Elkem Technology Vs. DCIT (2001) 250 ITR 164 (AP)
The assessee, a non-resident company, entered into a contract with an Indian company for establishing a submerged arc furnace in Andhra Pradesh. The assessee received Rs. 69,85,000 towards charges for engineering and other services and claimed that amount as not taxable on the ground that the payment would not come under the definition “fees for technical services” in Explanation 2 of section 9(1)(vii) of the Income Tax Act. The Tribunal held that the contract between the assessee and the Indian company was a composite contract for supply of equipment and for providing engineering and personnel services and the consideration payable by the Indian company on the two counts was separately stated in the contract and, therefore, the entire consideration for engineering and personnel services would remain independent of the consideration paid for the supply of equipment.  The High Court uphold the ITAT’s view. They observed “From a combined reading of clause (vii) (b) and Explanation 2, it becomes abundantly clear that any consideration, whether lump sum or otherwise, paid by a person who is resident in India to a non-resident for rendering any managerial or technical or consultacy service would be income by way of fees for technical services and would, therefore, be within the ambit of “income deemed to accrue or arise in India”. It is to be noted that under section 9 (1)(vii)(b), the expression used is “fees for technical services utilised in India” and not the expression “fees or technical services rendered in India”. It may be that some of the services are rendered abroad by the personnel employed or deputed by non-resident company under collaboration agreement with the Indian company. But if the fees are paid for services utilised by the Indian company in its business carried out in India, irrespective of the place where the services were rendered, the amount of the fees should be deemed to accrue or arise in India. In Steffen, Robertson and Kirsten Consulting Engineers and Scientists Vs. CIT (1998) 230 ITR 206 (AAR), where fees were paid in respect of preparatory studies carried out in South Africa, it was held that fees would be liable to tax as income accruing or arising in India, irrespective of whether these payments were made in India or abroad. In Cochin Refineries Ltd. Vs. CIT (1996) 222 ITR 354 (Ker) , the refinery requested a foreign company to evaluate whether the coke produced from a blend of vacuum bottom and clarified oil from Bombay High crude was suitable for making anodes for aluminium industry. The tests were carried out in USA in regard to which the assessee made a payment of Rs. 7,69,614. The assessee was also paid Rs. 1,19,303 and Rs. 38,271 which were payments in the nature of reimbursement of the payments made to the personnel of the said consultant. It was held that the services rendered by the foreign company would be in the nature of technical services and would, therefore, consequently, be covered fully by the Explanation to section 9(1)(vii). Further it was held even with regard to the two payments of Rs. 1,19,303 and Rs. 38,271in the nature of reimbursement of payments made to the personnel, no different situation would be available because these payments would be aprt and parcel in the process of advice of a technical character and would fall for coverage only within the meaning of the above Explanation.


In the view of the matter, the payment of Rs. 69,85,000 made by the Indian company to the Norway company towards charges for engineering and other personnel services, it should be held, would part and parcel in the process of utilising those technical services in India and would fall for coverage within the meaning of Explanation to section 9(1)(vii).” 

P. No. 30 of 1999, In Re. (1999) 238 ITR (296 (AAR)
The applicant Y, is a company formed and incorporated in the USA and belongs to a group of companies which operate in the worldwide credit card and travel business. It is engaged in providing international credit cards, travellers’ cheques and other travel related services. These instruments are used, discounted and encashed all over the world by travellers on tour or business. To keep track of the expenses incurred on a travellers’ credit card or purchase and encashment of travellers’ cheques, etc., Y maintained a centralised computer in the USA. The centralised computer or the central processing unit (CPU) is a huge high technology computer complex having 15 to 20 mainframe IBM computers and other related hardware and software facilities involving substantial investment and capable of very high volume storage and high speed processing of data. This central processing unit was accessed and used by various groups entities located worldwide through a consolidated data network maintained in Hong Kong. The transactions done by a traveller in a particular country were reported to a centralised computer in that country. In India, this is done by XT, located at Delhi. The said Indian company XT received information on computer through telephonic and microwave links about the use of credit cards and travellers’ cheques by travellers all over the country. XT also serviced thirteen group companies in Asia and the Pacific, in a similar manner. The information was then passed over to the Hong Kong computer centre of the applicant. For carrying out this operation, XT obtained leased line from VSNL. The applicant-company, Y charged XT, the Indian company, for the use of its computer set up in Hong Kong and that in the US. XT, the Indian company is a sub-subsidiary of the applicant. On these facts the applicant sought an advance ruling on the question whether payment due to the applicant under the transaction with XT was liable to tax in India and, if so, whether the payment due to the applicant under the transactions was covered under article 12 (3) (a) or article 12 (3) (b) of the DTAA between India and the US.


The AAR held the payment to be in the nature of royalties on two counts:

(i) It is for the payment for the use of patent, secret formula or process.

(ii) It is for the use of software which can be seen as design or model.

SECTION 195

CIT Vs. Superintending Engineer, Upper Silery, 152 ITR 753 (AP)
The Court observed as follows:

“We are unable to find, in the language of s. 195, any support for the argument that the expression “any other sum” occurring in the section refer necessarily to sums which represent wholly income or profits. As we have already pointed out, the scheme of tax deduction at source applies not only to amounts paid wholly bear “income” character, but also to gross sums, the whole of which is not income or profits to the recipient, such as payments to contractors and sub-contractors under s. 194C and the payment of insurance commission under s.195D….

Taking note of the scheme of tax deduction at source, which we have already mentioned above, it would be entirely consistent if the expression “any other sum” occurring in s. 195(1) is interpreted as referable not only to a sum which is wholly income chargeable under the Act, but also to a sum, which is not wholly income so chargeable. Then, the provisions of sub-s. (2) of s. 195 will become fully effective…..

The obligation to deduct tax relates only to the appropriate portion of the gross sum, which would be chargeable as income in the hands of the recipient.”

Transmission Corporation of A. P. Ltd. And Another Vs. CIT, 239 ITR 587 (SC)
The Supreme Court upheld the views of the A. P. High Court mentioned above.
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