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In brief

The Amritsar Bench of the Income-tax Appellate Tribunal held in the case of F.C. Sondhi & Co.

(India) that insurance premium paid under a Keyman insurance policy, which was not a pure life
insurance policy, was not a deductible expense.

In detail

Facts

 F.C. Sondhi & Co. (India)

Private Limited
1

(the
taxpayer) had taken three
policies on the life of its
key persons. Out of the
three policies, two were
Unit Linked Insurance
Plans (ULIP) and one was
a policy with guaranteed
additions for five years and
with profits thereafter.

 The premium paid under
these policies was treated
as an expense under the
head, Keyman insurance
policy, in the Profit and
Loss Account.

 The taxpayer claimed the
premium paid as a
deductible expense while
offering its income to tax.

 In the assessment, the
aforesaid claim was
disallowed.

1 F.C. Sondhi & Company (India) Pvt.
Limited v. DCIT [TS-243-ITAT-
2014(ASR)]

Issue before the Tribunal

Is the premium paid by the
taxpayer under the Keyman
insurance policies, a deductible
expense under the Act?

Tribunal’s ruling

In the appeal, the Amritsar
bench of the Income-tax
Appellate Tribunal (Tribunal)
decided the issue against the
taxpayer. The key observations
of the Tribunal are as under:

 The subject policies were
in the nature of investment
plans, and not pure life
insurance policies being
taken on the life of another
person. Therefore, these
policies did not fall within
the ambit of the definition
of the term ‘Keyman
Insurance Policy’ provided
in Explanation to clause
(c) of section 10(10D) of
the Income-tax Act, 1961
(the Act).

 Both, the tax officer (TO)
and the Commissioner of
Income-tax (Appeal)
[CIT(A)], were correct in

their findings that the
circulars dated April 27,
2005 and January 30,
2006 issued by the
Insurance Regulatory and
Development Authority
(IRDA) required insurance
companies to issue only
term insurance policies as
‘Keyman Insurance Cover’.

 These circulars were
clarificatory in nature and
therefore, the contention
of the taxpayer that the
circulars did not apply to
its case as the policies in its
case were issued prior to
the date of circulars, could
not be accepted.

 Out of the total premium
paid, only a fraction of the
premium was meant for
risk cover and the balance
was used for investment in
units and therefore, the
premium paid could not be
claimed as business
expenditure.



Tax Insights

2 pwc

The takeaway

The Tribunal’s observations
suggest that the claim of the
taxpayer was rejected mainly on
the ground that the policies were
not pure life insurance plans, but
were in the nature of investment
plans, which were not allowed to
be issued by the IRDA as Keyman
insurance cover. Nowhere in the
order has the Tribunal discussed
whether the said expense could be
considered to be an expense laid
out wholly and exclusively for the
purpose of business, a condition
precedent for allowing the claim
of expense under section 37(1) of
the Act.

On a separate note, the Tribunal’s
decision could have wide
ramifications in cases involving
plans other than term insurance
plans, as the Tribunal had taken a
view that the plans such as ULIPs,
plans with guaranteed returns or
profits, etc. represented
investment plans, and were not
pure life insurance plans.

While the higher appellate
authorities may not approve this
view, the tax authorities may rely
on this ruling to treat the amount
received under the investment
type of products as not entitled to
exemption under section 10(10D)
of the Act and to limit the
deduction under section 80C of
the Act to the portion of premium
relating only to risk cover.

Let’s talk

For a deeper discussion of how
this issue might affect your
business, please contact:

Tax & Regulatory Services –

Financial Services

Shyamal Mukherjee, Gurgaon
+91-124 330 6536
shyamal.mukherjee@in.pwc.com

Ketan Dalal, Mumbai
+91-22 6689 1422
ketan.dalal@in.pwc.com

Gautam Mehra, Mumbai
+91-22 6689 1154
gautam.mehra@in.pwc.com

mailto:shyamal.mukherjee@in.pwc.com
mailto:ketan.dalal@in.pwc.com
mailto:nitin.karve@in.pwc.com


Tax Insights

For private circulation only

This publication has been prepared for general guidance on matters of interest only, and does not constitute professional advice. You should not act upon the information
contained in this publication without obtaining specific professional advice. No representation or warranty (express or implied) is given as to the accuracy or completeness
of the information contained in this publication, and, to the extent permitted by law, PwCPL, its members, employees and agents accept no liability, and disclaim all
responsibility, for the consequences of you or anyone else acting, or refraining to act, in reliance on the information contained in this publication or for any decision based
on it. Without prior permission of PwCPL, this publication may not be quoted in whole or in part or otherwise referred to in any documents.

© 2014 PricewaterhouseCoopers Private Limited. All rights reserved. In this document, “PwC” refers to PricewaterhouseCoopers Private Limited (a limited liability company
in India having Corporate Identity Number or CIN : U74140WB1983PTC036093), which is a member firm of PricewaterhouseCoopers International Limited (PwCIL), each
member firm of which is a separate legal entity.

About PwC

PwC helps organisations and individuals create the value they’re looking for. We’re a network of firms in 157 countries
with more than 184,000 people who are committed to delivering quality in Assurance, Tax and Advisory services.

PwC India refers to the network of PwC firms in India, having offices in: Ahmedabad, Bangalore, Chennai, Delhi NCR,
Hyderabad, Kolkata, Mumbai and Pune. For more information about PwC India's service offerings, please visit
www.pwc.in.

*PwC refers to PwC India and may sometimes refer to the PwC network. Each member firm is a separate legal entity. Please see
www.pwc.com/structure for further details. Tell us what matters to you and find out more by visiting us at www.pwc.in

Our Offices

Ahmedabad Bangalore Chennai

President Plaza

1st Floor Plot No 36

Opp Muktidham Derasar

Thaltej Cross Road, SG Highway

Ahmedabad, Gujarat 380054

+91-79 3091 7000

6th Floor

Millenia Tower 'D'

1 & 2, Murphy Road, Ulsoor,

Bangalore 560 008

Phone +91-80 4079 7000

8th Floor

Prestige Palladium Bayan

129-140 Greams Road

Chennai 600 006

+91 44 4228 5000

Hyderabad Kolkata Mumbai

Plot no. 77/A, 8-2-624/A/1, 4th

Floor, Road No. 10, Banjara Hills,

Hyderabad – 500034,

Andhra Pradesh

Phone +91-40 44246000

56 & 57, Block DN.

Ground Floor, A- Wing

Sector - V, Salt Lake

Kolkata - 700 091, West Bengal

+91-033 2357 9101/

4400 1111

PwC House

Plot No. 18A,

Guru Nanak Road(Station Road),

Bandra (West), Mumbai - 400 050

+91-22 6689 1000

Gurgaon Pune For more information

Building No. 10, Tower - C

17th & 18th Floor,

DLF Cy ber City, Gurgaon

Haryana -122002

+91-124 330 6000

7th Floor, Tower A - Wing 1,

Business Bay, Airport Road,

Yerwada, Pune – 411 006

+91-20 4100 4444

Contact us at

pwctrs.knowledgemanagement@in.pwc.com

http://www.pwc.com/structure
http://www.pwc.in/
http://on.fb.me/ZeYMDE
http://linkd.in/186VxRE
http://bit.ly/16PN2Kk
http://bit.ly/Z1pmhr

