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आदेश /O R D E R 
 
PER  DUVVURU RL REDDY, JUDICIAL MEMBER:     

 
This appeal filed by the assessee is directed against the order of the 

ld. Commissioner of Income Tax (Appeals) 11, Chennai dated 25.01.2016 

relevant to the assessment year 2011-12. The only effective ground raised in 

the appeal of the assessee is that the ld. CIT(A) has erred in confirming 

disallowance made under section 14A of the Income Tax Act, 1961 [“Act” in 

short].  
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2.  Brief facts of the case are that the assessee is engaged in the 

business of manufacturing and supply of industrial boilers. The assessee 

has filed its return admitting total income of ₹.1,87,67,470/-. The return filed 

by the assessee was processed under section 143(1) of the Act. Thereafter, 

the case of the assessee was selected for scrutiny and notice under Section 

143(2) dated 08.08.2013 was issued. After considering the submissions of 

the assessee and materials available on record, the assessment under 

section 143(3) of the Act was completed on 26.03.2014 assessing total 

income of the assessee at ₹.2,15,96,048/- after making various additions.  

 
3.  The assessee carried the matter in appeal before the ld. CIT(A) 

against the disallowances made by the Assessing Officer. After considering 

the submissions of the assessee, the ld. CIT(A) partly allowed the appeal 

filed by the assessee. 

 
4.  On being aggrieved, the assessee is in appeal before the Tribunal 

challenging the confirmation of disallowance made under section 14A of the 

Act.  

 
5.  We have heard both sides, perused the materials available on record 

and gone through the orders of authorities below. The investment portfolio of 

the assessee for the year stands at ₹.22,08,337/- out of which the assessee 

has earned an income which is not includible in the total income. On perusal 
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of the balance sheet and profit and loss account, the Assessing Officer has 

noticed that against substantial increase in investments, there was a 

corresponding increase in borrowed funds as well as the interest outflow, 

which indicates that there is a direct nexus between the increase in 

investments and borrowed capital with interest relating such investments 

being charged to profit and loss account. The assessee has not admitted 

any expenditure against the earning of exempt income. Considering the 

volume and portfolio of investment, the Assessing Officer was of the opinion 

that the assessee should have incurred expenditure in the form of 

managerial, administrative and monitoring nature, he proceed to determine 

the expenditure component under the provisions of section 14A r.w. Rule 8D 

and accordingly disallowed ₹.11,34,836/-.  

 
6.  Before the ld. CIT(A), it was the submissions of the assessee that the 

source for the investment was not out of the interest bearing loan funds and 

the Assessing Officer has included bank charges as bank interest while 

quantifying the disallowance under section 14A of the Act. Further, it was 

submitted that the Assessing Officer has not considered the disallowance to 

the extent already offered by the assessee itself. After considering the 

submissions of the assessee, the ld. CIT(A) has directed the Assessing 

Officer to exclude the bank charges and to give credit for the disallowance 
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already made by the assessee and upheld the balance disallowance made 

under section 14A of the Act.  

 
7.  Before us, the ld. Counsel for the assessee has submitted that the 

assessee has surplus finds for making investments and borrowed funds 

were utilized only in the capital field. He further submits that there was no 

increase in the investment as comparing to the previous assessment year 

and moreover, the assessee has voluntarily admitted expenditure incurred, 

which was not taken into account and therefore he prayed for deleting the 

disallowance made under section 14A of the Act.  

 
8.  As per the details available in the assessment order, the investment 

made by the assessee as on 31.03.2010 was ₹.3,27,24,052/-, whereas, the 

investments as on 31.03.2011 was only 2,59,32,389/- and therefore, it 

cannot be said that there is substantial increase in the investments. On 

perusal of the Balance Sheet, we find that the assessee has Reserves and 

Surplus to the extent of ₹.9,47,90,210/-, whereas, the investment in the 

current year was only ₹.2,59,32,389/-, which was much below the reserves 

and surplus owned by the assessee. Further, from the orders of authorities 

below, the actual exempt income earned by the assessee was not available. 

The ld. CIT(A) has not disputed the submissions of the assessee that the 

assessee has voluntarily admitted expenditure for earning exempt income 

and directed the Assessing Officer to reduce it from the total disallowance. 
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Once the assessee has admitted expenditure for earning exempt income 

and not accepted by the Assessing Officer, he is suppose to record reasons 

for not accepting the expenditure admitted by the assessee as per sub-

section 2 to section 14A of the Act. In this case, the Assessing Officer has 

stated in the assessment order that the assessee has not admitted 

expenditure for earning exempt income. The purpose of investments made 

by the assessee was also not available on record. Under the above facts 

and circumstances, we remit the matter back to the file of the Assessing 

Officer, who shall, after verification of records/details furnished by the 

assessee decide the issue afresh and pass speaking order in accordance 

with law after allowing opportunity of hearing to the assessee. 

 
9.  In the result, the appeal filed by the assessee is allowed for statistical 

purposes.  

Order pronounced on the 12th July, 2017 at Chennai. 

 

Sd/- Sd/- 
(CHANDRA POOJARI) 
ACCOUNTANT MEMBER 

(DUVVURU RL REDDY) 
JUDICIAL MEMBER 

 
Chennai, Dated, the 12.07.2017 
Vm/- 
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