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

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

Commissioner of Income Tax (Appeals) 15, Chennai dated 25.10.2016 

relevant to the assessment year 2012-13. The only effective ground raised in 

the appeal of the Revenue is that the ld. CIT(A) has erred in deleting the 

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 has filed the return of 

income on 28.09.2012 declaring total income of ₹.1,92,58,140/-.The return 

filed by the assessee was selected for scrutiny and notice under section 

143(2) of the Act dated 08.08.2013 was issued and served on the assessee. 

Thereafter statutory notices have been issued under section 143(2) r.ws. 

129 as well as under section 142(1) of the Act dated 11.02.2015. In 

response thereto, the assessee filed  all the details. After considering the 

submissions of the assessee and verification of other details, the Assessing 

Officer has concluded the assessment under section 143(3) of the Act dated 

20.03.2015 by assessing total income of the assessee at ₹.2,43,63,705/- 

after making disallowance of ₹.51,05,565/- under section 14A of the Act.  

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

made various submissions. After considering the submissions of the 

assessee and by following the decision in the case of ACIT v. M. Baskaran 

in ITA No. 1717/Mds/2013 dated 31.07.2014, the ld. CIT(A) has deleted the 

disallowance made under section 14A of the Act. 

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

referring to the Board’s circular No. 5/2014, the ld. DR has submitted that the 

even in cases where corresponding exempt income has not been earned 

during the relevant financial year, expenditure component has to be 

determined in view of the provisions of Rule 8D. Moreover, he has also 
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submitted that under the provisions of section 14A of the Act no such 

condition exists that the assessee should earn exempt income, whereas, the 

only criteria envisaged in the provision is that there should be investments 

‘earning’ income and not investments ‘earned’ exempt income during the  

year. Therefore, the ld. DR has pleaded that the order of the ld. CIT(A) 

should be reversed and restored that of the Assessing Officer.  

 
5.  Per contra, by strongly supporting the order passed by the ld. CIT(A), 

the ld. Counsel for the assessee has submitted that when there was no fresh 

investments made in the relevant assessment year under consideration and 

there is no question of ‘earning’ income on the investments, the question of 

determining expenditure does not arise. By filing copy of the judgement in 

the case of Redington (India) Ltd. v. Addl. CIT in T.C.A. No. 520 of 2016 

dated 23.12.2016, wherein, the Hon’ble Jurisdictional High Court has held 

that when there is no exempt income there cannot be a disallowance of 

expenditure, the ld. Counsel for the assessee has submitted that the 

assessee has not earned any exempt income or incurred any expenditure or 

made any investment in the financial year relevant to the assessment year 

under consideration. It was further submitted that the issue is squarely 

covered in favour of the assessee in view of the above judgement of the 

Hon’ble Jurisdictional High Court and prayed that the order of the ld. CIT(A) 

should be sustained.  
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6.  We have heard both sides, perused the materials available on record 

and gone through the orders of authorities below. From the Balance Sheet, 

the Assessing Officer has observed that the assessee has invested an 

amount of ₹.4,02,00,000/- in equity/mutual fund units and capable of earning 

exempt income. Further, the Assessing Officer has noticed that the 

assessee has claimed interest expenditure to the tune of ₹.2,25,35,930/-. 

When the Assessing Officer has pointed out that the disallowance under 

section 14A r.w. Rule 8D is applicable, the assessee submitted that the 

investments appearing in the balance sheet has been made in the earlier 

years ending 31.03.2011 and 31.03.2010. It was also submitted that the 

investment has been made out of profits and internal accruals of the 

company and the investment has not been made out of borrowed funds in 

the earlier years. Further, it was submitted before the Assessing Officer that 

no portion of the borrowings on which interest was paid has been used for 

making investments in mutual funds and the borrowings have been used for 

the business operations of the assessee company. Moreover, it was 

submitted that the assessee has not taken any steps to redeem/change the 

mutual funds and earned any exempt income in the relevant assessment 

year. Therefore, the assessee has not incurred any expenditure. However, 

by applying the provisions of section 14A r.w. Rule 8D, the Assessing Officer 

has determined the expenditure component and disallowed the same. 

Before us, the ld. Counsel for the assessee has strongly contended that the 
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assessee has neither made any investment in the relevant assessment year 

nor earned any exempt income and therefore, there should not be any 

disallowance of expenditure in view of the decision in the case of Redington 

(India) Ltd. v. Addl. CIT (supra) and prayed for sustaining the order passed 

by the ld. CIT(A). We find force in the arguments of the ld. Counsel. We 

have perused the case law relied on by the ld. Counsel for the assessee in 

the case of Redington (India) Ltd. v. Addl. CIT (supra), wherein, the Hon’ble 

Jurisdictional High Court has held as under: 

“15.  The exemption extended to dividend income would relate only to 
the previous year when the income was earned and none other and 
consequently the expenditure incurred in connection therewith should 
also be dealt with in the same previous year. Thus, by application of the 
matching concept, in a year where there is no exempt income, there 
cannot be a disallowance of expenditure in relation to such assumed 
income. (Madras Industrial Investment Corporation Ltd. v. CIT (225 
ITR 802). The language of s. 14A(1) should be read in that context and 
such that it advances the scheme of the Act rather than distort it. 
 
16.  In conclusion, we are of the view that the provisions of s. 14A 
read with Rule 8D of the Rules cannot be made applicable in a vacuum 
i.e., in the absence of exempt income. The questions of law are 
answered in favour of the assessee and against the department and the 
appeal allowed. No costs.” 
 

Admittedly, the assessee has not made any investment in the financial year 

ended 31.03.2012. Moreover, against the investments made in the years 

2010 and 2011 in the mutual funds, the assessee has not redeemed and 

earned any exempt income. When there was no investment and no exempt 

income earned, the provision of section 14A r.w. Rule 8D cannot be made 

applicable in a vacuum to determine the expenditure. Under the above facts 
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and circumstances and respectfully following the decision in the case of   

Redington (India) Ltd. v. Addl. CIT (supra), we find no infirmity in the order 

passed by the ld. CIT(A). Accordingly, the ground raised by the Revenue is 

dismissed.  

 
7.  In the result, the appeal filed by the Revenue is dismissed.   

Order pronounced on the 10th July, 2017 at Chennai. 

  

Sd/- Sd/- 
(SANJAY ARORA) 
ACCOUNTANT MEMBER 

(DUVVURU RL REDDY) 
JUDICIAL MEMBER 

 
Chennai, Dated, the 10.07.2017 
 
Vm/- 
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Respondent, 3. आयकर आय�ुत (अपील)/CIT(A), 4. आयकर आय�ुत/CIT, 5. 
�वभागीय ��त�न�ध/DR &   6. गाड� फाईल/GF. 
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