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आदशे / O R D E R 
 

Per A. Mohan Alankamony, AM:- 
 

 

This appeal by the assessee is directed against the order 

passed by the learned Commissioner of Income Tax(Appeals)-15, 

Chennai, dated 10.02.2017 in ITA No.57/A.Y.2012-13/CIT(A)-

15/2015-16 for the assessment year 2012-13 passed U/s. 250(6) 

r.w.s. 143(3) of the Act.  

 



2                              ITA No.1242/Chny/2017                                                                                      
 

2.   The assessee has raised several grounds in its appeal however 

the crux of the issue is that the Ld.CIT(A) has erred in confirming the 

order of the Ld.AO to the extent of not granting deduction towards 

salary expenditure incurred by the assessee amounting to 

Rs.1,50,00,000/-.  

 

3. The brief facts of the case are that the assessee is a private 

limited company engaged in finance, hotel & real estate business,       

e-filed its return of income for the assessment year 2012-13 on 

29.09.2012 admitting income of Rs.1,09,25,509/-.  Initially the return 

was processed U/s.143(1) of the Act and subsequently the case was 

selected for scrutiny and notice U/s.143(2) of the Act was issued on 

08.08.2013. Finally assessment order was passed U/s.143(3) of the 

Act on 30.03.2015, wherein the Ld.AO made addition of 

Rs.2,06,42,360/- towards disallowance of expenditure. 

 

4. The Ld.AO had disallowed the expenditure of Rs.2,06,42,360/- 

because the assessee had only earned interest income and the 

company had not started the operation with respect to hotel and 

resort business. On appeal the Ld.CIT(A) allowed interest and 

miscellaneous expenditure to the tune of Rs.56,42,360/- against the 
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interest income earned by the assessee, however disallowed the 

expenditure of Rs.1,50,00,000/- being the expenditure incurred 

towards payment of salary to the Directors of the company.  

 

5. Before us the Ld.AR submitted that in the relevant assessment 

year, the assessee was only engaged in finance business and 

deployed its funds for earning interest income. It was therefore 

pleaded that the entire expenses incurred by the assessee company 

ought to be allowed as deduction because the interest income earned 

by the assessee was in the nature of business income since the 

company was only indulging in finance business during the relevant 

assessment year. On the other hand, the Ld.DR vehemently argued 

stating that only the expenditure incurred towards earning interest 

can be allowed as deduction while computing the net interest income 

of the assessee which has to be taxed under the head “Income from 

other source”. Hence it was pleaded that the order of the Ld.CIT(A) 

may be confirmed. 

 

6. We have heard the rival submissions and carefully perused the 

materials on record. From the facts of the case, it is abundantly clear 

that during the relevant assessment year, the assessee was only 
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engaged in the business of financial services though the main objects 

in the Memorandum of Association was Hotel Business. It is pertinent 

to mention that the ancillary objects in the Memorandum of 

Association also permitted the assessee company to carry on the 

business of financial services.  In the process the assessee company 

had deployed its fund towards earning interest income because 

during the relevant assessment year the assesse company did not 

commenced activities with respect to Hotel Business. Since the 

business of the assessee company during the relevant assessment 

year was only financial services, the income earned during the 

relevant assessment year ought to be assessed as business income 

and the entire expenditure incurred by the assessee for earning such 

income has to be allowed as deduction. Needles to mention, nothing 

on record is before us to suggest that the assessee company was 

indulging in any other business activity during the relevant 

assessment year. Therefore we are of the considered view that the 

expenditure incurred by the assessee towards salary for 

Rs.1,50,00,000/- has also to be allowed as deduction while 

computing the business income of the assessee for the relevant 

assessment year. Accordingly we hereby direct the Ld.AO to delete 

the addition of Rs.1,50,00,000/- sustained by the Ld.CIT(A). 
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7.   In the result the appeal of the assessee is allowed. 

 

Order pronounced on the 27th August, 2018 at Chennai.  
 

 

  Sd/-                                                       Sd/- 
        (ध᭪ुवᱧु आर.एल रे᲻ी)                                      (ए. मोहन अलंकामणी) 
      ( Duvvuru RL Reddy )                            ( A. Mohan Alankamony )                                               
 ᭠याियक सद᭭य /Judicial Member              लेखा सद᭭य / Accountant  Member        
 

चे᳖ई/Chennai, 
ᳰदनांक/Dated 27th August, 2018 
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