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3¢ /ORDER

PER N.R.S. GANESAN, JUDICIAL MEMBER:

Both the appeals filed by the assessee are directed against the
respective orders of the Commissioner of Income Tax (Appeals)-12,
Chennai, for the assessment years 2012-13 and 2013-14. Since

common issue arises for consideration in both the appeals, we heard
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both the appeals together and disposing of the same by this common

order.

2. Shri J. Prabhakar, the Ld. representative for the assessee,
submitted that the only issue arises for consideration is disallowance
made by the Assessing Officer under Section 14A of the Income-tax Act,
1961 (in short 'the Act'). According to the Ld. representative, the
assessee-partnership firm invested in the mutual funds and earned
exempted income. According to the Ld. representative, the assessee
invested its own funds in the mutual funds and no borrowed funds were
used for investment in the mutual funds. According to the Ld.
representative, the Assessing Officer has found that the assessee has
paid interest on the capital account of the partners. If these funds were
utilised for the purpose of business, the interest paid to the partners could
have been avoided. According to the Ld. representative, interest paid to
the partners is not an expenditure. According to the Ld. representative,
no money was borrowed for making any investment. Placing reliance on
the order of this Tribunal in DCIT v. Rajapalayam Mills Ltd. in L.T.A.
No0.3165/Mds/2016 dated 25.01.2018, the Ld. representative submitted
that when the assessee invested its own funds, this Tribunal found that
there cannot be any disallowance even though the investment resulted in

earning of exempted income. To establish the availability of funds,
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according to the Ld. representative, the assessee has also filed copies of

balance sheet and other materials.

3. On the contrary, Shri AR.V. Sreenivasan, the Ld. Departmental
Representative, submitted that the assessee has invested in mutual
funds apart from debt fund and equity fund. According to the Ld. D.R.,
the assessee has received dividend both from debt fund and equity fund
and also earned exempted income from mutual funds. For the
assessment year 2012-13, according to the Ld. D.R., the assessee
invested to the extent of ¥1,90,92,755/- as on 31.03.2012. The assessee
received dividend income of %12,94,654/-.  Till 31.03.2011, the
investment was %1,79,64,789/-. As on 31.03.2012, the investment was
1,90,92,755/-. The assessee has also paid interest to the extent of
27,22,308/- to the partners based on the balances available in the
current account of the partners. According to the Ld. D.R., if the
available funds were utilised for making investment for earning dividend
income for the purpose of business, then the interest paid to the partners
could have been avoided. Therefore, according to the Ld. D.R., the
CIT(Appeals) has rightly confirmed the disallowance made by the

Assessing Officer.

4. We have considered the rival submissions on either side and

perused the relevant material available on record. The assessee
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admittedly is a partnership firm. The assessee now claims before this
Tribunal that the investment in the mutual funds and other investments,
which yielded exempted income, were made from their own funds.
Disallowance under Section 14A of the Act needs to be made provided
the assessee incurred expenditure. In this case, the assessee claims
that there was no such expenditure incurred. The assessee also paid
interest to the partners on the outstanding balance in the current account.
Since the assessee claims that the investments were made from their
own funds, this Tribunal is of the considered opinion that the matter
needs to be re-examined by the Assessing Officer and find out whether

the assessee has invested from its own funds or the borrowed funds.

5. It also needs to be examined whether the assessee has incurred
any indirect expenditure of payment of interest by borrowing funds for the
purpose of business. In those factual circumstances, this Tribunal is of
the considered opinion that the matter needs to be re-examined.
Accordingly, orders of both the authorities below are set aside and the
entire issue is remitted back to the file of the Assessing Officer. The
Assessing Officer shall re-examine the matter in the light of the material
that may be filed by the assessee and bring on record whether the
assessee borrowed any funds for the purpose of business during the

years and consideration and whether the assessee had sufficient funds
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for making investment in the mutual funds and other investments for
earning exempted income during the years under consideration and
thereafter decide the issue afresh in accordance with law, after giving a

reasonable opportunity to the assessee.

6. In the result, both the appeals filed by the assessee are allowed

for statistical purposes.

Order pronounced in the court on 2™ January, 2019 at Chennai.
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