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PER PRADIP KUMAR KEDIA - AM:

The captioned appeals have been filed at the instance of the
assessee against the orders of the Commissioner of Income Tax

(Appeals), Gandhinagar, (‘CIT(A)’ in short), dated 18.09.2017 &



ITA Nos. 2590 & 2591/Ahd/17 [Jhajjar KT Transco
Pvt. Ltd. vs. ITO] A.Ys. 2013-14 & 2014-15 -2 -

19.09.2017 arising in the assessment orders dated 29.03.2016 &
23.12.2016 passed by the Assessing Officer (AO) under s. 143(3)
of the Income Tax Act, 1961 (the Act) concerning AYs 2013-14
& 2014-15.

2. The grounds of appeal raised by assessee read as under:

“l. That on facts and in law the ld. CIT(A) has erred in not
deleting the disallowance for administrative expenses
u/s14A of IT Act.

2. The ld. CIT(A) has erred in observing that the assessee has
not provided any basis for disallowance of expenditure of
Rs.10,000/-.

3. That the decision of Devarsons Industries Pvt Ltd vs ACIT
relied on by the ld. CIT(A) is not applicable on the facts of
the case of the assessee.”

3. By way of solitary ground of its appeal, the assessee seeks to
impugn the action of the Revenue authorities in making

disallowance under s.14A of the Act.

4. When the matter was called for hearing, the learned AR for
the assessee pointed out that the assessee is in receipt of dividend
income from certain mutual funds aggregating to Rs.9,90,090/-.
The assessee has considered the above dividend income as exempt
income. An amount of Rs.10,000/- was however suo motto
disallowed as expenses attributable to exempt income. The
assessee contended that the exempt income is generated from
investment in mutual funds and therefore no administrative

expenses have been incurred separately by the assessee and
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therefore there was no warrant to apply statutory formula
specified in Rule 8D(2)(ii1) for the purposes of disallowance of
administrative expenditure. The learned AR contended that the
assessee 1tself has disallowed a reasonable expenditure of
Rs.10,000/- and therefore, there was no warrant to invoke Rule
8D(2)(i11) and thereby making further disallowance of
Rs.1,26,000/- on such earning. The learned DR for the Revenue

relied upon the order of the lower authorities in its defense.

5. We have carefully considered the rival submissions. The
assessee has agitated the disallowance made by the AO under Rule
8D(2)(ii1) of the IT Rules. We notice averments made on behalf
of the assessee that tax free income earned in the form of dividend
has arisen entirely out of mutual funds which are one time
investments without any proactive involvement of management
per se. The surplus funds of the company have been simply
parked in the mutual funds. We take cognizance of the arguments
advanced on behalf of the assessee that mutual fund investments
bear different traits and are different species of investment. The
mutual funds are supervised by the experts in field and
management charges for such supervision is recovered from the
clients. This being so, an investor under the mutual fund
separately bears administrative and managerial expenses unlike a
case where assessee chooses to make investment in shares
directly. In the case of mutual funds, administrative and
managerial expenses are factored in the investments itself. In
such a scenario, the explanation offered by the assessee for non-

applicability of rule 8D(2)(ii1) for rigid disallowance appears to
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be in congruity with market practice. Accordingly, we do not find
it a fit case for resorting to double disallowance of similar
expenditure taking shelter of Rule 8D(2)(ii1) of the IT Rules. It
will be pertinent here to note that a bare reading of Section 14A
of the Act suggests that its applicability is not automatic. It is
hedged by conditions prescribed therein. Section 14A inheres in
it the concept of reasonableness. The formidable amount of
expenditure as computed by the AO cannot be said to be
attributable to tax free income generated from separately
administered mutual funds by applying a straight jacket formula
embodied in Rule 8D(2)(ii1) of the IT Rules. Thus, we find
considerable merit in the plea of the assessee for no additional
disallowance over and above suo motu disallowance made by the
assessee itself in this regard. Hence, we are disposed to
adjudicate the issue in favour of the assessee. Thus, the order of
the CIT(A) sustaining the disallowance under s.14A of the Act

deserves to be vacated.

6. In the result, appeal of the assessee in ITA No.
2590/Ahd/2017 for AY 2013-14 is allowed.

7. The other appeal of the assessee in ITA No. 2591/Ahd/2017
concerning AY 2014-15 involves identical issue of disallowance
of administrative expenses under s.14A r.w. Rule 8D(2)(iii1) of the
IT Rules. The facts and circumstances being identical, the
disallowance made by the revenue authorities under Rule

8D(2)(111) of IT Rules is deleted in parity with the reasonings
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provided in ITA No0.2590/Ahd/2017 (supra) concerning AY 2013-

14 in assessee’s own case.

8. In the result, the appeal filed by the assessee in ITA No.
2591/Ahd/2017 for AY 2014-15 is allowed.

9. In the combined result, both appeals of the assessee are

allowed.

| This Order pronounced in Open Court on  29/05/2019 |
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