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The appeal filed by assessee is against order of CIT(A)-9, New Delhi 

dated 30.09.2019 relating to assessment year 2016-17 against order passed 

under section 143(3) of the Income Tax Act, 1961.

2. The only issue raised in the present appeal is against disallowance 

under section 14A of the Income Tax Act, 1961 at Rs. 59,25,405/-.



3. The learned AR for the assessee pointed out that there are three 

aspects to the issue raised in the present appeal. The first aspect is non 

recording of satisfaction by the AO before making the aforesaid disallowance 

under section 14A of the Act. The next issue which arises is the 

computation of disallowance under section 14A read with Rule 8D of 

Income Tax Rules.

4. The learned AR for the assessee pointed out that assessee had 

sufficient interest free funds in the form of reserves and surplus and the 

current year profit to make the investments on which tax free income was 

received. He also pointed out that the disallowance computed under Rule 

8D(2)(iii) is excessive as disallowance is to be made only on the value of 

investments to which the dividend income is attributable.

5. The learned DR for the Revenue placed strong reliance on the orders 

of the authorities below.

6. We have heard the rival contentions and perused the record. The 

limited issue which arises in the present appeal is against disallowance 

made under section 14A of the Act read with Rule 8D of the Income Tax 

Rules. As far as the disallowance of interest expenditure under Rule 8D(2)(ii) 

of the Rules is concerned, the learned AR for the assessee has referred to 

the balance-sheet of the assessee company. It is apparent that the reserves 

and surplus as on 31.03.2015 were Rs. 64.34 Crores and as on 31.03.2016 

were Rs. 67,82 Crores as against the investment of Rs. 45.85 Crores and Rs.
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54.62 Crores. Further the net profit after tax earned by the assessee 

company during the year under consideration was Rs. 15.85 Crores which 

can cover the investments made during the year of Rs. 19.04 Crores which 

is part of the total investments at Rs. 54.62 Crores at the close of the year. 

Applying the ratio laid down by the Hon’ble Apex Court in CIT vs. Reliance 

Industries Limited reported in 410 ITR 466 (SC), we find no merit in the 

aforesaid disallowance made on account of interest expenditure under Rule 

8D(2)(ii) of Income Tax Rules. The same is deleted.

7. Now coming to the next disallowance made under Rule 8D(2)(iii) of the 

Income Tax Rules. The limited issue which has been raised by the assessee 

before us is that the disallowance, if any, is to be restricted to the 

investment to which the tax free income is attributable.

8. The Hon’ble Delhi High Court in the case of ACB India Ltd., vs. ACIT 

[2015] 374 ITR 108 (Delhi) has laid down the aforesaid proposition and held 

that for computing the disallowance under Rule 8D(2)(iii) the value of 

investment, was to be adopted at the investments to which the dividend 

income was attributable.

9. Applying the same parity of reasoning, we direct the AO to re-compute 

the disallowance under Rule 8D(2)(iii) of the Income Tax Rules in line with 

directions of the Hon’ble Delhi High Court in ACB India Ltd., vs. ACIT 

(supra).
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10. Now coming to another aspect of the issue raised by the assessee i.e. 

non recording of satisfaction by the AO for making the aforesaid 

disallowance under section 14A of the Act. We find no merit in the said plea 

of the assessee and the same is rejected. Hence the grounds of appeal raised 

by the assessee are partly allowed.

11. In the result, the appeal of the assessee is partly allowed.

Order pronounced in the open court on A--- -' ci.ay of March, 2020.

Sd/- Sd/-
(PRASHANT MAHARISHI) (SUSHMA CHOWLA)

cfcsTF WffZfy ACCOUNTANT MEMBER 3UT^5T/VICE PRESIDENT'
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