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MSA/ORDER

PER DUVVURUL RL REDDY, JUDICIAL MEMBER:

This appeal filed by the assessee is directed against the order of the Id.
Commissioner of Income Tax (Appeals) 8, Chennai dated 20.11.2018 relevant
to the assessment year 2014-15. The effective ground raised in the appeal of
the assessee relates to confirmation of disallowance of %.29,15,998/- made

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 filed its return of income for
the assessment year 2014-15 on 24.09.2014 admitting an income of
%.1,91,98,220/-. The return filed by the assessee was selected for scrutiny and
against the statutory notices, the assessee furnished the details. On
verification of the details filed by the assessee, the Assessing Officer
completed the assessment under section 143(3) of the Act by assessing total
income of the assessee at %.2,21,14,218/- after making disallowance under
section 14A of the Act r.w. Rule 8D at %.29,15,998/-. On appeal, the Id. CIT(A)

confirmed the disallowance made under section 14A r.w. Rule 8D.

3. On being aggrieved, the assessee is in appeal before the Tribunal. By
referring to the balance sheet filed in the form of paper book, the Id. Counsel
for the assessee has submitted that the assessee has sufficient own
funds/internal accruals for making investments, the interest expenditure
incurred by the assessee should not have been disallowed under section 14A
r.w. Rule 8D(2)(ii) since no part of the borrowed funds were used by the
assessee for making investments and prayed for deleting the disallowance of
expenditure. On the other hand, the Id. DR supported the orders of authorities

below.

4, We have heard both the sides, perused the materials available on

record and gone through the orders of authorities below including paper book
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filed by the assessee. On perusal of the accounts, the Assessing Officer
noticed that the assessee has claimed interest expenses of %.1,48,41,644/-
and shown dividend income of %.36,41,636/- and also investment in shares of
3.4,88,89,852/- in various companies and other %.3,10,000/- aggregating to
3.4,91,99,852/-. However, the assessee has not admitted any expenditure
attributable to such investments. Hence, by invoking the provisions of section
14A rw. Rule 8D, the Assessing Officer determined the expenditure
attributable for earning such exempt income by applying Rule 8D(2)(ii) at
%.26,71,392/- and Rule 8D(2)(iii) at %.2,44,606/- totalling to %.29,15,998/- and
brought to tax. Before the Id. CIT(A), the assessee has contended that the
investments in the acquisition of shares were from its own interest free funds.
Upon the above submissions, the Id. CIT(A) has observed that the assessee
earned dividend income of %.36,41,636/- from mutual funds and similar tax
exempt investments. The assessee has also had land and other immovable
properties worth of %.7.45 crores. The assessee has also various other
investments and advances which are made for the purposes other than for
earning income. Thus, while observing that the entire amount on investments
are from own funds is not borne of facts, the Id. CIT(A) held that even if the tax
exempt investments were to be from own funds of the assessee, the
disallowance under section 14A of the Act is attracted in view of the various

judgements of various Courts and accordingly confirmed the disallowance.
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4.1 Various courts have held that when the assessee claimed that it had
sufficient funds to cover investments in tax free securities which was
corroborated by the financial audited report for various assessment years and
the entire interest expenditure on borrowing fund was incurred in connection
with the operating revenue which had been offered to tax, no disallowance is
required to be made under section 14A of the Act [CIT v. Bharti Televenture
Ltd. (2011) 331 ITR 502 (Del), CIT v. Reliance Utilities & Power Ltd. (2009)
313 ITR 340 (Bom), PCIT v. Sintex Industries Ltd. (2018) 403 ITR 418 (Guj),
etc.]. Thus, we set aside the order of the Id. CIT(A) and remit the matter back
to the file of the Assessing Officer to verify as to whether the assessee was
having sufficient own funds on the date of investments and if so, no
disallowance under Rule 8D(2)(ii)) is warranted on the entire interest
expenditure on borrowing fund which was incurred in connection with the
operating revenue and offered to tax. Further, the Assessing Officer is directed
to consider only those investments for computing average value of investment
which yielded exempt income during the year under consideration as per Rule
8D(2)(iii) in view of the Delhi Special Bench of the Tribunal in the case of ACIT
v. Vireet Investment (P) Ltd. (2017) 165 ITD 27 (Delhi)(SB) and to pass
detailed order on both counts. Thus, the ground raised by the assessee is

allowed for statistical purposes.
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5. In the result, the appeal filed by the assessee is allowed for statistical

purposes.

Order pronounced on the 09" March, 2020 at Chennai.
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