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1.  Aforesaid appeal by assessee for Assessment Year [in short
referred to as ‘AY’] 2016-17 contest the order of Ld. Commissioner

of Income-Tax(Appeals), Ajmer, [in short referred to as ‘CIT(A)],
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Appeal No.281/2018-19 dated 20/02/2019 on following effective

grounds:-
1. The Id. CIT(A) has erred on facts and in law in confirming the disallowance
of Rs.30,86,067/- u/s. 14A read with Rule 8D. He has further erred in
confirming the disallowance ignoring that income claimed exempt is
Rs.16,66,224/- and against the interest expenditure of Rs.36,48,638/-,
assessee has declared interest /remuneration from partnership firm.
As evident, the assessee is aggrieved by confirmation of
disallowance u/s 14A for Rs.30.86 Lacs.
2.  We have carefully heard the rival submissions and perused
relevant material on record including written submissions and
documents placed in the paper book. The judicial precedents as
relied upon during the course of hearing have duly been deliberated
upon. Our adjudication to the subject matter would be as given in
succeeding paragraphs.
3.1 The material facts are that the assessee being resident
individual was assessed u/s 143(3) on 10/12/2018 wherein it was
saddled with impugned disallowance u/s 14A for Rs.30.86 Lacs.
The same would stem from the fact that the assessee claimed
interest expense of Rs.36.48 Lacs against remuneration and
interest income earned from two partnership firms (M/s Manglam
Yarn Agencies & M/s Manglam Fabrics) which would fall for
taxation under the head Business Income. The assessee claimed
other interest of Rs.25.58 Lacs against interest income of Rs.26.71
Lacs received from other parties. The same would fall under the
head Income from other sources. However, Ld. AO, going by the

factual matrix, opined that the interest expenses could not be held
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to be expanded wholly and exclusively for the purpose of making or
earning such interest income under the head Business Income.

3.2 It was noted that the assessee earned exempt income of
Rs.16.66 Lacs including share of profits from two firms. Since the
assessee claimed interest expenditure of Rs.36.48 Lacs, Ld.AO
further opined that disallowance u/s 14A would apply. The
assessee submitted that interest expenditure of Rs.36.48 Lacs had
direct nexus with interest income from partnership firm and hence,
allowable. It was submitted that the assessee would not be able to
earn more than 12% from the firm whereas loans were obtained
from market at higher rates to make investment in the firm.

3.3 However, rejecting the submissions, Ld. AO computed
aggregate disallowance of Rs.30.86 Lacs u/s 14A read with Rule
8D which comprised-off of interest disallowance u/r 8D(2)(ii) for
Rs.28.99 Lacs and administrative expense disallowance u/r
8D(2)(iii) for Rs.1.86 Lacs. In the absence of any satisfactory reply,
as well as documentary evidences forthcoming from the assessee,
the said amount was added to the income of the assessee.

3.4 ltis evident from appellate order that Ld. CIT(A) merely chose
to confirm the stand of Ld. AO without going into factual aspect as
submitted by assessee during appellate proceedings. Aggrieved,
the assessee is in further appeal before us.

4. At the outset, it is noted that the assessee has merely claimed
interest expenditure against interest earned from partnership firms
and did not claim any other expenditure. Therefore, the

disallowance of administrative expenditure u/r 8D(2)(iii), could not
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be, by any stretch of imagination, be added back to the income of
the assessee.

5. Proceeding further, the interest income earned from
partnership firms would be assessable as Business Income and the
expenditure having direct nexus with earning of the said income
would be an allowable expenditure. The only thing that was to be
verified was the fact that whether the borrowed capital on which
interest expense of Rs.36.48 Lacs was paid, had direct nexus with
investments in the two partnership firms or not. If so, the interest
expenditure would be an allowable deduction.

6. The perusal of page nos. 8-9 of the paper-books would reveal
that the assessee has identified as well as tabulated each and
every loan obtained during the year. The assessee has paid interest
of Rs.25.58 Lacs against loans having closing balance of
Rs.202.23. This expenditure has been claimed under the head
Income from other sources. On the other hand, has paid interest of
Rs.36.48 Lacs against loans having closing balance of Rs.258.43
Lacs. The same has been claimed under the head Business
Income. The assessee has much higher opening as well as closing
capital balances in the two partnership firms. It is evident that the
assessee has paid higher rate of 15% as against earned rate of
12% which has resulted into interest expenditure being higher than
the interest earning from partnership firms. Nevertheless, the
unsecured loans taken by the assessee has direct nexus with the
investments made in the partnership firms since the capital

balances in the firms are more than unsecured loans.
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Therefore, on the facts and circumstances we are inclined to delete
the impugned additions as made by Ld. AO.
7. The appeal stands allowed in terms of our above order.
Order pronounced u/r 34(4) of Income Tax (Appellate Tribunal)
Rules, 1963.
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