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31I3QI /ORDER

PER V. DURGA RAO, JUDICIAL MEMBER:

This appeal filed by the assessee is against the order of the
learned Commissioner of Income Tax, (Appeals)-3, Chennai in L. T.A.
N0.83/2017-18/A-3; dated 28.06.2019 relevant to the Assessment Year

2015 - 2016.

2.  The facts are in brief is that the Assessee company is engaged in

the business of “Computer Server Maintenance”. It had filed the return of
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income admitting an income as ‘NIL’ after adjusting a brought-forward
loss. The case was selected for scrutiny and the assessment was

completed u/s.143(3) of the Income Tax Act, 1961 dated 30.12.2017.

3. In the Assessment Order, the Assessing Officer has noted that on
perusal of the financial statement submitted by the Assessee during the
course of the scrutiny proceedings for the current assessment year, it
was noticed that the Assessee had claimed an expense of
Rs.1,53,17,811/- and asked the Assessee to file the details. The
Assessee had failed to file all the details and no proper explanation was
furnished. The Assessing Officer had seen that major transactions with
the holding company, M/s. Precision Informatic (M) Private Limited with
respect to the expenses paid amounting to Rs.1,53,17,811/-. No tangible
evidences were produced by the Assessee to ascertain the genuineness
of these claims. Only a few bills were in the name of M/s. Precision
Informatic (M) Private Limited without any explanation, as to what
expenses these bills were related to, and whether claimed by the
Assessee or M/s. Precision Informatic (M) Private Limited. Further, he
had noted that the actual expenses incurred by the company are far less
but the expenses had increased due to apportionment of expenses from

the holding company, i.e. M/s. Precision Informatics (M) Private Limited.
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4. In so far as the sharing of expenses is concerned, no explanation
was given by the Assessee. No document, such as the agreement with
the holding company, details of the expenses as to why it was
apportioned was not explained. Accordingly, the Assessing Officer had
disallowed as it was not a genuine business expense u/s.37 of the

Income Tax Act, 1961.

5. On appeal before the learned Commissioner of Income Tax
(Appeals), he had partly granted relief to the Assessee. Being

aggrieved, the Assessee carried the matter before the Tribunal.

6. The learned Counsel for the Assessee had submitted that the
expenses incurred by the Assessee was on the floor space utilized along
with the holding company, i.e. Precision Informatics (M) Private Limited
and thus the same has to be allowed as it was for the purpose of

business.

7. On the other hand, the learned Departmental Representative
argued that the expenses incurred by the Assessee cannot be allowed

on the basis of the floor space utilized by the Assessee.

8.  We have heard both the sides through video-conferencing, perused
the materials available on record and gone through the orders of the

authorities below.
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9. The learned Commissioner of Income Tax (Appeals) by
considering the agreement between the Assessee and the holding
company and the expenses incurred by the Assessee for the
Assessment Years 2011-2012, 2012-2013, 2013-2014 and 2014-2015
took on an average of 10.74%. So far as the Assessment Year 2015-
2016 is concerned, it was taken at the rate of 23.57%. The Assessee
neither explained before the Assessing Officer nor before us as to why
was the huge expenditure incurred for the Assessment Year 2015-2016.
The CIT(A) has also given a finding that the cost allocation based on the

floor space is irrational and has no basis.

10. Even before us, the Assessee has not been able to establish that
the allocation of the expenses based on the floor space is a rational

basis for allowing the expenses.

11. The learned Commissioner of Income Tax (Appeals) further gave a
finding that the allocation of expenses on the basis of the revenue is
rational. Accordingly, he allowed the expenses incurred by the Assessee
on the basis of revenue, wherein the learned Commissioner of Income
Tax (Appeals) has held that for the Assessment Year under
consideration, the revenue from operations recorded by the holding
company is at Rs.80,44,91,575/- , whereas the Assessee declared

revenue from operations at Rs.8,73,59,043/- aggregating to a combined
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revenue of Rs.89,18,50,618/-. The proportion of revenue of the
Assessee comes to 9.80% according to which the common costs
attributable to the Assessee is Rs.45,29,316/- (9.80% of
Rs.4,62,17,517/-). Hence, the balance cost of Rs.1,07,88,495/-
(Rs.1,53,17,811 minus 45,29,316/-) being excessive needs to be
disallowed and accordingly the learned Commissioner of Income Tax

(Appeals) disallowed the same.

12. In our opinion, the allocation of expenses between the holding
company and the Assessee and the method followed by the learned
Commissioner of Income Tax (Appeals) on the basis of revenue is
rational and correct. Thus, no interference is warranted. For the sake of
convenience, the relevant portion of the order of the Ilearned

Commissioner of Income Tax (Appeals) is extracted as under:

“9. | have gone through the copy of service agreement furnished before
me, which is titled as “Expense allocation and Services Agreement’
entered on 10™ March, 2014 between the Assessee and its holding
company. As per the recitals of this agreement, it is seen that both the
companies operating in common premises and having common
employees in some service functions for services like sales, customer
services and commercial services and such employees are in payroll of
M/s. Precision Informatic (M) Private Limited and common expenses like
rent, telephone, IT Infrastructure Systems and Administrative Services
are incurred by the group. As per the agreement, the costs have to be
shared between the Assessee and the holding company in the following
manner:

(i) Group shall be made available to the Company
copies of receipts, expense journal entries and such
other accounting information as the Company may
reasonably require to demonstrate that the value of
the services being provided to the Company is equal
to the amounts being charged to the Company by
Group.
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(i) On closing of Financial Year, the total cost incurred
by the group on the above mentioned cost shall be
charged to the company by the Group based on the
floor space occupied by the company and sales and
service related cost will be based on the actual cost
incurred for the services for the year.”

13. In view of the above, there is no reason to interfere with the
order passed by the learned Commissioner of Income Tax (Appeals).

Thus this ground of appeal raised by the Assessee is dismissed.

14. In the result, the appeal of the Assessee in LT.A.

N0.2364/Chny/2019 is dismissed.

Order pronounced on 28" July, 2021 in Chennai.
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