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1.  Aforesaid appeal is a recalled matter for the limited purpose of
adjudication of ground no.1 since the appeal was initially disposed-off
vide order dated 03/01/2020. However, the assessee preferred
miscellaneous petition against the same which was allowed in MP
No.46/CHNY/2020 for the limited purpose of adjudication of ground



relating to disallowance u/s 14A read with Rule 8D. Accordingly, the
appeal has been placed before us for adjudication of this issue.

2. Having heard rival submissions and after going through the orders
of lower authorities, our adjudication would be as given in succeeding
paragraphs.

3. The assessee being resident corporate assessee is stated to be
engaged in providing logistic services. Since the assessee had made
investments and it had borrowings also, Ld. AO opined that the
disallowance u/s 14A would be attracted. The assessee’s claim that it did
not incur any expenditure to earn the exempt income was not backed up
by any documentary evidences. Therefore, applying Rule 8D, Ld. AO
worked out aggregate disallowance for Rs.131.78 Lacs which was
interest disallowance u/r 8D(2)(ii) for Rs.120.08 Lacs and indirect
expense disallowance u/r 8D(2)(iii) for Rs.11.70 Lacs. Upon further
appeal, Ld. CIT(A) observed that Ld. AO had recorded his satisfaction
with respect to the accounts of the assessee and the disallowance was
justified in terms of various judicial decisions as enumerated in the
impugned order. Aggrieved, the assessee is in further appeal before us.
4. The assessee, in its submissions dated 27/12/2019, has inter-alia
submitted that no borrowed funds have been used to make investments
and therefore, interest disallowance is not justified. The assessee has
also submitted that it has earned dividend income of Rs.35.99 Lacs
during the year whereas the disallowance as made by lower authorities
has been computed as Rs.131.78 Lacs which is unjustified. The
assessee, in the alternative, has computed disallowance of Rs.3.34 Lacs
by considering those investments which have yielded exempt income

during the year. The Ld. AR has also raised a plea that no satisfaction



has been recorded by Ld. AO before applying Rule 8D and therefore, the
application of Rule 8D was not in accordance with law.

5.  We find that the assessee has earned dividend income of Rs.35.99
Lacs during the year which is evident from Note No0.2.20 of assessee’s
financial statements as placed on record. It could also be seen that the
assessee has not offered any suo-moto disallowance in its computation
of income and therefore, considering the fact that the assessee has
made investments during the year, Ld. AO has computed disallowance
as per Rule 8D. The Ld. AO, in the assessment order, has already
observed that total borrowing exceeds the reserves and surplus. Further,
the assessee has not maintained separate accounts to enable
computation of disallowance. It has further been observed that
investment decisions would entail efforts by key managerial personnel
and would also require incurrence of administrative expenditure. These
observations, in our opinion, reflect the opinion of Ld. AO having regards
to the accounts of the assessee and it would not be correct to say that
Ld. AO has straightway proceeded to apply Rule 8D. The plea raised by
Ld. AR could not be accepted.

6. Having said so, it is settled legal position that the disallowance u/s
14A is not to exceed exempt income and the disallowance has to be
computed by considering only those investments which have yielded
exempt income during the year. As per assessee’s alternative
computations, it has earned dividend income only from TVS Dynamic
Global Freight Services Ltd. Further, certain interest has already been
disallowed by the assessee in the computation of income and therefore,
the same is not to be considered again for the purpose of computation of

disallowance u/r 8D. It is also settled position that if assessee’s own



funds exceeds the investment then unless nexus of borrowed funds vis-
a-vis investments is established by Ld. AQO, it could be presumed that the
investments were sourced out of owned funds. Therefore, finding
strength in all these arguments, we direct Ld. AO to verify the alternative
disallowance of Rs.3.34 Lacs as computed by the assessee and restrict
the disallowance to that extent. Further, if the investments have been
sourced out of own funds then no interest disallowance would be called
for. The matter stand restored back to the file of Ld. AO on these lines.
The assessee is directed to provide requisite details and computations.
The ground stand allowed for statistical purposes.

7. The appeal stand partly allowed for statistical purposes.
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