
आयकर अपीलीय अिधकरण, ‘सी’  Ɋायपीठ, चेɄई 
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ŵी वी. दुगाŊ राव, Ɋाियक सद˟ एवं ŵी मनोज कुमार अŤवाल, लेखा सद˟ के समƗ । 
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आदेश /O R D E R 
 
PER  V. DURGA RAO, JUDICIAL MEMBER:     

 
This appeal filed by the Revenue is directed against the order of 

the ld. Commissioner of Income Tax (Appeals), Salem, dated 

29.10.2019 relevant to the assessment year 2013-14. 

 
2.  Brief facts of the case are that the assessee is engaged in the 

business of manufacturer of cotton fabrics and filed its return of income 

for the assessment year 2013-14 on 28.11.2013 declaring total income 

of ₹.6,45,25,480/-. The case was selected for scrutiny and after 
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following the due procedures, the assessment under section 143(3) of 

the Income Tax Act, 1961 [“Act” in short] was completed on 04.02.2016 

by accepting the returned income. Subsequently, the ld. PCIT vide his 

revision order under section 263 of the Act dated 08.03.2018 set aside 

the assessment and directed the Assessing Officer to complete the 

assessment afresh. In the redo assessment, the Assessing Officer 

found that the assessee has made investments in partnership firms 

and admitted tax exempt income of ₹.15,13,341/- as share of profits 

from first which was claimed as exempt. As the assessee has not 

disallowed any expenditure under section 14A of the Act, the 

Assessing Officer applied the provisions of section 14A r.w. Rule 8D 

and worked out the disallowance at ₹.68,16,444/- and brought to tax.  

 
3.  On appeal, by following the decision of Hon’ble Supreme Court in 

the case of PCIT v. State Bank of Patiala [2018] 259 taxman 314 (SC), 

the ld. CIT(A) directed the Assessing Officer to restrict the 

disallowance to the extent of exempt income earned by the assessee 

of ₹.15,13,341/- and partly allowed the appeal.  

 
4.  Aggrieved, the Revenue is in appeal before the Tribunal and the 

ld. DR relied on the grounds of appeal of the Revenue.  
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5.  On the other hand, the ld. Counsel for the assessee strongly 

supported the order passed by the ld. CIT(A).  

 
6.  We have heard both the sides, perused the materials available 

on record and gone through the orders of authorities below. In this 

case, the assessment was completed under section 143(3) r.w.s. 263 

of the Act by making disallowance of ₹.68,16,444/- under section 14A 

r.w. Rule 8D. Admittedly, the assessee has earned exempt income of 

₹.15,13,341/- and it was the submission before the ld. CIT(A) that 

investments in tax free bonds had been made out of its own funds. By 

considering the submissions of the assessee as well as by following 

the decision in the case of PCIT v. State Bank of Patiala [2018] 259 

taxman 314 (SC), wherein, while affirming the decision of the Hon’ble 

Punjab and Haryana High Court reported in (2018) 99 taxmann.com 

285 that the disallowance under section 14A of the Act cannot exceed 

exempt income, the Hon’ble Supreme Court dismissed the SLP 

preferred by the Department reported in 259 Taxman 314 (SC), the ld. 

CIT(A) has directed the Assessing Officer  to restrict the disallowance 

to the extent of exempt income earned of ₹.15,13,341/-. The ld. DR 

could not controvert the above decision of the Hon’ble Supreme Court. 
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Under the above facts and circumstances, we find no infirmity in the 

order passed by the ld. CIT(A) and accordingly, the ground of appeal 

raised by the Revenue stands dismissed.  

 
7. In the result, the appeal filed by the Revenue is dismissed. 

 Order pronounced on the 05th January, 2022 at Chennai. 

 
 
Sd/- Sd/- 
(MANOJ KUMAR AGGARWAL) 
ACCOUNTANT MEMBER 

(V. DURGA RAO) 
JUDICIAL MEMBER 

 
Chennai, Dated, the 05.01.2022 
 
Vm/- 
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