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आदेश/Order 
 
Per Sanjay Garg, Judicial Member: 

 The present  appeal  has been preferred by the  assessee 

against  the rev is ion order  o f  the  ld.  Pr incipa l  Commiss ioner 

o f  income Tax ( in  short  ‘ the ld .PCIT ’ )  dated 27.03.2023  u/s 

263 of  the  Income Tax Act ,  1961 ( in  short  ‘ the  Act ’ )  

pertaining  to 2018-19 assessment year.  

2 .  The br ie f  facts  o f  the case are that  the ld.PCIT noted 

f rom the  assessment records  that  the  investments of  the 

assessee company stood at  Rs .1 ,24,76,60,685/- as on 
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31.03.2018,  income from which was exempt from taxat ion.   

He  fur ther  noted that  for  the  purpose of  d isal lowance  u/s 

14A in re la t ion to  expendi ture incurred for  earning of  tax 

exempt  income,  the assessee  had suo-moto  disal lowed a  sum 

of  Rs .14,06,578/- only whereas as per  the formula 

prescr ibed under  Rule 8D o f  the Income Tax Rules,  the  total  

d isa l lowance  should  have been at  Rs.1,24,76,60,685/-.   He, 

therefore,  show caused the  assessee  in th is  respect .  

3 .  In reply,  the assessee submit ted that  as  per  the 

prov is ions of  Sect ion 14A of  the Income Tax Act ,  the 

assessee  had g iven the suo-moto computat ion o f  

d isa l lowance  u/s 14A o f  the Income Tax Act .   Further 

re ferr ing to  the prov is ions of  Sect ion 14A o f  the Income Tax 

Act ,  i t  was  submit ted  that  recourse to  formula  prescr ibed 

under Rule  8D could  have  been made i f  the A.O,  hav ing 

regard to the accounts o f  the  assessee ,  was not  sat is f i ed  

with  the  suo-moto disa l lowance  computed by the assessee .   

I t  was  fur ther  submitted  that  the  detai ls  o f  computat ion of  

d isa l lowance was duly submit ted  before the AO which was 

a lso  par t  o f  the  audit  report .   The AO cons idered and 

accepted the  same.   There fore ,  s ince the AO has not  recorded 

any sat is fact ion that  the  computat ion made by the assessee  

was wrong or  not  just i f i ed ,  therefore,  the  recourse  to  the 

formula prescr ibed under  Rule  8D o f  the  IT  Rules  could  not  
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have been made.   I t  was a lso submit ted that  the assessee did 

not  incur any interest  expenditure  on the  investments  as 

own funds o f  the assessee  were used for  the purpose of  

investment .   The  only disal lowance made was in  respect  of  

the adminis trat ive expenditure which were computed by the 

assessee at  Rs.14,06,651/- which were duly of fered for  

taxat ion.  

4 .  The ld .PCIT,  however,  held  that  the  AO had not  made 

requis i te  enquir ies,  there fore ,  the order  o f  the AO was 

erroneous in so far  as i t  was prejudic ia l  to  the interest  o f  

Revenue.   He ,  there fore ,  se t  as ide  the  assessment  order  with 

a  di rect ion to  the  AO to  re-examine and re-enquire  into the 

facts/deta i ls  o f  investment/interest  expenses  made by  the 

assessee  company and i ts  c la im of  earning  of  no  exempt 

income,  as  a lso the  computat ion of  administ rat ive  expenses 

@ 1% of  the  average investment u/s 14A of  the Income Tax 

Act  read with  Rule 8D o f  the  Income Tax Rules.   He  further 

d irected that  the  AO wi l l  a l low the assessee opportuni ty  o f  

be ing heard and make submissions and then to compute  the 

d isa l lowance  in  l ine  with the  prov is ions  o f  Sect ion 14A read 

with Rule 8D of  the Income Tax Rules.  

5 .  Being aggr ieved by the said order  o f  the ld .PCIT,  the 

assessee  has  come in appeal  before us .  
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6.  We have heard the r ival  content ions and gone through 

the record.   We f ind that  the  ld.PCIT in the  ent ire  order  has 

made genera l  observat ions without cons ider ing  the facts  o f  

the case .  

7 .  A f ter  get t ing the reply o f  the  assessee,  the ld .PCIT 

f i rst ly  proceeded on the foot ing that  the assessee has 

c la imed that  i t  had not  earned any exempt  income,  however,  

there is  no such c la im o f  the assessee that  i t  had not  earned 

any tax  exempt income.  The ld .PCIT has  made discussion 

running into severa l  pages on th is  i ssue ho ld ing  that  i f  the 

assessee had not  earned any exempt income,  the 

d isa l lowance  u/s 14A was at tracted,  however,  we  f ind that  

this  issue does not  germane f rom the assessment order  as 

the assessee has  not  c la imed that  i t  has not  earned any 

exempt  income.   The  ld .  PCIT fur ther  observed in  para 7  o f  

the impugned order  that  assessment order  was pr ima- facie  

erroneous and prejudic ia l  to  the interests o f  the Revenue as 

the order  has been passed without apply ing the  formula of  

d isa l lowing interest  payment proport ionate to  those 

appl icab le  on exempt income under Rule 8D read with 

Sect ion 14A of  the Income Tax Act .   I t  i s  to  be noted that 

s ince the  assessee had not  made any interest  expenditure 

therefore,  the quest ion o f  d isal lowance  o f  interest  u/s  14A 

d id not  ar ise in this  case .   Moreover ,  as per  the prov is ions of  
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Sect ion 14A o f  the  Act ,  the  recourse  to  Rule 8D could  have 

been made only  i f  the AO was not  sat is f i ed wi th the suo-moto 

d isa l lowance of fered by  the  assessee.   In th is  case ,  the  ld.  

PCIT has not  g iven any f ind ing  as to  any discrepancy or  

de fect  in the suo-moto computat ion of  d isa l lowance made by 

the assessee.   In  the ent i re  order ,  the ld.  PCIT has made 

genera l  observat ions which are not  even appl icab le  to  many 

o f  the facts  o f  the case  o f  the assessee .   Therefore,  the 

a foresaid order  o f  the ld.  PCIT is  not  sustainable  in the  eyes 

o f  law and the same is  hereby quashed.  

8 .  In the  resul t ,  appeal  o f  the assessee stands a l lowed.  

 Order pronounced on 27 t h  February,2024.  

 
 Sd/-  Sd/- 
    (VIKRAM SINGH YADAV)              (SANJAY GARG) 
    ACCOUNTANT MEMBER           JUDICIAL MEMBER 
“Poonam” 
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