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TS / ORDER

PER INTURI RAMA RAQ, AM:

This is an appeal filed by the assessee directed against the order of
National Faceless Appeal Centre (NFAC), Delhi dated 29.06.2023 for
the assessment year 2016-17.

2. Brief facts of the case are that the appellant is an individual
deriving income under the head “Income from Business”. The Return of
Income for the A.Y. 2016-17 was filed on 15.10.2016 declaring total
income of Rs.26,15,010/-. Against the said return of income, the
assessment was completed by the Assessing Officer (AO) vide order
dated 01.11.2018 passed u/s.143(3) of the Act at a total income of
Rs.51,07,140/-. While doing so, the interest expenditure of
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Rs.24,92,129/- was disallowed by the AO by holding that the appellant
made a claim for deduction of interest expenditure under the head
“Income from other sources’ against the interest income of
Rs.41,85,123/-. The differential amount of the interest income and
interest expenditure was disallowed by the AO by holding that the
appellant failed to discharge the onus of establishing the nexus between

interest earned income and interest expenditure so made.

3.  Being aggrieved, an appeal was filed before the 1d.CIT(A)/NFAC
contending that the interest expenditure was incurred on loans borrowed,
utilized for the capital introduced in the partnership firms. The appellant
was deriving the interest income, share of profit and the salary from the
partnership firms. Therefore, the same should be allowed as a deduction.
It was further contended that the AO ought not have applied the ratio of
the decision of Goetz India Ltd. Vs. CIT (2006) 284 ITR 323 (SC)
inasmuch as it does not amount to a fresh claim made. However, the 1d.
CIT(A) confirmed the action of the AO by holding that the share of
profit from the partnership firms 1is exempt by virtue of provisions of
section 10(2A) of the Act. Therefore, the expenses attributable to

earning of the share of profit cannot be allowed as deduction.

4.  Being aggrieved, the appellant is in appeal before us in the present

appeal.

5. The 1d. Authorized Representative submits that the
1d.CIT(A)/NFAC had fell in serious error in disallowing the claim for
deduction of interest income ignoring the settled principle of law that the
interest expenditure should be allowed irrespective of fact that there was
positive income or not. It is further contended that the remuneration

received from the partnership firm as well as the interest on the capital
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introduced by the assessee is assessable under the head ‘Business
Income’. Therefore, the interest expenditure incurred on the borrowed
funds which were utilized for the purpose of introduction of capital in

the partnership firms should be allowed as deduction.

6.  On the other hand, the 1d. Sr. DR placing reliance on the orders of
the authorities submitted that since the order of the 1d.CIT(A)/NFAC is a

reasoned one no interference is called for.

7.  We heard the rival submissions and perused the relevant material
on record. The solitary issue that arises for our consideration is Whether
the interest expenditure claim can be allowed as a deduction or not? No
doubt, the appellant had claimed the said interest expenditure u/s.57(ii1)
of the Act in the return of income. However, it is the case of the
appellant that the interest expenditure was incurred on the loans
borrowed which are utilized for the purpose of introduction of capital in
the partnership firms. It is only during the course of proceedings before
the CIT(A)/NFAC that the appellant firm had filed the details of income
earned in the form of remuneration, interest, share of profit from the
partnership firms. Keeping in view the settled principle of law that the
purpose of income-tax proceedings is only to compute the correct tax
liability of an assessee, we are of the considered opinion that the
1d.CIT(A)/NFAC after admitting the additional evidence, ought to have
called for a remand report from the AQO, then adjudicated the issue in
proper perspective. There is no dispute about the proposition that the
remuneration, interest on the capital received from the partnership firms
1s assessable under the head ‘Business Income’. Further, we note that in
the immediate preceding assessment year, the CIT(A) had allowed the
claim. In view of these facts, we are of the considered opinion that the

matter requires a remission to the file of Assessing Officer with direction
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to allow the claim for deduction of interest expenditure on being
satisfied himself that the loans borrowed on which interest expenditure
was claimed were utilized for the purpose of introduction of the share
capital in the partnership firms after due verification. We order

accordingly.

8.  In the result, the appeal filed by the assessee stands partly allowed.

Order pronounced on this 04" day of July, 2024.
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