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O R D E R 
 

PER B.R. BASKARAN, A.M : 
 

 The assessee has filed this appeal challenging the order                         

dt.13-02-2024 passed by the Ld. Commissioner of Income Tax 

(Appeals), Pune-11 [„Ld.CIT(A)‟] and it relates to AY. 2017-18.  The only 

issue urged in this appeal relates to the disallowance of interest 

expenditure of Rs.16,11,468/- claimed by the assessee against interest 

income declared under the head „Income from Other Sources‟.   

 

2. We heard the parties and perused the record. The assessee filed the 

return of income for the year under consideration declaring a total 

income of Rs.99,55,560/-.  During the course of scrutiny proceedings, 

the AO noticed that the assessee has claimed interest and salary 
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expenses of Rs. 79.41 lakhs against the interest income declared under 

the head „Income from Other Sources‟.  The AO noticed that the 

assessee has also made investment in shares, which was capable of 

earning exempt income.  Accordingly, he took the view that its interest 

expenditure, which is proportionate to the value of investments made in 

shares should be disallowed. The AO computed the proportionate 

interest amount attributable investments in shares at Rs. 16,11,468/- 

and disallowed the same.  The Ld.CIT(A) confirmed the said addition 

and hence, the assessee filed this appeal. 

 

3. The main contention of the Ld.AR was that the investments have 

been made by the assessee out of the own funds.  Inviting our attention 

to the Balance Sheet of the assessee, the Ld.AR submitted that the 

assessee has got capital balance of Rs. 13.23 crores.  The investments 

made by the assessee is Rs. 6.58 crores, out of which investments to 

the tune of Rs. 4.62 crores are interest bearing investments.  

Accordingly, the Ld.AR submitted that the interest free investments 

made by the assessee is only Rs. 1.96 crores only.  In any case, the 

aggregate value of investments is less than the amount of own capital of 

Rs. 13.23 crores. Accordingly, he submitted that there is no 

requirement of making any disallowance of interest expenditure, since 

the presumption is that the investments have been made out of own 

funds.  The Ld.AR further submitted that the assessee has earned 

interest income of Rs. 73.54 lakhs against which he has claimed 

interest expenditure of only Rs. 34.88 lakhs.   

 

4. The Ld.DR, on the contrary, submitted that the assessee has not 

established the direct nexus between the own capital and investment in 

shares. 

 

5. Having heard the rival submissions, we are of the view that there is 

merit in the submissions made by the Ld.AR.  When the own capital 
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available with the assessee is in far excess of the value of the 

investments, the presumption is that the assessee has made the 

investments out of own funds only.  For this proposition, we may take 

support from the decision rendered by the Hon‟ble Bombay High Court 

in the case of Reliance Utilities and Power Ltd., [313 ITR 340].  

Accordingly, we are of the view that the disallowance of proportionate 

interest expenditure claimed by the assessee is not justified  in the facts 

of the present case. Accordingly, we set aside the order passed by the 

Ld.CIT(A) and direct the AO to delete the disallowance. 

 

6. In the result, the appeal filed by the assessee is allowed. 

 

               Order pronounced in the open court on   06-02-2025 
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