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No disallowance under Section 14A of the Income-tax Act if no exempt 

income is received during the year    

Background 

 

Recently, the Delhi High Court (the High Court) in the 

case of Cheminvest Limited
1
 (the taxpayer) held that 

there should be an actual receipt of exempt income 
during the relevant year, for the purpose of disallowance 
of any expenditure incurred in relation to such income. 
Section 14A of the Income-tax Act, 1961 (the Act) will 
not apply, if no exempt income is received during the 
relevant year. 

 

Facts of the case 

 The taxpayer is engaged in the business of making 
investments in shares and accepting/granting of 
loans. The taxpayer is one of the co-promoters of 
Max India Ltd. 

 In the relevant year, the taxpayer borrowed funds on 
which interest expenditure was incurred. In that year, 
no dividend income was earned by the taxpayer 
from the amount invested in various shares. 

 The Assessing Officer (AO) disallowed certain 
amount under Section 14A of the Act out of the total 
expenditure incurred during the year. The reason for 
this disallowance was that the borrowed funds were 
utilised for the purpose of purchase of shares and to 
earn exempt dividend income. 

 The taxpayer had made a distinction between 
investments in unquoted shares and investments in 
shares (other than trade) on a long-term basis. 
Based on this distinction, the AO disallowed interest 
paid on borrowed funds invested in long-term 
shares. 

__________________ 
1
 Cheminvest Limited v. CIT (ITA 749/2014, order dated 02 September 2015) – 

Taxsutra.com 

 The Commissioner of Income-tax (Appeal) 
[CIT(A)] upheld the applicability of Section 14A of 
the Act but agreed with the contention of the 
taxpayer that only the net interest amount debited 
in the profit and loss account was required to be 
proportionately disallowed under the said Section. 

 The taxpayer and the tax department’s cross 
appeals came up before the Special Bench of the 
Tribunal. The Special Bench relied on the 
decision of the Supreme Court in the case of 
Rajendra Prasad Moody

2
 and held that since 

dividend is exempt, the expenditure thereof has to 
be disallowed. 

 Subsequently, the matter was placed before the 
regular Bench of the Tribunal which referred to 
the decision of the High Court in case of Maxopp 
Investment Ltd.

3
 and remanded the matter to the 

file of the AO for reconsideration. 

 The taxpayer filed a writ petition before the High 
Court. 

High Court’s ruling 

 Various courts
4
 have held that when a taxpayer 

has not earned any taxable income in the 
relevant year, the corresponding expenditure 
cannot be disallowance under Section 14A of the 
Act. 

_______________ 

2
 CIT v. Rajendra Prasad Moody [1978] 115 ITR 519 (SC) 

3
 Maxopp Investment Ltd. v. CIT [2012] 347 ITR 272 (Del) 

4
 CIT v. Lakhani Marketing Incl. [2014] 272 CTR 265 (P&H), CIT v. Corrtech 

Energy (P) Ltd. [2014] 223 Taxman 130 (Guj), CIT v. Shivam Motors (P) Ltd. 
[2014] 272 CTR 277 (All) 
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 The High Court observed that the taxpayer had 
made a strategic investment, no exempt income was 
earned by the taxpayer in the relevant year and the 
genuineness of the expenditure incurred by the 
taxpayer was not in doubt. Relying on the decision in 
the case of Holcim India (P) Ltd.

5
, it was held that a 

disallowance under Section 14A of the Act cannot be 
made in a year in which no exempt income has been 
earned or received by the taxpayer.  

 Further, the decision of the Supreme Court in the 
case of Rajendra Prasad Moody was rendered in the 
context of allowability of a deduction under Section 
57(iii) of the Act, where the expression used is ‘for 
the purpose of making or earning such income’. 
Section 14A of the Act on the other hand contains 
the expression ‘in relation to income which does not 
form part of the total income’.  

 The decision in the case of Rajendra Prasad Moody 
cannot be used in the reverse to contend that even if 
no income has been received, the expenditure 
incurred can be disallowed under Section 14A of the 
Act. 

 The issue in the case of Maxopp Investment Ltd. 
was whether the expenditure (including interest on 
borrowed funds) in respect of investment in shares 
of operating companies for acquiring and retaining a 
controlling interest therein was disallowable under 
Section 14A of the Act, when a dividend was earned 
on such an investment. Since dividend was received 
in the case of Maxopp Investment Ltd., it will not 
apply in the context of the issue in the present case. 

 The expression ‘does not form part of the total 
income’ in Section 14A of the Act, envisages that 
there should be an actual receipt of  exempt income 
during the relevant year, for the purpose of 
disallowing any expenditure incurred in relation to 
such income. Accordingly, Section 14A will not apply 
if no exempt income is received during the relevant 
previous year. 

 The Court did not deal with the issue of whether the 
interest expenditure incurred by the taxpayer would 
be allowed as a business expenditure under Section 
36(1)(iii) of the Act. 

_____________ 
5
 CIT v. Holcim India (P) Ltd. [2014] 272 CTR 282 (Del) 

Our comments 

This is a welcome ruling of the Delhi High Court 
where it has been held that unless the exempt income 
has been received during the year, a disallowance 
under Section 14A of the Act cannot be made.  

The Central Board of Direct Taxes (CBDT) vide 

Circular No. 5/2014
6
 clarified that Rule 8D of the 

Rules read with Section 14A of the Act, provides for 
disallowance of the expenditure incurred in relation to 
the exempt income even where the taxpayer in a 
particular year has not earned any exempt income. 
However, the CBDT Circular is binding on the tax 
authorities and not binding on the Tribunal/Courts or 
even the taxpayer, as held by the Supreme Court in 

the case of Hero Cycles Pvt. Ltd
7
. 

_____________ 

6
 CBDT Circular No. 5/2014, dated 11 February 2014 

7
 CIT v. Hero Cycles (P) Ltd. [1997] 228 ITR 463 (SC) 
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6
 CBDT Circular No. 5/2014, dated 11 February 2014 

7
 CIT v. Hero Cycles (P) Ltd. [1997] 228 ITR 463 (SC) 
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