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3meer/ORDER

This is an appeal filed by the assessee directed against the order of
the Commissioner of Income Tax (Appeals)-13 Kolkata, dated 15/03/2016
for the assessment year 2011-12.
2. The assessee is a manufacturer of hosiery goods. He submits that
this involves a number of processes like knitting, dying, bleaching, cutting,
stitching and packing. The assessee filed its return of income 30/09/2011
for the assessment year 2011-12 declaring income of Rs.10,50,751/-. The
assessing officer completed assessment under section 143(3) on
27/03/2014 computing the total income at Rs.43,74,484/-, inter alia,
making additions for undervaluation of closing stock, donations and
subscriptions, travelling expenses, telephone and conveyance expenses
etc. Aggrieved the assessee carried the matter before the Id. CIT(A) in
appeal. The Ld. CIT(A) granted part relief. Further aggrieved, the
assessee is before us.
3. | have heard Sh. Subash Agarwal the Ld. counsel for the assessee
and Sh. Sourav Kumar the Ld. Senior DR on behalf of the revenue. On a
careful consideration of the facts and circumstances of the case and a
perusal of the papers on record and the orders of the authorities below as

well as case laws cited, | hold as follows:
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3.1 Ground No. 1 is general in nature.

3.2 Ground No. 2 is against the sustenance of the addition by the Id.
CIT(A) of Rs.23,18,166/— made by the AO, on the ground that there is
under valuation of closing stock, insofar as expenses like carriage and
freight, coolie & cartage and clearing and forwarding incurred by the
assessee have not been proportionately included in the closing stock
valuation. The assessee has submitted that the aforesaid expenditure
was incurred while dispatching the goods to various customers and are
not in any way connected with the manufacturing cost. It was further
submitted that the assessee was consistently following this method of
stock valuation and the revenue has been accepting the same over the
years. It was pointed out that under Accounting Standard-2 issued by the
ICAI for valuation of closing stock, the cost of inventories do not include
expenses that are incurred for dispatch of finished goods. The Ld. CIT(A)
was of the view that the assessee had not made such an argument before
the assessing officer and has not submitted the details of the cost
incurred by bringing the raw material to the location of the assessee. In
my view, this is not a ground to confirm the addition made by the AO. The
assessing officer, in this case, has not given any show cause notice to the
assessee and, hence, the assessee had no occasion to present its case
before the AO. The assessee has been consistently valuing its closing
stock over the years in the method which was followed this year also. The
revenue has been accepting the same. Under the circumstances, | am of
the opinion that the addition made on the ground that there is under
valuation of closing stock is arbitrary and made on mere conjectures and
surmises. Hence, | allow ground No. 2 raised by the assessee by deleting
the addition.

3.3 Ground No. 3 is against the sustenance of disallowance by the Id.
CIT(A) of Rs.9,950/— made by the AO on the alleged ground that the
expenses claimed for payments made to local clubs/societies are not

allowable. Assessee’s case is that these payments were made on
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different social and cultural occasions to maintain harmonious business
environment. Payments on the occasion of festivities like Pooja etc are
common and are incurred for the sake of keeping harmonious business
environment. This cannot be disallowed as the same is allowable under
section 37 of the income tax act. Hence, this ground is allowed.
3.4 Ground No. 4 and 5 are against the ad hoc disallowance of 20% of
the expenditure claimed on travelling, telephone and conveyance. After
hearing rival contentions, | am of the considered opinion that the
disallowance of 10% of the expenses claimed would meet their ends of
Justice.
4. In the result the appeal of the assessee is partly allowed.

Order pronounced in the open court on this 28/04/2017.
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