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AT & A5 & AR PER RAJENDRA, AM-

Challenging the order dated 20/10/2015 of the CIT (A) — 21,Mumbai the assessee has filed the
present appeal. Assessee-company,engaged in the business of trading of plywood, filed its return
of income on 4/10/2007,declaring total income of Rs. 53,325/-. Initially the return was processed
u/s.143 (1) of the act.Later on assessment was completed u/s.143(3)r.w.s. 147 of the act on 26/
02/2015,determining the income of the assessee at Rs. 14.71 lakhs.

2.Effective ground of appeal is about confirming the addition of Rs. 14, 17, 711/-. During the
assessment proceedings the AO found that an action u/s.132 (1) was carried out in the case of
one Praveen Kumar Jain(PKJ)on 1/10/2013,that PKJ admitted that he was in business of giving
accommodation entries which were routed through the companies under his control, that the
assessee had shown purchases to the tune of Rs. 1.13 crores from the group concern is of PKIJ.
The AO made enquiries in that regard. The assessee submitted the purchase bills and the
corresponding sales bills of the goods. The AO wide his order sheet noting dated, 19/2/2015
informed the assessee that gross profit ratio of 12.5% of the purchase would be added to the total
income as per existing legal position. The AO observed that the assessee could not prove that the
goods were purchased from PKJ,that PKJ had admitted before the departmental authorities that it
was engaged in issuing bogus bills, that the assessee could not submit the challan transport bills
of the goods claimed to have been purchased by it during the assessment proceedings, that
payment by check to PK group companies could not be treated as evidence of genuineness of the
transactions. The AO, however, accepted the argument of the assessee that there could not be any
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sales without purchases and held that assessee had made purchases which were not recorded in
its books of accounts and could be purchased again in cash. Finally, he made an addition of Rs.
14.17 lakhs.

3.Aggrieved by the order of the AO, the assessee preferred an appeal before the first appellate
authority (FAA).Before him,it was argued that the assessee had submitted party wise details of
the sales and purchase, that confirmation of purchase-parties were filed, that bank statement were
made available to the AO. The FAA directed the assessee to produce the parties who had
supplied it the goods and also to furnish the bank statements of those parties. He also called for
the details of purchases from those parties made in the subsequent years. After considering the
available material, he held that assessee had not produced the parties from whom he had
purchased the goods, that the copy of bank statement of those parties were produced,that the
onus was on the assessee to prove that the transactions were genuine, that it had not proved that
the goods were actually purchased from the PKJ group concerns,that filing of ledger accounts
and bank details did not establish that the suppliers of the goods existed.The FAA referred to the
case of Simit P Seth(Tax appeal no.5531 of 2012)of Hon’ble Gujarat High Court wherein it was
held that when the total sale was accepted by the AO the entire purchases could not be added to
the income of the assessee,that fair profit ratio would be needed to be added back to the income
of the assessee.He further held that the assessee was showing VAT @12.5%,that it could be
benefit availed by the assessee,that the AO was reasonable in making addition on account of
profit of 12.5% of the impugned purchases.

4.Before us,the authorised representative(AR)contended that the assessee had furnished all the
details before the AO during the assessment proceedings,that bank accounts of the suppliers of
goods were also produced before the FAA,that there was no justification for estimating profit at
the rate of 12.5%, that the rate of profit for subsequent years was 3%.The departmental
representative (DR) supported the order of the FAA and stated that the purchases were not
genuine,that the assessee had purchased goods in cash,that the possibility of purchasing goods at
lower rates and without paying taxes could not be denied,that the estimated made by the AO was
justifiable.

5.We have heard the rival submissions and perused the material before us.We find that during
the search and seizure proceeding,PKJ had admitted to have issued bogus bills,that the assessee
had shown purchases worth Rs.1.13 crores from PKJ group,that it could be prove the
transportation of goods from the PKJ group companies to its business premises,that except for
the bank entries and ledger there was no evidence to delivery of goods,that the AO had accepted
the genuineness of sales,that he had estimated the profit @12.5% but had not given any basis for
adopting the said figure,that the FAA confirmed the addition referring to the VAT rates.Thus,it is
a case of estimation.On a query by the Bench the AR stated that profit rate for the subsequent
years was between 3 to 7%.We are of the opinion that considering the peculiar facts and



5621Sivkrupa

circumstances of the case,in the interest of justice,profit rate should be restricted at 5%.Effective
ground of appeal is decided in favour of the assessee,in part.

As a result, appeal filed by the assessee stands partly allowed.
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