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आदेश/Order 

 

Per Sanjay Garg, Judicial Member: 

 

The present appeal has been preferred by the assessee against the 

order dated 26.09.2019 of the Commissioner of Income Tax (Appeals)-3, 

Ludhiana [hereinafter referred to as ‘CIT(A)’].   

 

2.   The assessee in  th is  appeal  has  taken fo l lowing grounds  of 

appeal : -  

1.  The Ld.  Commiss ioner  of  Income Tax  (Appeal)-3,  
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Ludhiana has  erred in  law and on fac ts  of  the 

case :  

(a)  By arbi trar i ly  and wrongly confirmed the 

rejec t ion of  books  of  accounts  and assessment  

f ramed u/s  143(3) r .w.s  144 of  the Income Tax 

Act ,  1961.  

(b)  By arbi trar i ly  and wrongly confirmed the 

disa l lowance of Rs .2483432/-  towards  Bank 

charges ,  Process ing fees  and Bank interes t  u /s  

36( i ) ( i i i )  o f  the Income Tax Act,  1961.   

2 .  The above  said order  is  bad in  law & contrary  to 

the fac ts  of  case.   

3 .  I t  i s  therefore  prayed that  the appeal  may p lease 

be  accepted and such rel ie f  may k indly  be 

al lowed which may be  deemed f i t  and proper  

under  the facts  and c ircumstances  o f the case.  

4 .  The assessee craves  permiss ion  to 

f i le / ra ise/amend any  ground of  appeal  before or  

at  the t ime of  hearing.   

3.   The sole  issue  raised by the  assessee  through  the above grounds 

of appeals  is  re lat ing to  the disa l lowance made by the  lower 

au thor i t ies  u/s  36(i ) ( i i i )  of the  Income Tax Act ,  1961 ( in  shor t  ' the 

Act ' )  out  of in te res t  expenditure in  respec t  of in te res t  free  advances  /  

payments  made by  the assessee   to  di f fe rent  par t ies .  The Assess ing 

Officer  dur ing the  assessment  proceedings  made the disal lowance  of 

fol lowing expenses :-  

a. Bank Charges Rs.809877/- 

b. Bank Interest Rs. 1578525/- 

c. Processing Fee Rs.95030/- 

 Total Rs.2483432/- 
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The Assess ing Off icer  observed tha t the assessee had made  interes t 

free advances  to  the  fol lowing par t ies  which were not  for  the  

bus iness   purposes  of the assessee :-  

a. Sh. Ashutosh Projections Rs.30,00,000 - 

b. M/s Ganga Acrowools Ltd Rs. 1060987/- 

c. M/s Group K. Technologies (p) 

ltd 

Rs.16,50,374'- 

 Total Rs. 5711361/- 

 

He,  therefore,  made the impugned disa l lowance u/s  36( i ) ( i i i )  of the 

Act  ou t of the interes t expendi ture claimed by the assessee.  

4 .  Before the Ld.CIT(A),  the Ld.  Counse l  fo r  the  assessee has 

expla ined the  bus iness  needs  for  making the  interes t  f ree  advances  as 

under : -  

  “I .  M/s  Ashutosh (Project ions):-  The  advance of  Rs .  

30,00,000/-  was  given to  the  said  par ty  dur ing this  year  

for  purchase  of  o f f ice .  However ,  the deal  could not  

mature  and the said  advance  was  received  back  by  

Apri l-May,  2015,  Copy  o f  account  of  the  said  par ty  for  

the year  ending  31.03.2014 to  31.03.2016 is  enclosed  

for  ready re ference.  S ince the  advance was given for  

bus iness  purpose under  commercial  expediency only,  no  

disa l lowance of  expenses  is  cal led for  w.r . t  the  

impugned advance of  Rs .30,00,000/- .  

II .  M/s  Ganga Acrowools  Ltd : -  The assessee company 

had sold  goods  to  the  said  company vide  bi l l  No.2182  

dtd .30.11.2013 for  Rs .10,60,987/- .  The  b i l l  amount  was  

received in  the  next  year.  Copy of  account  of  the said  

company for  th is  year  and next  year  along wi th  copy  of  

sale  bi l l  are enclosed for your  honour 's  perusa l.  
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However ,  due  to  mis take,  ins tead of  c lass i fy ing the said  

amount  as  a  sundry debtor,  i t  was  shown in the  l is t  o f  

loans  and  advances .  Accordingly,  no disal lowance of  

expenses  is  cal led for  w.r . t  to  the said  amount  of  

Rs .1060987/-.  

III.  Group K.  Technologies  (P)  Ltd:-  The assessee had  

paid sum total  o f  Rs .  4107823/-,  dur ing  this  year  on  

behalf  o f  the said  company,  ou t o f  which the ba lance as  

on 31.03.2014 remained at  Rs.1650374/- .  Copy of  A/c  of  

the said  concern is  a lready enclosed hereinbefore.  This  

concern is  a  s is ter /assoc ia te  concern of  the  assessee.  

The payments  of  expenses  were made on behalf  o f  the  

said  group company for  business  considerat ions  under  

commercial  expediency  due to  which  no disal lowance i s  

ca l led for.”  

I t  was  also submit ted before the  Ld.  CIT(A) that  a t  the  mos t  

disa l lowance can be  made  in  respec t  of the no t ional  in teres t  on the 

aforesa id  interes t  f ree  advances ,  however ,  no disa l lowance  of bank 

charges  and process ing fee was  warranted in  th is  case.  I t  was  a lso 

submit ted  that  even otherwise the  own funds  of the  assessee were 

sufficient  to  meet  in te res t  free advances  made  by the assessee.  

However ,  the  Ld.  CIT(A)  observed that  the advances  were made out 

of the mixed  funds  and the poss ibi li ty  was  tha t  in te res t  bear ing funds  

were  used for  making the advances .  He,  therefore,  confirmed the 

disa l lowance so made  by the Assess ing  Officer .   

5 .   Being aggr ieved by the  above order  of  the CIT(A),  the assessee  

has come in appeal  before  us . 

6 .   We have  heard the r ival  content ions  of the  Ld.  Authorized 
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Represen ta t ives  of  both the par t ies .  We find that  the Ld.  CIT(A)  has 

not  given any adverse findings  in respect  of the submiss ions  of the 

assessee that  the advances made  to  the aforesa id  three  par t ies  were 

out  of the  bus iness  expediency.  Even i t  was  expla ined that  the 

amount  outs tanding to  M/s  Ganga Acrowools  Ltd.  was  in  respec t  of 

the goods  sold  to  tha t  par ty .   Fur ther,  no jus t i f ica t ion has  been given 

as  to  how disa l lowance  of bank charges  and process ing fee  was 

warranted in  th is  case.  There  is  no denia l  to  the conten t ion of  the  

assessee tha t  the assessee  had  own funds  in  the  shape of own capi ta l  

and unsecured loans  to  the  tune of Rs .  124.73 lacs  and  Rs.  53.35 lacs 

respect ively  total ing Rs.  178.08 lacs ,  which amount  was  suff ic ient  to  

meet  the  advances made by the assessee.  

7. We find that the issue is squarely covered by the  var ious 

decis ions  of the  High Cour ts  as  well  as  of  the apex court  o f the  

country  holding that  i f  the assessee  is  possessed of suffic ient  own 

interes t  free  funds  to  meet  the  inves tments  /  in teres t  f ree  advances ,   

then,  under  the ci rcumstances,  presumpt ion wil l  be that  in te res t  free 

advances  /  inves tments  have  been made by the assessee out  of  own 

funds  /  in te res t  f ree  funds .  Reliance in  th is  respect  can  a lso be 

placed on the deci s ion of the  Hon'ble  Supreme Cour t  in  the  case of 

‘Hero  Cycles  (P)  Ltd Vs.  CIT’   379 ITR 347 (SC) and a lso on  the 

decis ion of the  Hon'b le  Supreme Court  in  the case  of  ‘CIT (LTU) Vs.   
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Reliance Indus tr ies  Ltd. ’  [2019]  410 ITR 466 (SC).  Thus ,  as  per  the 

set t led law no  disa l lowance  u/s  36( i) ( i i i )  of the  Act  is  warranted on 

this  issue.  The disa l lowance made  by the AO on this  issue is  ordered 

to  be de le ted.  The i ssue  is  accordingly al lowed in  favour  of the 

assessee.  

  In  view of  th is ,  we  do no t f ind any meri t  in  the  order  of the 

CIT(A) and the same is  hereby se t as ide.  

 The  appeal  o f the assessee is  hereby a l lowed.   

  Order  pronounced on 21.10.2020.  

     Sd/-      Sd/- 

(अ�नपणूा� गु'ता / ANNAPURNA GUPTA) 

लेखा सद�य/ Accountant Member  

                     (संजय गग� / SANJAY GARG) 

        �या�यक सद�य/ Judicial Member 

Dated :  21.10.2020 

“आर.के.” 

आदेशक ��त,ल-पअ.े-षत/ Copy of the order forwarded to : 

1. अपीलाथ�/ The Appellant   

2. ��यथ�/ The Respondent  

3. आयकरआयु/त/ CIT 

4. आयकरआयु/त (अपील)/ The CIT(A) 

5. -वभागीय��त�न2ध, आयकरअपील%यआ2धकरण, च4डीगढ़/ DR, ITAT, CHANDIGARH 

6. गाड�फाईल/ Guard File  

 

आदेशानसुार/ By order, 

सहायकपंजीकार/ Assistant Registrar  

 


