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Shri Siddharth Agarwal, Advocate 

For the Respondent/ 

राज�व क$ ओर से   
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ORDER / आदेश 

 

Per  Rajesh Kumar, AM: 

 

 

This is the appeal  preferred by the assessee  against the  order of the Ld.  

Commissioner of Income Tax (Appeals)-NFAC, Delhi (hereinafter referred to as the 

Ld. CIT(A)”]  dated 12.10.2022 for the AY 2020-21. 

2.   The only issue raised by the assessee is against the order of Ld. CIT(A) 

confirming the addition of Rs. 30,71,740/- as made by the AO on account of 

contingent liability which was neither treated as an expense nor debited in the profit 

and loss account.  
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3. Facts in brief are that the assessee filed return of income on 08.02.2021 

declaring total income of Rs. 10,37,140/- which was processed u/s 143(1) of the Act. 

The auditors of the assessee showed contingent liability in the tax audit report para 2.1 

(g) under the head “particulars in the tax audit report under the head particulars of any 

liability of  a contingent liability” Rs. 30,71,740/-on account of legal matters. The said 

liability was not charged into profit and loss account, however  the intimation received 

u/s 143(1) of the Act  the same was added to the income of the assessee.  

4. The Ld. CIT(A) dismissed the appeal of the assessee by observing and holding 

as under:  

“5. The appellant merely saying something without substantiating the fact, it does not 

make appellant eligible for relief. The addition is apparently based on ‘an incorrect claim if 

such incorrect claim is apparent from any information in the return’. How to ascertain that 

amount is not debited in profit and loss accounts, unless the accounts are verified properly, 

once auditor is certifying the amount that it is contingent liability, CPC has no means to 

contradict the Audit Report, therefore there is no mistake in order of CPC, Bangalore”  

5. After hearing the rival contentions and perusing the material on record, we find 

that the auditors of the assessee has appended a note no. 2 to the accounts for the year 

ended 31.03.2020 which states that contingent liability was not provided for sales tax 

matter Rs. 86,53,882/- (previous year Rs. 8,53,882/-)  and for legal matters Rs. 

30,71,740/- (previous year Rs. 30,71,740/-). We note that the auditors of the assessee 

company reported this contingent liability pursuant to the  requirement in the tax audit 

report in para 21(g) in respect of legal matters. We have also examined the profit and 

loss account of the assessee and find that the said account was nowhere charged in the 

profit and loss account as has been stated in note no. 2 that contingent liability is not 

provided for legal matters. This is only for the reporting purposes and has nothing to 

do actual accounting of the assessee  which may  come on the assessee in the future 

years. In our view, a contingent liability which has not provided in the books of 

account cannot be added to the income of the assessee has it has no bearing on the 

income of the current year. Accordingly, we reverse the order of Ld. CIT(A) and 

direct the AO to delete the addition.  
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6. In the result, the appeal of the assessee is allowed.  

  Order is pronounced in the open court on   17
th

 January, 2023 

 

  Sd/- Sd/- 

 (Sonjoy Sarma /संजय शमा�)    (Rajesh Kumar/राजेश कुमार) 

Judicial Member/�या�यक सद�य                    Accountant Member/लेखा सद�य 

 

Dated: 17
th

 January, 2023 

SB, Sr. PS  
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