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EA/ORDER

Manoj Kumar Aggarwal (Accountant Member)

1.  Aforesaid appeal by assessee for Assessment Year (AY) 2016-17
arises out of order of learned Commissioner of Income Tax (Appeals),
National Faceless Appeal Centre (NFAC), Delhi [CIT(A)] dated 10-01-
2023 in the matter of an assessment framed by Ld. Assessing Officer
[AO] u/s.143(3) of the Act on 20-12-2018. The sole grievance of the
assessee is disallowance of interest. Having heard rival submissions

and upon perusal of case records, the appeal is disposed-off as under.
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2. The assessee firm is engaged in running a Hotel at Erode. At
year-end, the assessee had cash balance of Rs.39.82 Lacs and
advances of Rs.490.83 Lacs whereas the assessee had obtained loan
of Rs.350 Lacs from City Union Bank. Out of this loan, an amount of
Rs.170 Lacs was transferred to one of the partners of the firm whereas
another Rs.30 Lacs was transferred to another partner as drawings.
The remaining amount of Rs.150 Lacs was held as cash. The details
and purpose of loan could not be explained by the assessee which led
Ld. AO to disallow interest expenditure of Rs.25.53 Lacs as claimed by
the assessee against this loan.

3. During appellate proceedings, the assessee, inter-alia, submitted
that interest of Rs.12.40 Lacs was received against amount of Rs.170
Lacs as transferred to one of the partners. Considering the same, Ld.
AO was directed to verify the same and reduce the disallowance, if
found correct. At the same time, Ld. CIT(A) observed that as nothing
has been submitted in support of this claim, the action of Ld. AO is
confirmed. Regarding cash withdrawal of Rs.150 Lacs, the interest
disallowance was confirmed since the use of bank loan was not
explained. Aggrieved, the assessee is in further appeal before us.

4. From the facts, it appears that the assessee has recovered
interest from partner against lending of Rs.170 Lacs and therefore, the
disallowance to that extent would not be sustainable. The Ld. AO is
directed to verify the same and if found correct, delete the disallowance
to that extent. Regarding cash withdrawal, the disallowance has been
confirmed only due to the fact that the use of bank loan was not
explained by the assessee. If the assessee is able to demonstrate the

use for business purposes, the disallowance would not be sustainable.
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The Ld. AO is directed to verify the same and re-adjudicate the issue to

that extent. The assessee is directed to substantiate its claim.

5. The appeal stand allowed for statistical purposes.

Order pronounced in the open court on 25" April, 2023
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