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ORDER 
 
PER B.R. BASKARAN, A.M : 
 

The assessee has filed this appeal challenging the order dated     

27-10-2023 passed by Ld CIT(A), NFAC, Delhi and it relates to the 

Assessment Year (AY.) 2016-17. The assessee is aggrieved by the 

decision of Ld CIT(A) in partially confirming the addition relating to 

interest income. 

2.     We heard the parties and perused the record.  The AO noticed that 

the assessee has borrowed loan and paid interest thereon.  He further 

noticed that the assessee has also advanced interest free loans to 

certain persons and did not collect any interest.  According to the AO, 
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the assessee should not have given interest free loans when he is paying 

interest on the loans borrowed by him. The AO identified interest free 

loans aggregating to Rs.2,80,60,000/- on which the assessee should 

have collected interest. Accordingly, he computed interest @ 12%, which 

worked out to Rs.33,67,200/- and added the same to the total income 

of the assessee.  The Ld CIT(A) gave partial relief to the assessee by 

restricting the addition to 50% of the above said amount.  Still 

aggrieved, the assessee has filed this appeal. 

3. The main contention of the assessee is that the interest free funds 

available with him are more than the amount of interest free advances 

given by him.  Hence, the presumption is that the said loans have been 

given out of interest free funds only and hence no addition by way of 

interest income could be made. In support of this proposition, the Ld 

A.R placed his reliance on the decision rendered by Hon’ble Bombay 

High Court in the case of PCIT vs. Shapoorji Pallonji & Co Ltd 

(2020)(117 taxmann.com 625)(Bom). The Ld D.R, on the contrary, 

supported the order passed by Ld CIT(A). 

4. Having heard rival submissions. We are of the view that there is 

merit in the submissions of the assessee.  From the Balance Sheet of 

the assessee, we notice that the own funds available with the assessee 

as on 31-03-2016 was Rs.4.87 crores and aggregate amount of interest 

free funds including the capital of the assessee available as on 31-03-

2016 was Rs.6.36 crores.  The interest free advances that were 

considered by AO was Rs.2.80 crores only, while the aggregate amount 

of interest free advances given by the assessee as on 31-03-2016 was 

Rs.5.82 crores.  Thus, we notice that the interest free funds available 

with the assessee was more than the interest free advances given and 

hence no addition on account of notional interest is called for, in view of 

the binding decision rendered by the Hon’ble Bombay High Court in the 

case of Shapoorji Pallonji & Co Ltd (supra), wherein it was held as 

under:- 
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“7.  We have peruse the decision of this Court in  Reliance Utilities and 
Power Ltd (2009)(178 Taxman 135/313 ITR 340) wherein it has been 
held that if there are funds available with the assessee, both interest 
free and overdraft and/or loans taken then a presumption would arise 
that investments would be out of the interest free funds generated or 
available with the assessee if the interest free funds were sufficient to 
meet the investments….. 

8.   We also note that the said decision of this Court has been affirmed 
by the Supreme Court in CIT vs. Reliance Industries Ltd (2019)(109 
taxmann.com 52/261 Taxman 165/410 ITR 466.” 

 

5. In view of the above, the assessee would succeed in his appeal.  

Accordingly, we set aside the order passed by the Ld CIT(A) and direct 

the AO to delete the addition of notional interest income. 

6. In the result, the appeal filed by the assessee is allowed.  

 

      Order pronounced in the open court on  06-11-2024 

 

 

                 Sd/-                                      Sd/- 

 [RAJ KUMAR CHAUHAN]                          [B.R. BASKARAN] 
    JUDICIAL MEMBER                                     ACCOUNTANT MEMBER                    
 

 

Mumbai,   
Dated:  06-11-2024  

 
 

TNMM 
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