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PER SMT. ANNAPURNA GUPTA, AM:

The present appeal has been filed by the Revenue against
the order passed by the Commissioner of Income Tax (Appeals),
Panchkula (in short ‘the CIT(A)’) under Section 250 of the

Income Tax Act, 1961 (in short ‘the Act’) dated 20.06.2024
pertaining to Assessment Year 2020-21.
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2. The solitary ground raised in the appeal by the Revenue is

as under:

“1. Whether on the facts and in the circumstances of the case Ld.
CIT(A) was justified to ignore the merits of the case and the
fact that the AO, CPC has made disallowance of
Rs.4,98,25,079/- on account of contingent liability to total
taxable income due to the mismatch between the return of
income and the audit report.”

3. The brief facts leading to this case are that the return of
income filed by the assessee for the impugned A.Y. 2020-21
was processed u/s.143(1) of the Act and several adjustments
made to its income including the disallowance of
Rs.4,98,25,079/- on account of contingent liability claimed by
the assessee. The Ld. CIT(A) deleted all the adjustments made
by CPC, Bengaluru and the Revenue has come up in appeal only
against the deletion of adjustment of Rs.4.98 Crores on account

of disallowance of contingent liability.

4. The Ld. CIT(A)’s order deleting the adjustment so made as

contained at para 6.1 of his order reads as under:

“6.1 On Issue of Appeal No 1. The issue of appeal no.1l is against
disallowance wu/s 37 made of contingent liability of Rs.
4,98,25,079/- in the intimation u/s 143(1) of the Act dated
28.10.2021.

The contention of the appellant is that while processing the return
u/s 143(1), the AO. CPC has made disallowance of Rs.
4,98,25,079/- on account of contingent liability to total taxable
Income due to the mismatch between the return of income and the
audit report. The said amount was disclosed in notes to audited
accounts at para 21(g) of Form 3 CD lax audit report. Since,
disputed Income tax liability of Rs. 4,98,25,079/- is not debited to
P&L account and it is simply disclosed in notes to audited
accounts and disclosed at para 21(g) of Form 3CD, the same is not
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required to be adjusted / disallowance to be made to the total
taxable Income while processing the return u/s 143 (1) of the Act.
The grounds of appeal, statement of facts, Intimation u/s 143(1) of
the Act and submission of the appellant are duly considered. The
AO, CPC Bengaluru while processing the return observed the
"There is inconsistency in Any other amount not allowable under
section 37 claimed in return in schedule Ol and audit report”
amounting to Rs. 4,98,25,079/-, Thereafter the AO/CPC made the
adjustment to that extent to the total income by making
disallowance while processing the return of income u/s 143(1) of
the Act. Apparently, the said amount was disputed Income Tax
liability which was of contingent nature also not debited to Profit
and Loss A/c hence same was not claimed as expenditure by the
appellant. The said contingent Lability was reflected in the notes
to accounts in Form 3CD as a disclosure. Therefore, the question
of its adjustment/disallowance did not arise while processing the
return of income. The contingent liability was disclosed in the
Audit Report for reporting purposes which has not been debited to
the P & L Account, therefore the disallowance is not sustainable
and hereby deleted. The ground of appeal raised in issue no. 1 is
hereby allowed.”

5. As is evident from the above, the Ld. CIT(A) has recorded
a finding of fact that the impugned contingent liability was not
debited to the P&L account by the assessee and, therefore, there

was no question of making any disallowance of the same.

6. This fact was confronted to Ld. DR during the course of
hearing before us and he was specifically asked whether he had
anything to say to contradict this finding of fact of Ld. CIT(A).
To this, the Ld. DR responded in the negative. He had nothing

to controvert this finding of fact.

7. In the light of same, we have no hesitation in holding that
there is absolutely no merit in the ground raised by the Revenue
before us. Since it is an admitted fact that the disallowance of

contingent liability made by the CPC in the intimation u/s.143(1)
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of the Act was not debited by the assessee to its P&L account,
the Ld. CIT(A) was absolutely correct in holding that no
question arose for disallowing the same. The order of the Ld.
CIT(A) is confirmed on this count. The ground of appeal raised

by the Revenue is dismissed.

8. In the result, the appeal filed by the Revenue is dismissed.

| This Order pronounced on 28 /04/2025 |
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