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PER S. R. RAGHUNATHA, AM:

The present appeal of the assessee is directed against the order
dated 07.02.2025 passed by the Learned Commissioner of Income Tax (Appeals),
National Faceless Appeal Centre, Delhi [hereinafter referred to as “the Ld.CIT(A)”]
arising out of the assessment order dated 31.12.2018 framed u/s.143(3) r.w.s 254
of the Income Tax Act, 1961 [hereinafter referred to as “the Act”] by the Income Tax
Officer, Ward 1(5), Erode [hereinafter referred to as “the AO”] pertaining to the

Assessment Year 2011-12.

2. The brief facts of the case are that the assessee is a partner in the firm
M/s. Erode Paints and had filed his return of income for the assessment year under
consideration on 13.12.2011, declaring a total income of Rs.1,56,360/-. The case
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was selected for scrutiny and the assessment was completed u/s.143(3) of the Act,
vide order dated 31.01.2014, wherein the AO made the additions towards: (i)
unexplained source for cash deposits in bank accounts amounting to Rs.
65,69,350/-, (ii) unexplained investment in land of Rs. 12,35,579/-, (iii) suppression
of capital gains of Rs. 3,50,000/-, and (iv) suppression of interest income
amounting to Rs. 6,89,270/-.

3. Aggrieved by the said additions, the assessee preferred an appeal before
the learned Commissioner of Income Tax (Appeals)-3, Coimbatore. The Ld.CIT(A),
vide order dated 30.12.2015, deleted the additions made towards unexplained
source for cash deposits in the bank accounts and suppression of capital gains.
However, the Ld.CIT(A) sustained the additions made towards unexplained
investment in land amounting to Rs. 12,35,579/- and suppression of interest
income of Rs. 6,89,271/-.

4. Being aggrieved by the order of the Ld.CIT(A), both assessee and the
Revenue preferred appeals before this Tribunal in ITA No. 678/Mds/2016. The
Tribunal, vide order dated 09.06.2017, confirmed the findings of the Ld.CIT(A)
insofar as sustaining the additions towards unexplained investment in land and
suppression of interest income. However, with respect to the deletion of addition
on account of unexplained source for cash deposits in the bank accounts
amounting to Rs. 65,69,350/-, the Tribunal set aside the issue and restored the
same to the file of the AO for fresh consideration.

5. Pursuant to the directions of the Tribunal, the AO issued notices to the
assessee calling upon him to substantiate the source of cash deposits and credits
aggregating to Rs.65,69,350/- in his bank accounts. The AO observed that the
assessee had deposited cash of Rs. 40,00,000/- and Rs. 12,00,000/- in his bank
accounts maintained with UCO Bank and Indian Overseas Bank, aggregating to
Rs. 52,00,000/- during the relevant assessment year. Further, the total credits in

the said bank accounts during the year amounted to Rs. 13,69,350/-.
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6. In response, the assessee submitted that he had received cash advances
of Rs. 25,00,000/- on 26.06.2010 and Rs. 12,00,000/- on 02.08.2010 from various
persons, which were subsequently deposited into the bank accounts. The AO
issued notices to the persons stated to have advanced the amounts to the
assessee. It was noted that confirmations were not received from 13 parties, and
the advances attributable to such parties amounted to Rs. 14,95,000/-. The AO
treated the said amount as unexplained and made an addition accordingly.

7. The AO further observed that the assessee had deposited cash of
Rs. 20,00,000/- in the UCO Bank on three different dates. In the absence of
satisfactory explanation and supporting details from the assessee, the AO treated

the same as unexplained and made an addition.

8. Further, it was observed by the AO that the assessee had received a cheque
of Rs. 5,00,000/- on 30.11.2010 in his bank account. As the assessee failed to
furnish any explanation or evidence regarding the nature and source of the said
credit, the same was also treated as unexplained.

9. Accordingly, the AO completed the assessment vide order dated 31.12.2018
passed u/s.143(3) r.w.s 254 of the Act, making an aggregate addition of Rs.
39,95,000/- towards unexplained source for cash deposits and credits in the bank

accounts.

10.  Aggrieved, assessee carried the matter in appeal before the Ld.CIT(A), who
vide the impugned appellate order dated 07.02.2025 dismissed the appeal of the

assessee upholding the additions made by the AO.

11.  Aggrieved of the order of the Ld.CIT(A), assessee is in further appeal before

us.

12.  The Ld.AR appearing on behalf of the assessee submitted that the credit of
Rs.5,00,000/- appearing in the assessee’s bank account on 30.11.2010 represents
a refund of advance made earlier and does not constitute any unexplained credit.
With regard to the cash deposits in the bank accounts, the Ld.AR submitted that
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the assessee had admittedly received total cash advances aggregating to
Rs.37,00,000/- on 26.06.2010 and 02.08.2010. Out of the said advances,
confirmations to the extent of Rs.22,05,000/- were duly furnished before the lower
authorities. It was further contended that the cash deposit of Rs.20,00,000/- treated
as unexplained and added by the AO ought to be telescoped against the aforesaid
cash advances already received by the assessee. Accordingly, the Ld. AR prayed
that the additions made by the AO be deleted.

13.  Per contra, the Ld.DR appearing for the Revenue placed reliance on the
orders of the AO and the Ld.CIT(A) and vehemently contended that the assessee
had failed to furnish adequate and cogent documentary evidence in support of his
claim. It was further submitted that the Ld.CIT(A) was justified in confirming the
addition made by the AO.

14.  We have carefully considered the rival submissions, perused the orders of
the lower authorities and examined the material available on record. The limited
issue before us is with regard to the sustainability of the addition of addition of
Rs.39,95,000/- made by the AO towards unexplained cash deposits and credits in

the bank accounts.

15. It is an admitted fact that the assessee had received cash advances
aggregating to Rs.37,00,000/- on 26.06.2010 and 02.08.2010. Out of the said
advances, confirmations to the extent of Rs.22,05,000/- were duly furnished and
accepted by the lower authorities, whereas the balance amount of Rs.14,95,000/-
was treated as unexplained for want of confirmations and has been sustained. As
regards the cash deposit of Rs.20,00,000/- made in the UCO Bank on different
dates, it is seen that the AO has made the addition solely on the ground that the
assessee failed to furnish a separate and independent explanation for the said
deposits.

16.  In our considered view, once it is accepted that the assessee was in receipt
of cash advances aggregating to Rs.37,00,000/- during the relevant period, and
the source of a substantial part thereof stands explained, the possibility of
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utilisation of such cash for subsequent deposits into the bank accounts cannot be
ruled out. The principle of telescoping, which is well recognised in income-tax
proceedings, is clearly applicable to the facts of the present case. The cash
deposits of Rs.20,00,000/- do not represent any independent or separate source
of income, but are capable of being reasonably explained out of the cash advances

already received by the assessee and partly accepted by the Department.

17.  Therefore, in the interest of justice and to avoid double taxation of the same
source, we hold that the addition of Rs.20,00,000/- out of total addition of
Rs.39,95,000/- made by the AO deserves to be telescoped against the explained
portion of cash advances and consequently deleted. To this extent, the order of the
Ld.CIT(A) is set aside and the AO is directed to delete the addition of
Rs.20,00,000/-. Accordingly, the addition of Rs.20,00,000/- out of the total addition
of Rs.39,95,000/- is deleted, while the balance additions are sustained. The
grounds raised by the assessee are partly allowed.

18. Inthe result, the appeal of the assessee is partly allowed.

Order pronounced in the open court on 02" February, 2026 at Chennai.
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