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O R D E R 

PER LAXMI PRASAD SAHU, ACCOUNTANT MEMBER 

This is an appeal filed by the assessee against the order passed 

u/s 250 of the Income Tax Act, 1961 (hereinafter referred to as “the 

Act”) by National Faceless Appeal Centre (NFAC), Delhi (hereinafter 

referred to as the “Ld. CIT(A)]”, dated 17.03.2026, DIN & order No. 

ITBA/NFAC/S/250/2025-26/1087482904(1) on the following grounds 

of appeal: 
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1. For that the National Faceless Appeal Centre (NFAC), Delhi, ['the NFAC'] erred 
on facts and in law in dismissing the appeal filed by the assessee, vide order 
passed under section 250 of the Income Tax Act, 1961, ('the Act'), dated 17-03-
2026. 

2.  For that the NFAC erred in confirming the assessment order passed by the 
Income Tax Officer, Ward 2(2), Chapra, ('the AO'), assessing the assessee under 
section 143(3) read with section 1448 of the Act, vide order dated 04-03-2025 at 
an income of Rs 92,31,54,679/- as against the returned income of Rs. 
56,69,490/-, breakup of which is as below; 

 

3. For that the learned NFAC has erred in the facts and circumstances of the 
case in confirming the action of the AO in making addition of Rs 86,22,18,204/- 
in respect of alleged amount deposited in State Bank of India account under 
section 69A of the Act, which is wrong, illegal and unjustified. 

4. For that the learned NFAC has erred in the facts and circumstances of the 
case in confirming the action of the AO in making addition of Rs 2,18,09,380/- 
in respect of alleged amount deposited in Axis Bank account under section 69A 
of the Act, which is wrong, illegal and unjustified. 

5. For that the learned NFAC has erred in the facts and circumstances of the 
case in confirming the action of the AO in making addition of Rs 3,25,22,905/- 
in respect of alleged low profit, which is wrong, illegal and unjustified. 

6. For that the learned NFAC has erred in the facts and circumstances of the 
case in confirming the action of the AO in making addition of Rs 9,34,700/- in 
respect of alleged unexplained cash credit under section 68 of the Act, which is 
wrong, illegal and unjustified. 

7. For that the learned NFAC has erred in the facts and circumstances of the 
case in confirming the action of the AO in arbitrarily passing the order without 
allowing proper opportunity of being heard, which is wrong, illegal and 
unjustified. 

8. That the whole order passed by the NFAC is bad in facts and law. 
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2. Briefly stated the facts of the case are that the assessee is engaged 

in the business of automobile dealership and operates a Hero Motor Car 

show room located at Chapra, Patna Highway, Sherpur, Gheghta, 

Saran, Bihar. The assessee filed return of income on 27.10.2023 

declaring total income of Rs. 56,69,490/-. The return was processed 

u/s 143(1) of the Act on 28.10.2023. Subsequently, the case was 

selected for scrutiny through CASS mechanism primarily to examine 

under certain risk parameters including low net profit and high 

liabilities shown in the financial statements. The scrutiny selection was 

mainly triggered on the grounds that the assessee had reported 

comparatively low net profit in relation to the total revenue from 

operations. The assessee had declared business activities under specific 

business code, profit margins appeared and unusually low when 

compared with the scale of business operations. This raised suspicion 

that expenses might have been inflated to suppress taxable income. 

Additionally, the balance sheet of the assessee reflected relatively high 

liabilities when compared to the reported income and receipts. The 

genuineness and source of such liabilities required verification. The  

statutory notices were issued to the assessee  u/s 143(2) of the Act 

dated 19.06.2024 requiring to assessee to furnish details and 

explanations by 04.07.2024. Subsequently,  notices u/s 142(1) of the 

Act were issued on different dates including 18.10.2024, 12.12.2024, 

24.12.2024 and 30.12.2024 calling upon the assessee to submit the 

required information and documentary evidence within the stipulated 
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time for certain expenses, notices remained entirely uncomplied with. 

The centralised communication was also sent through speed post, 

which was confirmed to have been delivered to the assessee  at the 

address, but even thereafter the assessee did not furnish the required 

explanation and documents in a satisfactory manner, the assessee has 

failed to discharge the onus cast upon it to explain the nature and 

source of the credits, deposits and financial discrepancies noticed. 

During the course of assessment proceedings repeated non-compliance 

with statutory notices and failure to produce paper books and 

supporting documents. Further, strengthen the inference drawn by the 

department after considering the return income of Rs. 56,69,490/- the 

total assessed income was computed at Rs. 92,31,54,679/- as per 

computation table in the assessment order. The assessment was thus 

finalised u/s 143(3) of the Act r.w.s. 144B of the Act on 04.03.2025 

determining the taxable income after incorporating the additions made 

adjustment the additions made primarily to the unexplained bank 

credits, unexplained cash deposits, estimated business income on 

account of low profits and  accommodation entry received from 

insurance company. During the course of assessment proceedings 

repeated opportunities were given to the assessee and the assessee 

furnished reply on 21.12.2024 on 28.12.2024. On perusal of the 

submission, it was noticed that the assessee has maintained books of 

account and transactions made as under: 
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3. On perusal of the bank account No. 9767141453 which is a CC 

account (limit account No.), the Drawing Power (DP)  is of Rs. 

6,50,00,000/-. From perusal of the Profit & Loss Account it was seen 

that the revenue from operation is Rs. 50,46,61,126/-, further on 

perusal of balance sheet it was seen that there is increase in capital 

contribution by partners of Rs. 1,14,36,468/-. And increase in short 

term borrowing by amounting to Rs. 4,64,13,346/- ,accordingly the 

total bank credit on account of business  activities included at Rs. 

62,75,10,970/-. The AO further observed that there is total credit in 
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bank accounts of Rs. 148,97,29,144/- including cash deposits of Rs. 

14,37,03,305/-, the assessee did not furnish any reply for the excess 

credited in the bank account by Rs. 86,22,18,204/- (Rs. 

148,97,29,144/-) (-) Rs. 62,75,10,940/- the differences were treated as 

unexplained investment u/s 69A of the Act and proposed addition was 

made. 

4. Further, the AO noted that there is cash deposit in Axis bank 

account of Rs. 2,18,09,380/- the bank statements is placed at paper 

book  page No. 1 to 28 and 1 to 38 but in the absence of supporting 

documents the entire cash deposits amount of Rs. 2,18,09,380/- were 

proposed to treat as unexplained money u/s 69A of the Act. Further, 

the AO noticed that the assessee has not filed reply in respect of 

purchase/sales made during the year with supporting documents. 

Further, no supporting documents have been provided in respect of the 

expenses claimed in the ITR, as per  and audit report, the assessee has 

shown net profit of Rs. 74,69,489/- which is 1.49% of the turnover as 

reflected in the ITR, the assessee is doing business as authorised dealer 

of Hero Motor Car Ltd. for sale of  two wheeler vehicles, spares and 

services of the two wheeler vehicles of Hero Motor Group Limited. In 

this business, the net profit margin is generally in the range of 10 to 

15% but the assessee just reflected net profit at 1.49% means the 

assessee is not maintaining books of accounts properly. Accordingly, 

the AO invoked section 145(3) of the Act and wanted to apply section 
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144 of the Act and noted that the books of accounts needs to be rejected 

as per the provision of section 145(3) of the Act and assessment needs 

to be finalised based on the materials available on record, as per the 

manner provided u/s 144 of the Act . So to be very fair and genuine to 

complete the assessment proceeding the net profit of the assessee was 

considered @8% of the turnover. Accordingly, he computed net  profit 

at Rs. 3,99,92,394/- and whatever earlier disposal by the assessee of 

Rs.74,69,489/-, the credit was given and difference of Rs. 

3,25,22,905/-  was proposed to be added as business income. 

5. The AO further noted that as per list provided by the Investigation 

Wing, the assessee is one of the beneficiary, the assessee has acted as 

dealership/intermediaries during the FY 2022-23 and the assessee has 

received accommodation entry of Rs. 9,34,700/- from Tata General 

Insurance Company. During the search and seizure action u/s 132 of 

the Act on Middle Layer Business Entities (BLBEs) of insurance sector 

was conducted on 30.11.2022, the Investigation Unit-1 and Unit-5, 

Mumbai under the names Wings Brand Group and Ajay Mehta Group 

respectively at 37 entities MLBEs were covered during search operation 

and 32 insurance companies were covered as part of post search 

verification. During the search action, it reveal that these MLBEs have 

acted merely as pass-through entities and transferred the additional 

commission (also called as Overriding commission-ORC), over and 

above the IRDA limit to insurance intermediaries/agents, Master Policy 
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holders or their nominees. The MLBEs shown the payments received 

from insurance companies under the head business promotion, 

marketing expenses, advertisement expense etc. and have further 

debited expenses under the different heads to transfer the commission 

over and above the IRDAI limit to the end beneficiaries. The MLBEs 

acted as payment facilitator and passed on the amount received from 

insurance companies to nominees of insurance intermediaries and 

agents and he referred to search statements. Accordingly, commission 

received by the assessee from Tata AIG General Insurance Company 

Ltd. of Rs. 9,34,700/- were treated as unexplained credit u/s 68 of the 

Act. The AO incorporating the above facts and show cause notice was  

issued on 19.02.2025 and time was granted to reply of the show cause 

notice by 25.02.2025 but till the date of finalisation of assessment 

order, the assessee did not file any reply and AO completed the 

assessment order on 04.03.2025 assessing the income at Rs. 

92,31,54,679/-u/s 143(3) r.w.s. 144B of the Act. 

6. Aggrieved from the above order, the assessee filed appeal before 

the Ld.CIT(A). During the course of first appellate proceedings, the 

assessee filed detailed written submissions and the Ld.CIT(A) also 

issued various notices and called for details on different dates as per 

section 250 of the Act. The Ld. CIT(A) asked the details about all the 

issues raised by the AO which is evident from the notice dated 

25.12.2025 which is placed on paper boo at page number 49 to 53 as 
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the questionnaire raised on different points by the Ld. CIT(A) issued u/s 

250 of the Act and the assessee replied of the entire issues raised by 

the Ld.CIT(A) which is placed at paper book at page number 54 to 64 in 

addition to the Ld. CIT(A) also issued various notices which were 

complied by the assessee on 08.09.2025 bearing acknowledgment No. 

619625191080925. During the course of first appellate proceeding, the 

assessee furnished reply on different dates too. The assessee also 

furnished complete ledger account of the expenses detail of purchase 

and sales cash book , bank book. During the course of first appellate 

proceeding, the assessee also furnished bank reconciliation statement 

and certificate issued by the Bank Officer for interbank transfer of 

funds, the Ld. CIT(A) after going through the entire documents 

submitted by the assessee , dismissed the appeal of the assessee. 

7. Aggrieved from the above order, the assessee filed appeal before 

the ITAT. 

8. The Ld. Counsel strongly reiterated the submissions made before 

the lower authorities on different dates and the assessee counsel further 

submitted that the complete details of the reconciliation of the bank 

statement/bank transaction were furnished before the AO as per the 

questionnaire issued by the AO u/s 142(1) of the Act dated 16.11.2025 

which is placed at paper book No. 77 to 84. Further, on detail 

submission were made on 24.11.2025 before the AO assessment unit 

details at page number 1 to 1472 of the paper book containing entire 
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bank statement, purchase/sales  and details  of other income, creditors 

having more than balance of Rs. 5,00,000/- capital receipts not forming 

part of the turnover transaction , the details of the evidence is available 

at page number 85 of paper book. During the course of first appellate 

proceeding before the Ld. CIT(A),  various detail and documents were 

submitted, the AO is not justified to apply section 145(3) of the Act the 

books of accounts are audited and the figures reported in the financial 

statements have been accepted which is part and parcel of the Form 

No. 3CD and 3CB, the AO has accepted the Form No. 3CD and 3CB, 

the entire closing balance for the year were carried forward in the 

following year.  He strongly objected that the AO has violated the 

principle of natural justice/ SOP framed by the CBDT for completing 

the assessment by the NFAC. The AO has issued show cause notice on 

19.02.2025 and time was allowed by 25.02.2025. However, the 

assessment order was passed on 04.03.2025. He further submitted that 

the profit estimation made by AO is arbitrarily  higher side  as per the  

various precedents of the Hon’ble Courts/tribunals judgements, in case 

of estimation of profit past records of the assessee should have been 

seen/considered while estimating the profit for the impugned 

assessment year. However, the AO has without going into the any 

specific comparables arbitrarily estimated 8%  profit. A comparative  

chart was also produced. Further, detailed written submission made for 

the AY 2024-25 in response to notice u/s 142(1) of the Act dated 

19.01.2026 and 22.01.2026 and further written submission were made 
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on 07.02.2026. In response to notice u/s 142(1) dated 31.07.2026 

reference dated 31.01.2026.He further submitted on the similar set of 

facts the AO for assessment year 2024-25 ( in subsequent assessment 

year) has accepted the returned income filed by the assessee where the 

net profit was 1.91% and he also referred to the details  of net profit 

earned from AY 2020-21 and submitted that after filing return of 

income, the return was processed u/s 143(1) of the Act and no any 

assessment is pending for the previous assessment years with the 

income tax department it clearly shows that earlier book results 

declared by the assessee have already been accepted. Accordingly, in 

the impugned assessment year similarly not furnishing complete details 

as required by the AO  for want of not granting sufficient time to respond 

the SCN , estimating of profit @ 8% is unjustified and needs to be 

deleted and book result as shown by the assessee should have been 

accepted. He further submitted that the complete bank reconciliation 

were furnished vide submission dated 24.11.2025 which is placed at 

paper boon at page number 77, the assessee furnished reply on 

24.12.2024 and 28.12.2024. Further, in respect of cash deposit in Axis 

bank account, the Ld. AR submitted that the entire sales and services 

of accessories are deposited in the Axis Bank Account. The  cash 

deposits are entered into the cash book and the entire deposit of figures 

are tallied and turnover was declared against the received of sales of 

spare parts and services which has been accepted. Once the assessee’s 

turnover has been accepted by the AO, no further addition can be made 
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u/s 69A of the Act on the cash receipts and which was deposited in the 

bank account and the transaction in the Axis bank account through 

cheques/electronic transfers have been accepted. The withdrawals have 

been accepted.  Further, in respect of internet bank transfer the 

complete reconciliations were filed and bank transactions are reported 

excess over the turnover because of the internet bank transfer in the 

account maintained with the State Bank of India. The  concerned 

Branch Manger has certified it is placed on record and the Ld. CIT(A) 

has not pointed out any  adverse on this point. Further, in respect of 

insurance commission received from Tata AIG General Insurance 

Company Ltd. this is the commission received for insurance facilities 

provided to the vehicle  buyers and it is the commission received as per 

the agreement between the insurance company and the assessee. 

Merely because of the insurance commission is in excess as norms  

fixed by IRDAI is not basis for making addition the payment received  

are genuine and therefore, there should not be any doubt on the 

payment received from the Tata AIG General Insurance Company Ltd. 

and the same receipts have been declared by the assessee as income 

which is also accepted by the AO so it is a double taxation which is not 

permitted in the income tax proceeding and genuineness of transactions 

have not been doubted merely because of the search conducted in 

MLBEs is not sacrosanct for making addition. In  support of  the entire 

arguments, the assessee filed written synopsis which is as under: 
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9. On the other hand, the Ld. DR strongly relied on the order of lower 

authorities and he submitted that during the course of assessment 

proceedings the assessee did not comply the notice issued by the AO, 

he should have filed documentary evidences in support of the financial 

figures shown in the audit report. The assessee also did not explain the 

excess transaction over the turnover reported in its bank account for 

more than Crores of Rupees. The assessee should have explained the 

reasons for transacting in the bank account for the interbank transfer. 

Further, in respect of rejection of books of the account, the assessee 

has not submitted the documents in support of its claim, therefore, it 

is good grounds to reject books of accounts and estimating the profit 

and he justified the rejection  of the books of account excluding the 

profit @ 8%. He further submitted that the assessee got excess 
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insurance commission which is more than norms fixed by the IRDAI,It 

was  discovered because of the search conducted in 37 parties.  

10. In the rejoinder, the Ld. Counsel reiterated the earlier submission 

and submitted that the assessment has been completed u/s 143(3) 

r.w.s. 144B of the Act  it shows that the AO was satisfied from the 

documents submitted , therefore, estimation made by the AO against 

the income declared by the assessee is not correct.  

11. Considering the rival submissions and perusing the entire 

materials available on records and order of authorities below. We noted 

that after filing the return of income the CPC processed the return  u/s 

143(1) of the Act without making any addition and later on the case was 

selected for scrutiny on the ground that the low net profit shown by the 

certain specific business and high liabilities as compared to low profit. 

During the course of assessment proceedings, the AO issued notice u/s 

142(1) of the Act on different dates, the assessee reply only on two dates 

on 24.12.2024 and on  28.12.2024, the AO after considering the 

submissions calculated the excess deposits in bank account over the 

turnover reported for Rs. 86,22,18,204/- and AO considering reasons 

for selection of scrutiny and for want of submission of books of accounts 

and evidences in support of its financial results rejected the books of 

accounts as per section 145(3) of the Act and estimated the profit @ 8% 

on its turnover. The AO further made addition on the cash deposit in 

the Axis bank account and the AO has made addition u/s 68 for 
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insurance commission received which is disclosed in the financial 

results under the head other income Note No. 25 of the financial 

statements. On going through the submission made before the Ld. 

CIT(A)  and submissions before us towards addition of Rs. 

86,22,18,204/- the assessee has given complete reconciliation (noted 

supra) and complete statement were also produced along with cash 

book and ledger. Considering the explanation submitted by the 

assessee on this point and certificate issued by Bank Officer dated 

13.08.2025  which is also placed in the paper book at page No 48 for 

Rs. 78,81,35,150/-. Since, the bank has also certified that the assessee 

has transacted with bank as interbank transfer  and financial  

transaction are reconciled and lower authorities have not examined. 

Therefore, we are remitting this issue back to the file of AO for fresh 

examination with reconciliation statement noted supra considering the 

figures of Rs. 148,97,29,144/- in the  bank accounts of the assessee. 

The differences noted by the AO of RS. 86,22,18,204/- is because of 

inter bank transactions and other transactions carried out by the 

assessee through bank accounts and it requires 

verifications/reconciliations.  The ld. Counsel has also furnished 

reconciliation in his written submission noted supra. AS per the  

certificate  issued by bank  Chief Manager SBI Hajipur the  amount of 

Rs. 78,81,35,150/-  are inter bank transfers and the AO has to verify 

these  inter bank transfers and reconciliation  noted supra and  decide 

the issue as per law after giving reasonable opportunity of being heard 
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and  the assessee will provide requisite informations as required. 

Accordingly, this ground is allowed for statistical purposes. 

12. Further, in respect of estimation made by the AO, we noted that 

during the course of assessment proceeding, the assessee has not 

complete reply the notice issued by the AO u/s 142(1) of the Act. 

However, the AO has invoked section 145(3) of the Act and estimated  

net profit but he has accepted the other figures reported in the audit 

report. The assessee has produced books of accounts during the 

appellate proceedings  and various copy of ledgers were also produced 

before the authorities below which is evident from the submissions and 

questioner issued by the AO and ld. CIT (A). The assess is maintaining  

double accounting system, in double accounting system if one 

transaction is completed or entered in the books of accounts then the    

other corresponding  transaction is reflected . The financial statement 

is tallied and there is no any defect pointed out. We also gone through 

the entire submissions made during the first appellate proceedings, the 

assessee has replied all the questionnaire issued by the Ld. First 

Appellate authority. We noted that the past results has been  shown by 

the assessee from the written submission at paragraph number 24, the 

assessee has earned profit as under: 
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13. On going through the financial results for the previous three 

assessment years, the department has accepted the returned income of 

the assessee u/s 143(1) of the Acet and has informed by the Ld. Counsel  

that  no  any assessment is pending for any of the previous year and 

there is no much  variation compared to the previous assessment years. 

The assessee has incurred financial cost  as per Note No. 28 for 

Rs.86,98,487.61  is also major factor for reducing the profit of the 

assessee. In the subsequent AY2024-25 the AO has accepted the book 

result on the similar set of facts and the entire closing balance for the 

AY 2023-24 has been accepted as opening balance  in the following AY 

2024-25.  The turnover for the year  has been accepted  which is  major 

source of  operational revenue and major expenses has been paid 

through banking channel and there is no proof for money received back 

by the assessee.  We found substance on the submissions of the ld. 

Counsel noted supra.   The AO  rejected the books of accounts, without 

pointing out any specific defects merely for not producing the complete 

documents as per notice issued u/s 142(1) ,however before the ld. 
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CIT(A) the assessee complied and he  has also not pointed out any 

deficiencies. 

13.1.   We also noted that before finalising the assessment as per the 

SOP framed by the Income-tax Department for completing the 

assessment through NFAC, the AO has not granted sufficient time to 

give reply of the show cause notice, the assessee should have granted 

at least minimum 7 days time to reply of  the SCN. The SCN  was issued 

on 19.02.2025 and time was granted to the assessee by 25.02.2025. 

Accordingly, time was granted for 6 days only which is also violation of 

principle of natural justice, as per submission of the ld. Counsel if the 

AO  had granted sufficient time to give reply of the SCN, the assessee 

would have been able to reply of the SCN for want of not granting 

sufficient time the rejection of the books of accounts is not correct.  The 

AO passed order on 04.03.2025. The Ld. Counsel for the assessee has 

relied on various judgments incorporated in his written submission is 

applicable in the present facts of the case of the assessee. Accordingly, 

we allow the grounds of the appeal and deleted the addition made by 

the AO  towards low profit and book result declared by the assessee is 

accepted. 

14. Further, in respect of addition of cash deposit made in Axis Bank 

account of Rs. 2,18,09,380/-. We gone through the submissions made 

by the Ld. Counsel that these deposits are out of sale of spare parts and 

sales of services have been deposited in the Axis Bank account No. 
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918020108032585, these are receipts through cash which are 

completely recorded in the books of account produced before us and 

same is also produced before the Ld. CIT(A)  and there is no any defect 

pointed out by the Ld. CIT(A). He has co-terminus power of the AO and 

the same has been offered as income in its financial statements. 

Accordingly, it is double taxation in the hands of the assessee which is 

not permitted in the income tax provisions. Once the entire transactions 

are recorded in the books of accounts and source is explained ,  it 

should not be considered as unexplained investment and we also noted 

from the bank statement placed at paper book No. 1 to 228 and 1 to 

1238 there is a frequent cash deposit entries are appearing as debit 

entries are also there. The AO has not doubted on the debit/ credit  

entries and in many instances there are other credit entries which are 

also part and parcel of the turnover of the sales of spare parts/ 

accessories and services on which the assessee has paid GST . 

Therefore,  it is clear that the source is explained and accordingly, no 

addition can be made u/s 69A of the Act. Accordingly, this addition is 

also deleted.  

15.  Further, in respect of insurance commission of Rs. 9,34,700/- 

received from the Tata AIG General Insurance Company Ltd. has been 

treated as cash credit u/s 68 of the Act this receipts have been offered 

as income by the assessee and AO has made addition observing that 

the insurance companies has paid over and above the norms fixed by 
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the IRDAI, the assessee received commission as per the agreement and 

received from Tata AIG General Insurance there should not be any 

doubt for treating this amount as unexplained cash credit and it is 

double taxation in the hands of the assessee too. This issue has been 

decided by the co-ordinate bench of the ITAT Kolkata Bench reported in 

National Insurance Co. Ltd. Vs DCIT reported in 183 taxmann.com 535 

( Kolkata- Trib.) wherein the similar issue has been discussed in detail. 

Accordingly, this addition is also deleted and this addition was merely 

made on the basis of search carried out on the different MLBEs but the 

assessee is received payment and produced the evidences. Therefore, it 

is not  treated as explained credit and has been treated as revenue 

income. Accordingly, this addition is also deleted.  

16. To sum up:- Ground No. 3 is partly allowed for statistical 

purposes. Ground No. 4, 5, 6 and 7 are allowed.  

17. In the result, appeal of the assessee is partly allowed.  

Order pronounced on 19.08.2026. 

           Sd/-          Sd/- 

    (Yogesh Kumar US)                       (Laxmi Prasad Sahu)                              

      Judicial Member                            Accountant Member 

Dated:       19.08.2026 

AK, Sr. P.S.    
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