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Provisions relating to unexplained cash credit do not apply to transactions 
where no cash is involved  

 

18 April 2019 

Abhijeet Group undertook the restructuring exercise 
whereby the investments held by APL to the tune of 
INR3644.36 crore was transferred to the taxpayer. 
The investments were purchased by the taxpayer on 
credit, and therefore the amount payable to APL was 
reflected in the books as on 31 March 2013 under 
the head ‘other payables'. In addition to the 
foregoing, the investment of INR218 crores made by 
APL in the ultimate parent company - AVL in the 
form of share application monies pending allotment 
also stood transferred to the taxpayer. The entire 
sequence of transaction involved the transfer of 
shares between intra-group companies. Neither any 
unrelated or outside company was involved, nor any 
actual sum or cash was paid and transferred inter-se 
group companies. 
 
The Assessing Officer (AO) held that the taxpayer 
could not establish the identity of the sundry creditor 
and hence the amount shown as ‘other payables' 
remained unexplained and it is taxable as per 
Section 68 of the Act. Similarly, the Commissioner of 
Income-tax (Appeals) [CIT(A)] confirmed the 
additions made by the AO.  
 

Tribunal’s decision 

The Tribunal observed that there was no dealing in 
cash or cheque in the entire sequence of 
transactions. During the relevant year, only book 
entry was passed in the balance sheet whereby the 
taxpayer recorded the value of investments acquired 
on credit in the ‘Asset’ side and the corresponding 
payable was reflected in the ‘Liability’ side under the 
head ‘other payables’. The recording of the 
acquisition of investments from APL and the 
corresponding accounting of the sum due to APL 
was nothing but a journal entry passed in the books  
 
______________ 
 
2 Shri H.H. Rama Varma v. CIT [1991] 187 ITR 308 (SC) 

 
 
 
  
 

Recently, the Kolkata Bench of the Income-tax 
Appellate Tribunal (the Tribunal) in the case of 
Abhijeet Enterprise Ltd.1 (the taxpayer) dealt with the 
applicability of the provisions of unexplained cash 
credit under Section 68 of the Income-tax Act, 1961 
(the Act) to the transaction involving the transfer of 
shares, etc. within a group. The Tribunal held that 
there was no receipt of money rather there was a 
liability on the taxpayer to pay outstanding purchase 
amount to the immediate holding company. There 
was no cash involved in any stage of the transaction, 
and in the subsequent assessment year itself, the 
transaction has squared off by the taxpayer by issue 
of debentures. Therefore, the provisions of Section 
68 of the Act do not apply to the said transaction. 
 

Facts of the case 

The taxpayer is engaged in the business of trading 
and investment in shares. Abhijeet Ventures Ltd. 
(AVL) was the ultimate holding company, and Abhijit 
Projects Ltd. (APL) was the immediate holding 
company of the taxpayer which held more than 95 
per cent stake in the taxpayer. The holding company 
APL was faced with an acute financial crunch and 
had approached banks/FIs for loan/credit facilities. 
Since APL had substantial funds locked up in illiquid 
investments being shares and securities of group 
companies, the lenders of APL advised that the 
investments be off-loaded and the APL should 
ensure that the balance sheet contains majorly 
business assets which reflect its main business i.e. 
steel and aviation.  Thus the lenders advised APL to 
transfer the entire investment holdings to its 
subsidiaries and group companies which would 
assure them that the additional loan funds would not 
get diverted in the form of investments rather it would 
be utilised only in the field of steel and aviation. 
 
_________________ 
 
1 Abhijeet Enterprise Ltd v. ITO (ITA No. 308/Kol/2017) – Taxsutra.com 
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of accounts of the taxpayer. The Supreme Court in 
the case of Shri H.H. Rama Varma2 had held that 
‘any sum’ means ‘sum of money’. Therefore, the 
phrase ‘any sum’ employed in Section 68 of the Act 
cannot be extended to include any book entry, 
notional adjustment, payment in kind, etc. 
 
Relying on the decision of Manoj Agarwal3 the 
Tribunal observed that there is a difference between 
credit representing a liability payable by the taxpayer 
and a credit representing monies received from 
another person. Due to this distinction, a liability 
which arises as a consequence of any purchase 
resulting in a corresponding credit to the account 
cannot be added under Section 68 of the Act, more 
so, when the purchase has been accepted as 
genuine. In other cases involving the actual receipt of 
money, the provisions of Section 68 of the Act are 
applicable, and then the onus is on the taxpayer to 
prove satisfactorily the nature and source of the 
monies.  
 
In the present case, the transactions between the 
taxpayer and APL involving the purchase of shares 
for INR3644.36 crores and the right/title of the share 
application made in AVL for INR218 crore has been 
claimed to be carried out on credit, and no sum 
whatsoever was received in relation thereof. The 
liability of INR3862.36 crores reflected under the 
head ‘other payable’ had arisen as a consequence of 
the purchase transaction, and it does not represent 
any receipt of actual monies.  
 
Applying the Special Bench decision in the case of 
Manoj Agarwal in the context of Section 68 of the Act 
and the meaning assigned to the term ‘any sum’ by 
the Supreme Court, the provisions of Section 68 was 
wrongly invoked by the AO in the present case. 
Further, the Tribunal relied on various Court 
decisions5 to support its case. The Tribunal observed 
that the provisions of Section 68 of the Act does not 
apply to any and every credit entry in the books of 
accounts inter alia including book entries, barter 
transactions, outstanding liability payable in respect 
of purchases. 
 
In the present case, the entire transaction was 
between group companies. There was no receipt of 
money rather there was a liability on the taxpayer to 
pay outstanding purchase amount to APL. There was 
no cash involved in any stage of the transaction, and 
in the subsequent assessment year itself, the 
transaction has been squared up by the taxpayer by 
the issue of debentures. Therefore, provisions of 
Section 68 of the Act do not apply to the said 
transaction. 
 
________________ 

 
3 Manoj Aggarwal v. DCIT [2008] 113 ITD 377 (Del) (SB) 
4 Jatia Investment Co. v. CIT [1994] 206 ITR 718 (Cal), V R Global Energy 
Pvt Ltd. v. ITO [2018] 96 taxmann.com 647 (Mad), CIT v. Pancham Das 

Jain 2006] 205 CTR 444 (All)  

Our comments 

The Supreme Court in the case of P. Mohanakala5 
while dealing with Section 68 observed that (a) there 
has to be credit of amounts in the books maintained 
by the taxpayer (b) such credit has to be a sum of 
money during the previous year; and (c) either (i) the 
taxpayer offers no explanation about the nature and 
source of such credits found in the books or (ii) the 
explanation offered by the taxpayer, in the opinion of 
the AO, is not satisfactory. It is only then that the 
sum so credited may be charged to income-tax as 
the income of the taxpayer of that previous year 
 
The Madras High Court in the case of V. R. Global 
Energy Pvt. Ltd.6 held that when there was no cash 
involved in the transaction of allotment of shares, 
provisions of Section 68 would not apply. 
 
Similarly, the Tribunal in the present case observed 
that there was no dealing in cash in the entire 
sequence of transactions. The recording of the 
acquisition of investments from APL and the 
corresponding accounting of the sum due to APL 
was nothing but a journal entry passed in the books 
of accounts of the taxpayer. Thus the provisions of 
Section 68 of the Act would not apply. 
 

 
 
________________ 

5 CIT v. P. Mohanakala [2007] 291 ITR 278 (SC) 
6 V. R. Global Energy Pvt. Ltd. v. ITO (Tax Case (Appeal) No. 246 of 2017) 
(Mad) 
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