
 

 

IN THE INCOME TAX APPELLATE TRIBUNAL 
MUMBAI BENCHES “ D ”, MUMBAI 

 
 

BEFORE SHRI B.R. BASKARAN, ACCOUNTANT MEMBER  
AND 

SHRI RAVISH SOOD, JUDICIAL MEMBER 
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Dy. Commissioner of Income 
Tax, 
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Milan H. Sanghavi (HUF), 
(Prop. P.M. Enterprises) 

602/A, Radhika Darshan, 
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6851/Mum/17 

 
2008-09 
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Dy. Commissioner of Income 
Tax, 

Central Circle-5(2) 
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Milan H. Sanghavi, 
(Prop.Dipen Trading Company)  

602/A, Radhika Darshan, 
Hemu Kalani X Road, 
No. 2, Kandivali (W), 

MUMBAI 
[PAN: AACPS1842C] 

 

 
6832/Mum/17 

 

 
2008-09 

 
6833/Mum/17 

 

 
2009-10 

 
6834/Mum/17 

 
2011-12   

Appellant By : Shri Narendra Jangpangi, CIT-DR  
Respondent By : Shri Jayesh Kala, 

     

Date of Hearing : 06-03-2019  Date of Pronouncement :       08-03-2019 
 

O R D E R 

PEN BENCH: 

The Revenue has filed all these appeals, challenging the 

orders passed by the Ld. Commissioner of Income Tax 
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(Appeals)-53, Mumbai, in the hands of both the assessees’ 

herein. The appeals filed in the case of Milan H. Sanghavi, 

pertains to AYs. 2006-07, 2008-09, 2009-10 and 2011-12.  

The appeals filed in the case of Milan H. Sanghavi (HUF), 

pertains to AYs. 2006-07 to 2011-12.  Since the issues urged 

in all these appeals are identical in nature, all the appeals 

were heard together and are being disposed-of by this 

common order for the sake of convenience.  

2.  In all these cases, the Revenue is contesting the 

decision of the Ld. CIT(A) in directing the AO to sustain 

addition @ 12.5% on the value of the alleged bogus purchases.   

3.  The facts relating to the issue are stated in brief. 

The Revenue carried out search and seizure operations in the 

case of a company named M/s. Satra Properties (I) Ltd., on 

23-12-2010.  Simultaneously, search operation was carried 

out in the hands of the assessee, Shri Milan H. Sanghavi on 

the very same day.  It was noticed that Shri Milan H. Sanghavi 

is the proprietor of M/s. Dipen Trading Co.  Another concern 

named M/s. P.M. Enterprises was owned by Milan H. 

Sanghavi (HUF).  Both of these concerns are engaged in the 

business of trading in steel and cement. 
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4.  In the case of M/s. Satra Properties (I) Ltd., the 

purchases made by them from three concerns named M/s. 

J.B. Interlink, M/s. P.K. Trading Co., M/s. N.B. Enterprises 

were accepted as bogus by M/s. Satra Properties (I) Ltd.  It 

appears that the search parties identified the two concerns 

belonging to the assessees herein, viz., M/s. P.M. Enterprises 

and M/s. Dipen Trading Co. also as bogus billers. However, 

during the course of search operation  M/s. Satra Properties 

(I) Ltd., did not accept that the purchases made from the 

entities belonging to assessees herein are bogus. 

5.  In the above said background, AO examined the 

purchases made by the assessees herein.  It was noticed that 

the assessees have purchased materials from the following 

concerns, which were identified as Hawala Parties, i.e, they 

were providing only accommodation bills, without actually 

supplying the materials: 

i. M/s. Shree Sai Trading Co 

ii. M/s. Entech Enterprises 

iii. M/s. CNS Trade Links Pvt. Ltd., 

iv. M/s. J.B. Interlink 

v. M/s. KRC Trading Co 
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vi. M/s. R.K. Ispat 

vii. M/s. Jindal Steel Corporation 

viii. M/s. Tulsiani Trading Pvt. Ltd., 

ix. M/s. Paras Enterprises 

x. M/s. Centurion Sales Corporation 

xi. M/s. Rashmi Enterprises 

xii. M/s. Macos Iron & Steel Pvt. Ltd., 

5.1.  The AO issued summons to the above said parties 

but none of them appeared.  Hence, AO asked the assessee to 

produce the above entities. The assessee produced Shri 

Dharmendra Kumar Amritlal Darjee on behalf of M/s. KRC 

Trading Co.  In the statement taken from him, he submitted 

that he has actually supplied the materials to the assessees 

herein. He also furnished details of his income tax returns, 

sales tax returns along with supporting documents to show 

payment of VAT. The assessee also furnished sales tax returns 

pertaining to another supplier named M/s. Macos Iron & Steel 

Co. Ltd. In respect of remaining 10 parties, the assessee could 

not produce anything. 

5.2.  The AO noticed that the assessee had also 

purchased materials from M/s. J.B. Interlink. The proprietor 
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of M/s. J.B. Interlink named Shri Kantilal Jayshankar Trivedi 

had admitted before sales tax authorities that he had provided 

only accommodation bills and did not supply materials. The 

AO further noticed that Shri Dharmendra Kumar Amritlal 

Darjee of M/s. KRC Trading Co., who had appeared before 

him, had also admitted before the Sales Tax Department that 

he was signing cheques on behalf of a person named Shri 

Srikant Chitaliya, who used to pay him Rs  5,000/- per month 

to do his job. 

5.3.  In view of the above, the AO took the view that the 

purchases made from the above said parties are bogus in 

nature. The AO took the view that the assessees have used 

their unaccounted cash for making these purchases and 

hence proposed to assess peak amount of bogus purchases 

made by the assessee. Before the AO, the assessees submitted 

that the payments have been made to the parties by way of 

cheques and further the assessee was enjoying credit period of 

90 days and accordingly submitted that the peak amount 

should be worked out by considering the credit period of 90 

days. The AO did not accept the same.  As per the view taken 

by him, the AO proceeded to work out the peak credit in both 
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the cases. In the case of Milan H. Sanghavi (HUF), the peak 

amount was worked out at Rs. 386.83 Lakhs on 25-11-2009, 

which fell in AY. 2010-11.  In the case of Milan H. Sanghavi, 

the peak amount was worked out at Rs. 326.37 Lakhs on 22-

10-2008, which fell in AY. 2009-10. Accordingly, the AO 

assessed the above said amount in the hands of respective 

assessees in the years mentioned above.  He did not make any 

addition in the remaining years. 

6.  Aggrieved by the orders passed by the AO both the 

assessees filed appeals before the CIT(A).   

6.1.  Before the Ld. CIT(A), the assessee furnished 

detailed explanations and hence the Ld. CIT(A) called for a 

remand report from the AO.  In the remand report, AO 

submitted that the notices issued u/s. 133(6) of the Act to the 

alleged suppliers was returned un-served by the postal 

authorities. Further, the Inspector also could not trace these 

parties.  He also reported that the vehicle numbers mentioned 

in the transport documents pertained to motor-cars/motor 

cycles and not lorries. The Ld.CIT(A) furnished a copy of 

remand report to the assessee and asked them to file the 

rejoinder within seven days. However, the assessee did not 
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respond to the same. The assessee also did not furnish further 

details called for by the Ld. CIT(A). Accordingly, the First 

Appellate Authority took the view that the assessee has not 

proved the genuineness of the purchases. 

6.2.  However, the Ld. CIT(A) noticed that the AO has 

accepted the purchases. He has only held that the assessee 

has made the purchases by using unaccounted cash available 

with the assessee. Hence the AO has applied peak credit 

theory and assessed the peak amount as income of the 

assessee in a particular year.  The Ld. CIT(A) noticed that the 

impugned bogus purchases made during the periods under 

consideration was 23% of the aggregate amount of purchases 

in the case of Milan H. Sanghavi (HUF) and 8% of the 

aggregate amount of purchases in the case of Milan H. 

Sanghavi.  The addition made by the AO worked out to 42% of 

the value of impugned bogus purchases in the case of  Milan 

H Sanghavi (HUF) and the addition made in the hands of 

Milan H Sanghavi worked out to 36% of the value of impugned 

bogus purchases. The assessee contended before the Ld. 

CIT(A) that the addition so worked out by the AO is on higher 
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side. It was further pointed out that no unaccounted assets or 

cash were identified during the course of search action. 

6.3.  Under these set of facts, Ld. CIT(A) directed the AO 

to make addition to the tune of  @12.5% of the value of the 

bogus purchases in all the years under consideration with the 

following observations: 

“19. A perusal of the audited accounts filed show that a 

similar huge amount of debtors is also shown. It does suggest 

that the appellant is providing Hawala entries. Alternatively, 

by purchasing from the grey market, the appellant would have 

benefitted by the savings of VAT. On a without prejudice basis 

the appellant has suggested that a disallowance of the 

impugned purchases may be made. Therefore, in fact and 

circumstances of the case, in this particular case, it is 

considered most appropriate to adopt 12.5% profit which can 

take care of the rotation of capital utilised for such transaction. 

Hence in the light of finding of .the Hon'ble Gujarat High Court 

in the case f CIT vs. Simit P. Sheth, 12.5% profit is found to be 

appropriate for ascertainment of taxable income related to such 

transaction. In the facts of the case, the assessing officer 

is directed to compute the disallowance for each of the 

assessment years on the basis of 12.5% of the purchases 

from the impugned parties in place of the unaccounted 

income computed on the basis of estimated peak 

working of unaccounted investments. The assessing 

officer will verify the purchases amount debited in the 

books of the appellant in respect of these parties in each 

of the assessment year while computing and giving 

appeal effect to this order. In light of the above the 

appeal is partly allowed.” 
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The Revenue is aggrieved by the orders so passed by Ld CIT(A) 

in the hands of both the assessees. 

7.  The Ld D.R submitted that the Ld CIT(A) has 

accepted the fact that the purchases were bogus in nature.  

Having held so, the Ld CIT(A) should not have directed the AO 

to restrict the addition to 12.50% of the value of bogus 

purchases.  He submitted that the Hon’ble Supreme Court has 

sustained addition of entire amount of purchases in the case 

of N.K.Proteins Ltd (84 taxmann.com 195).  He submitted that 

the AO has assessed the peak amount of bogus purchases in 

the hands of the assessees, while the Ld CIT(A) has adopted 

different methodology and granted substantial relief to the 

assessees. The Ld D R accordingly submitted that the addition 

made by the AO should be sustained. 

8.  On the contrary, the ld A.R submitted that the 

assessing officer was not justified in presuming that the 

assessee had introduced unaccounted cash by way of 

purchases. He submitted that the assessee has sold the 

materials and the said sales have been accepted by the AO.  

The assessee could not have sold the goods without actually 

purchasing the materials. He submitted that the suppliers 
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have given self serving statements before the Sales tax 

authorities. Further the payments towards purchases have 

been made through account payee cheques.  Under these set 

of facts, there was no basis for the AO to presume that the 

assessee has introduced unaccounted cash. He submitted 

that the Ld CIT(A) has appreciated all these aspects and 

accordingly estimated the profit from the alleged bogus 

purchases.  Accordingly he submitted that the orders passed 

by Ld CIT(A) do not call for any interference. 

9.  We have heard rival contentions and perused the 

record. From the facts we notice that the search officials who 

searched M/s Satara Properties India Ltd proposed to include 

the concerns belonging to the assessees herein are also 

hawala operators, but M/s Satara Properties India Ltd did not 

accept the same. This fact would show that M/s Satara 

Properties India Ltd, whose search had triggered search action 

in the hands of the assessees herein, has confirmed the fact 

that the assessees herein have supplied materials to it.  Hence 

the AO did not disturb the sales declared by the assessee. 

However, it was noticed that the assessees’ purchases have 

been made from some of the parties, who have been identified 
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as hawala operators. These hawala operators have admitted 

before the sales tax department that they have provided only 

accommodation bills and did not actually supply materials.  

Hence the AO has drawn conclusion that the assessees had 

actually purchased materials from open market, but procured 

bills from the hawala parties. Accordingly the AO has 

presumed that the assessees have issued cheques to these 

parties and obtained back cash, which was used to purchase 

materials from the open market  Accordingly, the AO has 

taken the view that the assessees have used their 

unaccounted cash for making these purchases and hence 

computed peak amount of cash and assessed the same.   

10.  On the contrary, the Ld CIT(A) has taken the view 

that the profit element embedded in such purchases should 

be assessed to tax.  The Ld CIT(A) has so taken the view, since 

the AO has accepted the sales declared by the assessees and 

the sales could not have been made by making purchases.  

Accordingly, he has estimated the profit @ 12.50% of the value 

of alleged bogus purchases made by these assessees in all the 

years under consideration. The Ld CIT(A) has drawn support 
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from the decision rendered by Hon’ble Gujarat High Court in 

the case of CIT vs. Simit P Sheth (356 ITR 451). 

11.  Under the Income tax Act, the profit earned from 

the business transactions is alone taxable. Since the sales has 

been accepted, the corresponding purchases is required to be 

deducted for the purpose of arriving at profit. The assessee 

has shown that it has purchased materials from certain 

dealers, but the same has not been accepted for the reason 

that the said dealers have admitted before the Sales tax 

authorities that they have not supplied materials.  During the 

course of assessment p oceedings, one of such dealers has 

appeared before the AO and confirmed that he has actually 

supplied materials to the assessee. In respect of another 

dealer, the assessee has furnished copies of sales tax returns 

filed by it.  These facts would show that these suppliers have 

been taking contradictory stands. Accordingly the assessee 

has contended that the AO should not rely upon self serving 

statements of those dealers made before the sales tax 

authorities.   

12.  Even though the AO has presumed that the 

assessees might have received cash back from such dealers, 
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the same has not been substantiated with any material.  On 

the basis of available facts, the AO has drawn such 

presumption and in the absence of any material to support 

the view so taken, it may not be proper to presume that 

unaccounted cash would have been introduced.  Another 

important factor, which has been rejected by the AO is the 

submission of the assessee that they were getting credit period 

of 90 days for making payment to the suppliers.  If the same is 

factored in, then the addition computed by the AO would go 

down drastically.  

13.  The Ld. DR placed his reliance on the decision 

rendered by Hon’ble Supreme Court in the case of N.K. 

Proteins (supra)   We notice that the decision in the above said 

case has been rendered on the basis of facts available in the 

case before Hon’ble Supreme Court, while no such parity of 

facts was shown in the present cases. 

14.  For the reasons discussed in the preceding 

paragraph and in the facts and circumstances of the present 

cases, we are of the view that the Ld CIT(A) was justified in 

directing the AO to assess the profit element embedded in the 

alleged bogus purchases by taking the rate of profit as 
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12.50%.  As noted earlier, his view also gets support from the 

decision rendered by Hon’ble Gujarat High Court in the case 

of Simit P Sheth (supra).  Hence we do not find any infirmity 

in the orders passed by him and accordingly we uphold the 

same. 

15.  In the result, all the appeals of the Revenue are 

dismissed. 

 

Order pronounced in the open court on   8th  day of March, 2019 

 
        Sd/-                Sd/- 

(RAVISH SOOD) (B.R. BASKARAN) 

�या�यक सद	य/JUDICIAL MEMBER लेखा सद	य/ACCOUNTANT MEMBER 
 

मुबंई/Mumbai   �दनाक/Dated :  8th March, 2019 

TNMM 

 

 

 

 

 

 

 

 

TAXPUNDIT.O
RG



 
Milan H. Sanghavi (HUF) & 

Milan H. Sanghavi  
(Group Cases) 

 
 

 

: 15 :
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