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O R D E R 

PER  SHRI B.R. BASKARAN, A.M.  :  

 The appeal filed by the assessee is directed against the order dated 

05-01-2018 passed by Ld CIT(A)-9, Bangalore and it relates to the 

assessment year 2012-13. 

2.     The assessee is aggrieved by the decision of Ld CIT(A) in confirming 

disallowance of claim of Rs.2,51,54,293/-, being loss arising on valuation of 

inventory (which is nothing but accumulated expenses of earlier years 

included as part of work-in progress). 

3.    The assessee is a private limited company and is engaged in housing 

and real estate development.  It was incorporated in the financial year 2007-

08.  According to Ld A.R, the business of the assessee was set up in that 

year itself.  It was incorporated for carrying on the business of housing and 

real estate developments.   It did not report any business income till the 
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assessment year 2011-12.   Only during the year under consideration, i.e., 

in the year relevant to assessment year 2012-13, it reported business 

income, since it undertook construction of a residential project. 

4.   The assessee has been incurring expenses over the years under various 

heads.  Till financial year 2009-10, those expenses were accumulated under 

the head “Preliminary & Pre-operative expenses” and shown in Asset side of 

the Balance sheet as “Miscellaneous Expenditure – Preliminary & 

Preoperative expenses (To the extent not written off or adjusted).  The pre-

operative expenses so accumulated upto 31.3.2010 was Rs.2,50,08,083/-.  

However, in financial year 2010-11 relevant to the assessment year 2011-

12, the assessee transferred the above said pre-operative expenses to “Work 

in Progress” account.  The balance shown under work in progress as on 

31.3.2011 was Rs.3,71,09,319/-. 

5.     During the year under consideration, the assessee wrote of 

Rs.2,83,02,889/- out of the above said “work in progress” amount of 

Rs.3,71,09,319/-.  Following note was appended to the Annual report:- 

“Certain preoperative expenditure amounting to Rs.2,51,54,293/- 
incurred by the company during earlier years towards various 

activities with regard to various proposed projects hitherto considered 
as part of work in progress has been expenses out during the year by 

duly adjusting the carrying cost of project work in progress in view of 
discontinuance of those projects.”  

 

6.    The above said claim of Rs.2,51,54,293/- came to be considered by the 

Assessing officer.  The discussions made by the AO are extracted below:- 

“2.   During the year the company has expenses off certain pre-

operative expenditure amounting to Rs.2,51,54,293/- incurred during 

the earlier years towards various activities with regard to various 

projects proposed hitherto considered as part of work in progress by 

adjusting the carrying cost of projects work in progress in view of 

discontinuance of the projects.  Sri Ramachandra Bhat P was required 

to furnish a justification for the claim as an allowable expenditure in 
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response to which it is submitted that this expenditure was in relation 

to a project cancelled for which the company had entered into a JDA 

for construction of villa.  Though the land owner could not fulfil his 

obligation, the company had incurred various expenses in connection 

with the project which was shown as WIP pending commencement of 

the projects.  The company finally called off the project and during the 

year the expenses hitherto considered as WIP was expensed out. 

3.    The expenditure incurred in relation to an abandoned project 

cannot be allowed as an allowable expenditure.  Further, it represents 

a write off of an asset.  The expenditure was incurred in respect of a 

new source of income which had to be abandoned.  The same is 

disallowed u/s 37 as not being a revenue expenditure.” 

7.   Before Ld CIT(A), the assessee submitted that the expenditure of 

Rs.2,51,54,293/- was accounted as “inventory” was actually consisted of 

expenditure of revenue nature.  Hence it was reduced from the value of 

closing stock as on 31.3.2012, as the policy of the assessee company is to 

value the inventory at lower of cost or net realisable value.  The assessee 

further submitted that it had entered into an agreement for construction of 

a major project under Joint Development Agreement entered with Mr. 

Jayaram Shetty, which was later abandoned.  The assessee furnished 

following documents in support of the same before Ld CTI(A):- 

 a) Copy of Joint Development Agreement dated 21.05.2008 

 b) Copy of Mutual Termination Agreement dated 04.01.2010 

 c)  Copy of Deed Discharge of Mortgage dated 04-01-2010. 

It was submitted that all the expenditure incurred in respect of projects till 

31.3.2011 have been treated as work in progress/inventory.  Since income 

from operations were recognised for the first time in the FY 2011-12, it was 

necessary for the assessee to review the value of inventories as on 31.3.2012 

and in that process, an amount of Rs.2,51,54,293/- was reduced from the 

value of work in progress as the net realisable value was NIL, since the 

above said amount represented only revenue expenditure.  The assessee 
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placed its reliance on the decision rendered by Hon’ble Jharkhand High 

Court in the case of CIT vs. Tata Robins Fraser Ltd (2012)(211 Taxman 

257/27 taxmann.com 15), wherein it was held that the expenditure incurred 

on unaccomplished project was allowable as revenue expenditure. 

8.      The Ld CIT(A) noticed that the Joint Development Agreement entered 

with Mr. Jayaram Shetty was terminated in FY 2009-10 itself, as per the 

agreements filed by the assessee.  Hence he took the view that the assessee 

should have written off the expenses in FY 2009-10 itself and not two years 

later in FY 2011-12.  The Ld CIT(A) also called for details of expenses 

relating to the claim of Rs.2.51 Crores.  The details furnished by the 

assessee have been extracted by Ld CIT(A) and his discussions are extracted 

below, for the sake of convenience:- 
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9.    The Ld CIT(A) noticed that the contentions of the assessee are not 

appreciable and against the facts.  The relevant discussions made by Ld 

CIT(A) and the decision taken by him are extracted below:- 
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10.      The Ld A.R submitted that the income tax is to be charged on real 

income.  He submitted that the assessee has treated the revenue expenses 

as work in progress and did not write off the same, since no business 

income was available.  Only during the year relevant to AY 2012-13, the 

assessee has executed a project and could declare business income.  Hence 

the assessee has written off accumulated expenses/work in progress, as it is 
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not related to the project under execution.  The said claim is in consonance 

with the accounting policy followed by the assessee, being cost or net 

realisable value, whichever is less.  In the instant case, the accumulated 

expenses/WIP does not carry any net realisable value and hence it has been 

written off during the year under consideration.   

11.     The Ld A.R submitted further submitted that the assessee could have 

declared all the expenses as business loss in the past years and in that 

case, brought forward losses should have been allowed against current 

year’s income, in which case, the net result would remain the same.  

Accordingly he contended that the claim of the assessee should be allowed. 

12.       The Ld A.R submitted that the view taken by Ld CIT(A) in paragraph 

24 of his order that there will not be any loss to the assessee is not correct, 

since the AO has already disallowed the amount and did not state that it will 

form part of work in progress.  Accordingly he submitted that the assessee’s 

claim for deduction in this year should be allowed. 

13.     The Ld D.R submitted that the Ld CIT(A) has analysed the facts 

relating to the issue correctly and has taken a decision in accordance with 

law.  Accordingly, she submitted that the order passed by Ld CIT(A) does not 

call for any interference. 

14.      We heard rival contentions and perused the record.  The Ld CIT(A) 

has noticed that the expenditure of Rs.2.51 crores consisted of only 

“revenue expenses”.   He has further given a finding that, if at all these 

expenses are related to any abandoned project, the claim should have been 

made by the assessee in FY 2009-10, since the Joint Development 

Agreement was terminated in that year only.  We have earlier noticed that 

the assessee has treated these expenses as “pre-operative expenses” till 

31.3.2010 and only in the financial year 2010-11, the assessee has 

converted the same as “work in progress”.   

15.     It is a well settled proposition of law that the accounting treatment 

given in the books of account is not binding on the assessee/revenue to 

determine the correct amount of total income under the Income tax Act.  
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However, in order to claim any amount as expenditure or loss, the 

conditions or procedures prescribed under the Income tax Act should have 

been followed by the assessee.  The Ld A.R submitted that the accumulated 

amount of Rs.2.51 crores represented only revenue expenses and hence the 

assessee could have claimed the same as business loss in the earlier years.  

In that case, the brought forward business loss would have been allowed as 

deduction.  This submission of the assessee appears to be attractive.  

However, the Income tax Act prescribes conditions for filing of loss returns 

and for carry forward of losses.  None of those conditions have been followed 

by the assessee and no loss was claimed or determined in any of the past 

years.  Hence it cannot be presumed or deemed that the claim of the 

assessee represented brought forward loss.  Accordingly, this contention of 

the assessee is liable to be rejected. 

16.    It can be noticed that the amount of Rs.2.51 crores represented 

expenses incurred by the assessee upto 31.3.2010.  As observed by Ld 

CIT(A), the claim should have been made by the assessee in FY 2009-10 

relevant to A.Y. 2010-11, since the Joint development agreement was 

terminated in that year.   Hence we agree with the view of the Ld CIT(A) that 

this amount cannot be claimed during the year under consideration. In view 

of the above, we do not find it necessary to  interfere with the order passed 

by Ld CIT(A). 

17.    In the result, the appeal of the assessee is dismissed. 

Pronounced in the open court on the date mentioned on the caption page.

  

            
              Sd/-                                                 Sd/- 

        (N.V. VASUDEVAN)            (B.R. BASKARAN) 

         VICE PRESIDENT           ACCOUNTANT  MEMBER 
 
Dated: 09.10.2020. 

 

*Reddy GP 
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