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AT /ORDER

PER D.S. SUNDER SINGH, Accountant Member:

This appeal is filed by the assessee against the order of the
Commissioner of Income Tax (Appeals) [CIT(A)]-2, Guntur vide

[.T.A.N0.94/14-15 dated 18.07.2016 for the assessment year 2011-12.
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2. All the ground of appeal are related to the addition made by the
Assessing Officer(AO) towards the difference between the receipts
admitted by the assessee in the Profit & Loss Account and the receipts as
per Form 26AS, (Annual Tax Statement under Section 203A of the Income

Tax Act, 1961. (hereinafter called as ‘Act’).

3. During the assessment proceedings, the Assessing Officer (AO) found
that the assessee has admitted the contract receipts of Rs.3,48,52,270/-
against the receipts shown in Form 26AS at Rs.3,64,86,110/- resulting in
difference of Rs.32,22,700/-. The assessee has claimed the credit for TDS
on the entire amount of TDS as per Form 26AS. Therefore, the AO
requested the assessee to reconcile the receipts of Form 26AS with that of
the Income Tax return and the assessee explained that it had executed the
contract of M/s Srinivasa Civil Works Pvt. Ltd. and raised the bill of
Rs.75,22,700/- and recognized the income of Rs.43,00,000/- on cash basis,
keeping in view of the financial condition of the contractee. The balance
amount of Rs.32,22,700/- was admitted in the subsequent financial year.
The assessee further submitted before the AO that the financial position of

M/s Srinivasa Civil Works Pvt. Ltd. was in very bad shape, hence, they have
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recognized the income on the basis of actual receipt, but not on accrual
basis. The AO observed that the assessee is following mercantile system of
accounting and as per the system of accounting the assessee must admit
the income on accrual basis but not on cash basis. The AO further observed
that the assessee has neither shown the balance receivables in the balance
sheet nor furnished the confirmation from M/s Srinivasa Civil Works and
failed to produce the books of accounts, therefore treated the sum of

Rs.32,22,700/- as undisclosed income of the assessee and brought to tax.

4.  Aggrieved by the order of the AQO, the assessee went on appeal before
the CIT(A) and the Ld.CIT(A) dismissed the appeal of the assessee and

confirmed the addition made by the AO.

5. We have heard both the parties and perused the material placed on
record. In this case, the assessee admitted contract receipts of
Rs.3,48,52,270/- against the receipts reported in Form No.26AS at
Rs.3,64,86,110/-. Thus, a sum of Rs.32,22,700/- short admission made by
the assessee. The assessee also claimed the entire TDS as per Form 26AS in

the Return of Income. The reason for difference was explained by the
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assessee stating that it had raised the contract work bill from Srinivasa
Civil Works Pvt. Ltd for a sum of Rs.75,22,700/- but received a sum of
Rs.43,00,000/- and offered the said amount as income on receipt basis. On
the other hand M/s Srinivasa civil works has accounted the entire bill
amount as expenditure in their books of accounts and deducted the TDS.
Since the balance amount of Rs.32,22,700/- was not received in the
impugned assessment year, the assessee did not recognize the income
keeping in view of the bad financial position of M/s Srinivasa Civil Works
Pvt. Ltd. It was also submitted by the Ld.AR that due to bad financial
position of M/s Srinivasa Civil Works Pvt. Ltd., they have defaulted the
payments to the creditors, hence, there was no certainty of recovering the
dues from M/s Srinivasa Civil Works Pvt. Ltd. The Ld. AR further argued
that in view of the stringent financial position of M/s Srinivasa Civil Works
Pvt. Ltd, the assessee has rightly recognized the income on cash basis and
offered the balance amount in the subsequent assessment year.

The assessee is following mercantile system of accounting and the
assessee is bound to recognize the income on accrual basis. In the peculiar
circumstances, the assessee has recognized the income on cash basis since

there was no certainty of the receipt from the payer. However, it is not
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clear from the assessment order, or order of the Ld.CIT(A), whether the
assessee has booked expenditure relating to the bills raised in the case of
M/s Srinivasa Civil Works Pvt. Ltd., in the year under consideration or
postponed the expenditure also for the subsequent year. During the
appeal hearing, the Ld.AR also did not furnish the facts. In case, the
assessee accounts the entire expenditure in the year under consideration,
the AO is justified in recognizing the balance amount of Rs.32,22,700/- also
in the impugned assessment year. If the assessee postpones both the
expenditure as well as the receipt to the subsequent assessment year, there
is no case for making the addition on account of the unrecognized income,
since the assessee followed cash system in respect of his client due to
adverse financial conditions. Therefore, we are of the view that the issue
needs a detailed examination of the books of accounts to ascertain the
method of accounting adopted by the assessee in respect of it's client
M/s Srinivasa Civil works with regard to income as well as expenditure and
decide the issue afresh on merits. Therefore, we set aside the orders of the
lower authorities and remit the matter back to the file of the AO to re do the

assessment afresh denovo.
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6. In the result, appeal of the assessee is allowed for statistical purpose.

The above order was pronounced in the open court on 8t Aug, 2018.
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