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आदशे / O R D E R 

 
PER SHAILENDRA KUMAR YADAV, JM                 

Both these appeals are filed by the orders of the CIT(A)-4, 

Mumbai and they pertains to assessment years 2009-10 and 2010-

11. Since common issue is involved in both the appeals, they are 

disposed of by the combined order for the sake of convenience.  

2.  ITA No. 3123/Mum/2013: The assessee is engaged in the 

business of acquiring Non Performing Assets (herein after called 

‘NPA’) from banks and financial institutions and then recover or 
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realize the money from such loan accounts or from the assets 

acquired with NPA as security. The amount paid for acquiring NPA is 

capitalized in the books of account and any expenditure subsequent 

to it, relating to any particular NPA, is also capitalized with it and the 

same is carried forward as current asset, whereas, normal business 

expenses of maintaining office, etc. are charged to the Profit & Loss 

Account. But in the return of income assessee has claimed that all 

expenses which are incurred relating to any NPA subsequent to its 

acquisition were in the nature of revenue expenditure, therefore the 

same were claimed against the business income, whereas the 

Assessing Officer has held it as part of work-in-progress with the 

initial cost of the NPA and to be charged to Profit & Loss Account for 

the year when the NPA is finally realized, which has been disputed by 

the assessee. 

3. In first appeal assessee raised various contention before the 

CIT(A) vide it letters dated 20.12.2012 and 07.02.2013 which are 

detailed on pages 2 & 8 of the order of the CIT(A). The CIT(A), 

having considered the same, upheld the order of the Assessing 

Officer. 

4. The same stand has been taken before us by, inter alia, 

submitting that the CIT(A) erred in confirming the action of Assessing 
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Officer in disallowing revenue expenditure amounting to 

`1,93,93,293/- incurred towards realization of NPA on the ground 

that the same be treated as work-in-progress with each NPA and can 

be claimed only when such NPAs are finally settled. Accordingly the 

orders of the Assessing Officer and CIT(A) be set aside and claim of 

the assessee be allowed because the same was incurred wholly and 

exclusively for the purpose of business. On the other hand, the 

learned D.R.  supported the orders of the lower authorities. 

5. After going through the rival submissions and the material 

before us we find that the business of the assessee involves acquiring 

NPAs from banks or financial institutions. These NPAs are loan 

amounts of various types of parties where loss is outstanding against 

the party and such party has also given certain assets as security to 

the bank/ financial institutions. The charge of such securities also 

comes to the assessee with NPAs. Either the NPA loan is recovered 

from the party and automatically the charge of the assts by which the 

loan was secured comes to an end. But generally such loans are bad 

accounts therefore assessee has to realize the money by disposing of 

the assets secured against such loan. Any profit or loss at the end of 

the entire process of recovery and disposing of the assets is 

charged/credited to the Profit & Loss Account. This is a long drawn 
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process and may involve a few years. There is uncertainty about the 

amount to be realized and the period during which it would be 

realized. In view of this the assessee wants to claim the expenses 

relating to recovery and maintaining of such NPAs to Profit & Loss 

Account as revenue expenditure. Assessee has practical difficulties in 

valuing such NPAs because it is not certain as to how much will be 

the realization and when. It may be difficult to even partially realize 

the revenue or determine the profit. Therefore the assessee is not 

crediting Profit & Loss Account with recovery as and when made 

whereas that is transferred to NPA A/c. and only at the end, net profit 

or loss is transferred to the Profit & Loss Account. Therefore the 

expenditure incurred during the recovery process relates to the 

recoveries which are to be accounted for in the NPA account either in 

this year or in future whenever the recoveries are made. Therefore, 

as per matching principle of accountancy they are not matching with 

the revenue realized before the NPA is settled. Such expenditure 

should be treated as work-in-progress with each NPA and transferred 

to Profit & Loss Account only when the NPA is finally settled. 

Accordingly CIT(A) was justified in rejecting the claim of the assessee 

on this account. This reasoned findings of the CIT(A) need no 

interference from our side because such expenses should be treated 

as work-in-progress with each NPA and transferred to Profit & Loss 



5 
ITA Nos. 3123 & 6331/Mum/2013 

Pegasua Assets Reconstruction P. Ltd. 

 

Account only when the NPA is finally settled. Accordingly the appeal 

filed by the assessee is dismissed.  

6. Similar issue arose in ITA No. 6331/Mum/2013. The facts being 

similar, following the same reason given hereinabove we find no 

reason to interfere with the order of the CIT(A). Same is upheld. 

7. In the result, both the appeals filed by the assessee are 

dismissed. 

प�रणामतः िनधा��रती क� अपील� खा�रज क� जाती ह ै।  

 
Order pronounced in the open court on 30th October, 2015. 

आदेश क� घोषणा खुले �यायालय म� �दनांकः 30.10.2015 को क� गई । 

Sd/- Sd/- 
(RAMIT KOCHAR) (SHAILENDRA KUMAR YADAV) 

लेखा सद�य/ACCOUNTANT MEMBER �याियक सद�य/JUDICIAL MEMBER 
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