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Government subsidies for capital investment in backward areas are 
capital receipts and thus to be excluded while computing book profits 
under the provisions of MAT 

24 July 2019 

Recently, the Calcutta High Court in case of Ankit Metal 
& Power Ltd1 (the taxpayer) dealt with the 
characterisation of incentives received on account of 
‘interest subsidy’2 and ‘power subsidy’3 as capital or 
revenue receipt and applicability of Minimum Alternate 
Tax (MAT) provisions4 on the same. The High Court 
also dealt with the issue of claim of such subsidies 
during the assessment proceedings by filing a revised 
computation of income since time limit for filing a 
revised return had expired.  

The High Court held that such interest and power 
subsidies are capital in nature and thus have to be 
excluded while computing book profits under the 
provisions of MAT. Further the High Court observed 
that the Tribunal has the power to entertain the claim of 
deduction not claimed before the Assessing Officer 
(AO) by filing a revised return and thus allowed the 
claim of the taxpayer which was filed by way of revised 
computation of income. 

Facts of the case 

The taxpayer is a public limited company engaged in the 
business of manufacturing of sponge iron, ingots and 
billets, steel items and ferroy alloys. It also has a captive 
power generating plant. The taxpayer made investment 
in sponge iron plant and mega project (induction 
manufacturing units sponge iron, power, billet) which 
made the taxpayer eligible for subsidy under the scheme 
taken out by the Government of West Bengal, 
Commerce & Industries Department for making capital 
investments in backward area. During the Assessment 
Year (AY) 2010-11, the taxpayer received incentives on 
account of ‘interest subsidy’ under West Bengal 
Incentive Scheme 2000 and ‘power subsidy’ under West 
Bengal Incentive to Power Intensive Industries Scheme, 
2005. These Schemes were offered for setting up an 
industry in backward region.  
________________ 

1Ankit Metal & Power Ltd v. Pr. CIT (ITA No 155 of 2018) – Taxsutra.com 
2 Under West Bengal Incentive Scheme 2000 
3 Under West Bengal Incentive to Power Intensive Industries Scheme, 2005 
4 Under the provisions of Section 115JB of the Income-tax Act, 1961 (the Act) 

During the Assessment Year (AY) 2010-11, the taxpayer 
filed its return of income computing its income under the 
MAT provisions. In the return of income interest subsidy 
was treated as revenue receipt. The taxpayer could not 
file revised return of income. However, during the course 
of assessment proceedings, the taxpayer had rectified its 
mistake and claimed the aforesaid subsidies as capital 
receipt by filing a revised computation of income since 
the time limit for filing revised return has lapsed. The 
same computation was again filed to claim deduction of 
capital receipts being ‘interest subsidy’ and ‘power 
subsidy’.  
 
The Assessing Officer (AO) however treated the interest 
subsidy and power subsidy as revenue receipt and 
brought the same to tax. 
 
The tax department contended that the aforesaid 
investment subsidies were for carrying out business and 
not to set up an industry and therefore it should be 
treated as revenue receipt. It was contended that since 
aforesaid subsidies received by the taxpayer from West 
Bengal government were revenue receipts, these 
receipts should be included while computing ‘Book Profit’ 
under Section 115JB of the Act. It was contended that 
the aforesaid claim of deduction on account of incentive 
subsidies was by way of revised computation instead of 
filing a revised return and therefore was not allowable. 
  
The Income-tax Appellate Tribunal (the Tribunal) held 
that the ‘interest subsidy’ and ‘power subsides’ were to 
be treated as capital receipts and the same would be 
excluded while computing ‘book profit’ under the MAT 
provisions. 
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High Court’s decision 

Whether subsidies/incentives are treated as 
capital receipt or revenue receipt 
 
The Supreme Court in various decisions5 observed that 
it is the object for which the subsidy assistance is given 
which determines the nature of the incentive subsidy. 
The form or the mechanism through which the subsidy 
was given were irrelevant. It was, therefore, in the 
context of respective subsidy incentive schemes, the 
subsidy in Sahney Steel was held as revenue receipt 
whereas the subsidy in Ponni Sugars and Chemicals 
Ltd. was held as capital receipt. 
 
The incentives/subsidies depending upon the purpose 
for which they are granted, fall under two categories 
namely:  

 Operational incentives/subsidies which are given to 
the taxpayer to carry on his business or trade and 
 

 Fixed capital incentives/subsidies which are given to 
the taxpayer to set up a new unit or to expand its 
existing unit. 

On perusal of the contents of the relevant portion under 
the incentive subsidy schemes, the High Court held 
that the state government under the West Bengal 
Incentive Scheme, 2000 and West Bengal Incentive to 
Power Industries Scheme, 2005 had actually granted 
the subsidy with the sole intention of setting up new 
industry and attracting private investment in the state of 
West Bengal in the specific areas which was 
industrially backward hence the same was of the nature 
of non-taxable capital receipts. Thus, according to the 
purpose test laid out by the Supreme Court, and 
various High Courts the aforesaid subsidy should be 
treated as capital receipt in spite of the fact that 
computation of ‘power subsidy’ was based on the 
power consumed by the taxpayer.  
On a perusal of the above decisions, it was observed 
that the law is settled that the nature of 
incentives/subsidies granted by the government under 
any scheme to any enterprise would totally depend 
upon the salient features of the said scheme. The 
purpose for which the incentive/subsidy was given 
under the scheme is the determining factor to lay down 
the nature of the incentive/subsidy. If an 
incentive/subsidy is given as a general assistance to 
the taxpayer to carry on his business or trade, it would 
be an operational incentive and thus a trading receipt in 
the hands of the taxpayer. However, if the object of the 
subsidy, irrespective of its source, is to enable the 
taxpayer to acquire new plant and machinery or for 
further expansion of its manufacturing capacity or for 
setting up a new unit, the entire subsidy must be held 
to be a capital receipt. The mode of computation/form 
of subsidy was irrelevant. The mode of giving incentive 
________________ 

5 Sahney Steel v. CIT [1997] 228 ITR 253 (SC) and CIT v. Ponni Sugars [2008] 
306 ITR 392 (SC) 

 

 

 

is re-imbursement of energy charges. The entire 
reason behind receiving the subsidy is setting up of 
plant in the backward region. Accordingly, the High 
Court held that the incentive subsidies were ‘capital 
receipts’ and were not an ‘income’ liable to be taxed 
in relevant AY 2010-11.  
 
Further taking into consideration the definition of 
‘income’ under Section 2(24) of the Act, where sub-
clause (xviii) has been inserted including ‘subsidy’ for 
the first time by the Finance Act, 2015 with effect from 
Assessment year 2016-17. The amendment has 
prospective effect and had no effect on the law 
applicable to the subject assessment years. 
 

Whether incentive/subsidies are to be 
included while computing ‘book profit’ under 
the provisions of MAT 
 
The High Court held that in the relevant AY 2010-11 
the incentives ‘interest subsidy’ and ‘power subsidy’ 
were capital receipts and do not fall within the 
definition of ‘income’ under Section 2(24) of the Act 
and when such receipts were not in the character of 
income it cannot form part of the book profit under 
Section 115JB of the Act. In the case of Apollo Tyres 
Ltd.6 the income in question was taxable but was 
exempt under a specific provision of the Act as such it 
was to be included as a part of the book profit. But 
where a receipt is not in the nature of income at all it 
cannot be included in book profit for the purpose of 
computation under Section 115JB of the Act. 
Accordingly, the interest and power subsidies have to 
be excluded while computing book profit under 
Section 115JB of the Act. 
 

Eligibility of claim of deduction by way of 
revised computation when a revised return 
date has expired 

The tax department relying on the decision of Goetze 
(India) Ltd7 denied the claim of the taxpayer. The 
Supreme Court in the case of Goetze (India) Ltd held 
that it was restricted to the power of the AO to 
entertain a claim for deduction otherwise than by a 
revised return and did not impinge on the power of the 
Tribunal under Section 254 of the Act. This decision 
was followed by the Calcutta High Court in the case of 
Britannia Industries Ltd8 and held that Tribunal has 
the power to entertain the claim of deduction not 
claimed before the AO by filing a revised return. The 
Tribunal was justified in accepting this claim though 
no revised return was filed before the AO. 
 
 
______________ 
 
6 Appollo Tyres Ltd. v. CIT [2002] 225 ITR 273 (SC) 
7 Goetze (India) Ltd v. CIT [2006] 284 ITR 323 (SC) 
8 CIT v. Britannia Industries Ltd. [2017] 396 ITR 677 (Cal) 
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Our comments 
 
Characterisation of interest and power subsidies as 
revenue or capital receipts and its taxability have been 
a matter of debate before the Courts.  
 
Courts in some of the cases9 have held such subsidies 
are capital in nature and hence not taxable. However, 
on the other hand, few Courts10 have held that such 
subsidies are trading receipts and not a capital receipt.  
 
The High Court in the present case relying on the 
Supreme Court’s decisions held that interest and power 
subsidies are capital in nature. 
 
It is important to note that the Finance Act, 2015 with 
effect from AY 2016-17, included the term subsidy' in 
the definition of 'income' under Section 2(24) of the Act. 
CBDT circular no. 19 of 2015 containing explanatory 
notes to the Finance Act, 2015 states that the said 
amendment would apply to assessment year 2016-17 
and subsequent assessment years. Thus such 
amendment is not applicable to instant case. 
 
Further the High Court observed that the Tribunal has 
the power to entertain the claim of deduction not 
claimed before the AO by filing a revised return and 
thus allowed the claim of the taxpayer which was filed 
by way of revised computation of income. 

Similarly, the Bombay High Court in the case of Pruthvi 
Brokers & Shareholders Pvt Ltd11 after discussing the 
Supreme Court decision in the case of Goetze (India) 
Limited held that if a claim is not made before the AO, it 
can be made before the appellate authorities. The 
jurisdiction of the appellate authorities to entertain such 
a claim has not been negated by the Supreme Court in 
the case of Goetze (India) Limited.  
 
 
 
 
 
 
 
 
 
 
 
 
 
___________ 

9 CIT v. Keventer Agro Ltd [2018] 256 taxman 437 (Cal), PCIT v. Shyam Steel 
Industries Ltd [2018] 93 taxmann.com 495 (Cal) 
10 CIT v. S. Kumar Tyre Mfg Co.-[2003] 131 Taxman 207 (MP), CIT v. Rassi 
Cements Ltd. [2013] 33 taxmann.com 470 (AP), CIT v. G.M. Mittal Stainless 
Steel Ltd [2005] 142 Taxman 349 (MP), CIT v. Neo Sack Ltd. [2005] 148 
Taxman 603 (MP), CIT v. Premier Proteins Ltd [2005] 144 Taxman 147 
(Madhya Pradesh), CIT v. Rajaram Maize Products [2001] 119 Taxman 492 
(SC) 
11 CIT v. Pruthvi Brokers & Shareholders Pvt Ltd (ITA No. 3908 of 2010) -
itatonline.com 
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