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ORDER

PER PAVAN KUMAR GADALE, JM:

The appeal is filed by the assesse against the order of
ADDL/JCIT(A)-7,Kolkata passed u/secl43(3) and U/sec
250 of the Act. The assesse has raised the grounds of
appeal challenging the order of CIT(A) sustaining the
addition of interest on fixed deposits and weighment
charges under income from other sources made by the

assessing officer.

2. The brief facts of the case are that, the assessee
company is engaged in the business of integrated sugar

mill,co generation plant and distillery unit. The assesse
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has filed the return of income for A.Y.2012-13 on
28.09.2012 disclosing a total income of Rs.Nil
Subsequently the case was selected for scrutiny under the
CASS and notice u/sec 143(2) and u/sec142(1) of the act
are issued. In compliance, the Ld.AR of the assessee
appeared from time to time and filed the details and
submissions and produced the books of accounts. The
Assessing Officer (A.O) dealt on the facts of commissioning
and commencement of company project at Para 4 of the
order and the audited financial statements and also
considered the facts of business loss and unabsorbed
depreciation. Whereas the point of dispute in the
assessment proceedings, the A.O find that the assesse
has earned interest on fixed deposits from various banks
aggregating to Rs.14,45,670/- and claimed set off against
the pre operative expenses. But the A.O. is of the view
that the interest income earned during the preproduction
period should be taxed wunder income from other sources
and in reply the assesse has filed the submissions vide
letter dated 19.08.2014 substantiating the claim of setoff
of interest income on fixed deposits with the preoperative
expenses and explaining that the fixed deposits are kept
in the banks for issuing bank guarantees which are
furnished to customs department to import capital goods
under the EPCG Scheme for the project and nexus of
interest earned on deposits and expenses incurred for the
project. Further the assessee also provided the details of

Fixed Deposits kept for issuing the bank guarantees.
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Whereas the A.O was not satisfied with the explanations
and denied the claim of setoff and treat the interest income
on fixed deposits of Rs.14,45,670/- taxable under income
from other sources and similarly made addition of
weighment charges of Rs.53,044/- and assessed the total
income of Rs.14,98,710/- and passed the order u/sec
143(3) of the Act dated 22.08.2014.

3. Aggrieved by the order, the assessee has filed an appeal
before the CIT(A), whereas the CIT(A) has considered the
grounds of appeal, statement of facts and findings of the
AO and has issued notices of hearing and the assessee
has filed the details and submissions. But the CIT(A) has
confirmed the action of the A.O and dismissed the appeal.
Aggrieved by the order of the CIT(A), the assessee has filed

an appeal before the Hon'ble Tribunal.

4. At the time of hearing, the Ld.AR submitted that the
CIT(A) has erred in confirming the action of the A.O
overlooking the facts and submissions of the assessee in
the proceedings. Further the Ld.AR emphasized that the
assessee in response to notices has submitted the
explanations along with the details before authorities and in
respect of disputed issue of interest earned on fixed
deposits from various banks claimed set off against the
pre operative expenses, the Ld.AR contentions are there is a
nexus of fixed deposits kept with banks and the bank
guarantees are furnished to customs department for import

of capital goods. The Ld.AR substantiated the submissions
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with the judicial decisions and prayed for allowing the
appeal. Per contra, the Ld. DR supported the order of the
CIT(A).

5. Heard the rival submissions and perused the material on
record. The Ld.AR submitted that the CIT(A) has erred in
sustaining the action of the assessing officer overlooking
the submissions. The Ld.AR has not pressed the ground of
appeal no.3 in respect of addition of weighment charges and
accordingly this ground of appeal is treated as withdrawn
and is dismissed. On the sole disputed issue, the Ld.AR
emphasized that Assessing officer was satisfied with the
facts of commissioning and commencement of company
project and the audited financial statements but the A.O
has erred in his view that the interest income earned
during the pr-production period is assessable as income
from other sources. Whereas the fixed deposits are kept
with the banks and in lieu i.e bank guarantees are issued
and are furnished to customs department for import of
capital goods under the EPGC scheme for the project by the
assessee and such deposits are directly linked with the
purchase of capital goods and the Ld.AR relied on the
judicial decisions of the Hon’ble Supreme Court and Hon’ble
High court. The assessee company has earned interest on
fixed deposits from various banks and claimed set off
against the pre operative expenses and there is a nexus of
interest earned on deposits and expenses incurred for the

project i.e capital expenditure.The fixed deposits are
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maintained with the banks for issue of bank guarantees to
the customs authorities for acquisition of capital goods
necessary for setting up of project and there exist a linkage
between the fixed deposits with the banks and purchase of
capital goods. And the interest income on fixed deposits
becomes incidental to the purchase of capital goods under
the EPCG Scheme for the project. Hence considering the
facts, circumstances, submissions and the ratio of the
judicial decisions, the assessee is eligible to claim set off
interest income on fixed deposits maintained with the
banks against the pre operative expenses/project cost.
Accordingly, direct the assessing officer to delete the
addition of interest income under income from other
sources. And this ground of appeal is allowed in favour of

the assessee.

6. In the result, the appeal filed by the assesse is partly

allowed.

Order pronounced in the open court on 22.09.2025.
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