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UNIT -1

AN INTRODUCTION TO INCOME TAX ACT, 1961

————
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1.0 AIMS AND OBJECTIVES

After studying this lesson. vou should be able 1o

® Explain Income Tax Act, 1961

® Dhscuss the basic concepts of Income Tax Act, 1961

® Explain the meaning of Agricultural Tneome

& Describe the Concept ol gross Iicome and total Income

® List the Exemptions under section 10 of Income Tax Act

1.1 INTRODUCTION

income tax refers to the percentage ol an individual’s or organization's income paid to
the government. The funds collected from income tax is used by the government for
funding the infrastructural develepment of the state or country, paying salaries to the
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people emploved by the siate government or central goverament, etc. It forms the
largest part of the revenue of the Government of India.

Any tax is imposed in a country by passing a law that governs the provisions of the
tax. The (ncome tax in India is governed by the Income Tax Act, 1961, Let us study
this Act m detail in this lesson,

1.2 INCOME TAX ACT, 1961

The lncome Tax Acl was introduced in 1961 on the basis of the recammendations of
the Law and the Enquiry Committee. Jt is applicabie in the whole of India including
Jammu & Kashmir and Sikkim. This act involves the regulation of cellection,
recovery and admnistration of income tax in India, It provides a steady income 10 the
Goverament of India, which use this fund for the development of the country.

Income tax is applicable on individuals, organizations and all oiher establishments that
generite mcome. Tt is caleulated on annual basis and paid according lo the income 1ax
slabs, which are modifted every year by the Ministry of Finance. The income tax slab
for the year 2017-2018 ix as [ollows:

Income Tax Slab for Individoal Tox Payers & HUF
{Less Than 80 Years Oid) (Both Men & Women)

Inepme Slab Tax Rate
Income up to T 250,000 Mo lax
Incame from T 250,004 - T 3 (0,000 545 T
Incame from I 5,00.000 - 10.66.000 20%
Incume maee than T 10.00.000 l_3(]%

Surcharge: 10% of income ax where total meome cxeeeds 2 50 Jakh up o T ) crore.
Sureharge: 13% ol income tax, where the total seaine excecds T 1 crore.
R - o N -

1
.

Cess 3% on toud of income tay + surcharge.

*income tax exemption ftmi por FV 2007-18 is wp oo T 2,500 for individual & [TUE other than
those covered in Parttfl) o (111

] Income Tax Slab for Sepior Citizens (60 Years Old or Moere but Less than \

80 Years Old) (Both Mcen & Women)

( Income Slab Tax Rate
Llncome up to ¥ 3,00.000* Nao tax
Income [ram T 3,00,000 - T 5,00,000 | 5%
Income from ¥ 5,00,000 - 10.00,000 20%
Income more than T 10.00.000 30%%

Surchurge. 10% of income tax, where total income exceeds T 50 lakh upto T
¢rore.
Surcharge 15% of income tax, where the 10al income exceeds T | crore.

Cess: 3% on total of income tax + surcharge.

*Income tax exemprion lmit for FY 2017-1 is up to < 3.00.000 other than those
covered in Pari(l} or (i




lncome Tax Slah For Senior Citizens (B0 Years Old or More)
{Both Men & Women)

Income Stab l Tax Rate

Income hp to T 250,000 No iax
lncome up o T 2.00 p0O* N tax
Income from T 00000 — To.00.000 20%,
—t
Income more than T TUUO.BD0 3%
e

Surcharge: |5% al income tux. where total income exceeds 1 crore,

Cesq: 3% an Lotal of income tax + surcharge

¢4

“trconte jax exemption fimi for FY 200718 ix up 10T 5,00000 ather thant those covered fn Pavi]) or J

1.3 BASIC CONCEPTS OF INCOME TAX ACT

For understanding the Income Tax Acy, it is important to understand the basic
concepts of this Act, such as income, person, assessee, assessor, and ayricultural
income Let us discuss these concepts in detail.

1.3.1 Income

Income generally means, the activity which provides bencfits in the form of cash or
kind. This meaning of invome is used for accounting purposes in taxation.

In the Incame Tax Act, the term “income’ 15 not clearly defined. However, the Act
specifies some types of zarnings, which can be considered as income. Some of the
imporant earnings or henefus that can be held under income are:

Profits and gains

® [ividend

e Volumary conlribution made 1o any charity trust or corporalion

®  Any lype of monetary benefits or perquisites

e Profits in liew of salary

e Special allowanges

®  Any amouwnt paid by an organization as an obligation

® Capital gains that are chargeable under w's 45

®  Winnings from different contests like lotteries, puzzles, races, and card games

® Amount recetved by an employee from his/her superannuation or provident fund
or any other fund ¢stablished under Employee State [nsurance Act

e Amounl received from an insurance policy

In addition to ahove mentioned earnings, any benefit received by an individual in the
form of cash and kind in the previous year is considered as income,

1.3.2 Casual Income

Casual income refers to the amount received by an individual after winning a lottery,
crossword puzzle, card game, horse race and other types of races, any game show or
entertainment program, etc. According ta Section 115 BB of Income Tax Act. such
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4 _ rype of income should be taxable @ 30% and as per section 2 (24). In such rype of
s Ta Lavcand [omaiees income, the Gross receipt is considered as taxable income as per section 58(4)

1.3.3 Person

In income tax, any eatitv, indjvidual or organization, whose income of previous year
15 liabte for taxation is called, person. The different entities that are considered as
Person are as tollows:

e An Individual: Any human being, male. female or minor of sound or unsound
mind is considered as person.

e 4 Hindn Unddivided Fumily (HUF): NI includes individuals who are the
descendlanis of a single common male ancestor. So, the income earned by HUF is
assessable for tasation income dertved from the joint family corpus. In HUF,
income of individuals is taxed as personal income and not as the mcome of HUF.
Therefore. the income from a proprietary firm (in individual capacity) and income
[roin a business of HUF have separate tax exemptions.

e _dssociation of Persons (AOP): 1t includes a group of persons, which can be a
grotp of individuals. HUF, companie¢s, or any other entity, brought tagcther for
some common purpose(s). Any ennily is called an association when all the people
assoviaty with it, are involved in an income-produciitg activity.

o Body of Individuuals (BGI): It comprises a group of individuals, who come
together for common purpose(s) whether o earn income.

e .4 Company: Tt can include any of the following types of entities:
= An Indian company
% A corporate cstablished by ur under the laws of country outside (ndia

< An institution, asseciation or body which 1s or was assessable or was assessed
as a company under the 1922 Act or under the 1961 Act, for any assessment
vear.

o A Partnership Firm: It refers w an organization formed and run by different
individuals. who share profits ol the business conducted by all of them tapether or
anvone ot themn on behalf of the others. Such individuals of partnership firm are
called partners. In income tax, a parnership finn and tts partners are taxed
separately.

8 A Local Authority: It includes municipal committees, district boards, body of port
commissioners, or gther authorities which are legally responsible for controlling
gnd managing a municipal or local fund by the government.

All anificial. judicial persons. not falling in the above categories are the eniities which
are:

® Notnatural persons
® Have separate chhity i the eyes of law
® May be sued through persun(s} managig them and net by coun of law

Some of the examples of such entirics are deitics, idols and Unjversities,

1.3.4 Assessee

Assessee refers o the individual or organization that is responsible for paving incoms
tax upder the income Tax Act. However. it is not necessary that the taxable income of



the assesse is his/her own incomne, As per section 2(7) of the Income Tax Act, an
assessee is defined as. “a person by whom any tax or any other sum of money is
payable under this Act. and includes the following:

a. Every person in respect of whom any proceeding under this Act has been taken for
the assessment of his income or of the income af any other persan in respect of
which he ix assessable. or of the loss sustained by him or by such ather person, or
of ihe amount of refund due to him or to such other person;

b. kvery person who 1s deemed to he an assessee under any provision uf this Act;

¢. [very person who is deemed to be an assessee in delault under any provision of
this Act.”

In simpler words, as per the Income Tax Act, an assessee is a person who:
e Needs to puy lax, interest, or penalty

e Deemed to be an assessee, as per the Act

e [Dclault assessce, as per the Act

e Entitled forrefund of tax

As per the Income Tax Act, assesse can be of the following types:

t. Ordinary assessee: Such assessee is liable 1o pay tax, penalty or wtercst to the
incarne tax department and is aiso eligible for getting refund on tax.

3. Deemed assessee: Sueh assessee is the representative of another’s' income. They
have to take care of taxes on his income as well as other's income, whuim he/she is
representing. Some examples of deemed assesses are guardian ol a minor, agent of
a non-resident, and legal representative ol a deceased person.

3. .dssexsee in default: Such assessee fails to fulfil his duty or obligation. Far
example, if an individual needs 1o submir the return of income but he/she has not
snbmifted it, then he/she is called assessee in default,

1.3.5 Assessiment Year

I includes 12 months, which stans from st April and ends on 31s1 March of the next
vear. As per the Income Tax Acy, the previous vear income of an assessce should be
taxed during the subsequent assessment year af the rates prescribed hy the relevam
Finance Act in the fonn of income tax slab. For example. the cument assessment year
is 201 7-18, which starts from 1st April, 2016 lo 3 1st March, 2017.

1.3.6 Previous Year

1t refers to the year for which the income of an assessee is assessed and examined for
mcome tax, For example, the previous year (PY) for the assessment year (AY) 20]13-
2016 will be 20014-2015. Similarly, the previous year for current assessment vear
(2017-18) is 2016-17,

1.4 AGRICULTURAL INCOME

According to the Tncomie Tax Act, agriculural income may refer to any one of the
following:

e [ent or revenues obtained from any land. which is localed in India and used for
agricultural purpose,

5
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® Incoine garned from any land used for agriculturat purpose. This income can be in
the form of cash or kind received from the agricultural produce.

e Income earned from farmhouse,
e [pcome received from saplings or seeds grown in a nursery,

Linder Section 10(1) of Income Tax Acl, the agricuftural mcome is completely
exempted from tax. An individual can claim exemption towards the agricoltural
inconne, i hefshe can satisty the following conditions:

e Income should he received from the apricultural land either in the [orm of cash or
kind or both

e The land should be used only for agricultural operations and not lor any other
husiness operatiod.

® The land should be simated in India.

[y case. an individual is recetving income from agricultural and non-agriculiural
operations. then for Jdetermining the taxable income, the following procedure s
adopted:

| Calculate the total income of the individual

Separate the agricultural income from his/her total income
3. Balance income is the taxable income, which is taxed as non-agricultural income
Thes implies thai the 1axable income can he calculated as follows:

Taxable income of an individual = Tolal income from different sources — total income
from agriculture

Note: An assessee has (o prove that a particular portiou of his income is obrained froin
agricyltural operations.

T'or example, Vijay has an agriculioral land and he grows sugarcane un it al a cost of
T 3.00,000. He also established a factory for producing sugar from the supareane. he
grows. at the cost of ¥ 3.50,000. He sells the sugar for T 8.00,000, Thus, the total
income of Vijay is:

Income from sale of sugar — Cost of sugarcane culivation -
cost of producing <ugar from sugarcane

Total iheome

= 8,00,000 - 3.00,000 — 3.50,000
= ¥ 1,50,000

the total income of Vijay includes agricultural income as well as not-agricultural
income. The mcome received from the produciion of sugarcane is the agriculmural
income, while the income obtained from the production of sugar is non-agricultural
income. Thus, for determining the tax on the lotal income ol Vijay. his income needs
to be separated as the agricultural income and non-agricultural income. This will help
Vijay to get exemption on the agricullural income.

Under the Income Tax Rules, 1962, there are cerain rules [or segregaling agriculiural
and non-agricultural income, These rules are Rule 7. 7A, 7B (1), and 7B (1A ).



According to these rules, agricultural and non-agricultural incomes for different crops
are determined as follows;

L S T
Crop Rule Apricultural fncome Non-agricubtural
income
Adl erops eacept 124, 7 Markel value of Sale proceed from
coffee, and nihber agnculiural product used mgustrial produce —
us raw faterial - Cost af Market value ol
cultivation apricultural product used

as raw maierjal —
Indusirial cxpenses

Growiny and 8 60% of composite innume | 40% of composie
munt facnernng | ea NCOme
R N S — W - R b L | S ¥ —

Rubber manufaciuring, 1A b3 ol vonmposite income | 33% ol composire
business income
Seller cultivating, and TB{)+ 3% of composite income | 25% af composite
curing coffee IRCOME

meonse

foasting. and grounding
colfee in India with or
wilhout mixing

Mavourmg ingredients
1.5 GROSS TOTAL INCOME AND TOTAL INCOME

As per the Section 14 of lncome Tax Act. tax is charged on the five main heads of
income. These heads are income from salary, house praperly, profit and gains of
business or profession, and other sources. You will study about these heads in detail in
this book. Before studying income under these heads, it 1s important 1o understand the
meaning of gross income and toral mcome.

-
Sciler prowinp. curing. Tmc 14 A% ol composite pcome ’ 414 of compasic

The concept of gross total mcome and total iIncome are specificd under section 14 of

the Income Tax Act. “Gross Total Income cow be dufined us the swmmation of

different heads of incomes. such as house property, guiny from business. sulary and
any gains from other sowrves.” (Gross total income s vomputed as shown
below:

Income particuelars Amount
Income from salary XXX
Income from house property AXX
Income from business XXX
Income From capital pains XXX
Income from other sources XXX
Gross Total Income XXX

Qn the ather hand, Total Tncome refers to the remaining part of income afier the
deductions (under u/s 80C to 80 U) froin the gross toral income. Total income is also
called net inenme, and mcome tax is charged at a prescribed rate out of the total
income. The following image shows the calculation of total income:

1
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Gross Total Incomel/Total Income Funne!

:  ResidentiaiStatus —» Determine Scope of Income <
: Exclusions: Exempt Incomes (e Agriculture tncome| :
: Computation of Total Income under Six Heads: :
= {a) Salanes .
: (b} House Properties :
i (c} Profit & Gains of Business and Professions ;
% {d) Capital Gains,and Rt
“.. (e} incomefrom Other Sources A
"-, Cubbing of Income ‘.-'

‘. Apgregation of Inrcome, Set Off ¢

. & Carryforward oftosses .+
* -

Gross Total Income

Deduttions
+

Total Inconwe

rEEV IR BN RN N
TR R TR N

Souarce: hup:/fabeaus.in/articles/income-tax/gross-1ofal-income himl
Figure 1.1: Calculation of Total Income
As per the flow chart shown in the Figure .1, all income heads are added to the gross

1otal income. Then. deducttons arc made on the gruss tolal income, and Nnally the
total income is calcuiated.

Let us take an example 1o understand how 1o calcutate the gross fotal income and the
laxabte income.

Mansi is a 43 years old woman. The following are the details related to her income
and investment for the financial yvear 2014-13:

Particulars Amouni (In Rupees)
Income from business GION00
Interest from fixed deposits with bank KEIEL]
Interest from secuniv deposis L5000
{nterest from ["ublic Provident Fundl Account {FPI} 30000
Deposit in Public Prosident Fund Accouni {PPF) N SQ0U

Based on the above informatian, the gross incame and income tax liability of Ragini
for the financial yvear 20014-15 and assessment year 2015-16 can be calculated as
follows:

Particulars Amauni Amount
{In Rupees) {In Rupees})
Income fram Business 630000

income Irom olher sources

Contd ..



fotal Tax Leabiity

Intorest from fixed deposits with bank 35000
Interesl from security deposiy 13000

IR A 5
lozerest from Pubiic Providen! Fund Acconm NIL S00GO
1T 30000/=)
Gross Towl Income 600000
Lass: Deduchions under Chaprer VI-A

vt gl
/S 80C: Depaosit an Public Provident Fund S0000
Accounl
Net Taxable Ineome 350000
Tax Payablc 35000
Education Cess @) 2% 00
|

Secondary & Higher Educanon Lcss 1% 350

Nuote

36030

® Az Mansi's age 15 43, heraincome tax exemption kmat for the financial year 2016-17 is T 250000,
Thus, her net 1axable inconie 13 T 5,30.000. Sa. she 15 Hiable 1o pay income tax.

® [nterest om Pubhic Provident Fund Accoumnt 15 not

wxable.

® Income Tax Rate from T 230001 1o T 300000 is 1{Pe
® Income tax rate from T 500001 10 T 10,00,000 15 20%.

Source: hop://www letsleamaccounting. cam/various-examples-of-calculation-of-income-1ax

1.6 EXEMPTIONS

In the Section 10 of the Income Tax Act, some specific cxemptions are mentioned,
The income thal comes under this scction is not considered as a part of total income
and thus this income is not taxable. Following are some of the exemptions made under

section 10:

[‘Excmplion LS 1D

Agricuttural meome 18 completely exempted from rax if the income
falls under the definition of agniculiural income.

[

xemption U/S 10(2)
frony

Fxempuion U/S ITH2A)

Any individual having a share of HUF catire ampeini is exempted

If a firm is separately assessed, then is parmers pet full tax
lixtmptinn on thewr share in the firm

Exemption LI/S
1044) (1)

inicrests on secutities/bonds for non-pesidents are excmpled.

Exemption /S
&L RATH

Interest received by a non-resident on extemal account is ¢xempted.

:xemption U/S 1iX4B)

Interest un specific saving ceruficales

Fxcmption L/S 10(5) Value of lesve trave

| concession.

Conid..

g
An Ingoduction 0
Income Tax Act 1961



19
Incomwe Tax Law and Prachiecs

Exemption LIS 1O{60)

Tax paid on behult of non-residemis/foreign companes in respect of
other incomgs.

Exempnion LI/S 1{6C)

Excmption U/S 10174

Royalty ar fees for (echnical services are exenipied from tax,

Allowance or Perguisites paud 1o Indian cilizen outside India are
exempted from tax.

Exemption L/ 10(8B)

Incomic assockaled wilk the technical assisltance programme i3
exempicd

Exemption LS 10107

Mhe gratnty up 1o T 10060 received under the psyment of
Lrratuity Act i exermnpicd from tax.

Exemption U/S 10{10AA)

Cxemption U/S HKTIORDBY

Amount réceived as leave encashment on retircment,

Any payment wade undey Bhopal Gas Leak 1985 is cxempted from
1.

Exemption WS 1(BC

Amount reewved by an individual from tee Govi. or focal asthonty
s compynsauon is esempled from L,

Exempuon U/& 1300CC)

Fxermption LS 10{ 10D

Income tax paid by an employer or mangtary perk given ie emplovee
15 exeinped o the honds of emplayecs,

Asmount received from [ife insurance policy by either policy holder or
hene Boary 18 completely cxempted from tax.

Lxemption /S 10(11)

Exemption LI/S 1 12)

Paymcnis made trom prnvident fund ar from PPF established by the

Covemmen 2ne excmpicd irom Lax
-

Eaxempuon US 10(13A)

Faemption U/S Y0 E3) (1)

Excmpiiop LIS 10{17)

Interest on capitab myvestment bonds are exempled from 1axes.

Exemptioa U/S 10{16)

Pavimenis trom recognised provident funds are excmpled fom taxes,

30 per cent, it n person’s howse s siated at Delhy. Mumbai. Chennai or
Kotkata or 4 per cent if 2 purson’s nouse is lovaled at any other place

Miumum of the following is exempt:

Actud! HEA recowved rent paid less 16 per cent ol salany.

I he complele amount of schalarships provided for meeling the cost
of educhvon s exempted rom tax. This cost includes tuilion fees
along with vther eapenses related 1o the cost of acquiring educarion.
lhe exempiion provided is imespective of the actual expenses
wgurred by the schalarship recipient e meel the cost of education.

Laily allusances or constiluency allowsnces recerved by an MLA or
M are exempied Tom tax.
]

FExempuonr LS [018)

Pension ot famely pension received from Central or Slale govenumend
by an emnlovee s exempied from Laxes.

Exemption L/S 10(283: Incomes of Jocal mrhaorities ncluding mundcipality, panchayul,

disprict bourds. elo.. arg exempted {rem laxcs.

=

Exemplion U/S 1R 21)

Income ot an approved Sciemilic Rescarch Association s exempled
front tanes,

Exemption U/s 10(2344)

Incane obtained by regimental fund is exempied from taxes.

Exemption LIS 10{24}

Cxemprinn US 10425)

tacomces obtained from house property und from other sources by the
registered trade unions are exempted from taxes

Tnerme obtained by the trustees on hehalf of a recognised providcnﬂ

Centd |



fund and appraved superannuation fund, Moreover, the intevest
reccived or capital gains from Ihe sale, exchange or wansCer of
securitfes field by any provident fund which comes usder the
Prosadent -und Act, 1925 are exempted (rom taxes.

Lxemption 148 10(25A)

Incomes reccived from an employee’s stale insurance Jund are
exempred lropy taxes.

Faeinption LYS 100263

Incomes of members of scheduted tribes are exempted froin axes.

Fixemption U/S 10(30)

Subsrdy reccived by Ted Board |s exempted from taxes.

Exemplion L/S 10{32}

Upio T 18N is exempled if a minor's (ncome s clubbed with
indiviadwal,

Exvsaption LS 10{31

Dividend declared v a domestic company s Table o dividend
distribution tax 0 13%+ surcharge @ 7.5% + education cess @ 2%~
SHLC i@ 1% of the amount declared  Thus, it is caempted in the
hands of sharcholder.

Esemplion LI/S 104333

Income earncd on unils of 1711 and mutua! funds covered under
section 10{2313) is exenpted from tax.

Exernption 1)/ 1(h37;

Capiwal gains obtaned from Compulsory Acquisition of agriculiurs]
land jn urban arsas are gxcimped rom dases.

Excmpunn LS HE38)

Income phlained from the wansfer of equily shares or units af equiry
ariented Fund that are subjected to the Securilies Transaction Tax is
exempted froin taxes,

Exemption LS 1039

Incame received from nonfied interwabional sports evemt held i
Imdia.

Exempriow LIS 10642)

Specified income of a notified non-profit body «r qutherty.

Exemption U/S 1043}

Lesn amonmt obtained by an mdividual in a reverse momgage
transaction either in instalments or fumg sum.,

Fill in the blanks.

Check Your Progress

1. income tefers to the amoeumt received by an indivioual after
winping a lottery, crossword puzzle, card game, bhorse race and other
types ot races, any game show or enteriainmen) program, etc,

refers 1o the individual or organization who iy

responsible for paying income tax under the Income Tax Act.

fed

refers to the year for which the income of an assessee is
assessed and examined for income tax.

If an individual eamns agricultural income as well as non-agricultural

income, then his/her taxable income can be determined by firsi calculating
income and then separating and
incone,

Under Section of Income Tax Act, the agricuttural mcome is
completely exempted fram iax,

11
An Introduryion to
[ncome Tax Act, 1961
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1.7 LET US SUM UP

Incnme fax refers te the percentage ot an ndividual’s or organication’s income
paid to the gavernment,

The Income Tax Act was iniraduced in 1961 on the basis of the recommendations
of the Law and ihe Fnquiry Commiitee. [t is applicable to the whole India
ncluding Jamimu & Kashmir, and Sikkim.

This act involves the regulation of collection. recovery, and administration of
incore tax in india.

Income  tax s applicable on  individuals. organizations. and all other
establishments that generate income.

In the Income Tax Act, (he term ‘income’ is not ¢learly defined. However. the Act
specifies some types of earnings, which can be considered as income. Some nf
these carmings are profits. dividends, speeial allowances, capital gans. winnings
[roin difTerent contests like loiteries, puzzies, races, and card games, ete.

Casual income refers to the amount received by an individual alier winning a
lottery, crossword puzzle, card game, horse race and other types of races. any
gainie show or entertamment program, eie,

According to Section 115 BB of {ncome Tax Act, casual income should be taxable
iy 30% and as per section 2 (24),
In income tax. any entity, ndividual or organization, whose income of previous

year is bable for taxation is called person.

Assesset refers to the individual or organization who is responsible tor paying
income tax under the Mcome Tax Act. However, it i8 not necessary that the
1axahle meome of (he assesse is hisher own income.

Assessment year includes 12 months, which stans from 1st April and ends on 31sr
March of the next year.

Frevious year refers to the vear for which the income of an assessee is assessed
and examined lor sncome tax.

According to the Jncome Tax Act, apricultural income may refer to any onc of the
followinga:

= Rent or revenues ohtained [rom any land. which is located in India and used
for agricultural purpose.

% Income earned from any land usad for agricultural purpose, This income can
be in the form aof cash oy kind received from the agricultural produce,

< [heome 2arned from tarmhouse.
2 lncome received from saplings or seeds grown in a nursery.

Under Section 10(}) of Income Tax Act, the agricultural income is completely
exempted from tax,

The cancept of pross tatal income and total income are specified under section 14
of the Income Tax Act. “Gross Total Income can be delined as the summation of
differenl heads of incomes, such as house property, gains [rom business. salary
and any gains from other sources.”

Total Tncome refers to the remaining part of income after the deductions (under
vis 84C to 80 U} from the gross total income,



® In the Section 1) of the Income Tax Act. some specific cxemptions are
mentioned. The income that comes under this section is not considered as a par of
tolal income and thus this income is not taxable.

1.8 UNIT END ACTIVITY

Select five industries and identify the items included in the wxable income of these
industiies. Prepare a report and give a presentation on it

1.9 KEYWORDS

Income Tax: W refers to the percentage of an individual’s or organizanion’s ihcanie
paid lo the government,

fncome Tax Act, 1961: This act involves the regulation of coliection, recovery, and
administration of incume tax in India.

Casuul Income: It refers o the amount received by an mdividual afler winning o
lotiery, crossword puzzle, card game, horse race and other types uf races, any game
show or enledaimment program, etc,

Assessee: [t refers to the individual vr orpanisation who is responsible far paying
ncome tax under the Income Tax Act. However, il 15 not necessary that the 1axable
income of the assesse is his/her own income,

Assessment Year: 11 includes 12 months. which starts from 15t April and ends on 315t
March of the next vear

Previons Year. 1t refers to the year for which the income of an assessec s assesaed
and examined for income tax.

1.10 QUESTIONS FOR DISCUSSION

1 Definc income tax Why goveriunent collects income tax?

2. Write a shorl note on Income Tax Act, 19617

3. Explam the meaning of Income in the Income Tax Act.

4. Describe the word “Person” i the Income Tax Act,

3. Who is an assessee? Explain the different 1y pes of assessec
6. Describe the agricultuial income in the Incorme Tas AQt.

7. Discuss the aioss incume and total income.

Check Your Progress: Model Answer
1. Casual

2. Assessel

3. Presious yvear

4. Total, agriculreral. non-agriculiural

(=1}

T )
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2.0 ATMS AND OBJECTIVES

After studying this lesson, you should be ahie io:

e Explain the meaning of residential status

® Disvuss the residential status of firms, AQP and assessee

e Lxplain exceptions related to residential status

e Describe the legal proceedings of Tesidence and tax incidence

& Explain the concept of double taxation

2.1 INTRODUCTION

[n this lessen, a detailed explanation of the essential facet of the Residential status and
tax accountability and all of the provisions that are associated inciuded in Section (6)

are described.

Residential status {or all kinds of assessee can be calculated. These assesses can be:

a. Individual

b. HUF
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¢, AQP/BOVFIRM
d. Conmpaiy

2.2 UNDERSTANDING THE RESIDENTIAL
STATUS OF AN ASSESSEE

In order to understand thie residential status of an assessec its first step would be 1o
calculate his faxable income. particufarly of the previous year, that means, income
earned by the assessec in the related previous year s taxable from the following
evaluation year on the grounds of the residential status under his possession in that
priar year. [t means if to calculate the taxable income ol an assessee. [irst of all, we
have to determine his residential status since the taxable income is directly correlated
with his residential starus; unless we determine his residential starus we can't compuie
his taxable income, and as long as residential status of an assessee is concerned it has
no significance with citizenship. and hath arc entirely independent.

This means evan a foreien nativnal can be non-resident in the previous ¢alendar year;
he counld be resident in the former calendar vear. at exactly the same time, chances are
there, Indian citizen could chance to be non-resident in India from the relevant past
year, An assessee may assume distingt restdential staius in a variely of nalions in the
exaci same previous calendar year. it means, it is not essential for an assessee should
be presumed the same sort of residential standing in most of the states in precisely in
the current calendar vear. The assessee might have distinct residential status in various
states in exactly same period. but wharever assessee supposes the residential status in
India is considered [or calculating the 1axable income and tax labiliry.

Duripg few preceding decades, one might be non-resident in the final year. However,
he may become the normal restdent at the relevant past vear. It is theretore extremely
vital 10 ascertain the residential status betore we siart o compute his taxable mcome.
Today so far as decision of residential status is concerned, it is decided for a person or
Hindu undivided tamily, or a partership company. an associarton of different
individuals, an organization and every olher individual, it means we could ascerain
the residential standing or just for people, it neans there's not any other requiremeni to
find out the residentiai status of local povernments since it's always regarded as
resident in India, Today we talk about the unique residential status of person HUF
along with another assessee, as they ace worried that they could be resident and non-
resident, further they are sometimes resident and non: resident, they may be resident
but nol ordinary resident and they are sometimes non-reswlent but in the event of
additional assessce means, Desides person ITUF could be either resident or non-
resident in India

Let's understand the rules as included in section (6). for instance for residertial status
of a person, it's bener that first we should go over the fundamental tertns as laid down
in part (6) (1), an individual is comsidered resident in the former year when he
suceessfully meets any of those two standard requirements, firstly, is he Indian for a
periad of 182 davs or more in the preceding calendar year. It smeans if a person necds
to meet the first condition he is needed 1o be present in India {or at least 182 days in
lhe relevant pasi year; the day of departure and day of birth from India is taken into
congideration, Wext is he in India for a perind of 60 days or Jonger, ftoin the relevant
previous year and 365 days or longer during 4 years preceding the past season, il
tneans il an assessee is not mn a position Lo satisfy the initial condition than he could
meet the second condition because there's a selection between the 2 conditions, il He's
competent ta be in India for 60 days at the rclevant past year at the same time and i
He's in india for not less than 365 davs in past 4 Decades.



An individual may be a regular visior to India. In his case, the residential status will
be delermined on the basis of his presence in India for 365 days 1 four years
immediately preceding thie relevant Previows year Along with this his presence for 60
days during the relevant previous year is another essential condition ta be fultiiled.
The purpose. object o reason of vist tu and stay in India has nothing 1o do with the
deterimination of residential status.

If an individual has to become Resend of India durmg any previous year, histher
personal stay in lndia during that year 5 a must although the number of days of slay
differs in the two Lests. 1t means that if an individual does not stay in India at all in any
previous year, he cannot be Residenl of India in that year, Stay in India means that the
indevidual should have stayed in Indian territory and anywhere (cities, villages, hills,
even Indian territory waters) for such number of days.

The onus to prove the number ol days of stay in India lies on the assessee. 1t 1s for hjm
to prove. it he desires 1¢ be laxed as non-resident or nol ordinarily resident,

The person can stay in India for a few days he then returns, and then he comes to
Indig, and agam he stays for a few davs in the prior calendar vear, now while
calculating a number af times we must find oul. if his existence in India is 82 times
or maybe not Now an the same time his presence of 182 times at the same spol in
India 1sn't essentaal. he mgh? stay in [ndia at various locations in 182 times.

2.3 EXCEPTIONS RELATED TO RESIDENTIAL STATUS

Currently. there are 3 number of exceptions available and these signify that the person
who’s an individunl and that is an Indian citizen and comes to Judia for a jub 1n the
prior vear or as the member of a team of the Indian hoat lcaves fur overseas in the
prior catendar vear,

As per conditians |Sectian 6{ 1) the Residential status requires that the individual is o
india in the previous year for a period of 182 davs or more; or he is in India tar a
penod of 60 days ur mole during the previnus year and 365 days or more during 4
years immediately preceding the previous vear. But the exception is meant for
an Indian citizen who leaves India during the previous year, for the purpose of
employment vutside India 01 as a member of crew of an Indian ship.

Relative of an Indian origin is thought of Indian if his/her parents vr his grandparents
were born v wndivided India. i1 means if someone who's born in India but he is
currently settled outside lndia and he has obtained the citizenship of other states, at
present he isn’t Indian citizen but be is regarded as Indian origin,

A person is deemed to be of Indian arigin if he. or either of hus parents or anv of his
grand-parents. was born in undivided India. 1t may be nared that grand-parents include
both maternal and parental prand-parents.

However, in case ol loreiga bound ships where the destination of the voyage s
cutside India. there is uncedainty regarding the manner and the basis of detenmining
the period of stav 1n [ndia lor an Indian citizen. being a crew membher. To remove this
uncertainly section 6(}) provides thatin the case of an (ndividual, being a citizen of
India and a member of the crew of a foreign bound ship leaving India. the period or
periods of stay in India shall, in respect of such voyage, be determined in the
prescribed manner and subject to the prescribed conditions. Accordingiv, the CBDT
has vide, Netilicanon No, 7/2015 dated 17.8 2015, inserted Rule 126 in the tneame-
tax Rules, 1962 to compute he period of stay in such cases. According 10 Rule 26,

i
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for the purposes of section 6(1), in case of an individual. being a citizen of Indja and a
member of the crew of a ship, the period or periods of stay in India shall, in respect of
an etigible voyage.

2.4 RESIDENTIAL STATUS

How do we ascertain the residential siatus of a person? As long as someone is
concerned he is regarded as resident and regular resident in India only when tha
mdividual is able to fulfi] anyone of their fundamental conditions and exactly the same
time he meets both of added conditions. However. be's considered as resident but not
ordinary resident in [ndia when he qualifies to meet just one fundamental condition. In
case the individyal is not able 1o meet both of added requirements he is seen as non-
resident in the preceding season for calculating tanable income and its tax ebligation.
When the individual s not in a position o meet any of ihose two standard
requirements, i lhat instance s insignificam, 1t's ircelevant to confinn if a person
can meet both of added conditions or maybe not.

After looking into residential area of somebedy now we come to how do we ascerfain
that the residential area ol lHindu Un-divided Household in India today?, so much as
HLF in this regard remains a complex issue, Tt might be either resident or non-resident
Indian or in precisely (he same moment a resident; HUF s either normal resident in
India or resident bul not ordinary resident in India. HUF is thought to be resident in
the former vear whether its company etforts are entirely controlled and handled in
India and when is etfons are wholly controlled outside India from the preceding
calendar vear, then thar is considered non-resideni in the preceding calendar year,

When HIUF gets resident and average resident in india, in the event (he occasions of
HUF are either partly or completely controlled and handled in India and precisely the
same period the Karta and also the direcior of HUF s able 1o meet both of further
condition that is prescnibed for a person in part (6) from the preceding calendar year,
meaning people could state the HUF gets resident and average resident in the former
year just when its altempts must be either partly and entirely controlled and handled in
Indin however that isn’t enough Then we must find out, if Kana of HUF is able to
meet hath of further condivions in the prior year or mavbe not. today, so many HUFs
are worried that they will become newcomers bul not grdinary residents in the former
year just when its events ace either partly and entirely controlled and handled in (ndia,
however, Karta isnt in a position to fulfil both of added conditions that arc prescribed
for a person, currently HUFs become non-resident in the former calendar year,

If its atternpis are wholly controlled and handle out in India, in this situation, we could
say the function of HUF gets immaterial, if Karta can fulfil both of the further
requirements, then it will not have any influence an the residential staiws of HUF in
the former calendar year.

Su, we can state that HUF is thought of as non-resident, ils attempis are wholly
controlled and handled out in India, in this case we aren’t to confirm tf a Karta can
meet both of further circumstanee ar not.

As we've noticed thal it is important 10 have management and control of HUFS in the
forimer calendar year, we ought to know what’s the significance of administration and
monitoring, control and direction is kocated at a location where the mind, chair. and
dirccting forces are located.

As per law HUF. is said to be resident in every case cxcept where during thal year the
control and management of its aflairs is situated whollv outside India. Tt means thai if
a HUF is controlled from India even partially it will be resident assessee. It is only
HUF besides individual, which can claim the advantageous status of Not Ordinarily



Residemt A HUF will be ‘Not Ordinaniy Resident’ if: its Karta has not been resident
in Tndia.in nine ol of ten previous vears preceding the relevant accounting vear, of
the Karta had not during the seven previous years preceding the rtelevant preyious
year been present i India for a period or periods amounting in all 1o 730 days.
[Section (6} L]

These nwo tests have to be applied in case of Kanta of such HUT. In case the Karta has
been succeeded by some other man, for computing the presence in India, 1he length of
presence «n India of cach succeeding Karta will be added.

Wihile determining the residential staws of a HUF it should be noted that residentia!l
status of co-parceneérs ol a HUF s of immaterial consideration. What is importan to
note s that from where the business of HUT is being cantrolled,

Nol erdinarily resident stalus of HUF is Iinked with the status of #ts Karta, So il Karta
taken as an individual is nol ordinarily 1esident then the stutus of his HUF shall also be
nol ardinarily resident,

HUF, shall be non-resident in India if the control and management of ufTans is
sitvared wholly outside India.

The control and management of aflairs refers to the controlling and disecting power.
the head and the brain. [t means thal decision making power for vital atfairs ¢s situated
i India I'he control and managemem means de-facto control and management and
not merely the right to contral or manage,

It's quie anportant o notice whether policies have been furmulated and quite
sigonificant from where the instructions are provaded for the vperation of actions from
India, il each of the mstructions is given from outside India for fts vperation of
company actinilies 1 Indm it means the company is controlied and handied oulside
India. Sometimes what occurs some decisian could be obiained in adia only one
choice was taken in India (hat represents partial direction in Tndia, therefore we can
stale that we must obscrve the location where formulation of pulicies and mstructions
for the lunctioning of the company activilies are granted or not, [rom oulside India
when instructions are given it signifies that the control 5 situated outside India, if
instructions and policies are devised in India for its perfonnance ol company activities
in India then we may say that company s entirely controlled and handled in tndia

2.4.1 Residential Status of Fiem and Association of Person

How do we ascertain (hat the residential area of a company and parnership of
individuals, a pactnership company or AOP is either resident or non-resident 1 the
prior yearn lndia”

It means pusiness and pantner company both are distinct assessee, when we decide the
residential status of a venture firm we never state whether spouse is resident or non-
resident because so much as determination of status of partner s wormied that's 1o get
an idividual however when swe ascertain that the residential status of a venture
company. this 1 another thing and both are employed separately lor ascerlaining
taxable income and tax hability, so the standing of 2 spouse will have no effect on
residential status of 3 company. assume a spouse gets ardinary resideint. However. the
partnership company is now non-resident so that can continue to become non-resident
since it stays unaflected hy the standing of a spouse.

After determining the resicdential status of a venture firn ACP and BOI today we must
find (he ferims that are regarding the conclusion of residential status of an organization
in India. today so much as Indian busipess is concemed il is constantly resident in
India, what's Indian firm? Indian business means a company that is incorporated,
organized, enralled in India which is always resident, enrrently in this scenario there’s
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no requirement to confirm whether its akempts are regulated in indiz or attempts are
regulated outside India afier we come to understand (hat a particular company is an
Indian company

In the event of a foreign firm it"s either resident or nomn-resident in India, today a
foreign finn becomes a resident just when it is entirely managed and regulated from
India, it implies a foreign firm will gel resident just when its company is totally
controlled and handled in India bul in case of partnership firm we”ve discovered that if
attempts are partly controlled in India that’s sufficiem and venture gets resident but
that’s not in the evenl of a foreign firm, in the event of foreign [lrim it will become
resident just when its attemipts are totally controfled and handled in India but it will
become non-resident it management and control of its alfairs are cither partly or
entirely found outside India.

[Fthe company of a foreign finn is either completely controlled from outside India and
alse it is partly controlled extermally then it will become non-resident. Why there’s
same gap?: on one hand, we could say that venture becomes resident just when
company is partly controlled in India, but that isn’t so n the event of foreign business.
this can be for the very simple reason that we would like to draw muftinalional foreign
business to operate i India because following that we’ll be talking about the extent
and camings, then we’ll observe when a partner provider gets vesident, sl be inviting
& great deal of tax obligation, lot of eamings will be taxable so each firm and every
assessee will atlempl to become non-resident in the preceding vear in order fo
mininize his tax obligation and laxable income also.

As aatter of fact a business can never be regular resident or not averape resident in
iudia. 1t's only resident and poa-resident in the past vear. Today we discuss how o
ascertain statns of each other individual, each other individual means as we talk
Person HUF partership firm but moreover all these if we mugst [ind out the status of
each kind of additional individual then these terms will be applicable, today every
other imdividual is either resident or non-resident in the former calendar vear, each
otfter individual becomes resident just when its aftempts are either, entirely or parly
camirolled and handled in Indja. However, it will becomne non-resident if managenient
and contro) of its affairs are fully conirolled and handled outside India.

2.4.2 Legal Proceedings of Residence and Tax Incidence
A Summary of Lepal Pruvisions

The term "Incidence” isn't utilized in any part of Tndian Income-tax Act. It's a term
covering the consequences of many segments. We inight have a wide look at the
pohicy of the duration, and then we could consider individual segments,

Tax Incidence means that the tax needs to be bome by an individual. The quantity of
tax that an individual will endure beneath Indian Income-tax Act is mtluenced by
many tegal provisrons.

Section 1&2: This section provides ihat the reach of Indian Income-tax Act is within
India. To put it differently, the authority for taxing authorities ts inside India. The
vovernment does not have the power to tax beyond India. Despitc apparent wordings
of part 1 (2), empowerment remains a hugely contentious malter,

Section 3: Delmes “Past Year” as the fiscal year. The rax incidence is deterinined
wndividually for every year.

Section 4: Levies thal the "Charge"” of all income-1ax. The rates of taxation are offered
in the program 2 of the Finance Act,

Section 3: Explains the scope of total income.

Secrion 6: Explains the definition ol Residence.



These provisions affect the taxation incidence—taxation burden on the assessee.

Tax prevalence from the perspective of the assessee is thar the taxation price which he
must bear, In the Governments peint of view, it's 1he cost by Government on an
individual's income.

Tux Buse: When the whele income an which Government of India can inflict income-
tax s fo be considered it's as "Tax Base”, Basically, as the very {irst step, India‘s tax
base 15 India's GDP. Each of the incomes earned inside Tndia is accountable to [ndian
Income-tax.

2.5 DOUBLE TAXATION

Under the classical method of taxation, a Government doesn't limil s rights 0 tax
only on the income within its geographical borders. When many of the nations accept
the cjassical method then double tanatien 1akes place. When Tndian GDP comprises of
income earned by nen-residents, the ripht to tax that pan of the GDP is shared with
Tndia & several other pations., Same income is the laxation base for a couple of
nations

Note: In the event ol indirect taxation, one believes the best individual who convevs
the tax—buyer/ dealer/ imaker. Just how much tax each individual convevs is your tax
incidence on such individual. Tt is dependent upon the clasticity of desmand and
supply.

2.5.1 Base Erosion and Base Protection
Tu prevent the Indian Income-tax, a Non-Resident assessee may attempt many games:

. Atteinpt to demonstrate that the income was eamed owside India and
consequently India does not have any avthority or

2. That he might anempt 1o mainiain a categorisation of income that brings "NIL" ¢or
lesser taxation rate.

To capture such incomes escaping lndian taxation, you'll find deeming provisions.
Earnings that under normal accounting procedures could bLe regarded as overseas
incomne and is regarded as Indian Revenue. under part 9. Categorisation of revenue
and several specific concepts are things of’an enormous lawsoit.

2.5.2 Transfer Pricing

Provisions attempl to attract within Indian range incomes that the assessee has
atlempted to change to some other jurisdiction. Finance Act, 2013 will fikewise
provide for CFC & GAAR. An individual can understand (hat the term “Tax
Incidence” ts influenced by numerous legal provisions. The assessee attemnpis to lower
his 1ax occurrence. Government atlempts to expand 15 tax base and regain maximum
taxation, Inside this Tug of War department 9, TP provisions, CFC, & GAAR and
many provisions will continue coming to the starute books.

Check Your Pn]gre_gs

Fill in the blanks:
B is directly correlated to a persan’s residential status.

2. An assessee may assume distinct in a variety of nations in the
exact same past calendar year.

Conmid . .
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3. An individual is considered resident in the former year when he
successfully meets any of those two standard requirements, first is he in

India for a period of in the preceding calendar year.

4. The parnership company 15 now non-resident so that can continue to
become since 1 stays unaffected by the standing of a
spouse.

3. The term isn't utilized in any part of this [ndian Income-tax Act.

[t's a term covering the consequences of many segments.

6, The quantity of tax that an individual will endure beneath
is influenced by many legal provisions.

7. Tax prevalence from the perspeclive of the assessec is that the
which he must bear.

8  When the whole income on which Government of India can inflict
income-fax is to be considered it is known as

4. Lamings that under rormal acconnting procedures could be regarded as
overseas income is regarded as under pan 9,

10. The assessee attemipts to his tax occurrence and Government
artemnpts to its tax base and regain inaximum Laxation.

2.6 LET US SUM UP

In order to understand the residential status of an assessee its firsi step would be
calculating the taxable income of Ui assessee for pamicular previous vear. it
means income earned by the assessee i the related previous vear is {axable from
the following evaluation year on the grounds of the residential statos he supposes
in that prior year.

As per Section (6) (1), an individual is considered resident in the tormer year
wlien he successfully meets any of those twa standard requirements. first is he in
India for a period of 182 days or more in the preceding calendar year.

The person can stay in India for a few days he then returns, and then he comes to
India. and again he stays for a few days in the prior calendar year, now while
calculating a number of times we musi lind out if his existence i India is B2
times or maybe not.

An individval is thought of [ndian origin i hus parents or his grandparents were
born n undivided India, it means i someone who's born in [ndia but be's
currently senled curside Tndia and he has obtained the citizenship of other states.
at presemnt he isn’t an Indian citizen but he's regarded as man of Indian origin.

An individual is seen as non-resuwlent in the preceding season for caleulating
taxable income and its tax obligation as well if he’s not in a position tu meet any
of those two standard requirements, in that instance il’s insignificant, it's
irrelevant to confirm if a person can meet both of added conditions or maybe not.

After deciding the residential area of somebody today we come back to how do
we aseertain that the residential area of Hindu un-divided household in India,
roday so much as HUF is waorried it's either resident or non-resident Indian or in
precisely the same moment a resident HUF s either normal resident in lndia or
resident bul not ordinary resident in India,



® We cun state that HUT' is thought of as non-resident. its attempts are wholly
confrobled and handle out in India in this case we aren’t to confirm if a2 Karla can
meet both of further circumstance or not.

® It's quite impormant lo ponce whether policies have been fornnulated 1hat set s
quite significant irom where the nstructions are provided for the operaion of
actions from India. il cach of the mstructions is given froni outside India for its
operation of company activiiies (n India.

® It means business and panner company both are distingt assessec, when you
decide the residenuial status of a venture firm we never state whether spouse is
resident or non-resident

® Now su much as business is warried. a business can pever he regular residem or
not average reswdent in India, it's only resident and non-resident in the past year,
today we discuss how to ascertain status of each other individual, each other
individual means as we talk about Persons of HUF partnership firm,

® The term "Incidence" isn't nuilized in any partof Indian Income-tax Act. li's a term
covering the consequences of many segments, We might have a wide look at the
policy of the duraton. and then we could consider individual segments

® Tax prevalence from the perspective ol the sssessee is that the (axation price
which Ire miust bear. In the Guvernment's point of view, it's the cost imposed by
Government an an indn idual's mcome.

2.7 UNITEND ACTIVITY

Assume that a Chinese citizen has ieft India after staying for at least 10 years. He left
on the date 1.12 201> duting the {inancial year of 2016-17 he came hack atter 50 days.
He retums back to fudia v year 2017 for vne vear an 1.12.2017. Hosw will you
deteriing the residential status lor the AY 2018-197

Prepare an assignmeni for the above-mentioned question.

2.8 KEYWORDS

Residential Staras: A lerm coined under Income Tax Act. [t depends upon the
tervitorial connections of e persons with their country which means the number of
days the individual plysically stavs i India. [n case of an assessee. the residential
status is determined with reterence to the previous year. In his case. residenhal status
can change fron: year ta ycar.

HUF: 1lindu undivided family
AOQP/BOI Association of Person amd Body of fndivideal

Tax Incidence: It mcans (hat the @2x needs fo be bome hy an individual The quantin
of tax that an mdivdual will endure beneath Indian Income-tax Act is influenced by
nrany lewal provisions

Tax Base: When the whole jncome on which Government ol Tndia can inflict income
tax is 19 he considered iw's "Tav Base”.

2.9 QUESTIONS FOR DISCUSSION

1. What do you mean by residential status?

3

Describe the residential status of an assessee.

3. Explain the exceptions related to residential status,

2

Residenual %raru;
ELCTRS, W ITTT
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4, Discuss the residential status of firm and AOP.

5. What are the legal proceedings of residence and tax incidence?

6. Explain double taxation.

e

B S

= U R

Check Your P'rogress: Model Answer
1

Taxable income
Residential status

182 days or more
Naon-resident
"Incidence"”

Indian Income-tax Act
Taxation price

“Tax Base"

Indian Revenus

10, Lower; expand
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3.0 AIMS AND OBJECTIVES

After studying this lesson, you should be able to:
e Explain meaning of salary

8 llescribe gratuity, annuity and pension

e Explain provident Tund and allowances

e Describe about leave salary and deductions from salary
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3.1 INTRODUCTION

Under income tax law there are provisions for salary of an employee, pension after
retirement and other facilities.

In the Tollowing lesson, we will discuss several aspects related to income from salary.
You will study about the meaning and aspects of salary and the conceplt of allowances
for various purposes. Moreover, the lesson mentions aboul annuity, gratuity and
pension in detail

3.2 DEFINITION OF SALARY

Salary means:

Every payinent made by employer to bis employee tor the service rendered by him
would be chargeable to tax.

{t mcludes both monetary payments {e.g., basic salary, bonus, commission, allowances
etc ) as well as non-monetary facilities (e.g.. housing accommodation, medical
Cacility. interest free loan etc.)

*Satary” under section 17( 1), includes the foliowing:

(iy  Wages,

(iny  Any annuity or pension,

(iii)  Any pratuity,

(iv) Any fees, cammissipn, perquisite or profit in lieu of or in addition to any salary
Or wWages,

{v) Any advance of salary,

{vi) Leave sulary ur [eave encashment,

(vir) Contnbution to Recognized Provident Fund to the extend it is taxable,
{vi} Transfer balance p Recognized Provident Fund to the extent it is taxable,

{ix) Comnibution made bv the povernment or other emplover under a pension
scheme relerred in section 80CCD.

3.3 RELATIONSHIP BETWEEN EMPLOYER AND
EMPLOYEE

Relationship of employcr and employee is treated as the payer and payee.

Full time ar part-time employment. 1t does not matter whether the employee is full
time emplovee or part-time employee,

Forgoing nf Salary: Once salary accrues the subseguent waiver by the employee does
not absolve him from liability of income-tax.

Surrender of Salary. 1t an employee surrenders his salary to the central government.
the salary so surrendered would be exempted [rom tax.

Satary puaid tax-free. {1 means employer bears the burden of tax on the salary of the
employee and income {rom salary in the hand of employee will consist the salary
income and also the tax paid by the employer on this salary.



3.4 BASIS OF CHARGE

Salary ts chargeable 1o tax eithct on ‘due” basis or “receipt’ basis whichever is carlier,

Salary, paid in advance, is assessed in the year of payment; it cannot be subsequently
brought 1o 1ax in the vear in which it becomes due.

In case the salary has been paid i arrears and got assessed already, then the same
salary cannot be tnxed again whenever it will be paid.

3.5 PLACE OF ACCRUAL SALARY

(1) Secrion 901)(ii}: Salary earned i India is deemead ta accrue or arise in Fadia
even il -

+  ltis paid outside India, or

< It is paid ur payable after the contract of employment i lndia comes (v an

end.

Example: |f an emplayee gets pension paid abroad in respect of the services
rendered 10 Indel the same will be accrue in India. Similarly, leave satary paid
abroad in respeci of the leave eamed in India is deeined to be accrued or arise in
India.

(i) Section 9(1)(ii): Salary which miust be paid by the goverament o a citizen of
Inefra for he purpose of services outside India will be decmed to be accrue or anse
m lodia

(iySeetion 10¢7): Any allowances or perquisite paid of allowed outside India by the
gavernment to citizen of India for rendering services outside [ndia will be ully
exempted.

3.6 PROFITS IN LIEU OF SALARY

It includes the following:

(i) Compensation due o or received by an employee from his employer or the
previous empluver when his employment is terminated.

{ii) Compensation dug (o or received by an employee from his employer or former
employer al or in connection with the modification of the lerms and condition of
the emplos ment

{mi) Any payment due 10 or received by an assessee from his emplover or former
employer from a provident or other fund, to the extant to which it dues nol consist
ol employee s condribution ar inferest on such conmbions,

3.7 LOAN OR ADVANCE AGAINST SALARY

What is advange satun ?

In case the advance sulary is recened by an employee regardless of the fact that it is
due or not, then only ot will be held taxable.

When an employee takes any loan from his empioyer, then such loan amount cannai
be broupht 1o tux as salary af the employee.

Advance against salary is different from advanee salary. It is an advance taken by the
employee from his employer. The advance taken by an emplayee gers adjusted in his
salary fur a certain period of time and this salary can’t be taxed.

27
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3.8 ANNUITY AND GRATUITY [SECTION 10 (10)]

Annuity is a sum payable in respect of a particular year.

As per the definition of salary. “annuity’ is treated as salary.

Annuity received from present employer is to be taxed as salary.

Annuity received frot past employer is taxable as profit in liev of salary.

Annuity received from a person other than employer is 1axable as ‘Income from
Other Souwrces’.

Granety: Gratuity is a paymeni made on behalf of the employee voluniarily for
appreciating the service rendered by the employee.

Exemption:

L.

Central/State Governmen) Employees:
< Any death cum retitement gratuity is fully exempted from fax.
Noo-Government employees:

a. For employees covered under the Payment ot Gratuity Act, 1972, gratuity is
exempt frem rax to the extant of least of the following:

i. <T10.00,000
ii. Gratuity actually received

tii. 15 days’ salary on the basis of salary which was withdrawn lastly (or each
compleliau of vear of seryice or part thereof in excess of 6 months. i c..

13 = Lost drawn salary < No. of competed years of
service or part in excess of 6 months

Note: For this purpose salary means basic salary and dcamess allowance
{whether provided in terms ol retirtnyg henefir or not).

b. For the employces not covered vnder the Payment of Graluity Act. 1972-
gralnty is exempted from tax to the extent of the following:

i. <10,00.000
ii. Grahity actvally reccived

fii. Half month's salary (based on last [0 months® average sa'ary) foi each
completed year of service, (Fraction is to be ignored)

{5 » Last drawn salury = No af competed vears of service

Note' Far this purpose salary means basic salary and dearness atlowance
(if provided in the terms of employment for retiring benefits) and
coimmmission which is expressed as a fixed percentage of tumover.

Notes:
Gratuily received during the perioad of service is (ully wasable.

If gratuity s received 1n any earlier year from former employer and again
received from another emiployer in a later year, the limit of ¥ 10,00.000
will be reduced by the amount of gratuity exempt eariter.

This exemption is available even if the gratuity is received by the widow,
children or dependent of deceased employee.



3.9 PENSION [SECTION 10 (10A)]

Uncommuted Pension Fully taxable in the hands of both guvt. and non-gost
employees,

Conunuted Pension 1| means fump sum amount 1aken by commuting the whole or
pan of the pension. ( ommuted pension i3 that amount which is taken an commutation
of whule or a portion of pension, The commuted amownt 15 a fump sum amount given
to the pensioner.

a. For Govt. employees: Fully exempl.

b.  For Non-Govt. employees:

il

If cmployee is i receipt of gratuily -
Exemption = (/3rd of whole amount of pension.

cominuted pension reccived

|
b3 A —
l

T . a IDO(% '
Commutation [
[f employees doesn’t received any graruity ~

Fxcmption = 172 of the whole amount of pension.

] ‘ commuted pension received |
|ls2* ’ 100%[

Commulation %y

3.10 LEAVE SALARY [SECTION 10 (10AA)]

}. For Govt employees. Fully Exempt.

2. Far Non-Govi. einplovees Leave salary is exempi from 1ax to the extent ol Jeast
of the following:

ii.

iii.

T 3.00.000,
Leave salary actually received.
10 month's salary (on the basis of average salary of last [0 months)

Cash equivalent of leave (based on average salay of last 10 months) fo the
credit of the employee Larned ieave entitlement cannot exceed 30 days for
EVELY Veur,

Notds:

il

Salary received during the periad of service ss fully 1axable.

Leave: 16 leuve salary received from two or more employers in the sane yeac,
then aggregate amount of leave salary exempt from tax cannot exceed
< 3,00.000.

In case leave salary is recetved from the previous employer n any earlier year
and the employee receves the salary from another employer in the luter year,
the limil of T 3.00,000 gets reduced from the amount of leave solary rhat was
exempied earher

Salary means basic salary and dearness allowance (if provided m the terms of
reliremment benefits) and connmnission which is expressed as fixed percentage
ol tumover,
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3.11 COMPENSATION ON VOLUNTARY RETIREMENT

[SECTION 10 (10C)|

Exempiion:

e ¥5,00.000.

® Vuluntary compensation actually received.

e Monthly salary x 3 Months » Numbers of completed years of service,
e Monthly salary (At the fime of retirement) x balance monihs of service

This exemption will be available even iI such compensations received in instalments.

Conditions:

Empioyee must have campleted 10 years of service or completed 40 vears of age.
(This requirement is not applicable in case of un empioyee of a public-sectar
company under the scheme voluntary separation framed by the company ).

The employee who gets retired is 1ot considered to be employed in some other
company and to the samse management to which he belonped.

3.12 PROVIDENT FUND

The tax treaiment of provident fund is given below:

Unrecognised
Particulars Recognised PF : If Statutory PF Public PF
Employers Amrunt in Not zxable Cally cxempl. | N.AL fashere is only
coniribulivn exvess of 129, vearl assesser’s OWn
of salan 15 contribution)
taxable.

Imployee's
Caninbution

Eligtbic  for
deduelion w/s
soc

Not eligible {or
deduchion

Cliginle  fot
deducuon w'y
AN

Ftigible for
deduction ws 80C

Interest Credited | Amount in N tavable fulty exempt | Fully cxemm
excess of 9.53% | vearly
p.a is asable
Amount received | See Nole (i)t | Sec Note (v). Fully exernpt | Fully cxempl w/s
on reticement, [vi} wis {11 T

2Ic.

Notes:

Jii,

Amount which gets received when RPL matures, gets exempted fully if the
employee had been in a continuous service of five years at leasl.

Il termination taken place within 5 vears (lien amount received would be fully
exempt only if the scrvices had been terminated due to employee’s health or
disconlinuance or contraction ot employer’s business or other reason bevond the
control of employee.

If an employee, after termination of his employment with one emiployer. obtains
the employment under another employer, then so much of accumulated balance in
his provident fund account will be exempt which is transferred to his individual
account in a recognised provident fund maintained by the new emplover.



iv. [n such case. the period of service with the former employer shall alse be taken i
into account for computing the period of five years' continuous service. Income brum Salary

v. In case of ‘Income from Other Sources” Lhe interest of employee’s contribution is
taxable.

vi. Employer's contnibution and interest thereon is taxable as salary.

vii. Salary means: Basic Salary + Dearness Allowances (If provided in the terms of
employment) + cemmission (If provided as a percentage of turmover).

3.13 APPROVED SUPERANNUTAION FUND

The tax treatment of contribution and exenmption of payment from tax are as follows:

i. Employers contnibution is exempt from tax in (he hands of employees up to
€ 1,00,000 per employee per annum,

i.  Employees” contribotion gualifics for deduction under section 80C,
iii, Interest on accumulated balance is exempt from lax,

Nure: Salaries and emoluments, Peusion received from UNO under United Nalion Act.
1947 is exempt from lsx.

3.14 ALLOWANCES
Allowances
Fulty Taxabie Partly Taxable Fully Exempt
< J Y P

I Entertainment Allowynee i House Rent i Allawances granted Lo

il Leamess Allowance Allowances |wrs Gavernment cmplovees

il Qvertime Allowonce [ 13A)) vutside India.

iv. Fixed Medical Allowance i Special i Swntory Allowances granted

v Freed Madical:ailhiwance Altnwances Juss o High Court or Supreme

vi.  Ciry Compensawny Allowance el Cout Judpes;

vii.  Interim Allowance (1o meet i Allowances pad by th'e .
inereased eost ol Bying in tinited Nanwons Organisation
citics) v, Cempensatony Allowanees

vill - Servant Allowance received by a Judge.

i, Prujec Allowance

x.  Tiffin/lunchvdinner

af o Anv other cash allowance

ai. Warden ablowance

ain Non-prachemng allewance J

Allowances which are Partially Taxable:

i. House reat wllowances [Section 10(13A4)f: HRA pranted to an employee is
exempl 1o the extent of least of the tollowing:

(i.e. Belhi, Knlzlljltt:: g:ll:bai, Cheonai) Cltheritise
L. HRA actualty toecived. I HRA acrually received.
2. Rt paid - 10% of salary for the relovant  period 2 Rant paid— 0% of salary
for ihe relevant periad,
3. St% af salary tor the relevant pesiod. 3 0% of salary for the

relevant peried.
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(.

Noies:

a,

i,

hh.

Exemptian is not availabie to an assessee who lives in his own hkouse, or in a
house for which he Jras not paid any rent.

Salary means, Basic Salary + Deamess Allowances (1f provided in the lerms
of employment) + commission {If provided as a percentage of turnover).

Snecial Allowances {Sectian 10{14)(ii)]

Special compensatory  (Tribal Areas/Schedule  Areas/Agency  Arcas)

Allowance - ¥ 200 per month,
Children Lducation allowances - £ 100 per month per chifd up to two children.

Children Hostel Expenditure Allowance - T 300 per month per ¢hild upto a
maximum of two children.

Transport Allowance - For the purpose of commwunicating between the place ol
his residence aond place of his duty - T 1,600 per month.

An allowance of T 3.200 per month is provided in case of employee who is

having disabilities at the lower portion of body ar is blind

3.15 PERQUISITES

Viluation of Rent-Free Concessional Accomnodation—

b1k
No.

Circumstances

Unfurnished
Accommadation

{h

{2)

1

rd

Where accommandation
provised by government

Wihere the accommuodation is

provided by any othe

criplover-

i Where accomnindation 15
owned by the emplover -
In citics baving poputation
up to
1 tukh

a. In cities having population
exceeding 10 lakh and wp
o 25 lakh

¢ In cines having populaton
exceeding 23 lakh

ii. Where acromoda-tion
Laken on {ease or rent by
the employer

3)

Furnished

Accommaodation

4

| icense [ee determuned by
government as reducc by the
rent actually pad by the
smployce.

T.5 " of salary

10 % of salary
|5 8% ol walany

Actual lease renr paid
payable

Cr

15 % of salary Whichever is

Yalue of perquisite as
determined under colunm
13+ 10% per

annum wf the cost of
furmsiturc. 11 such
accommpdanan laken gn
hire_ the actual hire charges
payable

tetuce by any amormt paid
or payable

Value of perguisite as
detenmined  under
eoluma (3) + 1495 per
unnum ol the cost of
Fumitore,

If such sccommodation
raken on hire, the acieal
hite ¢harges payable reduce
by any amovnt paid or
payable

Conid.,,



L

lower as reduge by Lhe
amount acrally paid by the
cmployee

Where accommodation
provided By any emplover in a
Ilotet.

Not Applicahlza

24 % of salary

Or

Actual Charges
Whichever is Lower

as reduce by 1the amount
iecovered fron emplovec.
However if such
accommaodation pruvided
for a period nor exceeding
fificen duyson the accoun
of transter from one place
ta gnother, there would he
no perguisite

Nnores. “Salary” includes pay, ailowances, bonus or commission payable monthly or

ptherwise but it does not include following;:

A,
b.
C.
d.

1

Deamess ailowances it nal inn terms of retiring benefits,

Employer’s contribution to the provident fund of employec:

Allowances which are exempted from ax:

Perquisite value of Rent-Free Accommuodation:

Any other expenses which are specifically excluded from payment of tax.

Motar Car: Perquisite value of motor car will be determined as under:

Clircumstanges

Engine Cuhic Capacity

N Up tu 1.6 litves / Excced 1,6 litres
1. Used whally orexclusively i the | Nat a peryuisite No a perquisite
perlormance
ol hus afficial duties
A Used exclusively for the privaie Expenditure incurred by | Expenditure incupred hy
ar personal purpose of employee the emphwer on ruaning | die employer on
and padntenance runming and
- mainenince F
chauifeus chauftfeor
3 L'sed partty in the performaige of

duties and pavily for private or
personal purpose

4. IFmnnming and maincnance
are met or reimbirse by
employ e

21,800 + TG00 (if
chauffeur is provide}

b T ronning and mamnienance
are met or reimburse hy
assesses emplovee

230+ 9 (f
chauffeue is provided)

T 600+ 2900 (if T 900 + T 900 (il

chauffeur iy provided)

chulTour is providad)

33
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Vi

vii.

a.  Where the motor car js owned or hired by employer

b, Where Motor Car is owned by employee but sunning and maintenance
charges are met by employer -

| - Engine Cubic Capaciry
Circumsiances

—

Up te 1.b litres Exceed 1.6 litres

l Uscd whally or exctusively in the | Not g perquisite NOL 2 permuisiic
petlormance
of his nffivial dotres
B ;
2 tscd panly in the performanee of | Amounl actuatly Amount actualy

incurred - T 2.400+ T
90 (i chauttcur is
provided}

incurred — ¥ 1,BOG + ¥
900 (1 chowfTeur is
pruvided)

dutics and panly for privaie or
personal pumose

Nute' If more than one Molor Car is provided, then perquisite value shall be
calculated only in respect of one car as per above rules and other cars are treated
as used wholly for persunal purpose.

Patuation of benefit of provision of domestic servani: Perquisite value shall be
actual cost to employer (Salary 1o servant) reduce by the amount recovered from
employec

Valuation af pas, electricity or water xupplied by employer:
#.  Perquusite vatue shall be the sum equal the actual cost to employer.

b, In case of aforemennoned resoutces whose owner is the emplover, then the
prerequisite value will be the manufaciuring at the rate of cost per unit
acquired by the employer,

¢.  Reduce by amount recovered from employer,

Valuation of free or concessional educational fucilities:

a. Value of such bepefit shall be equal to the amount of expenditure incurred by
employer on thas hehalt.

b.  Where educational msiiution is maintained and owned by employer, the value
of benefit shall be the cost of such education tn a simular institution in or near
locality

Such vatue shall be reduced by the amount recovered froin employer

d. However, there would be no perquisite if cost of such educational facility per
chitd is not exceeding T 1,000 per month.

Free or concessional tickets: In case of an employer's engagement in the business
of cariage ol passengers or goods, then the employee’s or members of his
household their personal or private journey free of cost or at concessional fare. In
any conveyance owned or leased or any other arrangement, the value of perquisite
shall be the value at which such bencfits are offered by employer to public as
reduce by amount recovered from employee.

Interesi-free or concessionad loan: Value of such benefit shall be determined as
sum cqual 1o the interest computed at the rate charged per annum by the State
Bank of India. as on the 1™ dayv of the relevant previous year on the maximum
outstandig balance reduce by the amount of interest received. However, there
would be ne perquisite il such loan is taken for the purpose of medical treatment



of prescribed diseases (like Cancer) or where amount of loan not exceeding 35
T 20,000 in agpregate. e fonen Sulay

viii. Travelling, touring and uccommaodaiion:

a. The sum egual to the expenditure acquired by the employer will be considered
as the total value for such tacility.

b If such lacility is maintained by the employer and not available uniformly to
all employee, the value of benefit shall De taken 10 be the value al which such
facilities are otfered by other agencies to the public.

¢ In case the employee wenl on a tour for official purposes and the expenses
taken place on his touring along with any other member who accompanied
liim, then the expenses will be treated as fringe benefit.

d. In case the official tour extends then the [Tinge benefit will get imited ta only
the extended period.

in. Free or concessional food and non-alcohalic beveruges:
i, Value of benefil shall be amount of expenditure incurred by employer.
i However, there would be no perquisite if -
a.  Amount of such expenditure is not exceeding T 50 per meal or
b. Tea or snacks provided during working houror
¢. Provided in a remote area or off-shore area.

x  ¥Volue of gift, voucher or token: No perquisite up o ¥ 5,000 apgregate during
the previous year. If exceeding T 5,000 amount actually incurred.

xi. Credit card expeases: Amount of expenditure incurred by emplovee as reduce by
the amount received from employee.

xil. Club expenditure: Amount of expenditure imcurred by employes as reduce by the
amount received from employee.

xiii, Use of movable asseis:

Asset given Yalue of bencfit
1. Lze of laptop and compuier Nil
2 Movable asser nther then - t0% p.a. ol actua! cesy of such asset
Latrtop and computers; and Or
Apsets already specified The amount of venl or chen ges paist or payabiy by
the emnplover,
A5 the case may be J

xiv. Transfer af movable assets:

Assels trarsferred Value of perguisite

Computers and eleciromc Deprogiated value of assel [Depreciation iy computed wp 33%
ilems on WDV for cach complieted year of usage]

Motar-Cais Depreciated value of asset |Deprecizlion is compuled @ 2%
an WDV [ar cach completed vear of usage)

Anw ather Assct Deprecinted value of assel [Depreciation is computed /@ 0%
im SLM for ¢uch completed year of usage|
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xyv, Vulue of sweat equity shares:

a. In case of listed shares:

i

il

b.

[n a case where, on the date of exercising the option. the share of the
company s listed on a recognised stock exchange, the fair masket value
shall be the average opening and closing price of the share on that date on
the said stoch exchange.

If shares are listed more than one recognized exchanye, 1he fair value shall
be the average of opening and closing price of that recognized exchange
which records highest volume of trading in shares.

If on the date of exercising, there is no radmg-

¢ Fair market value shall be closing price of any recognized stock
exchange.

¢ [flisted in more than one recognized stock exchange, closing price of
that stock exchange which records highest volume of irading.

1§ shares are nol listed: Value shall be determined by merchant banker.

xsv 1. Fadue of securities other tiian shures: As determined by Merchant Banker,

xvil. Medical facilities:

a. [fulfy exempt.

i

i,

M.

v,

In 2 hospital maintained hy emplayer.
In government hospital,

Treatment of preseribed disease m a hospital approved by clhief
commissioner,

Insurance premium paid by employer on health of employee (Approved
by IRDA)

h. There would be na perquisite up (o expendiwre T 13,000,

¢ medical reatment is outside India.

Medical treatment + Travel and Stay abroad of employee or any member
of his household + Travel and Stay abroad ot one attendant,

i1 will be exempt only to extant permitted by the RBIL

. Travelling of patient and attendant is exempt il employee’s pross {ofal

income as computed before including thc said expenditure s nul
exceeding ¥ 2 lakh.

Fansily means spouse and children + parepts (Wholly or mainly
dependent).

3.16 DEDUCTIONS FROM SALARY

i. Entertainmem Allowance [Section 16(i})}]:

4+  Non-govt. emplayees: Fully taxable

<+  Goveroment employees: Deduction will be lower as the following -

a.
b.

98

20 % of salary {one fifth} or

3 5,000 or

Entertainment allowance received.



L

4 Entertainment allowances first to be included in salary and then allowed as
deduction.

Profexsional Tux;
+ Deduction is allowed only when actually paid.

< Pawd by employer is fist to be included in satary and then allowed as
deduction.

Check Your Progress

Fill in the blanks:

1. Conirjbution made by the government or other employer under a pension
scheme referred in

2. Il an employee surreaders his salary (o the centra) governmeni. the salary
50 surrender would be
3. In case the salary has been _and got assessed already then,

the same salary cannat be raxed again whenever it will be paid.
4. As per section |1O(7) any allowances or perquisite paid or allowed
by the government o citizen of India for rendering services
outside India will be fully exempt.

5. When an employee taken any loan fram his employer, then such loan
amourd cannot be broughi to 1ax as

6. Gratwity received during the period of service is

7 is fully tanxable in the hands of both govt. and non-
govt. employees.

8. paid by employer is first 10 be included in salary and then
allowed as deduction.

3.17 LET US SUM UP

Salary weans every pavment. made by employer to his cmployee, for the service
rendered by him would be chargeable to tax. Il includes both monetary payments
{e.g., basic salary, bonus, cominission, allowances ¢1¢.y as well as non-monetary
facilities (2.g., housing accommodation, medical facility, interest fiee loan ete.)

Relationship of employer and employee should be existing betwecn payer and
payee.

Salary, paid in advance, is assessed in the year ol payvment, il cannot be
subsequently brought 1o tax in the year in which it becomes due.

Salary which must be paid hy (he governmeni to a citizen of India for the purpose
of services outside [ndia will be deemed to be accrued or arise in India.

Compensation due 1o or received by an cmployee from his employer or the
previous employver when his employment is terminated.

In case the advance salary is received by an emplovee regardless of the fact thar it
is due or not. then only it will be held taxabiz.

-y
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®  Anpuity is a stn payable in respect of a particular vear. As per the definition of
salary, ‘annuity’ is treated as salary.

e If leave salary reccived from two or more employers in the same year, then
agpregate amount of leave salary exempt from tax cannot exceed < 3,00,000.

® The employee who gets retired is not considered to be emploved jn some other
company and 1o the same management (o which he belonged.

o If termination of an employee has taken place within 5 years then amount received
would be fully exempt only if (he services had been terminated due to employees’
health or discontinuance or contraction or employer’s business or othet reason
beyond the control of emplovee.

® Employers contribution is exempt {from 1ax in the hands of employees up to
T 1,00.000 per eimplovee per annum,

® Deduction is allowed only when actually pawd in case of professional tax.

318 UNITEND ACTIVITY

Prepare a presentation covering important aspects on the topic invome from salary
fnclude some examples and case studies.

3.20 QUESTIONS FOR DISCUSSION

3.19 KEYWORDS

Salary paid tax-free: Tt means employer bears the burden of tax on the salary of the
emplovee and income from salary in the hand of employee will consist the salary
income and also the 1ax paid by the employer on this satary.

Grurnify: Gransit is a payment made on behalf of the employee voluntarily for
appreciating the service rendered by the employee,

Pension: Itis a payment made by the state to people above the age of retirement or
those who have refired.

Provident Fund: Provident Fund for employees if commonly known as PF, it is g
saving scheme that the employ ee gets aficr his retirement.

. What do you mean by salary?

2. What iy the busis of charge?
3. Describe annuity. gratuity and pension.
4. What is leave salary? Explain,

5, Describe all the aspects of provident fund.

&

Explain the cancept of allowances.

|

Whal do you mean by deduction in salary? Explain.
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Check Your Progress: Model Answer
1. Section 80CCD

Excmpt from tax

18]

Paid in arrears

4. Duiside India

L5

5. Salary of the emplovee
6. Fully taxable
7. Uncommuled Pension

8. Professional tax
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4.0 AIMS AND OBJECTIVES

Alter studying this lesson. yeu should be able te:

Explain income Tax Act. 19061

Discuss the basic concepts of Income Tax Act. 1961

Exptain the meaning of Agncultural Income

Describe the concept of gress income and total income

List the exemptions under section 10 of Income Tax Act



4.3 INTRODUCTION

A house property could be your home, an office, a shop, a building or some Jand
anached 1o the building like a parking lot. The Income [ax Acl does not differentiate
between a commercial and a residential property. All types of properues are taxed
under the head ‘income from house property” in the income tax return, An owner for
the purpose of income tax is its legal owner, someone who can exercise the rights of
the owner in his own right and not on someane else's behalf, Wheo a property is used
for the purpose of business or profession or for carrving out freelancing work — it is
taxed under the “income from business and profession” head., Expenses on its repair
and maintenance are allowed as business expendilure. [ncome from house property
shall be taxable under this head if following conditions are satisfied: The house
property should eonsist of any building or land appurtenant thereto; The taxpayer
should be the owner of the property; and The house property should not be used for
the purposc of business or profession carried on by the taxpayer.

4.2 INCOME FROM HOUSE PROPERTY (SECTION 22-27)

[ncome from house property is just oac of the taxable kinds of eamings according 10
the Income Tax Act It represenis the income earned by a property by their owner.
Property identifies some building (ltome, office building, gadown. mill. hallway.
store, auditoriem. etc.} ar any property atlached to the construction (e.p.. campound,
garane, parden, car parking area, park, gvmkhana, etc.). This 15 the sole head of
earmings, which taxes notional earnings (except under cerlain conditions under capiral
profits. income from different sources). The taxability might not necessarily be truc
rent or income obtained bui the possible earnings, which the land is effective a
vielding. While self-occupicd and leasing property is within the purview of this Kind,
income from emply home is dealt with under the kind ‘earnings from diflerent
resources”,

4.3 CONDITIONS APPLICABLE FOR TAXING THE
INCOME UNDER THIS HEAD (SECTION 22)

The cornerstone of changeability under the head income from house property is
Annual income.

I'tie land should consist of Building or Property Appunenant to it.

Construction includes not just residential construction, but also factory construction,
offices. stores. godowns and vther premises.

Property appurienant means property connected te building. such as backyard, garage.
elc.

The assessee has to be the owner of the land.

The land might be used for any purpose aside from the assessee's business or
livelihood.

4.4 UNDERSTANDING OF COMPOSITE RENT

Meaning of cemposite rent; Composite rent 1§ the rent charged in circumstances
where the assessee doesn't only let-oul a home, bui also pravides additional amenilies.

41
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(1) Tax freatment: Individually 1dentifiable where construction 1s let-out together
with plant and machinery and amenities and the carnings towards construction
and other resources are individually identifiable, then the ecarnings from
construction will lkely be taxed under the head income from house property
along with another income which will be taxed under the head company or
profession.

(1i} Not separately identifiable: It is inseparable and will be liable to raxation wnder
the head income from different sources.

(111} The object of letting ont: If [rom arrangement between lwo parties, it had been
obvioys that the privmary thing was to let-out a porion of said land with added
right of ulilizing furniture and [ittings and other common ainenities, then rent
billed {rom monih to month’s revenue derived [rom the said preperty can he
assessable as income from Home,

{(iv) Deemed owner: A person shall be deemed as the owner of a house once the
record of title 1o the houvse is in his title. Under these conditions, "Income from
House Property" is laxable at the hands of the person, even it the property isn'i
reyisvered in his tiele:

ta) Where the land was transferred to partner for insufficient consideration aside
from in pursuance of an agreement to live apart.

¢tby Where the home ts moved o 4 minor child for insufficient constderation
(except a move to a miner marmed daughter)

{¢) Where the person retains an impartible estate

({3 As per Scetion 27(iii) a member of a co-operative socisty. company or other
associanion of person 10 whom a building or part thereof is allotted or leased
under a House Building Scheme of a society/company/association, shall be
deemed (o be owner of that building or parl thereof allorted to him, although
the co-aperative society/company association is the legal owner of that
building.

(e) Where the property was moved to person’s title as pari-performance of a
contract.

() Wiere the Person is a holder of a Powsr of Anorney allowing the right of
ownership or enjoyment of their house.

{2) Where the land was assembtled on a leasehacld property.
() Where the possession of this house is undey dispute.

{1} Where the land is choser vn a rental basis for not less than 12 decades, then
the lessee will be deemed as the owner of your property.

4.5 TAXABLE VALUE

The yearly value of land comprising any construclion or property appurtenant
(belanging) 1 it, excepr such land that's used by the assessee for both business and
profession will be taxable.

(i) How to Determine Annugl Value? Gross Annual Value (GAV) of land will likely
be required to ascertain the yearly value, which can be greater of the amount for
which the fand may reasonably be expecied to let from year lo year. In
circumstances of possessions in which conventronal rent has besn mended, such
amount ¢anngt exceed this value, But where land was empty during the entire or
portion of the former year and lease received or reccivable is significantly less
than anticipated lease, then rent received or receivable is accepted as GAV.



) Exclusions: After amounts, will likely be deducted while ascertaiming GAY: The

quantity of Municipal tax accomplished from a renter. Notional interest on the
sum received towards ‘rent/security deposit’ in the center repairs compieted by the
renter.

() When Annual Value is 'NIL'?: The vearly value of a huuse will be considered

'ml’ in the following cases:

a, Self-occupied property, te., propery thal's in e accupation of the proprictor
with the goal of his residence and he dogsn't derive any other advantape from
.

b.  Likewise, if the owner of just one residential home is not ahle to occupy it due
to his eccupation. business or profession carried on i almost any other place.
and he's residing in a howse not possessed by lim,

4.6 WHERE THE PROPERTY IS LET OUT

THROUGHOUT THE PREVIOUS YEAR

Where the property 15 lef om for the whole vear, and the GAV are the higher:

a.

b.

Annual Allowing Value (Al V) or Expected Rent and

Actual rest received or receivahle during the vear

Gross yearly worth usvally means the fawr rental value of a home. 111z computed with
the support of 4 spares.

&,

-

%

4.

Fau lease, ie.. the rent of similar kinds of buildings in the same lucalily

Municipal valuation, Le. rental value datermined by the mumicipality for the
puimose of charging civil taxation,

Standard rent, i.e , the highest possible rent as per Rent Conirol Act.

Rent received or receivable

The gross yearly value shall be calculated in the manier given below.

1.
2.

Compare Fair Reat and Maaivipal Valuation and sclect the higper

Comnpare the lease so chosen with conventional rent, and also the lower of these
two will likely be regarded as expected rent. (11's also known as Annual Lening
Warth),

Compare Expected Renmt together with Rent Received or even recewvable along
with the higher, shall be regarded as Gross Annua) Worth,

4.7 PROPERTY TAXES (MUNICIPAL TAXES)

i

Property taves are allowable as the deduction in the GAV subject to the following
two conditions:

(a} This should be carmicd by the assessce (owner). and
(b} This ought to be paid during the past calendar vear,

When property taxes levied by a focal authority fur a particular preceding year is
nol paid during this season, no deduction shail be allowed in the computation of
income from house property Tor this vear.

However, if in any subsequent year the anears have been paid, then the amount so
paid is allowed as deduction m the computation of income rom house property
for this year.

31
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4. Thus, no matter the preceding year in which the liability 1o pay these taxes arise
according to this process of accounting regularly employed by the proprietor, the
deduction i respect of such taxation will be allowed only in the year of actual
paymeni.

Ly

In the event of land situated outside Indiz, raxes impased by local jurisdiction of
the country wheve the house is located, allowable.

Categary 1I house lying vacant for some period/vacant througltout thee year, Section
23¢4)(c): 1F the house is partially let outside and partially vacant, in these msmances
expected lease should be calculated for 12 weeks, Although calfcuiating rent received
freceivable, leasing for the time where the home has been vacant will be excluded and
GAY will likely be high in anticipated rent and lease received/receivable bul when the
lease received/receivable is sipnificandy less than the anticipated rent because of
vacancy, siluation rent receivedireceivable shull be gross yearly value,

Set off and carry forward of losses under the head house property section
T0/71/71 b

inter Sowrce Adjustment Section 70 As per section 70, if any individual has loss from
any home property, such reduction can be put away from earnings of another liome
property and ft's known as infer-source modilication or intra-head modification. e.g.,
Mr. X has two homes: Lhere's reductron of T 14,000 out of one home and carmings
from ¥ 80.579 in another home. in this case, reduction of a single source (home) could
be put away from earnings of another source (home).

Treatment of unrealised rent explanation in section 23(1)/rule 4: Unrealised Reni
means such lease that is irrecoverable and is regarded as reduction, i.e., poor debt and
while compoting rent recemwed or receivable. for example. unrealized lease will
probably be excluded. and GAV will be greater of anticipated vent and lease
received/receivable {no particular treatmeni for exampic vacaney).

Rent will be thought ol as unrealized lease only if all of the States of Rule 4 are
complied with and that the assessee has (aken all pracnical actions & institule a legal
proceeding for 1ts recovery.

4.8 SET OFF AND CARRY FORWARD LOSSES

According to Income Tax Act 1961, an individual as defined in Seclion 2(31) could
sel ofT and take out forward the losscs occurred, This is a good aspect 1o an individual,
as it docs a vital part on the financial position ol a persan where losses have been
incurred. So one could get soften to a certain. Lass from absolved source of [neome
may not be set off in favour of profit from any taxable source of incame. and no losses
may be set offin favour of casual income e. g., lolieries winning, crossword puzzles,
card games. races, betring etc.

What Is the Meaning of Set off and Carry forward

Sct off literally means keeping the losses not in tavour of the profit of that finsncial
year. In a case. with no adequate profits to set off the compleie loss which can be
carried forward to the nexti Assessment Years which is subjected to 1he conditions
staled in the Act,

1. Inter Seurce Adjustments: According to Section 7, an Asscsse may set ol the
losses which incurred in ore source nol in favour of the gain from any olher
source in the same head. This is pot possible for an Assesse 0 do inlercourse
adjustment in the following cases.



& Speculative Busmess Lossesw When an Assesse could set off the losses 43
incurred i speculation business only not in favour of the profits of enly other H;:?ﬁo;’cf:
speculation enterprise, This s not permissible to set off speculative Joss not in )
favour of any other firm or Professionat Income. The opportunin s given ta
assess 1o set off any uther enterprise loss by the gains of speculntion business,

As per Section 23 of the Act. a farmer in respect of supply of his (armiand
production as individual specially doing delivery of non-taxable wil] not be
teasible for GST registration. fncluding, the CBEC issued the drafl ciedin
transfer document to access further on full credit of excise duny to a wtrader for
not suld stocks earlier the last of the month, But. this facility woull be
accessible only for high-end goods cost over T 25.000 that. “are examinable
as a ditlerent number, fike engine number ol a car™,

The document has to be refeased i thirty days of I¥ July the planned GST
pulhing date. The proficiency would, although be segrepgatcd of ihe
iransformation plan. means, who 5 wtilising it would not be required
allegate input tax credit on not sold goods. The CBEC has even notificd
various fines and utiising “provisions for recovery of credit, interest and fine
in the CENVAT Ciedit Rules. 2004 not in favour of producers who collect
tax credil two times on fhe similar goods. Traders and producers woulkd be
assumed to subimit an anline disclosure in sixty days on the GSTN

Imparted gouds 1if not requasite instantly, importers would store the gouds ina
warehouse without paying duny over a bond and afier that it s clarified to
them by the warehouse when puyment of duny is required Entry 3ill is printed
on rvellow paper hence known as “yellow bill of entrv’, It is alsa known as
“1nto bond bill of entry” as the bond is shown (or the wransler of goods in a
warchouse by not paying duty.

GST s a vital process for fair governance and one should not to worry about
taxes at many times, at many points. Bringing ITC Rules for Comman Credn
in GNI ie.. Taxable deiivery. organization and activity of @ non-firm, it is
proved that new policics are atfached 1o vast extent with the present policies
for claiming input tax credit in CENVAT Ruoles 2004, considerad 1o input
services and inputs utilized for [irm and non-organizativn acrivity i.e.. for
personal aflairs piving taxable delivery.

Providers who supply gaods and/or services are imposed with tax under GST
law when lotal twmover v @ year suceeeds the threshold heyond nventy lakh
rupees 1t would be eligihle 1o register himself in the Statc or the |lnion
territory of Delhe or Puducherry, from the place he makes the taxable supply.
Eleven special divisions arc there vnder this threshold fimit and repisiration
chgibiity 5 about ten lahh rupees. Apart from this, Section 24 of the Act
implies classification of providers those would be feasihle to register even if
aygrepale turnover s lower the threshold limit of 20 lakh cupevs. As per
Section 23 of the Act, a faumer in respect of supply of his farmland production
as mndnidual specially doing delivery of non-taxable will not be feasible for
GS T registranon

CBEC (Central Board of Excise and Custom) issued the drait credit transter
document to access further on full credit of aacise duly to a trader for unsold
stocks hefore the end of the month. But, this facdity would be available only
for high-end gouds priced over T 25,000, The document has to be released in
thirty davs of 1™ July. the planned GST pulling date. The proficiency would,
although be segregated of the transformation plan, means, who is utilising it
would not be required to allegate input tax credit on unsold goods. Traders
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and producers would be assumed 10 subinit an online disclosure 1n sixty days
on the GSTN il is applied for.

Rate of duty applicd on existence is the date a good is eliminated from a
warghouse. Therefore, il the rate varies on goods have been clarified from a
customs port, customs duty applied ou a yeilow bilt ol entry is a Bill of Entry
for Housing paid on the value mentioned on the green bill of entry would not
be similar.

Brought forward income losses oceurs when the firm suffers a loss before
poing for depreciation, then all the amount of depreciation is unabsorbed
depreciation. [f the entzrprise suffers a loss as a result of depreciation amount
than the busmess loss will be neghigible and balance of depreciation amount
would be unabsorbed depreciation.

Long Termr Capital Losses: A long term Capital Loss could be set off not in
favour of the profits of any other long term capital profit, although short term
capital loss could be sel off not in favour of both. short term and long tarm
capital profit. Brought forward incomic losses or Unabsorbed depreciation is
like if the company sutfer a loss before claiming depreciation, then the entire
amount of depreciation is unabsorbed depreciation. However, if the company
suffers a loss as a resull of depreciation amount than the business loss will be
nil and balance ol depreciation amount will unabsarbed depreciation.

Loss prom owning and mainiaiming race horses: This loss could he set off
only not in favour of the income trom cwning and maintaining race horses.
This maintains a fundamental step of {inancial controls of one’s enterprise.
The task needs that one should have sufficient information and beiter
knowledge of principles of financial accounting and agreemnent which can
authorise. maintoin financial data and distribute task among employees. Hence
one can figure ot to review and invigilate such lasks to get resuit nearty.
Stable financial records enable financial controls and ideas which minimise
the hazard of scam and vandalism. which investors have to monitor,

A process well-known as double eniry hookkeeping is also noted as “double
cntey agcounting”™ Every [nancial transaction made by a firm or company is
being recorded in thiz entry. Financial accounting is known as double entry
bookkeeping. The terminciogy “double entry” mmplies that each transaction
made, mfluences two accounts. Benefits of double eniry bookkeeping are al
any point of time it ensures firm’s asset accounts balance wouid be equal 1o
the linbility and stockholders' equity accounts balance

Luss of specified Business under section Specified Business loss could be set
off only against profit from such specilied business, but loss from other
business could be ser off against the profit of the specified business.

Inter-head Adjustments: The second siep s sel off of losses. 1Fit is not according
for an Assesse 1o set off of losses in inter source adjustineni they could set off the
losses under inter head adjustments, [n such condition an Assesse can sel off the
losses incurred in one head against the profits earned in other heads af [ncome in
that financial year.

a.

House Properrv Losses House Prapery Losses could be set ofT againsi profits
from other heads. It could be set aff not in favour of firm’s income, salary
income. mcome from capital gain, and income from other sources by not
including casual income,

Non Speculative Business Losser: Non speculative Business Logses can be set
off under any other head except income from safary. This could be sct off



from income from house property, income from capital gain and income from
other sources not including casual iacome. In the following cascs losses
couldn’t be set off under inter-head adjustments.

But, this facility would be accessible only for high-end goods that priced over
¥ 23,000, “are exam:nable as a different number”. The document has to be
released n thirty days of lIst July the planned GST pulling date. The
proficiency would, although be segregated of the transformation plan, means,
who is uttlising it would not be required lo allegate mpul tax credit on unsold
goods. The CBEC has even notified various fines aad utilising “provisions
for recovery of credil. interest and fine in the CENVAT Credit Rules, 2004"
not in favour of producers who collect tax credit two times on the similar
goods. Traders and producers would be assumed to submit an online
disclosure in sixty days on the GSTN.

Speculative Business Losses: Capital Gain Losses are both short term capital
loss and long lerin capital loss. These are the losses from owning and
maintaining race horses, To be utilised especially for non-firm intentions or
utilised specially for influencing excluding delivery would be represented in
FORM GSTR-2 would not be credited to electronic credil ledger; the value of
input tax in order of capital goods utilised or purposed to be utilised excluding
for nfluencing delivery other than excluding delivery however added rero-
rated delivery would be represented in FORM GSTR-2 and would be ¢redited
1o the electronic credil ledger.

fi

Value of inpui tax in order of capital goods not given in clauses (a) and (b,
represented as ‘A, would be credited to the electronic credit ledger and the
utilised life span of goods would be considersd as five years from the date of
the invaice for these goods. Given that where any capital goods previously
mentioned in ¢clause after given in this clause. the amount of ‘A’ would be
given minimising the input tax n rate of 3% for each quarter, hence the value
‘A’ would be credited to the electronic credit ledger.

Carry forward of Losses: This is the third step in Set off and Carry forward of
losses. This is not possible for an Assesse to set off the [osses under intercourse
adjustments and inter-head adjustments. He can carry forward the same o the next
Assessment Yeurs. Providers who supply goods and/or services are imposed with
tax under GST law, and total turnover in a year succeeds the threshold beyond of
twenty lakh rupees would be cligibic to register himself in the State or the Union
territory of Delhi or Puducherry from the place he makes taxable supply. In case
of eleven special category states (as mentioned in Art,279A(4)g) of the
Constitution of Indha), this threshold Timit for registration liability is ten lakh
rupees. Apart [rom it, Section 24 of the Act implies classification of providers
would be feasible to register even if aggregate turnover is lower the thweshold
limit of 20 lakh rupees. As per Section 23 of the Act a farmer in respect of supply
of his farmiand production as mdividual specially domyg delivery of non-taxable
will not be feasible for GST registration. Including, the CBEC issued the draft
ceedit rransfer documenl to access further on full credit of excise dury to a trader
for not sold stocks previous the last of the month.

But. this facility would be accessible only for high-end pgoods priced over
T 25,000 that are examinable as a different number. The document has to be
released in thirty days of [ July the planned GST pulling date. The proficiency
would, although be segregated of the transformation plan, means, whe is utilising
it would not be required 1o allegate input rax credit on uvasold goods. The CBEC
has even notified ol a various fine and utilising “provisions for recovery of credit,
interest and fine in the CENVAT Credit Rules, 2004” not in favour of producers
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who collect tax credit two fimes on the similar goods, Traders and producers
would be assumed to submit an online disclosure in sixty days on the GSTN.

This mainains a fundamental step of financial controls of one’s enterprise. The
tasks need one should have sufficient information and better knowledge of
principles of linancial accounting and agreement which can authorise, maintain
financial data and distribute task among employees. Hence one can figure out,
Financial accounting permit us to review and invigilate such tasks 1o get resull
nearly. Siabie financial records enable financial controls and idea which mininse
the hazard of scam and vandalism, which investors have 1o monitor,

A process well-known as double entry bookkeeping also noted by double entry
accounting records every financial transaction made by a finm. It is impartant 1o
know thal Carry forward Losses can be sel off only against that bead of income. [t
must be nofed that an Assesse must file the Income Tax Return within the due
date prescribed (under section 139(1)) to carry forward the losses except in the
cases loss arising under ilie head house property {under section 7{B) and carry
forward ol unabsorhed depreciation (under Section 32(2}).

«  House Praperty Income Lossex: According to (Section 71B) of Income Tux
Act, 1961 an Assesse could carry forward the income losses incurred in the
ead house property up fo § years immediately succeeding the Assessment
yedr i which the oss has incumred. This could be adjusted enly against House
properiy Income loss. In this case, an Assesse could File the belated retum.

b, Non-Speculative Business Losses: According to seciion 72 of Income Tax
Act, 1961 an Asscsse could carry turward non-speculative business toss up to
B years instantly succeeding the Assessment Year in which the loss has
incurred then he should file ITR within due date prescribed under section |39
{Jyof Incoine Tax Act (96t then he would not be able to carry forward the
losses. This could be set off unly not in favour of business income.

¢ Speculative Business Losses: According to section 73, lucome Losses in
speculative businesses vould be carried forward wp to 3 years insiantly
[orwarding the Assessmen year in which it is incurred.

An Assesse should file the Income Tax Return within duc date prescribed to carmy
torward the losses from speculative Business and can be adjusted only against
income from specutation Business.

1f goods where Integrated GST (1GST) is paid. a credil of thirty per cent would be
provided for those taxation af eighteen per cent or above and twenty per cent for
products which is taxed at lesser rates. The rules were ultimate by the GSY
Council in its meeting an thied June and are supposed to provide some eomfort (o
traders apd establishtment attained on the status of list at the period of GST pulled.

individuals with a taxable aggregate turnover over T 25 lakhs are required for
GST registration, The ward “person” under GS1 law, is liable 1o pay i
additionally proprietorship, LLP. partnership firms, Hindu Undivided Family.
Company, Society and any other Jegal business are also Jiable. GST regisiration
should he received {rom 30 days it turnover increases T 25 lakh,

Goods and Scrvices Tax which would be levied by the state and cenrmral
governments encompasses YAT, Service Tax, ete., as indirect tax, Individual with
PAN no and person with thresheld GST 10 1akh/20 lakh ar GST limit are hable to
make registration for GST. TDS payer, casual traders, etc.. will be liable to
register for GST. GST will be applied on supply of goods & services in [ndia.
GST will be imposed on VAT, sales 1ax. excise duty. customs, service tax, luxury
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Registration tor GST can be preceded online through Central Government or Siate
Government  The individua) has o provide an online applicaiion for GS?
registraiion hy uttlizing Form GST-) including information of the gnads and
services. Onling payment required for the registration fee will be made wunder GST
tegisitation. Number will be given on submission of application. Afier suhimissioa
of the appheation, the applicant required 10 print a copy ot the form, include the
documents histed and send to the GST department. On inspection ol the form final
GST stip would be released by the authorized officer GST registration process 1s
surmisced to by an entire online procedure like the service 1ax registiation process.

According 1o (Scction 71B) of Income Tax Act. 1961 An Assesse could carry
forward the income losses incurred in the head house property up to & years
immediatcly succeeding the Assessment year in which the ioss has incurred. This
could be adjusted only 2painst House property Income loss. In this case, an
Assesse could file the belared return,

According to section 72 of Income Tax Act. 1961 an Assesse conld varny forward
non-specutative busiess loss up to 8§ vears instantly suceeeding the Assessment
Year in which the loss has incurred then he should §ile ITR within due date
prescrtbed under section 139 (1) of Income Tax Act 1961, then he would not be
able 1w carn forward the losses This could be set off only not in favour of
busitess inconie,

Accordg to section 73, Income Losses in speculative businesses could be camrred
forward up to 4 years wstantly forwarding the Assessment year m which it is
incurred

An Assesse should file the Income Tax Retur withmn due date presenbed (o carry
forward the losses from specufative Business and can be adjusted anty against
income from speculation Business.

According to section 73A. Income Losses in Specified business loss coold be
carty forward subject 1o the following conditivns:

»  Specified FBusiness Loss. According to seetion 73A. lncome Lasses in
Specified business Joss could be camied forward, subject to the foiluwing
conditions:

i Any loss, computed in respect of any specified business refereed 10 1n
section 35AD shall nol be set off except againsi profits and gains. if any,
of any other specilted business.

28]

Income loss in specified busingss has not been wholly set oIY. <o much of
the loss as v not so set off or the whole Juss where the assesse has no
mcome from any other specifted business shall be carried tonward 1o the
following assessment yvear.

i, This would be set off against the profits apd gains, if sy, of ans
specified business, carried on by him assessable for that assessment
year: and

. If the loss not be completely so set ofl, the amount of loss not so sct
olT would be carried forward to the Following assessment ycar and so
on.

In case u person is uuable to set off the capital ipss in the existing vear. both Long
Term loss aod Shonmt Term loss would be taken f(orward nnmedistely  for
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8 Assessment Years. Capital Losses from a business are allowed to be carmed forward
and carrying on of this business is not mandatory. The inputs, parlially fumished
goods would be sent to the job professional in challan released and such goods are
sent straight to a job professional.

The challan released and sent to the job professional would constituie the
regulations categorised in Rule 35, Information of challans in order of goods sent to a
job professional or obtained from a job professional or sent from one job professional
to in quarier would be added in FORM GST iTC-04 campleted tor particular time or
previously the twenty-fifth day of the month proceeding the mentioned quarter capital
goods or inpuls are not returned in particular time mentioned in section 143, would be
considered like capital goods and inputs supplied by the job professional on partivular
day wlien mentioned inputs or capital goods are sent and mentioned supply would be
disclosed in FORM GSTR-1 and would be permilted to pay the tax including
applicable interest.

As an importer or exportet should be registered, Terms of Sale is negotiated. FExpatt
formalities and responsibilities towards sale proceed should be understood.
Understanding of documentation or Custom duty Custom formalines to be completed
and documents are obtained for esports. Submitied 10 the Bank for onward
trangmission to pucchaser Sale Proceeds is reccived. Accounting is an integral parl of
accountability commonly knuwn as recording the transaction. summarising, reporng
and analvsing the numerical figures to upderstand the financial position of a
company/Dnn to monitor the progressive success or bankrupicy of a husiness in rerms
of monetary measure. Certain steps are followed for keeping records in accounts by an
accountant 1o mmaintain a steady function of a running enterprise. Whereas Auditing in
VAT means Value Added Tax is the diflerence ot Value added tax input and Value
added Tax output.

Countervailing duty is simiiar to central excise duty and 13 imposcd on wnporled
articles generated in India, In CVD, the procedure ol manoflacture value to
‘manuticture’ which is explained in the Central Excise Act, 1944, CVD is dependent
on the total amount of poods inclusive landing charges. Inclosive CVD would be
imposcd equal 10 VAT or Sales Tax, not succeeding 4%. Such dury could be refunded
in case importer pays each customs duties. the sales invoice implies 1he credit is not
permitted. and importer pays sales wx/VA1 on the sale of the good.

CVDs other than it would be levied an specialised inporied goods to balance the
impact of a subsidy in the pation of origin. A notification released by the central
governiment on these specjalised goods is valid for 5 years and majorly relate to later
cxpansion of not succeeding [0 years. Subsidies relevant m research movement,
helpful to not advantageous areas m the related nasion, and helpfu! in adjusting present
facilities to new envirpnmental requisite are exempl.

The central government would levy an ant-dumpmg duby it il estimates a good s
being imported at lesser than market price, and an importer would be released. The
duty could not go beyond the difference in the export and average cost. [t is nol
applicable to goods imparted by units in Free Trade Zones (FTZs Export Oriented
Units (EOWY and Special Economic Zones (SEZs). Tn case if importer is released by
the central government then impositton of Anti-Dumping duty. the release would be
valid for 5 years with the probability of being expanded to 10 years.

Not tike the Anti-Dumping Duty, the levy of Saleguard Duty would not requisite the
central government to estimale a goad is to be imported at lesser from market cost.
Safeguard Duly is levied if the government declares on a sudden hike in exports is or
claims to create risky hazard to a private sector. Release of naotice relating 10 the levy
of Salcguard Duty has validity for 4 vears with the probability with expansion of
10 years.



Preventive duty is fevied to protect privare industry from imports. [n case. if the Tariff
Commission releases an allowance for the levy of a Preventive Duty, the central
government would sefect to levy these at a rate which would not be succeeded that
preseribed through Tanf Commission. The central government could specialise the
time up o which the preventive duty would be implemented, minimise or expand the
time, and fix the efYicient rake.

Education Cess is imposed 2 2% and Righer Education Cess at 1% of the tatal of
customs duties. [t s not exclusive of Safcguard Duty, Countervaiiing Duty on related
articles, or Anti-Dumping Duty

On eaponting or importing of goods from India. the enterprise or person should
recelve an [mport Export Code or 1E Code from the Directorate General of Foreign
Trade. (L Code could be received by the orgarisation on receiving of PAN and
opening a hank account.

As an importer or exporter should be registered Terms of Sale is negoualed Fxport
formalitics and responsibilities towards sale procced should be understood.
Understanding of documentation on Custom duty Cuslom formalities 1w be completed
and documents are obtained for expons, Submincd fo the Bank (or onward
transmission to purchaser Sale Proceeds s received.

Auditing of VAT is performed n a Tax auditor or authorised taa olficer to ascertain
the traders who are decoiving the Indian govi. by not paving tax thus collapsing the
Indian economy. To such offenders penaltics are applicable te punish themn to operate
the accuracy of accounts. bookkeeping and documents relevant to it Somctimes.
iraders who are crcating etrors due to lack of information or slight negligence, in such
cases (ax authorilies help such deslers to reonfy the mistakes and assist in VAT
auditing so that they can provide a vahd explanation about their business detmls.

Bringing 1TC Rules for Common Credit m GST ie., taxable deliveny, organization
and activin of a noa-firm has proved that new policies are attached to vast extet with
the present policies for claiming fnput tax credit in CENVAT Rules 2004, considered
to input services and nputs utilized for tirm and non-organizatsion activity ie., for
personal affairs giving taxable delivery.

Value-added Tax (VAT) is paid by the manufacturer of goods amd services when a
yearly apgregate incoine is over of T5 lakh. For e-filing of VAT returns i India
cnncerned person has (o make registration for VAT which takes rime pericd of 20-31)
days for sanction. Once completed, individual can pay unhne the amount received and
can e-file VAT retums on the Commercial Taxes wehsite of respected slate VAT
Returns are required 10 be (1led monthly once or guarterly (but it depends Gn aggregate
income from which state you are belonging), The CBEC issued the drafi credit
trunsfer document to access further on full credit of excise duty 16 a wader for unsold
stocks beforc the last of the month. Bul this facilitv would be accessible only Tor
high-end goods costing over T25,000. The CBEC has notified various fines and
utilising “provisions for recovery of credil. interest and tine n the CENVAT Credit
Rulfes. 2004 not in favour of producers who colect tas credit two times on the similar
gonds. Traders and producers would be assumed to submit an online disclosure 1n
sixty days on the GS TN,

GS1 will make a major reform in India and bring in one commnn market by
eliminating the assorted tax and fiscal obstruction in the states. GST, as the name
symbolizes would be tax imposed on poods and services al the poml of sale or
implementation of service. GST would be apphed for cvery goods and services.
excluding the ymposed class of poods and service, Easy. simple procedure as taxes
would be simpler majorly, and an enterpnse would realize 1he smooth flow of goods
in respected state. GST is a vital process fur fair governance. Bringmg 1TC Rules for

At
Incame frum
Honse Proparty



32
Inceme 'ax Law and Pracijees

Common Credit in GST i.e.. Taxable delivery, organization and activity of a non-firm
it 15 proved that new policies are atlached 1o vast extent with the present policies for
claiming input tax credit in CENVAT Rules 2004, considered to input services and
inputs utilized for firm and noo-orgamization activity ... for personal afTairs giving
taxable delivery.

In each and every tax system. for identification of lax payers there is requirement of
registration to safeguard tax consent in the economy. Under the GST Law registration
of any enterprise or firm signify coliecting a unique number from tax authorities to
obtain tax from government side and 10 account Input Tax Credit for the taxes on his
inbound stores. [f a person is not registered under GST he can neither collect tax from
his consumers nor ¢laim any Input Tax Credil of tax paid by them. Tt we will talk
aboul nawre of registration then il is State specific and PAN based; provided from
where he s supplying and thus has to register in particular State or Union tertitory.

The provider is given a 15-digit GST identification number called "GSTIN™ under
GST registration, and a certification of registration including GSTIN provided to the
applicant on the GSTN portal. GST law suggests particular process for registration,
also for the exiension of lthe operation perivd of informal or Non-Resident taxable
individuals. Such persons have 1o apply for 1egistration before five days in advance to
inake any supply belore it, And registration is approved or operasional time period is
increased only after advance deposit of the progressive tax halulicy. 11 supplies o
agencies hke, mulkinational financial instautions, UN orpanization and other
organizations, a unique identitication number (1/IN) is aflotted.

Set of loss in order of capital goods, which influence the provisions of sub-seetions (1)
and (2) of section 17, as partiatly utilised for the intentions of Mimm and partially for
other intentions or utilised for influencing laxable delivery including zero rated
delivery and parlially for influencing exgluded supplies, would be given to the
intendions of firm or for impact of taxable delivery in the perusing way.

Value of input 1ax in order of capital goods utilised or preferred 1o be utilised
especially for non-finn mtentions or utilised specialtly for influencing excluding
delivery would be represented in FORM G3TR-2 would not be credited to clectronic
credit ledger; the value of input tax in order ot capital goods urilised or purposed io be
utilised excluding for influencing delivery other than excluding delivery however
added zero-rated delivery would be represented in FORM GSTR-2 and would be
credited to the electronic credit ledger: Value of inpul tax in order of capital goods not
given in clauses (2) and (b). represented as "A’. would be credited to the electronic
credit ledger and the vtiliscd life span of goods would be considered as Give years from
the date of the invoice lor these poads:

Given that where any capital goods previously mentioned in clause (a) is after given in
this clause. the amount of *A” would be given minimising the input tax in rate of 5%
far each quarter hence the value ‘A’ would be credited to the electronic credit ledger.

Steps of setting off of tosses and their carry forward would be covered in the
following Steps:

Imter-Source Adjustnent in the Same Heud of Income

According to {Section 7181 of Income Tax Act, 1961 an Assesse could carry forward
the income losses incurred in the head house property up to B years immediately
succeeding the Assessment year in which the loss has incurred. 'Yhis could be adjusted
only againsi House property lncome loss, In this case, an Assesse could file the
belated refurn,

Audit shoold be strictly carried in order with rules and procedures mentioned in
APVAT Act and Rules, APVAT 59 Rules 2003 signifies the category of otficers who



are given authority o cary Audit-Inspection, According to mentioned rule the
paniicular jurisdiction wathin, Assistant Commissioner. (LTU) and CTQ are accessible
to carry imspection cum assessmenl. Although for carrving inspection cum assessmem
through Assistant Commissioner from their respective jurisdiction; or through amy
other authorised officer lower than the designaiion of CTO), inside jurisdiction or
outside, 1aken authority from Deputy Commissioner, corporation tax is mandatory
Auwthorization should be received from Joint Commissioner in charge of CIU at state
fevels Depun Comnissiongr in case may release authority in Form ADM B are
described below

(1Y Provided awtharity for Inspection only
(2} Provided authority for Assessment anly
(3} Provided authority {or single authorization 1.e., mspection and assessmient,

Task should be systematic means avdit must tahe full account of accessible dasa.
approach the required skill and fact taken oul in a certain manner efficiently like:

e Making an audit programnie

e  Making an appointment in a systematic way cxcept an place where audit is
organised by sudden

® Make a plan for pre-visit arrangement

e Executing an intcrview initially

e  keepimng ihie data obtained

e Analising dala, additionaily by venifying possible rishs

e Inspecung action and records, examining and identifying the obamed data
e Keeping reports of checklist and their potential resilis

¢ Inspecting the transactions done by an enterpise relevant to disclosure in the tax
relurns

& Keepmyg repoits of work done

Brought torward mcome losses take place, it the [ir suffers a loss before going for
depreciation. then the cntire amount of depreciation iy unabsorbed depreciation.
Although, if the enterprise suffers a loss as a result of depreciation amount than the
business loss will be negligible and balance of depreciation amount would unabsorbed
depreciation,

A well-delined access assures that.

e Efficientiy spent 1ine

@ Decent approach on work

e Fonnal approach s indicated

® Strenptien audn officer's shili and confidence for the mader

e Not wastage of tme

e [roper answer should be grven to audn officer fur thew guerigs

® Querics relevant 10 tax are wajorly surmised and senled on the mutuat
undersianding of officers and dealers

Taxpaycr units i large, VAT audit would be hardled by Assistant Commissioner
VAT audit must be carried by circle offices by the CTO. Audn staff numbers implics
the number of audits which is integrated every year. Major VAT traders parheulariy

)
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transactions complexity, sfages of ma through inpul and output tax, monthly paymemn
or any other condition approved by Commissioner. from time after time would be set
aside to major taxpayer system in an area.

LTU must have 23-30 VAT 1raders based on the raders’ numbers in the area which
fulfils the eligibility well explained in Appendix X!l amended by Commissioner in a
particular period.

The AC must be liable for their rejurn in Aling and tax payment and periodic audits
wilh a time period of one audit per annum tor all VAT traders in the LI
Additionally the team has to provide timely suggestions and accord with the VAT
trader’s inguiry vn priority.

VAT traders must he preferred (or Audst placed on principle determined and amended
by conunissioner.

The preference of VAT traders for general audit is accorded by Deputy Cominissioner
of particular area. Deputy Commissicner would make monthly strategy for assessing
ol audit. The setected VAT (raders for general audits would be done on some criteria
defined in {(b) as amended hy Commissioner from time to time, Below criteria would
he tahen as selection of VAT dealers for general audit amended from time to time;

1. H12th ol LTL VAT traders monthly so that LTU VAT traders are andited at least
once in o year,

[

TOY 0.50% of ratal VAT (raders in the category monthly depend on Tax Payable
of last financial year, eliminating LTU VAT dealers, hence minimum top 6%
VAT traders in the zone atleviating LTU VAT traders are audiled every year.

3. VAT trader's work in sepsitive poods displaying minimuom rise by 10% from
general growlh rate in that zone eliminating VAT traders chosen above Sl. Nos.

4. VAT traders display less growlh by 10% {rarn general growth rate in the area fast
aver vear eliminating VAT traders preferred under above Sl Nos.

5. VAT traders imposed tine if exceeds ¥ 25,000/- in lasi 5 years eliminating VAT
traders chosen under above S Nus,

6. I defauly of more thap 2 Returns in past year eliminates VAT fvaders selected
under above 51. Nos,

7. VAT traders layer credit returns for more than 5 maonths in past vears liminates
VAT maders selected under above 51 Nos.

8. Contractors, majorly who have nol taken for composition eliminates VAT traders
selected under above S} Nos.

9. VAT traders who have vomplicated transactions like Consignment sales, Branch
transfers, exports, Transit sales ete., eliminate VAT taders selected under above
S1. Nos.

10. VAT traders wishing for Relunds eliminates VAT traders selected under above St
Nops.

Il. VAT traders whose Sale/Purchase ratio if minimuoin then 1.0 over last year
eliminates VAT traders selected under above 51, Nos.

{2, Depend on local skill and facts eliminate VAT traders selected! under above Sl
Naos.

13. On Third party derails like Income Tax, Banks, Service Tax, Central Excise,
Manufactures, Government departments erc.. eliminates VAT waders selected
under above 5i. Nos.



14. VAT traders accessing sales tax holiday altered to deferment cases, in particular
reference 1o cases i which the time limit for availability has been lapsed or the
required amount is more.

15. The enterprise books ol accounts of TOT traders would be audited randumiy

In the 2onc. the DC would give power 1o the audit authority as per ruie 39 of APV AT
Rules on Form IB for VAT traders preferred for pemersi audit An individual
authortzation for fnspection may be required.

At State Zone. Joint Commissioner will implement ar use these powers.

(a) The preferred cases for particular audit visits is based on the valuable details. pre-
requisie surprise audits in some cases. slip of immediate relerences and data
about possible irader’s not registered for VAT,

{b) The setected cases for refund audit of dealers request relimd of surplus VAT
credit,

(c) DC would penmil the power o the audit officer as per rule 39 of APVA L Rules on
Form ADM IB for the VAl traders chosen for the spemial audit. A separate
authorizatien for ispection, assessment or inspechion cum assessineil as the case
may be and deputy commissioner would exercise the power

(d} The selecied cases for particular audit visits would tahe place from other audits
where audit ofMicers have investigated proof of serous fraud or dependen? on data
given by different agencies which need investication i depth.

te} Proof of imer-state fraud or international fravd or inquiry involving niorg than one
zane wauld be passed on to ClLL

(1 DC would give power to the audit officer {AC/CTO/DCTO) as per rule 539 of
APVAT Rules on Form ADM 1B for the VAT traders chosen for Special auda.
Different authorization for Inspection and assessmuent may be and at state zone
loant commissioner would vse this power.

The Deputy Cominissioner would allot the VAT traders specified for audit on the
crew available in the zone for awndit where no trader #s andited more than oanc time by
saine audiy officer 10 » years itself. No rrader would be allotied (o audit oflicer having
provinaig) jerisdichion over the wrader. At extension. attention should be given thal
VAT vaders me nor allotied (o audit officers whose office is situated at distant from
trader’s enlerprise arey to reducce difftculty to VAT traders,

The power fur audit would he piven through system in Formm ADM 113, At Head
Quarter level, allotted of VAT traders for audit. dependenst on mentioned puidelines
would be done by Joint Commissioner.

VAT traders for audit would be chosen on the basis of availabihty of crew members.
fhe Deputy Commissioner would be lisble for the smooth management of VAT audits
in s division, Joint Commissioner al head quarter would assure sinooth funciioning
of VAT Audiss,

Audit authoinies make strategy for avdit visits must eomplete Farm VAT 3109 when
planning for audit appointments. On local information and skill and other matzrial
sources DO would select in order 10 audit high-risk VAT traders, The dwisioni
Deputy Cammisstoner would be answerable for the smooth funcnoning of eaclusive
audits. CIU Viead must be answerable for the smooth fungtinning ot exclusive andits,

Raw dala 1s created by recording data. Raw data of pages are of minimum use for an
enterprise for decision making. Due to this reason. accountants bifurcates data e
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categories and are defined in the chart of accounts. When transactions take place,
follewing two things happen;

i. Anindividual record is made.

ii. The summary record is updated.

For example. if a sale is made to Mr. Arun for ¥ 100 will be shown as;
1. Sale ta Mr. Arun for 3 100
ir. Increasc in the total sales [ront 300 to 600 and will be sonimarised.

The financial reports are contcmplated externalas it s provided to individual’s
exterior of the corporate sector, while immediate receivers are proprietor/stockholders,
lenders,

If a company s stock is enlerprise civic, although its financial reports (other financial
slatements) mean) to be extensively dispersed and material is spread (o secondary
recipients like consumers, competitors. employees, organizations of labour, and
investmens analysts.

This is of prime importance to ftgure out the objective of financial accounting, 1 does
not mean 10 cvalvate a corporatc. Relatively, ils goal is to adminisicr abundaut data for
others to determing the value of an association for themselves.

FExtemal financial statements are practiscd by a sont of individuals in various means.
Some common cules are followed in financial accounting noted as accounting
slandards and as generally accepted accounting prineiples (GAAP). The Fmancial
Accounting Standards Board (FASB) is the association in United States which adds in
advancing the accounting standards and regulations. Companies whase stock s traded
publicly should obey the reporting requisites of the Securities and [xchange
Commission (SECY. is a bureau of the govt. of United States,

As an owner of a firm, one can use fipancial accounting o advances ratio analysis and
practise these ratios to exccute significant information of numerous ditnension of an
expansive firm. Cash position of an enterprise can be analysed by profil or sales ratio
and by contrast to it with your past execuiion or the observation ol competitors.
Financial accounting helps you formulate your fulure course of action or strategy and
measyre ihe success of this strategy with the financial information produced from
another perivd. To be purposeful, value-added task, hnancial accounting of a firm
should follow some delegation. Tt enables data stakeholder domination. [Financial
accounting musi be acceptable, so the cost of presenting Ihis information should not
exceed (ts benefit. The information 1hat you present must be coasistent and you musl
meticulousty follow the same accounting pringiples for all records. In each and every
tax system. for identification of tax payers there is requirement of regisiration (o
safeguard tax consent in the economy. Under the GST Law registration ol any
enferprise or [irms signify collecting a unique number from tax authorilies to obtain tax
[rom government side and to account Tnput Tax Credit [or the taxes an his mbound
stores. If a person is not registered under GST can neither collect tax from his
consumers nor ¢laim any mput Tax Credit of tax paid by them,

If we will 1alk about nature of regisyration then it is Statc specific and PAN based,
Provider fromn where he is supplying has to register in particular State or Union
Territory. The provider is given a | 5-digit GST identification number called “GSTIN”
under GST registration, and a certification of registration including GSTIN provided
to the applicant on the GSTN portal. GST law suggests particular process for
registration. also for the ¢xtension of the operation period of informa) or Non-Resident
taxable individuals. Such persons have to apply for registration before five days in



advance to making any supply before it. And registration is approved or operational
time period is increased only after advance deposit of the progressive tax liability.

If goods where Integrated GST (IGST) is paid, a credit of thirly per cent would be
provided for those taxation at eighteen per cent or above and twenty per cent for
products which is taxed at lesser rates, Required and registered persons are assumed 1o
surrender a disclosure in ninety days of the value of input tax credit to which they are
designated to.

The final Registration Certificate would be notified or rcleased in six months of
inspection of documents by Centre/State officials of the cancerned Jurisdiction(s)
further on the appointed date.

For registration individuals have to register within thirty days from the date on which
he/she gels liable for registration. Informal Taxable individual and a non-resident
taxable individual will apply for registration before S days to further business.

Informal 1axable individuals are those whose business is registered in onlv some State
of India, but wishing to effect supplies from ather State in which the persons have not
sertled area of business. Aforesaid types of individuals have 1o register in the State
from where they peruse to supply as informal taxable individuals. Tax paying
Individual who has nol residence in particular area can be foreigner and rarely wishes
to supply including taxes from any particular State in londia, and for these procedure
indrviduals need to be repistered under GST.

GST {aw suggests parlicular process for registration, also Jur the extension of the
operation period af informal or Non-Resident taxable individuals. Such persons have
to apply for registration before five days in advance to making any supply before it.
And registration is approved or operational time period is increased only after advance
deposit of the progressive fax liability. If supplies to apencies like, multinational
financial imstitutions, UN orgamization and other organizations, a unique entification
nurmber (LTIN) s allotied,

Following arc the advantages of Registration «nder Goods und Service Tax {GST):
® Recopnised legally as provider of poods or services.

® Accurate accounting of taxes paid on the input services or goods could be used for
GST completed on supply of goods or services also by the business.

o Authorized legally to levy tax from buyers and credit is passed, taxes paid on the
goods or services provided 1o recipients.

® To get feasible to get assorted benefits and allurement under the GST

Presem taxpayers could appeal to regisier and submit the mandatory documents.
Registered 1axpayers presently would be appreved corditional registration at an initial
phase and will be mandatory to submut inclusive documents in &6 months, It is
surmised that GST registration will be given according to your PAN aumber. Other
main benefits of GST are that GST registration number could be used in every siaie tn
india. Under the current VAT zone assisted by the State Governments, a VAT trader
should receive VAT registration in particular State. including extra cost and complete
rules and regulations,

Tax imposed on individuals or goods and services termed as taxation. This generates
the revenue of a state or a country by which government works lur the public welfare
by constructing hospitals, schools, roads etc., for public comfort and required utility.
But tax is not simple as it seems and this is classified in nvo types. namely direct tax
and indirect tax. Direct tax is a types of taxation imposed direcily on persons like
income tax while imdirect tax charged on the price of a good or services. Government
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of India imposes an emolument on product or income and the reason of levying tax is
to build the economy of a country by constructing it firm and strong.

Now you mighi think that what is service tax” So let's understand. Service Tax as the
name symbuolises is the tax imposed on particular type of services and this is a type of
indireet tax. Transactions done at service providers levy service tax who does earn
more than T 10 lakh per annum, as such businesses need regisiration of service tax.
Once completed. customers will make payment 15% of tax on respective bill. Amount
paid by service provider is nltimately paid (o the govemmient. Thar's why service tax
is called an indirect tax, which configures payment indirectly goes to (he govt.

The purpose of service tax is to minimise the load of tax on corparate and people.
Service lax was implemented m 1994, The service Lax encompasses Lhe mentjioned list
under section 63 of Finance Act, 1994. This rype of tax is imposed on services,
extluding some those are added in negative list. Jike education scrvices. some
coaching classes. trust activities, cultural events. Section 660 of the Finance Act,
1994 vonstitutes negative lisi. In this technological era where we get everything online
like products, services. or we van do payments enline for movie tickets, registration of
forms ctc. Bt what about caleulating service tax oniine. Now you can vompute your
service tax online and save your time and attain accuracy. This is not so complicaled,
it is very simple and quick. enly you have 1o follow the stepwise instructions, so what
are vou waiting for, let’s see the first step as follows

®  First you have to salect service type

e Next s abatement amount

@ Third you have 1o enter tax payable

® [ astslape you have to fill the total amount.

[t is mandatory for all service providers to appeal {or service tax registration in case
the value of services excecds ¥ 9 Jakhs in a single financial year, covered hy rules and
regulations Jaid by the Govermmment of India. Bul il a case like value of services
provided by a service provider is lower than T 9 Jakhs per annum, tax payer has the
allernative 1o choose whether or not they are inclined 10 fulfil the service tax
registration.

The Service Tax Registration Application should be filed using the ST-1 Form, It can
be submitted online. Clients or any persons who are repistering for service tax for the
first time should create an account hence information in 8T-2 Form ean be compleled.

After account creation, vou will receive a password on vour email 1id. The password
can be alered by a custom password when you login (o the account for the first time.
It can be saved as a permanent account for service tax.

To camplete the ST-1 Form. select ‘REG’ tab in which you have (o choose the uption
Fill ST-17. After fulfillsp the criteria one can be redirected to the 8T-], where one
can [ulfill the information required. It covers Applicant’s Name, Address, PAN Status
of client is needed to Nill the form PAN (if allonied). Applicant’s Name as in PAN,
Constitution of Business, Name of Trustee/Proprietor/HUI, Category of Registration,
and Nature of Registration.

‘Fhe office address ol central institution has fo be entered in the form. In case two
premises, it can be registered in the same form. Select the option thai dircets for
“Services Offered” and then select the services. Information must be fulfifled while
registering.



When Service Tax Registration 15 dowe onling, vou will get Acknowledgement Slip,
sign it before completing the hard copy of the ST-{ Form that o e forwarded 1o the

commissioncraic,

When  documents are semt te ihe commussioner, those are verified by the
superinitendent before allowing the Service Tax Registration Certificate or will
intimate you for not accepting vour Service Tax Registration, if any of the cases is not
exercised within twa days the Service Tax Registranion will be shought as granied.
You have the option 1o choose to get the Service Tax Registration Cemificate {87-2)
onling or by post. When Service Tax Regisirattan Certificate is granted, Service Tax
Number one van get which is 15 characters long. The nimber obtuined would be used

in all invaices.

When one is selecled 1o receive the Service Tax Registration Cernificate online one
can se¢ the ST-2 Foun on homepage. If you want ar a glance, click on the *REG” 1ab,
then chouvse *View' and lastiy select ‘Latest ST-2".

Table 4.1; Service Tax Registration Certificate

‘ Income head under which ]

[f loss coulkd be set Il Losses coujd be Time limit
Luss has incurved eff in the same vear curtied forward anmd for carry
sel off in subsequent ] furward and
YeArs set off of
| ' Insses
o —— ]‘ —
\ Linder Under '7 Under Linder
| the same any the smipe | any wiher ’
Head ather Head feay |
Head !
1. Salaries [nuome oA NA N NA NA
_.1
I House hcome Propeny Yes Yos Yo Na &ears
L_i "rofit from Business i
A4 Business which iy | Yas Yes | Yes e ~ ® vears
Mau=speculation l
h, RSpeculation Yes N Yia Nu f years
Business
c. Depreiaiion which 1 Yex Yis Yes Np NA.
are unabsorbed
d  Investmem which are Yes Yes ( Yo Yes B years
Unabsorbed o
Developmenl !
allowancy |
ks —_— —
4 Captal proti Y s No Yoy N R vears
| { Shori-term} i
}—\ — P, - R |
5 Capstal Profin Y Nuo Yes Nn ] £ vears
;_H ong-1etn} ' f
| 6 Other Sources Income:
S RamLL. e T
4 Crossword Vs ' o No No NIL
Puzaie, Card l
Games, Gombhng. l L
of befteng vt any |
oo !
b, Lass irom activily Yes No Yes MNa 4 Years
of gwing and
mataining Kueeg l'
Horses 1 J
¢ Uther income —\ Yes 1 Yes No Na NIL |
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Figure 4.1: Types of Capital Asset

This loss ¢ould be set off only not in favour of the mcome from owning and
maintaining race hosses. This maintains a fundamental siep of financial conwols of
one’s enterprise. The tasks neced one should have sufficient information and hener
knowledge of principles of financial accounting and agreement which can authorise,
maintain financial data and distribute task among employees. Hence one can figure
oul, Financial accounting that permit us to review and Invigilate such tasks 1o get
result nearly. Stable financtal records enable financial contrels and ides which
minimise the hazard of scam and vandalism, which investors have to monitor.

The newlv rulcs regulated by the Centrval Beard ol Exvise and Customs (CBEC) also
permil fraders and producers of goods like this 10 demand as much as sixty per cent of
the mput tax credit on stocks kept on not sold up 10 30 June Much credit would be
permitted for goods which favour GST at cighteen per cent or motre than it. For goads
other than it, credit ot fortv pet ceni would be accessible. If goods where Integrated
GST (IGST) 18 paid. a credit of thity per cent would be provided for those taxation at
eighteen per cent or above and twenty per cent for praducts which is taxed af lesser
rates. The rules were ultimate by the GST Council in ris meeting on third June and are
supposed to provide some comfort to traders and establishment attained on the status
of list at the period of GST pulled. Required and registered persons are assumed to
surrender a disclosure in ninety days of the value of input tax credit to whiel they are
designated to.

Present Ceniral Excise und Service Tax individnals and VAT traders would be
migrated to GST. GST migrators will be given Provisional 1D and Password by State
Commercial ‘Tax Depantments/CBEC.

Provisional IDs will be releused 1o individuals having a PAN relevant to theu
regisiration. An individual would not be given a Provizional (1) in below cases:

1 The PAN included with the registration ts not valid.

2. Registration of PAN with a State Tax authority and Provisional 1D should be
provided by the above State Tax avthority.

3. Various registrattons of CE/ST al the same PAN i a State. In such copdition, only
| Provisional 1D would be released for the 1st regisiration in order of alphabets.

To include all, the function of IS} is not altered much from that of the conventional
law to the new GST model. But excluding some vital alterations mentioned above,
another alieration is that the [SD in the G5ST law would have to file every monih
returns by 13" of the succeeding month contrast to previous when they had to file
half-apnum returns.

Providing vital relief to car and customer durables producers it has released the
ultimate rules and regulations for transtormatron law in the Goods and Services Tax
(GST). permitting them to bring further input tax credit for ninety days, not in favour
of the previous arrangement of sixty days.

If ponds where Integrated GST (iGST) is paid. a credit of thirdy per cent would be
provided for thosc taxation at eighteen per cent or above and twenty per cent for



products which is faxed a1 lesser rates. The ruies were ultimate by the GST Council in
its meeting on third June and are supposcd to provide some comfort fo traders and
establishment attained on the status of hst at the period of GST pulled.

Goods and Services Tax which would be levied by the state and central governments
cncompasses VAT, Service Tax, etc., as indirect tax. Individual with PAN no. and
person withis threshold of GST is 10 fakh/20 lakh or GST limit are iiablc 10 wmake
registration for GST. TDS paver, casual traders, etc., will be liable to register far GST
GST will be applied on supply of goods & services in India. G8T will be itmposed on
VAL sales fay, excise duty, customs, service tax, luxury tax eic. GST registration is
compulsory when supply of goods and services «n India takes place.

Remistration for GST van be completed online through Central Government or State
Government. Yhe individual has o provide an online application for GST eepistration
by utilizing Yorm GST-1 including information of the poods and services. Onlme
payment required fur the registration fee will be made under GST' registration,
Number will be given an submission of application. After submission of the
application, the applicant reguired to print a copy of the farm. include the documents
and semd to the GST depariment. On inspection, of the form finat GS'1 slip wanld be
released by (he avthorized officer. GST registration process s surmised to be an entire
online provedure alike (0 1he service tax registration process,

According to {Sechioo 71131 af Tncome Tax Acl, 1961 an Assesse could curry forward
the income losses incurred in the head house property up 10 8 years unmediately
succeeding the Assessment yvear in which the 1oss has meurred. This could be adjusted
only against House property Income loss. In this case, an Assesse could file the
belated return

According 1o secuon 72 of Incoine Tax Acr, 1961 an Assesse could carmy forward
non-speculatne business loss up to 8 vears insiantly succeeding the Assessment Year
i which the loss bas incurred then he should (e ITR within due date prescribed
under section 139 (1) of fncome Tax Act 1961, then he would not be abie 1o carry
forward the losses. This could be set ofF only not in favour of business income

According 1y sechion 730 Income Losses in speculative businesses could be carried
forward up 1o d vears instanth forwarding the Assessment year in which il is incurred.

An Assesse should file the [ncome Tax Return within due date prescribed 1o varry
forward the Josses from speculative Business and can be adjusted only against income
from speculation Business.

According v section 73A. Income Losses in Specified husiness loss could be carried
forward subjeet to the following conditions:

oo lncome Joss ir respect of any specified business referred o in section 35AD
would nnt be set off except against profits and gains, 1l any. of any other spevified
business,

12

fncome foss in specified business has not been wholly set off, so much of the Joss
as is 110l su sct off ar the whole loss where the assesse has ne income from any
other specified business shall be carried forward Lo the lollowing assessment year.

v lhis would be set of against the profirs and gains, it any. of any specified
business, carned on by lim assessable for that assessment vear; and

i Whe luss not be completely so set off, the amount of loss not so set off would
be camied forward 1o the fotlowing assessment yezr and so on.

In case a person is unable to set off the capital loss in tbg existing year. both Long
Term Joss  and Short Term  loss would be taken forward immediatcly for
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8 Assessment Years. Capitat Losses from a business are allowed to be carried forward
angd carrying on of this business is not mandatory.

Brought Forward Iricame Losses

Exampie: This 15 observed that Seema’s esierprise income before the claiming
deduction in section 32 on account of depreciation is ¥ 84.000 and depreciation
allowable as per section 32 is ¥ 1,00.000, therefore, afier claiming the deduction on
account of depreciation ol ¥ 1.00,000, there would be a loss of T 16,000, This loss is
on account of depreciation and, therefore. loss of * 16.000 would be (ermed as
unabsorbed depreciation.

The office address af ¢entral institutions has (o be entered in the form. In case two
premises i can be registered in the same form. Selecl the option that directs for
‘Services Offered’ and then select the services. Information imust be fulfiiled while
registering.

When Service Tax Registration is done online, you will get Acknowledgement Slip
print sign it before completing the hard copy of the ST+ Form o be forwarded w Lhe
commissiongrale.

Set of loss in arder ot capiltal goods, which influence the provisions of sub-sections (1}
and {2} of section 17, as pastially utilised for the ntentions of firm and partially for
other intentions or utilised tor influencing taxable delivery including zero rated
delivery and partially for influence excluded supplies. would be given 1o the intentions
of firm or for impact ol taxable delivery in the perusing way.

4.9 DEDUCTION FROM ANNUAL NET VALUE
(SECTION 24)

Under section 24{a). each assessce shall be granted a notional cost equivalent & half a
percentage of the net yea by value of the home for the numerous expenses incurred by
hiwy, Actual cost incurred hy the assessee will not be taken nto account.

lnterest on borrowed capital is allowed as deduction under section 24(b),

a. Inwerest pavable on loans made for acquisition, building, repairs or facelift could
be claimed as the deduction.

b. TInterest payable on a new loan is taken to repay the imuial loan mcreased sconer
{or the aforesaid fuactions can be adimissible as o deduction.

¢ Interest regarding the ycar of completion of building can be completely claimed n
that season in spile of the date of conclusion.

d. Interest pavable on borrowed funds for the time befure the preceding year where
the home has been constructed or acquired, could be claimed as deduction aver a
span of Five Years in deduction under section 24¢h) to gei interested can be found
on an accrual basis. Therefore, interest accrued but nol paid throughout the yvear
may also be maintaimzd as (he deduction.

e Where a purchaser agrees with a vendor to cover the sale price in installments
topether the purchaser becomes the debtor In this scenario, outstanding purchase
price could be treated as funding made for ubtaining property and atrention paid
thereon could be allowed as deductlion under part.

f. TInterest on outstanding inlerest isn't deductible.



4.10 INADMISSIBLE DEDUCTIONS-LOAN TAKEN FROM
_ OUTSIDE INDIA (SECTION 25)

Interest Rates under this Act that's payable outside India will not be deducted should:
a. Taxatunn has not been deducted or paid from these interesie

b, There sn't apy individual n India who could be weated as a broker undeg
Section 163,

Catcgory Il ope house which is seif-occupied or wnoccupicd property

=cction 23(2Y

P Where the House 13 self-occupied 1o gel house or unoccupied during the previous
vear, #s own anpal worth s going to be Nil. No deduction for high taxation js
pennited with regard to such land.

12

The advantage of exemption of a single self-oceupied home 15 offered only to an
individual/HUF.

3. Ihe saving “Unaccupicd land” identifies a property that cannot be inhuhited by
the proprietor because of” his occupation, business or prafession in another
[ocation aird that he resides in such other place at a construction not belonging to
him

Category 1l more than one house which are seff-occupied (deemed to be fet out
property} Section 23(4)

a.  Whure the assessce possesses more than 1 Land for self-uccupation. then the
garnings from any one of such fand. in the conclusion of the assessec. shall be
calculated  wnder  the  self-occupied  land  class  and  another  sell-
mecupicd-unoccupied possession will likely be treated as “decemed renied out
possessions”.

h.  This chuice could be changed the year later in a way beneficial to the assessec.

¢, In the event of deemed fet-out land, the ALV/Expected Rent shall be accepred
suwe the GAV

d. Lhe issue of considering real rent received/receivable doesn't arise, Conseguently.
ne madification is essential due to land remainiap vacant or unrealized lea<c.

Under this head ol earnings, lhere are cases where notional income iy charged to tax
rather than acteal income. For instance —

Annual worth of any one of these properties, in the conclusion ot the assessce. will be
nid and anather possessions arg regarded as let-out, and ingome must be caleulated on
a noriona] basis by accepting the AL V/Expected Rent since the GAV,

Cutegory 111

House properly owned by the assessee and used for own business/profession
section 22/ection JU: 1f amy Indis idual owns any Home‘house and it s being utilized
by hun within his business/profession, earnings of such construction won't be
calculated under the bead heme property rather earnings shall be computed under
mind busmess/pratession, no lease shalt be permitted tn be debited to the profit & loss
account w relation with s kind of building, The earmings of business ar prufession
will pet inereased to this extent and cach of them costs of this Home will probably be
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debited o the profit and loss accounts and deduction under part the cost might be
muntcipal taxation. repairs, depreciation, property earnings, floor rent, etc.

4.12 TAX LIABILITY IN RESPECT OF ARREARS OF
RENT [SECTION 25B]

In this case the assessee receives some amount using arrears of rent in respect of any
house comprising buildings or property appurtenant (o il where he's the proprietor, the
suin so received will be chargeable it will be charged to tax becausc the eamings of
the prior year where such lease is obtained even when the assessee isn't anymore the
owner of the land. In calculating the income chargeable  tax in respect of their
arrears therefore obtained. 30 per cent will be permitied as the deduction also
therefore 70% independently will be chargeable to 1ax. The deduction of 30 per cent is
no matier the real cost incurred.

Sub-letting of House Property Section §6: 1f any Individual has sub-let any Home
property, any earnings recejved witf be taxable under the head additional resources
according to component 36 and addittonal total income will be, lease obtained withon!
expendilures incurred.

Income from House Property situated outside the territory of [ndia.

(i} tnthe event of a resident in India (resident and ordinarily resident in the event of
individuals and HUF}, them eamings froms land [ocated ouside India is non-
refundable, if such revenue is brought to India or never.

(i1} 1{ a gardener bul rot ordinarily resident in India, earnings trom your home located
omside India 1s taxable only if it's obrained in India.

Treatment of incame jfrom co-owned pruperty [Secrion 26]: Where Land is owned by
two or more individuals, whose stocks are certain and ascenainable, then the exrnings
from such land can't be taxed as income ol an AOP contained in his evaluaton in
which the Home property possessed by co-owners is allowed ourside. the more
income from such property will be calculated as though the house is owned by a single
owner and afterward the income so calculated shall be apportioned among exch co-
owner by their particular share,

The owner af a Homne may semetimes gel rent on gonstructivn and additional
resources like state, plant, fumiture and machinery for varnous services supplicd in the
construciion. The sum so obtained is called "composite leasing.”

Where reserve rent ineludes lease of construction and fees for different servrces {hfls.
safety. eic.). thar the composite leasing must be broken up in another manuner:

(aj That the amount aliributable to utilize (and is to be evalyated under section 22 as
earnings from Home property;

(b} Thas the arnount payable to the usage of services would be to charge with tax
wnnder the head “Profits and gains™

Whete reserve leasing is abtained from letting from consiruction and other resources
{such as furniture) and boik letiings aren't separable.

(3) In the event, the setting from construction and other resources aren't separable.
i.e.. anuther parly doesn't accept Jeasing from buildings with ito other resources.
and Usen the fease is taxablc either as company earnings or eamings from other
FOUrCEs:

{b) That can be applicable even if amount receivable for the two lettings is fixed
individualiy.



4.13 WHO IS LIABLE TO PAY INCOME TAX ON THE

INCOME FROM HOUSE PROPERTY

According to section 22, the umner of house propesty will prubably be responsible for
paying income Taration as well as other facets are as supplied below.

(a) The owner is the indiidual who's allowed o obtain imcome frimn your house in
his very own right.
(b} Rewards comprise both frec-holds along with lease-hold rights

{c) The individual wito owns the construction sirouidn’t alse be the penson whae owns
the property o which i stands out.

{d) The assessee has to be the owner of the home property ducing the prior calendar
year. [t's not substance if he's the proprictor n the evaluation year.

{e) In the event the name ol the passession of this house is cumrently under dispute
a court of law, then the choice regarding hat, are the proprictor chargeable to
income-tas under section 22 will function #s those [nuame-1ax Depariment until
the cour gives it decision into the lawsuil filed by this fand.

414 DEEMED OWNERSHIP [SECTION 27|

According to section 27, the following persons, although not fegal officers of a house,
are regarded as tive owners for section 22 to 26,

{1y Transfer to a spoase [section 27(i)f: 1n the event of transpon of Home propeny
by a Person 1o his or her Spouse otherwise than for adequale consideration, the
transferor is considered to be the owner of the moved rcal estare

Fxeeption: But 1n the event of transfer 1o partner about the agicement 1o eside,
the transferor will not be regarded as the proprietor, The transferee is the owner of
the Home property.

(i) Transfer to u minor chitd [Section 27(i)f: In the Transport of [ lome property with
someone ta his or her livde child differently than for adequale consideration. the
transferor 15 considered Lo be the person who owns this House property muved.

Exception: But in the event of transfer ta some small married pirl, the transteror
jsn't reparded as the proprietor.

Lvent Notiee Where money is moved to spouse/minos kid alonp with the
transferee acquires home froin ihis money.

Afterward the transferor will not be handled as deemed proprictar of the home
property. Bul. clubbing provisions will be drawn.

tinvHelder of an impariible estate [Section 27(iipf: The wnpartible Property 1s a
Home which isu't fegally divisible. The holder of an iunpantible esiatc will be
regarded as the person, owner of &ll Properties contained i propeity

Habit is 1o be evaluated in the standing of an HUF But, pan 27(27) will continue
to be relevant in terms of imparhble property by uward ur covenanm

{w)YMember of a co-operative society ete. [Section 27¢iii)]: An Associale of a Sociely
that is concerted, business or other assoeiation of men 10 whom a structure or pan
thereof is allocated or rented under a House Building Scheme of a
society/cotnpany /association. will be deemed 10 become owner of the building or
Part thereot aflocated to lim ¢ven though the amalgamated society/company/
mstitution 1s the lawful owner of the construction.

feh}
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66 (v) Person in possession of a property [Section 27(I1a)}: Someone whao's permitted
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to take or keep this would contain instances where the—
& Ownership of land has been pussed over to the purchaser

b. Purchase consideration has been paid or guaranfecd to be paid to the vendar
from the purchaser

c. Purchase deed has not been implemented in favour of the purchaser. but
cectain other records like electricity or all attarney/agreement into sell/will e,
have already been implemented.

in most of the cases above. the purchaser will be regarded as the owner of the
house though jt isi't enrolted in his name.

{vi} Person having right in a property for a period net less than 12 years [Section

27¢iiif: An Individual who acquires any righls in or to any other building ar a pari
thereof, by any trade as is known in part 269U A i.e., move using lease for hot less
than 12 decades, will be deemed to become whoever awns that building or
companent thereof.

Exceprivn. Any rights using lease per month to month or two for a time not
excceding a year.

4.15 INCOME UNDER THE HEAD HOUSE PROPERTY

WITHOUT HAVING ANY HOUSE PROPERTY

Occasionally an individual has the income below the head Home property altthough he
doesn’t have home property. Such cases are:

L

-

Unrealived Rent — Sectinn 254A4: Where the assessee can't realize rent by a houss
let out info a renter and then the assessee has realised any sum in respect of the
lease, the amount so realized will be deemed fo be income chargeable beneath the
head “"Tncyme from house property” and consequeatly hilled to income-tax
because the eamings of the previous vear where such lease 1y calculated whether
or not the assessee i5 the proprictor of the property because of past calendar year.

Arrears of rest — Section 258: Where (e assessee:

a. Would be that the awner of any land comprising any lands or buildings
appurlenant to it that is let (o a repker and

b. Has obtained some sum, by way ol arrears of rent in such land, not billed 1o
income-tax (o get any prcceding year, the amount obtained, after deducting an
amount equivalent to 30 per cent of the amount. will be required 1o be the
amount of the previous year where such lease 1s obtained. if the assessee is the
owner of the land in this year rather than previous.

Deemed Ownership — Sectivn 27(); A Person who moves differently than for
adequate attention any home property for their Spouse, not heing a move in
connection with the agreement to reside. or to your small child not being a
married girl, will be regarded as the owner of the home propuerty so moved. So
cven in this scenariv this individual will be regarded as the awner of the house
although he doesn’t possess the Real Esiate.

‘That was a detajled report explaining all the major elements of Income from
House Property from section 22 w section 27,

That is the only real head of revenue, which notional taxatiop eamings (except
under specific conditions under-tunding gains. income from varigus sources). The
taxability may not always be of authentic rent aor earnings acquired. but the



probable zarnings that the property js capable of yielding, While sell-occupied and &7
renting, land is at the purview beneath this thought, income from vacani residence Ho‘:ﬁ’g:_:{f_:’
is dealt waih below the brain carnings from various sources. _

Clieck Your Progress
Fill in the blanks

I lncome fram house property is just onz of the taxable minds of carnings
acenrding to the

2. The land should cossist of o it

3 is the tent charged I circumstances where the assessee
doesn’t only let-oul a bome. but also provides additional ameniries.

4, A person shall be of a house once the record of title to
the house is i his tide,

= R _ . 1e., Property that's in the occupation of the proprietor
with the goal of his residence and he doesn't derive any nther advantage
from it

6. _ . +&, renal valve determined by the municipality l(or the

purpose of charging Civil taxation.

4.16 LET US SUM UP

® Income from house property 15 just one of the taxable minds vt earnings actording
to the Intome Tas acuion, It represents the income eamed by a propeny by their
Owner,

® The comerstone of changeabijity under the head income from house property is
Annual income

® Compasite rent is the rent charged in circumstances where the assesseue doesn't
omy let-owl 2 home, but also provides additonal amienities.

® 1f from arrangement between hwo parties. it had heen obvious that the primary
thing was 10 le1-out portion of said Land with added right of utilizing furniture and
ftlings and othier common ameniries. then vent billed fram month 10 menth’s
revenue derived (rom said property and can be assessable ns imcome from Hame.

A person shall be deemed as the owner af a house once the record of title 10 the
house s in his tithe

® The yearly value of land comprising any construction ur pripeny appurtenant
{belonging) to 31, except such land that's used by the assessee for both busmess
and profesaton, will be the taxable price.

e (Gross Annual Value (GAV) of land wil! likely be required to ascertain the yearly
value, which can be grealer of the amount for which the tamd may reasonably be
expecied 1o let from vear (o vear.

® After amounis, will likely be deducted while ascertaining GAV: The gquaniiry of
municipal tnx accomplished from a renter.

e  Gross seatly worth usually means the fair reotal value of a home. §t"s computed
with the support of 4 spares.
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When property taxes levied by a lacal authority for a particular preceding vear is
not paid during this season. no deduction shall be allowed in the computation of
income from house property for this year

In the event of land situated ouside India, taxes imposed by local junisdiction of
the country where the house is located allowabhle.

If the house is partially l21 cutside and partially vacant, in these instances expected
lease should be calcutated for 12 weeks.

As per section 70, if any individval has loss from any home property, such
reduction can be put away from earnings of another home properly and it's known
as infer-source modification or intra-hcad inodification.

Unrealised rent means such lease lhat's irrecoverable and is reparded as reduction,
i.e., poor debt and while computing rent received or receivable, for example,
unrealised lease will probably be excluded., and GAV will be greaicr of
anticipaled rent and lease received/rcceivable (no partcular treatment for example
vacancy).

Linder secrion 24(a). each assessce shall be granted a notional cost equivalent 1o
half a percentage of the net yearly value ol the home for the numerous expenses
incarred by him. Actual cost incurred by the assessae will not be taken mto
account,

Where the louse is seli-occupied w ged house vr unoceupied during the previous
year, its own annual worth is going to be Nil. No deduction for high taxation is
permitied with regard to such land,

Where the assessee possesses more than 1 Land for self-occupation. then the
earnings from any one of such land, in the cenclusion of the assessee, shall be
calculated  under the  self-occupied  tand  class  ond  another  seld-
occupted/unoccupied possession will likely be trealed as "deemed remted out
possessions”,

Annual worth of any one of these propenties, in the conclusion of the assessee.
will be nil and another possessions are reparded as let-out, #nd income must be
calculated on a noljional hasts by accepring the ALV/Expected Rent since the
GAV.

If any Individual owns any Home/house and it is being utibzed by hiny within his
business/professian. eamings of such construction won't be calculated under the
head home property rather eamings shall be computed under mind
business/professian. no lease shall be permitled to be debiled (o the profit & loss
account in relation with this kind of buildmg.

4.17 UNITEND ACTIVITY

Prepare a cepart on incame Lax faws {or house property and give a presentation.

4.18 KEYWORDS

Income from house praperty: I represents the income earmed by a properiy by their
OWIET.

Taxahle value: The yearly value of land comprising any consiruction or property
appurtenant (belonging) to it, excepi such land that's used by the assessee For both
business and prufession, will be the taxoble price.




Unrealised rent: Unrealised rent means such lease that's {rrecoverable and is
regarded as reduction. i.e., poor debt.

Gross pearly worth: Gross yearly worth usualty means the fair rental value of a home,
{t's computed with the support of 4 spares.

4.19 QUESTIONS FOR DISCUSSION

1. Boscribe how is income from house property is extracied as per section {22-27) of
Income Tax Law.

3o

What is cemposite rent? Discuss in deail.
3. Eaplain the concept of taxable value,

What is deemed ownership? Explain in detail,

o

Check Your Progress: Model Answer

I Jocome Tax aclion

9

Building or Property Appurtenan

Composite rent

.':‘ I

Decined as an vwner

5. Sclfoccenpied property

6. Municipal valuation
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5.0 AIMS AND OBJECTIVES

After studying this lesson. you should be able to:

@ Explain the meaning of business

e Discuss the methaods lor computing taxable income and calculating depreciation
® Explain the speculative business income
| ]

Describe the scope of business income



5.] INTRO DU CTION income from Busm::.

and Frofession

Business is an activity of purchase and sell of goods with the intention of making
profit. Profession is an occupation requiring intellectual skill. E.g. Doctor. Lawver elc
Vogation is an activity, which requires a specal skill, which i1s used to earn income
e.g. Pawnter. Singer ete. For income lax purpose there is no difference between
business income, profession income and vocation income.

Sectronn 2 (13). Business includes any trade. commerce or manulacture or any
adveniure or concern in the nature of trade, commerce or manufacture,

Thus business ts any activity carried out with the intention to earp profit. whether such
an aclivily is continuous or temparary s immaterial. In determining whether a
particular Wransaction is an adventure in the nature of trade or noi, total impression and
effect of all relevant facts and circumstances of the transaction have lo be seen. To
bring a transaction within the term “business”, the transaction must be a “trade™ or in
the nature of “trade™. Hence everything depends upon the facts and circumstances of
the case. E.g. A person making investment of surplus fuads in shares or debentures
cannot be deemed 1o be camying on the business of trading in shares although
occasionally he may be selling “some™ shares or debentures and making gains thereon

5.2 WHAT IS A BUSINESS?

Business, quite simply means an occupation carried on by someone who has a view 1o
bringing n profit.

Business conlains any of the following.

e Trade

e  (Commerce

e Manufacturing

Cven delivering services 1o other people is also considered as business.

For, e.p.. having a store, running a hotel, transport. travel service, share broking, cic

Business doesn't include income from profession or veature firm.

5.2.1 Business: Section 2 (13)

As per he Section 2(13), business has been defined as any sysiem related to any trade,
commerce or manufacture or any adventure or concern like trade, commerce or
manufacture,

From the above definition, we can make oul that business means any continuous or
systematic way of carrying out a profession.

Profession can be described as a vocation, or cven a project requining soine idea
particilar skill, and distinctive understanding.

So profession identifies those actions where the livelihood is made from the men
through their manual or intellectual skill as follows:

e Legal

e Medical

e [ngmeering

8 Charlered Accountant
s Architectural ete.
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Any income earned by an individual from the above-listed activities will be taxed
unader the head Income {rom Business and Profession.

5.3 METHODS OF COMPUTING TAXABLE INCOME

Preduct Sales or Gross penalties since the case might be are to be considered as the
base when Receipl and Pavinent A/C are given. From this Gross Income costs that are
specially allowed by the income, tax act would be deducted to arrive at tavible
earnings.

[t profits & reduction or income and cost a/c 15 Provided Net Profit has been taken as
the base,

5.3.1 Basis of Charge: Section 28

Under Section 28 the following would be the earnings chargeable o income tax for
business or profession:

(1) Profiis and Benefits of almost any business oy profession tat's 1aken on by the
assessee al any time throughoot the prior calendar year,

(2) Any reimbursement or any payment due to or obtained by an assessee for
reduction of bureau due to conclusion or alteration of provisions.

{3) Income derived with a transaction, professional or a comparable insnitution for
certain services performed becauvse ol its own members.

{4} Any gain available on a permit given beneath imports (conteollersy Order 1953
made beneath Imports & Exports (controller) Act af 1947,

(3) Any money help (with whatever name called) received or lien against exporis
bencath.

t6) Any obligation of customs or excise reinbursed ar repayable as downside lo some
individual against

{7) Any gain un the move of this duty entitlement pass book scheme beneath export-
import policy

(8} Any gain on the move of this Dunv-Free replenishment centificate wnder the
eaport-impart policy.

Exercise or business of a livelihood, e.g.. A 1alent received by the lawyer from his
cuslomer's.

{9} Amount lien or received in money or kind under an arrangement for not carrying
out any activity regarding any firm or perhaps not discussing some discover the
way. copyright pateni, commerce mark, psrmit franchise or another company of
business directly ol similar character or technique or information pronc to help
the processing or manutaciure of goods and supply of services.

(10) Any amount received Tor example bonus under Keyman insurance plan.

(1 1YAny amount obigined (or lien) in kind or cash. due to any capital asset {(besides
land or goodwill or financial tool) has been demolished. destroved, lost or moved,
in the event, the whole of this cost on such capital advantage was gnabled hevause
of deduction under SECTION 35AD.

(1) Revenrue by a speculative organization.



5.4 DEDUCTIONS FOR EXPENSES SPECIFICALLY

-

1.

!"J

i)

_ALLOWED U/S (30-43D)

Rent. rates, taxes, repairs, and insurance of building (Section 30);

(a) I assessee has occupied the premises as a tenanld. rent of the premises and
when he has agreed to bear expense of hixes. such cost s allowed as
deduction. given il isn't of Capital form

(b) 11 the assessee has occupied premises as the owner, repairs. propey reveaue,
local iaxes, insurance premium, erc.. are allowed as deduction, But no
expenditure i she ferm of funding spending 15 allowed.

Repairs & Insurance of Machinery, Plane & Eurniture (Section 31): Amount
paid due jo repairs and msurance premium agamst the danger ol harm regarding
machinery, plant & Yorpiture are allowed as deduction given that they're not of
capilal character,

Depreciation w’s 32: Under Section 32 depreciation on asscts s allowed as a
deduction, while computing income from business or protession. o clam this
deducton afier conditions should be sausfied:

(a2} Assessee should be the awner of the assct.
{h) The assel has to be utilized for the business.
tc) Such use must maintain the previous calendar vea

Depreviation s allowed not on individual asset itemns, but on block of properny
uader the fullowing categories:

i Fumiture
2. Plant & Machinery
1 Buildings

1 fprangible Assets acquured afier March 3. 1998, such as rrademarks,
licenses, franchises or any other business or commercial rights al similar
narore.,

The term “plant’ includes ships, vehictes. books. scientific devices and surgical
equipment utilized for your own business bur excludes tea plantations or live
inventiosy,

1 any asset falling in block of tesources is obtained during the year and place to
use during the previous season for less than 180 davs’ depreciation on such
strength shall be restricied tn 30 per cent of the standard veduction,

No depreciation is permitied on the motor car which 1s manufactured oul of fndia
and acquired vn or after 'st March 1975 but before |5t April 2001 However, this
restriction does not apply il

1 Assessec carries an a business of running the ¢ar na the hire for tousist, or

T It the assessge is using the car vutside India because of his business in a
difTerent country

3.} business is carried on tn a building nol awned by 1he assessee but acquired
ou Jense of

Any additional occupancy right and any capital expendilwe are incurred by him in
respect of this construction such expenditure will be considered as the cost of the
asset as il he is the owner of this property.

13
[ncome fromn Business
snd Professwon
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3.5 DEPRECIATION

Depreciation 1s a process of svstematic reduction in the recorded cost of a fixed asset.
Fixed assets could be depreviated are buildings, furnilure, leasehold improvements,
and office equipment. Land is the only exception, which is not depreciated. The usage
of implementing depreciation 15 10 cover a portion of the cast of a fNixed asset to the
revenue that it generates; this is compulsory under the matching principle, where we
could record revenues with their agsociated expgenses in the same reporting period in
order to give a complete picture of the results of a revenve-gencrating transaction. The
aguregate ¢ffect of depreciation is a slow decline in the already reporred available
amount of fixed assets an the balance sheet.

Steps to Calculate Depreciation in Business
[ollowing three methods used to compute depreciation. They are:

| Straight line method

ta

Linil of production method
3. Douhble-declining batance method
Three main inputs are necessary to compute depreciahion

1. Useful life: [t is the tune penod in which the company poaders the [ixed assel
to be productive. Apart from its useful life, the fixed asset is na longer cost
effective to continue the operation of the asset Not like the Anti-Dumping
Duty, the levy ot Safeguard Duby would not requisite the central government
to estimate a good is to be imported at a lesser price ot the market cost.
Safeguard Duty is levied if the government declares a sudden hike in exports
or claims to create ¢ishy hazard to a private sector Release of notice relating
to the Tevy of Sateguard Duty has validity for 4 vears with the probability with
expansion of () years.

Depreciation is controlled by commission releascs an allowance for he levy
of a Preventive Duty . the central government would select to levy these at a
rate  which would not be succeeded thar prescribed through  Tavifl
Commissian. The central government could specialise the time up ta which
the preventive dury would he implemented minimise or expand the time, and
fix the ellicient raic.

2. Salvage Value: Alter the uselul life of the fixed asset, the organisation should
consider selling it at a reduced amount. This is known as the salvage value of
the asset. The document has to be released in thirty days of 1st July the
planned GST pulling date. The proficiency would, although be sepregated of
the transformation plan, means. who is utilising it would not be required to
allegate input x credit on not sold poods. The CBEC has even notified of a
various {ine and utilising “provisions for recovery of credit, interest and [ine
in the CENVAT Cradit Rules, 2004” not in favour of producers who collect
tax credit Iwo times on the similar goods. Traders and producers would be
assumed to suhmit an onling disclosure in sixty days on the GSTN.

[t provides tmancial data in such a way which depict smooth business
performance function, As an owner of a finm, one c¢an wse financial
accounling to advances ratio analysis and practise these catios to execute
significant information of numerous dimension of an expansive finn. Cash
position of an enterprise can be analysed by profit or sales ratio and by
contrast it with your past execution or the observation of competitors.
Financial accounting helps vou formulate vour future course of action or
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strotegy and measure the success of this strategy with the financial
mformation produced from ancther peniod. To be purposeful, salue-added
lask. financial accounting of a firm should follow suine delegation. i should
be pertinent enables data stakeholder donynation. Financial accounting must
be acceplable, so the cust of presenting thes information should not exceed its
benefit. The information thay you present must he consistent. and yon must
meticslously follow the same accounting prnciples for all records, In each
and every lax system, for identification of tax pavers there is requiveinent of
regisirotion 1o saleguard tax consent 0 the economy, Under the GST Law
registration of any enterprise ov firm signify collecting a wnmgque number from
1ax authonitics (o obtain tax from government side and to account Input Tax
Credit for the taxes on his inbound stores [ a person is not regisiered under
GST can neither calleer tax from his consumers nor claim any inputl Tax
Cradit of tax pawd by them.

I we will wlk ahout nature of repistration then il is Siate specific and PAN
based. Provider lromn where hie is supplying has jo register in panicular State
ar Union Yerstory. The provider is grven a 15-digit GST identification
pumber called “GSTIN™ under GST registration. and a certification of
registration inchuling GSTIN provided 1o the applicant on the GSTN portal,
GST law suggests particular process lor registration, also for the extension of
the operalion perid of informal or Non-Kesidemt taxable individuals Sueh
persons have v apply lor registranion before five days in advance fo making
any supply before it And registration is approved or operational time period is
increased only after advance deposit of the progressive tax liability.

IN supplies 1o ugencies like, muitinational financial istuutions, UN
argaiizatien and other orgamizations, a unique idenufication number (UTN) 1
afloned. The newly rules regulated by the Cenwral Board o) Excise and
Customs (CBEC) atso permit traders and producers of goods like this
demand ax much as sixty per cent of the input lax ¢redit on stocks kepl on nat
soll up 1o thisty fune. Much credit would be permitted for goods which favour
GST at eighteen pev cent o much than it. For goods other than i, credit of
forty per cent would be aceessible.

I woods where [mlegrated GST (TGST) s paid, a credit of thirly per cent
would be provided for those raxation at eighteen per cent ur above and twenity
per cent for products which is taxed at lesser rates. Che rules were ullimate by
the G881 Cauncil in its meeting on third Jure and are supposed 1o provide
some comiort to wraders and establishment attamed on the siatus of lis1 at the
period of GST pulled. Required and registercd persons are assumed to
surrender a diselosure in ninety day s of the value of input tax credit 10 which
they are desipnated 1o

The Cost of the Asset; It classifies laxes, shipping. and preparstion/setup
expenses.

fn cach and every 1ax systeny, for idenufication of tax payers there 15
requirement of registrabion to safegoard tax consent in the cconomy. Under
the GST ! aw registration of any enterprise or firn signify collecting a unigue
number from lax authorities to obtain tax Iram povernment side and (o
aceount Input Fax Credit [or the taxes on his inbound stores. 1fa person is not
registered wider GST can neither collect tax from his consumers nor claim
any input Tax Credit of tax paid by them. {t we wall talk about nature of
cegistrabon then itis State specific and PAN based. Provider {rom where he is
supplying has (o register in particular State or Union territory,

"
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The provider is given a 15-digit GST identification number called “GSTIN™
under GST registration, and a certification of registration including GSTIN
provided to the applicant on the GSTN portal. GST law suggests particular
process for registration, alsu for the extension of the operation period of
informal or Non-Resident taxable mdividuals. Such persons have 1o apply for
registration before five days in advance to maktng any supply before it. And
registration is approved or uperational time period is increased only after
advance deposit of

It prevides [Linancial data in such a way which depict smooth buysiness
performance function. As an owner of a firm, one ean use financial
accounting to advances ratio analysis and practise these ratios 10 execute
significant information of numercus dimension of 2n expansive firm,

Cash position of an emterprise can be analysed by profit or sales ratio and by
cantrast it with your past exccution or thc abservation of competitors,
Financial accounting helps you formulate vour future ¢ourse of aclion or
strategy and measure the success of this sirategy with the financial
information produced from another period. To be purposeful. value-added
task, Financial accounting of a firm should follow some delegation. [t should
be pertinent vnables data stakehalder dominalion. Financia! accounting must
be acceptable, so the cast of presenting this information should not exceed ilg
benefit. The information (hat you present must be consisient, and you must
meticulousty follow the same accounting principles Tor all tecords. Tn each
and every tax system, for identification of tax payers there is requirement of
repistration to safeguard tax conscnt in the economy. Under the GST Law
registraiion of any enterprise or fimm signify collecting a unigue number from
1ax aothorifies 1o obtain tax from government side and 1o account lnput Tax
Credit for the taxcs on his inbound stores. 1 a person is not registered under
GST can neither collect tan from his consumers nor claim any inpul Cax
Credit of tax paid by them.

Depreciation Problens

1f we will 1alk about nature of registration then it iz State specific and PAN based.
Provider from where he is supplying has to register in particular State or Unjon
lerritory. The provider i1s given a 13-digit GST identification number called “GSTIN"
under GST registration, and a certification of registration including GSTIN provided
10 the applicant on the GSTN poral, GST lasv sugpests particular process for
regisiration.

Mon-Resident taxable individuals, Such persons have to apply for registration hefore
five days in advance (o making any supply before it. Awd registration is approved or
operational time period 15 increased only afier advance deposit of the progressive tax
liability.

The newly rules regulated by the Central Board of Excise and Customs (CBEC) also
permit traders and producers of goods like this [o dernand as much as sixty per cent of
the input tax credit an stocks kept on not sold up fo thirty June. Much credit would be
permitied for goods which favour GST at eighteen per cent or much than i1. For goods
aother than it, credit of Farty per cent would be accessible. If poods where Inteprated
GST (FGST) is paid, a credil of thirly per cent would be provided for those taxation a
eighteen per cenl or above and twenty per cent for products which is taxed at lesser
rates. The rules were oltimate by the GST Council in its meeting on third June and are
supposed to provide some comfort to fraders and cstablishment aftained on ihe status
ot list at the period of GST puiled. Required and registered persons are assumed 0



surrender a disclosure in ninety days of the value of input tax credn ta which they are
designated o,

If supphics tn agencies like. muliinational financial instirutions, UN organization and
orher organizanions, a unique dentificatian nwnber (UIN} is allotted. The newly rules
regulated by the Central Board of Excise and Customs (CBEC) also permit iraders and
producers al gaods like this to demand as much as sixty per cent of the input tax credit
on stocks Kept on not sold ap to thirty June. Much eredit would be permitted for voods
which favour GST at ergliteen per cent or muceh than it. For goods vther thaw it, credit
of fosty per cent would be accessible.

[F goods where Tmegrated GST (1GS'TY is paid, a credit of thirty per cent would be
provided for those taxation at eighteen per cent or above and twenty per cent for
products which is taxed at lesser rales. The rudes were ultimate by the GST Council in
its meeting on third June and are supposed ta provide some comfort to traders and
establishmeny anained on the status of list at the period of GST pulled, Required and
registered persons are assumed 1o surrender a disciasure in ninety days of the vaiue of
inpur tax credit 10 which they are designated to,

Types of Deprecintion

L. Siraight lne Depreciation Method: It is vital method of all. It considers sunple
sllocation of an ¢ven rate of depreciation cvery year over the usefu) life of the
assct. The formula for straight line depreciation is:

Annual Depreciation Expense = {Asset cost — Residual Valuey
Useful lefe ol the asset

Example: Let us a manufacturing enterprise purchases a machinery for
T 100,000 and the useful hfe of the machinery are {0 years and the remaining
value of the machinery is ¥ 20.000

Amsual Depreciation Expense = {100,000-20,000)/10 = T 8,000

'hus the emerprise can take T B000 as the depreciation expense every year ave
the next len years as shown in depreciation table below,

— ; .
Y e Original vost — Residval Vatue Depreciation Expense
A L S RSP R P R D B, U R e A LR e s o g Y ST SR
| 2 ROONG T Bixm
4 T 80000 T B
i T 80000 T KO0
o s oy e gmom am pm ge b o s ooy e o
1 T B0000 T Rpod)
B T T VoL S PO e e e e
{ 5 T B0000 7 300
b | T 80000 T SiHs
- ¥ 30000 T Ruk)
HYSIETEPES,| TP AT SR ST
L B T QOO0 T X0
4 T 0un T KOO0
S S S ——
l 1 J T ROOG0 T 40600

b
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As per Section 23 of the Act. A fanmer in respect of supply of his farmland production
as individual specially doing delivery of nomn-taxable wiil nat he feasible for GST
registration, Including, the CBEC issued the drafl credit transfer document to access
further on full credit of excise duty {0 a trader for not sold stocks previous the last of
the month. But, this facility would be accessible only for high-end goods costed over
¥ 25,000 thai ~are examinable as a different number, like engine number vl a car™,

The document has to be released ip thirty davs of 1% July the planned GST putling
date. The proficiency wouid, although be segregated of the transformation plon.
fneans. who is utilising it would not be required to allegate input lax ¢redit on not sold
goods. The CBEC has even notified of a various line and utilising “provisions for
recavery of credit, interest and fine in the CENVAT Credit Rules, 2004” not in favour
of producers who collect tax credit two times on the similar pocds. Teaders and
producers would be assumed o submit an online disclosure in sixty days on the
GSTN.

The central government would levy an anti-dumping duty il it estimates a good is
being imported at lesser from market price. and an importer would be released. The
duty could not go beyond the difference in the export and average cost. I s not
applicabie (o poods imported by units i Free Trade Zones (FTZs Export Oriented
Unirs {LOLNY and Special Econornic Zones (SEZs), 1n case if importer is rcleasad by
the central governement then imposition of Anti-Dumping duty, the release would he
valid For 5 years with the probability ol being expanded to 10 years,

Not like the Anli- Dumping Duty, the levy of Safeguard Duty would not requisite the
ceniral governmen! (0 eslimate a good is to be imported at lesser from market cost.
Sateguard Duty is levied it the government declares that a on a sudden hike in exports
is reason, or ¢laims to create risky hazard to a private sector. Release of notice relating
1o the levy of Safepuard Dury have validily for 4 years with the probability winh
expansion of il vears.

Prevemtive duty 1s levied 1o protect private industry from imports. [n case, if the Tanf{l
Commission releases an allowance for the levy of a Preventive Duty, the central
government would szlect to Jevy lhese at a rate which would not be succeeded that
prescribed through Taritf Commission. The central government could specialisc the
time up to which the preventive duty would being implemented minimise or expand
the Lime, and fix the eMicient rate.

Cducation Cess is imposed at 2% and Higher Education Cess at 1% of the total of
customs duties. 1t is not exclusive of Safeguard Duty, Couniervailing Duty on relaied
arlicles, or Anti-Dumping Duty. although,

On exporting or importing of goods from India, the enterprise or person shoulid
receive an Import Exporl Code or TE Code from the Directorate General of Foreigu
frade. IE Code could be reccived by the onganisation on receiving ot PAN and
opening a bank account.

Ax an imporier or exparier should be registered Terms of Sale is negotiated. Export
formalives and responsibililics towards sale proceed should be undersivod.
Uinderstanding of docurmentation on Custotn duty Custam formalities o be completed
and documents is obtained for exparts. Subinitted to the Bank for onward wansmission
to purchaser Sale Proceeds is received. Accounting is an integrat part of accountability
commonily known as recording the (ransaction, summarising, reporting and analysmg,
the numerical figures to understand the financial position of a company/fim to
monitor the progressive success or bankruptcy of a business in terms of monetary
measure. Cerain steps are followed for keeping records in accounts by an accountant
t¢ maintain a sleady function of a running cnterprise. Whercas Auditing in VAT



means Valee added 1ax is the differéence of Vahie added tax inpul and Valve added
Tax vutput.

This Auditing of VAT s performed by a Tax auditor or authorised tax officer to
ascertam the traders who is deceiving the Indian govt. by not paying rax thus
collapsing the Tndian economy To such offenders penalties arc applicable to punish
them to operate the accuracy of accoums, bookkeeping and dncuments welevant Lo it
Sometimes, traders who is creating errors due to lack of information or slhight
negligence, in such case taa authorities helps such dealers o rectify 1he mustakes and
assistin VAT auditing so that they can provide a valid explanation sbout their
business detaily,

it provides linancial data in such a way which depict smooth businesy performance
funetion, As an vwner ot a firm, onc can use financial accounling to advances ratio
atalysis and priaclise these ratins to execute siguificant information of numerous
dimension of an expaasive Ninn,

Cash position of an enterprise can be analysed by profit or sales ratio and by contrast
11 with your past execulion o1 the observation of competitors. Financial accounting
helps you formulate your future course of action or strategy and mcasure lhe success
of this stiategy with the financial information produced trom anuther perind. To be
purposeful, value-added task, fOnancial accounting of a firm should (ollow same
delegation. )t should be pertiner enables data stakeholder domination, Financial
avcounting must be acceptable, so the cost of presenting this infarmarion should not
exceed its benefit. The wlformation that you present must be consistent, and vou must
meticulously follow the same accounting principles for all reconds. lo cach and cvery
tax systein, for identification of tax payers there is requirement of registration to
safeguard rax consent in the ecomomy. Under the GST Law registraion of any
enterprise or firm signifv collecting a umique number from tax authorities (o abtain tax
from govertmem side and to account lapet Tax Credit for the taxes on Jus inhbound
stores. 1F @ person is not registered urder GST can neither colicct tax from his
comsumers nor claim any input Tax Credit of tax paid by them,

IF we witl 1alk about nature of registration then it s State specific and PAN based,
Pravider [rom where he is supplying has to register in particulac Sate or Uning
territory. The provider is given a L5-digit GST 1dentification number called “GSTINT
under GST regiswration, and a certification of registration including GSTIN provided
to the applicant on the GSTN peral. GST law sugpests pariicular process for
registralion, also for the extension of the operation perjod of informal ot Non Resident
taxable mdividuals, Sueh persons have o apply for registvation before Tive days in
advance o making any supply before it. And registration is approved or pperationsl
time period is increased only after advance deposit of the progressive tax labilily,

(f supplics to agencies like, multinational financial institutions, UN orgamization and
other organizations, a umgue identification number (UIN1 s alletted. The newly rules
regilated by the Centryl Domd of Excise and Customs (CBEC) alse permit iraders and
producers of goosds fike thns 1o demand as much as sixéy per cent ¢f the input 1ax credil
on stocks kept on not sald up to thirty June. Much credit waonld be permitied for goods
which tavour GST at eighteen per cent or much than it Far goods other than it vredit
of torn per cent would be accessible.

(f gouds where Integrated GST (1GST) is paid, a credit of thirty per cent would be
provided for those txation at eighteen per cent or above and twenty per cent for
products which is taxed a1 lesser rates. The rules were ultunate by the GST Counci) in
its meeting on third June and are supposed to provide some comfort to traders and
establishment atlained on the status of [ist at the period of GST puiled. Required and
registered persons are assumed to surrender a disclosure in ninety days of 1he value of
input tas cradit to which thev are designated to,
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If goods where Integrated GST (I1GST) 15 paid. a credit of thirty per cent would be
provided for those laxation at eighteen per cent or above and hwenty per cent for
products which is taxed at lesser rates. The rules were ultimate by the GST Council m
its meetmg on third June and are supposed to provide some comfort @ traders and
establishment attained on the status of list at the period of GST pulled. Required and
registered persons are assumed to surrender a disclosure in ninely days of the valug ot
input tax credit to which they are designated to.

Building Depreciation Schiedules

It provides financial data in such a way which depict smooth business performance
function, As an owner of a firm, one can use fipancial accounting 1o advances ratio
analysis and practise these ralios to execute significimt informauon of numerous
dimension of an expansive firm. Cash position of an enterprise can be analysed by
profil or sales ratio and by contrast it with your past execotion or the observation of
competitors. Financial accounting helps you fonnulate your fulure course of action or
strategy and measure the success of (his sirategy with the financial mformation
produced from another period. To be purposcful. value-added task. financial
accounting of a firm showld follow some delegation, Tt should be pertinent enables
data stakeliolder dominatian. Financial accounting must be accoptable, so the cost of
presenting this information should not exceed its benzlit.

Easy. sunple procedure as taxes would be simpler majorly, and an enterprise would
realize the simooth flow of goods in respected state. The GST s a vital process for fair
governance and one have not to worry about taxes at many times. Bringing ITC Rutes
for Common Credit in GST i.e. Taxable delivery ,organization and activity of a non-
firm it is proved that new policies are attached to vast exlest with the presemt policies
for claiming inpui tax credit in CENVAT Rules 2004, considered 1o input services and
inputs utilized for firm and non- organizauon activity i.e. tor personal atfairs giving
laxable delivery. Provider who supply goods and / or services are imposed to tax
under GS1 faw, and total turnover in a year succeeds the threshold beyond ol twenty
lakh rupees wonld be eligible to register himself in the State or the Union territory of
Delhi or Puducherry from place he makes Ihe taxable supply Eleven specisl divisions
this (hreshold limit for registration eligibility is abour fea lakh rupees. Apart from it,
Section 24 of the Act implies classilication of providers would be feasible to register
even if aggregale turnover 1y lower the threshold hinut of 20 lakh rupees. As per
Section 23 ot the Act. A farmer in respect of supply of his farmland production as
individual specially doing delivery of non-laxable will not be feasibic for GST
registration.

Depreciation on Income Statement

The document has to be refeased in thirly days of 1% July the planned GS1 pulling
date. The proficicncy would, akhough be sepregated of (he transformation plan,
means, who is utilising it would nos be reguired fo allegate input tax credit on not sold
goods, The CBEC has even notified of a various [ine and utilising “provisions lor
recovery of credit, interest and fine in the CENVAT Credit Rules, 20047 not in favour
of preducers who collect lax credit two times on the similar goods, Traders amd
producers would be assumed to submit an online disclosure in sixty days on the
GSTN.

In each and every tax sysicm, for identification of tax payers there is requirement of
registration to safeguard tax cansent in the economny. Under the GST Law regisiration
of any enterprise or firm signify collecting a wnique number from tax authorities to
obtain tax from government side and 1o account [nput Tax Credit for the taxes on his
inbound stores. 1f a person is not registered under GST can ncither collect tax from his
consumers nor ¢laim any input Tax Credit of tax paid by them. If we will talk about



nature of regisiration then o 1s State specific and PAN based. Provider from where he
is supplying has to register in particular State or Untun territery.

-t

Causes af Depreciotion

In provides financial data in such a way which depict smooth business
performance function of depreciation. As an owner of a finm. one can use
financial accountmy 1o advances ratio analysis aud practise thesc ratios (o execute
significant information of numerous dimension of an expansine firm. Cash
position of an enterprise can be analysed by prolit or sales rano end hy contrast it
with your past exccution or the obscrvation of competitors. Financiwal accouniing
fielps you formulate your future course of action or stralegy and measuvre the
suecess af this strutegy with the financial information produced from another
peviod. To be purposeful, value-added task, financial accounting of a {irm should
follow some delegation. It should be pertinent enables Jata stakeholder
domination. Financial accounimg must be acceptable, so the cust of presenting
this information should not exceed its benefit,

The information that you present must be consistent. and vou musl meticidously
follow the saine accounting principles for all records. In each and every tax
system. for idenufication of tax pavers there 15 requirement of regisiration (o
safeguard tax consent in the econamy. Under the GST Law registratinn of any
enterprise or firm signify collecting a unique bumber from tax authonues (o obtai
tax from gusemnment side and to account fuput Tax Credit for the tanes on his
ihound stores. If a person 15 not registered under GST can nether collect tax
from hix consmners not clam amy mput Tax Credit of tax paid by them.

Double Declining Method: ti s one of the nwo significamt methods a corporaie
usey t¢ account for the expenses of a fixad asset. It is an accelerated depreciation
meihod, As the name indicatcs, it ¢ouns @xpense twice as much as the book value
of the assetl every yvear,

1 we will 12k aboul nature of registration then it is Stare specific and PAN based.
Provider from where he is supplying has fo register in parlicular State or Umion
territory. The provider is given a 15-digit (GST identification number called
CGSTINT under GST registration, and a cortifieation of registration Including,
GSHIN provided to the applicant on the GSTN portal. GS) law sugpests
particular procesy for registratiun. also for the extension of the operanion period of
infortnzl or Non-Resident taxabie individuals. Such porsons have 1o apply for
registration belore five days in advanee 1o making any supply before ot And
registralion is approved or operational time period s increased vnly after advance
deposit of the propressive fax hability.

If supplies to agencies like. multinational financial institutions. UIN organization
and other organizations, a unigue identilication number (LN} is allotted. The
newlv rules regulated by the Central Board of Excise and Customs (CBEC) also
permit traders and producers of goods like this to demand as much 8y Sixty per
cent of the input tax credit on stocks kept on aot sokd up to thirhy lune. Much
credit would he permitted For goods which favour GST at ewghteen per cent or
much than 11, For goods other than it, eredit of forty per cent would be accessible.

a. Stapes of audit activity and intervals of audit would depend vn the erew
feasible in the VAT trader’s community  Although it would be mandatory 1
assure the present crew sel up to achieve dwal goals ol increasing smproving
voluntary tax compliance by VAT denlers ang collection of revenue.

b. The goal ottainment can generate a rivalry sometimes., directing of risk dealers
mitst increase revenue coliection, while hroad audit coverope becomes
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mandatory to aflain peak voluntary compliance. Hence a balance has to be
struck between the hwa.

¢. The goa! of Audit is to (i)l the gap where Tax is legally due to state and Tax is
paid actually by the tax pavers.

Major goal of audit is 1o expand cevenue collection and upgrade tax compliance
by the trader. During this process, legal rights of traders should be safeguard and
dignified. Process of audit should be bandled effictently to introduce the Law in
etlect.

Unit of Production Method: )t is a two-step process, not like straight line method.
It equal expense rates are given o cach unil produced, 1t makes the method very
useful i assembly for production lines. Hence, the calculation is based on output
capability of the assat rather than 1he nuiber of years.

The tasks needs one should have seflicient information and hewer knowledge of
principles of financial accounting and agreement which can authorise, maiatain
financiel data and distsibute task among employees. Hence one can figure out,
Financial accounting permit us 10 review and invigilate such tasks to ger result
nearly Stable tinanciat records enables Mpancial controls and idea which
minimise the hazard of scam and vandalism. which investors have to monitor.

A process well-known as double enwry bookkecping also noted by “double entry
accounting”. Every [inancial fransaction made by a finn that a company is being
recorded in this entity. Can vou tell me why Financial accounting is known as
double entry bookkeeping. The terminolegy “double entry™ implies that each
transaction made influence (two accounts at last, Benefits of double entry book
keeping is at any point of time. fiem’s ' asset accounts balance would be equal to
the liability and stockholders' equity accounts bafance

Step 1: Calculate per unit depreciation:

Per unit Depreciation = {Asset ¢ost — Restdual value) / Useful Iife in omits of
production

Step 2: Calculate the 1o1al depreciation of actual units produced:
Tatal Depreciation kxpense = Per Unit Depreciation * Units Produced

Example: ABC enterprise purchases a prinling press to print Myers for T 40,000
with a wseful life of 1, 80,000 units and residual value of T 4000. Tt prints 4000
flyers.

Step 1: Per unit Depreciation = (40,000-4000)1 80,600 = £ 0.2
Step 2: Tatal Deprecialion expense =¥ 0.2 * 4000 Nyers = T 800

So the total Depreciation expense is € 800 which is accounted. As per unit
depreciation is found out, this could be ymplemented to fulure output runs.

But, this faeility would be accessible enly for high-end yoods costed over
T 25.000 thas “are examinable as a different number, like engine number of a car™.
The document has to be released in thirty days of 17 July the planned GST pulling
date. The proficiency would. although be segregated of the mansformation plan,
means, who is utilising it would not be required Lo allegate input tax credit on nol
sold goods. The CBEC has even nolified of a various tine and ufilising
“proyisions for recovery of credit, nterest and fine in the CENVAT Credit Rules,
2004™ not in favour ol producers who colleet tax credit two times on the similar
goods. Traders and producers would be assumed to submit an online disclosure in
sixty days on the GSTN



Capital Gain Losses. (Both short term capitaf loss and long term capital loss)
Losses from ownming and maintaining race Horses). To be utilised especially for
non firm intentions or utilised specially for influencing excluding deliven would
be represented 1 FORM GSTR-2 would not be credited 1o electronic credit
ledger, the vakie of input tax in order of capital goods wilised or purposed to
be wtilised excluding for influencing Jdefhery other than cxcluding delivery
however added zero-rated delivery would be represented in FORM GSTR-2 and
would be rredited o the electronic credit leduer.

Individual with a taxeble agarepate umover of over € 25 hukhs are requisite for
GST registration. A procedure accessible tor GST registration to assist inpul tas
credit The word “person™ under GST faw, 1s tiable to pay it. additionally
proprictorship. 1 LP, partnership {firms, Hindu Undivided Family, Company.,
Society and any other legal husiness. GST registration should be received from 30
days if ncreases € 25 Jakh turnover, Business with present service taxn o1 VAT
registralion. the process for VAT or Service Tax registration as a GST repistration
notification would be released.

Value of impul 1ax in order of capwal poods nol piven in elauses (a) and (b).
represenied as CAT, would be credited 10 the electronic credit ledger and the
utifised life span of poods would be considered as {ive vears fram the date ol the
mvoice fur these goods, Given that where any capital poods previcusly menfioned
1w clause After gnvenn tns clause, the amount of *A’ would be given ninimising
the inpitt kan i cate of 3% no, for each quarter or vore hence the valuc "A™ would
be credited 1o the eleciramic credit ledger:

This 15 not possible for an Assesse 0 set off the losses under intercourse
adjustments and interhead adjusiments he can carny forward the saome (o the next
Assessment Years. Provider who supply goods and / or seevices are imposed to
tas under GST {aw, and total turnover in a vear succeeds the (hreshold bevond of
wenty lakds rupees would be eligible to register himself in the State or the Union
territory of [Delhi or Puducherry from place he makes the taxable supply Eleven
special divisions this Meshold limit for registration eligibility is about ten lakh
rupees. Apart from it, Section 24 of the Act implics ¢lassitication of providers
would be teasible to register even if aggregate turnover is lower the threshold
Hmt of 20 lakh rupees. As per Section 23 of the Act. A farmer in respect of
supply of his farmland production as individual specially doing delivery of non-
taxable will not be feasible for GST registration. Including, te CBEC issued the
dreaft credit transfer document to access further on fuil ¢redit of excise duty 1o a
trader [or not sald stocks previous the last of the month.

But, this faciliny would be accessibie only for high-end goods costed over € 25,000
thal “are cxammable as a different number. hke engine pumber of a car”, The
document has 1o be released i thirly days of 1™ July the planned GST pulling date.
The proficiency would, althouph be segregated of the wansformation plgn, means,
whao is auilismg it would not be required to allegate npui tax credit on not <old goods,
The CBEC has oven notified of a various finc and utilising “prov sinns for recovery of
credit. interest and fine in the CENVAT Credit Rules, 20047 nol i favour of
prodocers who collect tax ¢redit two times on the similar gooeds. Traders and
producers wauld be assamed tu submit an online disclosure in sixty days op the
GSTN.

Methods of Asset Depreciation

This mamtains a8 fundamental step af financial controls of one’s enterprise. The lasks
needs one should have sufficient information and better knowledge of principles of
financial accounting and agreement which can autherise, maintain financial data and
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distribute task among employees. Hence one can figure out, Fimancial accounting
permit us to review and invigilate such tasks to get result nearly. Stable {ipancial
records enables [inancial controls and idea which minimise the hazard of scam and
vandalism. which investors hiave tg monitor.

A process well-known as double entry bookkeeping also noted by “double eniry
accouniing”. Cvery financial transaction made by a firm that a company is being
recorded in this entity. Can you tell me why Financial accounting is known as double
entry bookkeeping. The terminology “double enmtry” implies that each transaction
made mfluence rwo accounts at last. Benefits ot double entry book keeping is at any
point of time, firm’s ' asser accounts balance would be equal to the liability and
stockholders' eguity accounts balance.

It iy important to know that Carry forward Losses can be sed off only against that head
of income. 11 must be noted that an Assesse nust file the Income Tax Return within
the due dafc prescribed (under section 139(1)) tn carry forward the losses except in the
cases Joss arising under (he hcad house property (under section 71B} and carry
forward ot imabsorbed deprecartion (vuder Section 32(2)).

Accordmg to section 73, Income Losses in speculative businesses could be carried
forward up to 4 years istantly forwarding the Assessment year in which i is incurred.

An Assesse should file the Income Tax Return within due date prescribed to carry
forward the losses [romn speculative Business and can be adjusted only against income
from speculalion Business.

If poods where Integrated GST (LGST) is paid, a credit of thinty per cent wauld bhe
provided for those taxation at eighteen per cent or above and twenty per cent for
products whnch is taxed at |esser rates. [he rules were uftimate by the GST Council in
its meeting on third June and are supposed 10 provide soeme comfort to traders and
establishment artained on the stats of dist at the period of GST pulied.

Apgl 1. 2017 implies curiosity to understand new rules and regulations implemented
by GST Council. Inderstand the Regjstrativn Requirement: Individual with 2 taxable
appregale turnover ol over T 23 lakhs are requisite for GST registration. A procedure
accessible for OGS registration to assist input lax credit. The word “person”™ under
GST law. is lable 10 pay it. additionally proprietorship, LLP, partnership firms. Hindu
Undivided Family. Company, Society and any other legal business. GST registration
should be rcceived from 30 dayvs if increases T 25 Jakh turnover. Business with present
service tax or VAT regisiration, the process for VAT or Service Tax registration as a
GST registration notification would be refeased.

Goods and Services 1ax which would be levied by the slate and central governments
encompasses VAT, Service lay, etc. us indirect tax. Individual with PAN no, and
person with Threshold GST 10 lakh/20 jakh or GST limit are hable to make
registrabon for GST. TDS payer, casual traders, cte., will be liable to register for GST.
GST will be applied on supply ol goods & services in India, GST will be imposed on
VAT, sales tax. excise duty, customs, service tax. luxury tax ete. GST registration is
compulsory whett Supply of goods and services in India takes place.

Registration for GST can be proceeded online through Central Government or State
Government. The individual has to provide an online application for GST registration
by utilizing Form GST-1 including infommation of the good and services. Online
payment required for the registration fee will be made under GST registration.
Number will be given on submission of application. After submission of the
application, the applicant required to print a copy of the form. include the documents
listed above and send by courier to the (GST department. On mspection, of the form



final GST slip would be released by the authorized officer. GST registeation Process is
surmised to be an entire online procedure alike to the service tax registralion process,

According to (Section71B) of Tocome Tax Act196) An Assesse could camy forward
the income losses incurred in the head house property up 10 8 years immediatcly
succeeding the Assessment year in which the loss has incurred. This could be adjusted
only against House property Income loss. In this case, an Assesse could file the
belated return.

According lo soction 72 of lncome Tax Act, 1961 An Assesse could carry forward
Noun-speculative business loss up to 8 years instantly succeeding the Assessment Year
in which the loss has incurred then he should file (TR within due date prescribed
under section!39 (1) of Income Tax Act 1961, then he would not be able to carey
forward the losses. This could be set ofT only not in favour of business income,

According to section 73, Tncome Losses jin speculative businesses could be carvied
forward vp 1o 4 years instantly forwarding the Assessment year in which it is incurred.

An Assesse should file the Income Tax Retum within due date prescribed to carry
forward the losses from speculative Business and can be adjusted only against income
from speculation Business

According to scction 73A. Income Losses in Specified business loss could be carry
torward subject to the [ollowing conditions:

Example: On April |, 2012, company A purchased an equipment for T 100,000, 11 s
expected 1o have 5 usclful life vears. The salvage value 1s T 14.000. Company A
considers depreciation expense for the pear whole month. Compute the depreciation
expenses for 2012, 2013, 2014 using declining balance method.

Uscful life = §

Straight line depreciation pereent = 1/5 =0.2 or 20% per vear
Depreciation rate = 20% * 2 = 40% per year
Depreciation for the year 2012 =T 100,000 * 40% * 9/]2 =T 30,000

Depreciation for the year 2013 = (3 100,060 30,000 * 40% * 12/12
=T 28,000

Leprecation for the vear 2004 = (¥ 100,000 — T 30.000 - T 28,000) * 40%,
* 12 = : |6,800

When Service Tax Registeation 5 done online, you will get Acknowledgement Ship
print sign it before completing the hard copy of the ST-} Form 10 be forwarded o the
conunissionerate

When documents is sent ta the commissioner ate it is verified by the superintendent
the ST-1 Form before allowing the Service Tax Registration Cenificate or will
intumate you for not accepting your Service Tax Registration., if any of the cases is not
exercised within nvo days the Service Tax Registration will be thought as granted.
You have the aption Lo choose lo get the Service Tax Registration Certilicate (ST-2)
online or by posi,

Tax Depreciation

According 1o section 73A, Income Losses in Specified business loss could be carry
forward subject 10 the following conditions:

I. TIncome loss in respect of any specified business referred to in section 35AD
would not be sct off except against profits and gains, if any, of any other specified
business.
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2. Income loss in specified business has not been wholly set off, so much of the Joss
as is not so sel off or the whole loss where Lhe assesse has no incomc from any
other specified business shail be carried forward to the tollowing assessment vear,

1. This wauld be set off against the profits and gains, if any, of anv specified
business, carmied on by him assessable for that assessment vear: and

il LF the loss not be completely so set ottt the amount of oss not so st ofl would
be carried forward io the following assessment vear and so on,

[n case a person s unable {o set off the capital loss in the existing year. both Long
Term loss and Short Term loss would be taken forward immediately [or
8 Assessment Years. Capilal Losses from a business are allowed to be carried forward
and carrying on of this business is not mandatory. The inputs, partially furnished
goods would be sent 10 the job professional in challan released constitutes and such
goods are sent straight to a job professional.

The challan released and sent to the job professional would constitute the
regulations categonised in rule 55, Information of challans in order of goods sent fo 2
job pratessional or obtained from a job professional or sent from one job protessional
to tn quarter would be added in FORM GST 1TC-04 completed for particular time or
previpusly the twenly-fitth day of the month proceeding the mentioned quarter capital
roods or inputs are not refurned in particular time mentioned in section 143, would be
considered like capital goods and inputs supplied by the job professional on particular
day when mentioned inputs or capital goods are sent and mentioned supply would be
disclosed in FORM GSTR-1 and would be permitied to pay the tax including
applicable interest.

As an importer or exporter should be registered Terms of Sale is negotiated. Expon
formalities and responsibilities towards sale proceed should be  wnderstood.
Understanding of documentation on Custom dety Custom formalities to be completed
and documents is abtained for exports. Submitted to the Bank lor onward transmission
10 purchascr Sale Proceeds is received. Accounting is an integral part of accountability
commonly known as recording the transaction, summarising, reporting and analysing
the numerical figures to understand the financial position of a company/finn to
mouaitor the progressive success or bankruptcy of a business in terms of munetary
measure. Certain steps are followed for keeping records in accounts by an accountant
to maintain a steady function of a running enterprise. Whereas Auditing in VAT
means Value added ras is the difference of Value added tax input and Value adced
Tax output.

Countervailing duty is similar (o ceniral excise duty and is imposed on imported
anicles penerated in India. In CVD, the procedure of wanufaciure valve 1o
‘manufaciure” which is eaplamed in the Central Excise Act, 1944. CVD is dependent
an the tolal amount of geods inclusive landing charges. Inclusive CVD would be
imposed equal to VAT or Sales Tax, not succeeding 4%. Such duty could be retunded
in case importer pays each customs duties, the sales invoice implies the credit is not
permitted, and importer pays sales tax/VAT on the sale of the goed. Individual with a
taxable apgregate turmmover ol over ¥25 lakhs are requisite for GST registration. A
pracedure accessible for GST registration to assist input tax credit. The word “person™
ander GST law, is liable to pay it, additionally proprietorship, LLP, partnership firms.
Hindu Undivided Family, Company, Society and any othrer legal business. GST
registration should be received from 30 days if increases 25 lakb tumover. Business
with present service tax or VAT registration. the process for VAT or Service Tax
registration as a GST regjstration notification would be released.



Formula of Depreciation
The formula is;

Depreciation = 2 * Straight line depreciation percent * book value at the heginning of
the accounting period

Book value = Cost of the asset — accumulated depreciation

Accumulated depreciation is the iotal depreciation of the fixed asset accumuilated up
W & specified time,

CVDs other than it would be levied on specialised imported goods to balance the
impact of a subsidy in the pation of origin. A notification released by the ¢entral
government on these specialised goods is valid Jor 5 years and majorly relate to later
expansion of not succeeding 10 years. Subsidies relevant b research movement,
helpful to not advaniageous areas in the related nation, and helpful in adjusting present
facilitics to new environmental requisite are exempt.

The central govermment would levy an anti-dumping duty if it cstimares a good is
being imported at lesser from market price, and an importer would be relensed. The
dury could not go bevond the difference in the export and average cosl. |1 1s not
applicable to goods imported by units in Free Trade Zones (F1Zs Fxport Oriented
Units (EOU)} and Special Economic Zanes (SEZs). In case if importer 15 released by
the central government then imposition of Anti-Dumping duty. the release would be
valid for 5 years with the probability of being expanded o 10 years

tvol like the Anti-Dumping Duty. the levy of Safepuard Duty would not requisite the
central government to estimale @ pood is 1o be imported at Jesser from market cost.
Safeguard Duty is levied if the govermment declares that a on a sudden hike in exports
15 reason, or claims to creale risky hazard to a private sector. Relcase of notice relating
to the levy of Safepuard Dutv have validity for 4 vears with the probability with
expansion of 10 years.

Preventive duty is levied to protect private industry from wnpons. In cose, if the Tariff
Commission releases an allowance for the levy of a Preventive Duty, the central
government would select to levy these at a rate which would not be succeeded that
prescribed through Tarifl Cominission. The central government could specialise the
time up to which the preventive duty would being implemented minimise or expand
the time, and fix the efficient rate.

Depreciation and Accounting Tools

The newly rules regulated by the Central Board of Excise und Customs (CBEC) also
permit traders and producers of goods like this to demand as much as sixly per cent of
the input tax credit on stocks kept on not sold up to thirty June. Much credit would be
penminted for goods which favour GST at eighteen per cent or much than it For goods
other thaa i1, eredit of forty per cent would be accessible If goods where Inlegrated
GST (IGST) is paid, a credit of thirty per cent would be provided for those taxation at
eighteen per cent or above and rwenty per cent for prodocts which is taxed at lesser
rates. The rules were vitimate by the GST Council in its meeting on third June and are
supposed o provide some comfort to traders and establishment artained on the status
of list at the period of GST pulled. Required and registered persons are assumed 1o
surrender a disclosure in nincty days of the value of inpul tax eeedit 1o which they are
designated to.

Education Cess is imposed at 2% and Higher Education Cess at 1% of the rotal of
customs dutics. [t is pot exclusive of Safeguard Duty, Countervailing Duty on related
anicles, or Anti-Dumping Duty, although.
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On exporting or importing of goods from lndia. the enterprise or person should
recetye an Import Export Code or IE Code from the Directorate General of Foreign
Trade. {E Code could be received by the orpanisation on receiving of PAN and
opening a bank account.

As an mporter or exporter should be registered Terms of Sale is negotiated. Export
formalities and responsibilines Jowards sale proceed should be wnderstood.
Understanding of documentatior: on Custom duty Custom formalities to be completed
and documents is obtained far exports, Submitted to the Bank for onward (ransmission
o purchaser Sale Proceeds is received. Accounting ts an integral part ol accountability
commonly known as recording the fransaction, summarising, reporting and analysing
the numerical figures to understand the financial position of a company/firm 1o
monitor the progressive success or bankruptcy of a business in terms of monetary
nreasure. Certain steps are followed for keeping records in accounts by an accountant
o tmabislain a steady function of a running enterpiise Whereas Auditing in VAT
means Value added tax is the difference of Value added tax input and Value added
Tax output.

This Auditing of VAT is performed by a Tax auditor or authonsed tax oflicer lo
ascertain the traders who is deceiving 1he Indian govi By nul paying tax thus
coflapsing the Indien economy. To such offenders penalties are applicable to punjsh
them to operate the accuracy of accounts. boohkeeping and documents relevant fo it
Sometimes, traders who 15 creating grrors due to lack of informaiton or slight
negligence, in such case tax authormies helps such dealers to rectify the mistakes and
assist in VAT auditing so that they van provide a valid explanation aboul their
business details.

[n cach and every tax system, for identification of tax paycrs there is requirement of
regisiralion to sateguard tax consent in the econemy. Under the GST Law registration
of any enterprise or firm signify collecting a unigue number from tax authorities 1o
ebtain tax {from government side and to account Input Tax Credit for the taxes on his
inbound stares. Tf a person 1s nol registered under GST can neither collect tax from his
consptners nor claim any input Tax Credit of tax paid by them. [ we will talk about
nature of registration then it is State specitic and PAN based. Provider from where he
is supplying bas to register it particufar State or Unioa tecrilory.

Overview af Depreciatinn with Tax system

Depreciation, simple procedure as taxes would be simpler majorly, and an enterprise
waould realize the smooth flow of goods in respected stale The GST is a vital process
for fair governance and one have not to worry about taxes at many ttmes. Bringing
I'TC Rules for Common Credit in GST te. Taxable delivery .arganization and activity
of a nan- firm it is proved that new polictes are attached fo vast extent with the presemt
policies far claiming input 1ax credit in CENVAT Rujes 2004, considered 1o inpus
services and inputs utilized for firm and non- orgamzation activity i.e. for personal
affairs piving taxable delivery. Provider who supply goods and / vr depreciation are
imposed to tax under GST law, and total turnover in a year succeeds the threshold
beyond of twenty lakh rupees would be cligible 1o register himself in the State or the
Union territory of Delhi or Puducherry from place he makes the raxable supply
Eleven special divisions this threshold Jimit for registratian eligibility is about ten lakh
rupses. Apart from it, Scction 24 of the Act iroplies vlassitication of providers would
be feasible to register even if aggrepate turnaver is lower the threshold timit of 20 fakh
rupees. As per Seclion 23 of the Act. A fanner fo respect of supply of his farmland
production as jndividual specially doing delivery of non-taxable will not be feasible
for GST registration.



This means to carry a systematic way of inquiry ot accounts by a tay oflicer or an
auditor to analyse the information and derails to undersiand the accounts structure of a
business or emerprise by applving skilf and from other relevant sources. VAT stands
for value added tax. payment of VAT is the difference in total VAT output and VAT
pat,

Valute-added tax (VAT) paid by manufactures of goods and services 1 a yearh
aggregate income over of € 5 lakh. For e-tiling of VAT retusens i India converned
person fias o make registration for VAT which take time period of 20-40 Jays far
sanction. (nce completed, mdividual can pav online the amount received and can e-
file VAT returns on the Commercial Taxes website of rospected state. VAT Retums
are required to be filed monthly once er quarter (but it depends on aggregute income
from whick stale you are belongmg) Including. the CBEC issucd the deafi credit
transfer document 1o ageess furher on full credir ol excise duty 10 e trader tor not sald
stocks previous the last of the month. But, this facility would be accesaible only fur
high-cnd gouds costed over T 25,000 that “are examinable as a different number, like
engine number of a car” The document has to be released in thirmy days of 1 July the
planned GST pulling date. The proficiency would. although be segrepated of the
transformation plan, means, whe is utilising # would not be required to atlepate input
tax credit un nol sold goeds. The CBEC has even nolified of a various line and
utilising “provisions for recovery of credit. interest and Mine 1n the CENVAT Credit
Rules, 2004™ not in favour of producers who coffect tax credit hwo tunes on the similar
goods. Traders and producers would be assumed 10 submit an vnhne dischosure in
sixty days en the GSTN

The depreciation has lo be released iy thirty days of ¥ July the planned GST pulling
date. The proficiengy would, although be segregated of the transformation plan.
rneans. whao is alilising 1 would not be required to allegate input tax credit on not sold
goods. The CBEC has even notified of a various fine and utilising “provisions tor
recovery of credit. interest and fine in the CENVAT Credit Rules. 2004™ ot i favour
of producers who collect tax credit two times on the sunilar goouds. Traders and
producers would be assumed to submit an online disclosure i sixty days on the
GSTN.

fn each and every tax system, lor identification of tax payers there is requirement of
registration tu safeguard ran consent in the economy. Under the G5 T Taw registration
ol anv enterprise or firm signify cofiecting a unigue number from tax aothorities to
obtain 1ax [rom govemiment side and to account Input Tax Credit for the 1axes on his
inbound stores. [T a person 1s not registered under GST can neither coltect tax from his
consumners nor claim any mput Tax Credit of tax paid by them. 11 we will talk about
nature of regishiation then it s State specific and PAN based Provider from where he
is supplying has to register in particular S1ate or Uinion terrilory.

Set of loss in order of capinal geods, wiuch inluence the provisions of sub-sections (1)
and {2) of sechion 17, as partially wtilised for the intentions of firm and partially for
othier mientions or ntlised for influencing taxable deljvery including zero rated
delivery and partially for influence exciuded supplies. would be piven to the intennhions
of [irm or for impact of 1asable delivery in the perusing way.

This loss cuukd be set off only nat in lavour of the income from owning and
maintainmg race horses. This maintaing a fundamental step of fAinaacial coutrols of
one’s enterprise. The tasks needs one should have sufficicat information and beter
knowiedpe of principles of financial accounting and agreement which can authorise,
maimtain financial data and Jistribute task among employees. tlence one can figure
oul, Financial necounting permil us to review and invigilate such tashs to get resnlt
nearly. Stalle financial records enables financial contrals and idea which minimise the
hazard of scamn and vandalism, which investors have (o monitor.
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S0 now we know the meaning of depreciation, the methods used to calculate them,
inputs requircd to calculate them and also we saw examples ol how to calculate them.
Let's find our as to why the small businesses should care to recard depreciation,

As we already know the purpose of depreciation 15 1o mateh the cost of the fixed asset
over its productive Nife o the revenues the business eams from the assel. [t iy very
difficult 1o directly link the cost of ithe asset to revenues, hence, the cost is usually
assigned to the number of years the asset is productive,

In the useful life of the fixed assei. the cost s moved [rom balunce sheel to income
statement. Correspondingly, it is just an allocation process as per matching principle
instead of a technique that allocates the [air market value of the fixed assel.

Companies whose stock is traded publicly shoold obey of the reporting requisites of
the Securitics and Exchange Commission (SEC). is a bureau of the govt. of United
States.

Brought forward income losses is almost like if the firm suffer a loss before gaing for
depreciation. then the all amount of depreciation is unabsorbed depreciation.
Although. if the enterprise suffers a loss as a result of depreciation amount than the
business Toss will be negligible and balance of depreciation amount would unabserbed
depreciation.

It pravides financial data in such a way which depict smooth busmess performance
function. As an owner of a fitin, one can use financial accounting to advances ratio
analysis and practise these ratios to execute significant information of nmumeraus
dimension of an expansive firm. Cash paosition of an enterprise can be analysed by
profit or sales ratio and by contrast it with your past execution or the observation of
competitors. Financial accounting lielps you lformulate your future course of action or
strategy and measure the success of this sirategy with the financial information
produced from another perivd. To be purposeful. value-added task. financial
accounting of a firm should follow some delegation. It should be pertinenr enables
data stakeholder domination. Financial accounting must be acceptable, so the cost of
presenting this information should not exceed i1s bepeflit. The informarion that you
present must be consisteni, and you must mcticulously follow the same accounting
principles for all records.

[n each and every tax sysiem, for identificanion of tax payers there is requirement of
registration to safeguard tax conpsent in the economy,. Under the GST Law registration
of any enterprise or tirm signify coltecting a unique number from 1ax authorities to
obtain tax from govemment side and to account Input Tax Credit for the taxes on Ins
inbound stores. [T a person is not registered uander GST can neither collect tax from his
consumers nor claim any input Tax Credit of 1ax paid by them.

If we will talk about nature of registration then it is State specific and PAN based.
Provider from where he is supplying has to register in particular State or Union
territory. The provider is given a }3-digit GS'1' identificalion number cailed "GSTIN"
under GST registration, and a certification of regjstration including GSTIN provided
to the applicant on the GSTN portal. GST law sugpests particular process for
registralion, also for the extension of the aperation peried of informal or Non-Resident
taxable individuals, Such persons have to apply for registration before fiye days in
advance to making any supply before it. And registration is approved or operational
time period is increased only after advance deposit of the progressive tax habiliry,

If supplies 1 agencies tike. multinational financial institutions, UN organization and
other organizations. a unique identification number (LIN) is allotted. The newly rules
regulated by the Centra) Board ol Excise and Customs {CBEC) also permit traders and
producers of poods like this to demand as much as sixty per cent of the input tax credit



on stocks kept ou not soid up to thirty June. Much credit would be permitied tor goods
which favour GST at eighteen per cent or much than it. For goods other than it, credit
of forty pee cenl would be accessible. When documents is sent to the copunissioner
ate, 1l 1s verified by the superintendent the ST-1 Form before allowing the Service Tax
Registration Certificate or will intimate you for not accepting your Scrvice Tax
Registration.. 1f any of the cases is not exercised within fwo days the Service Tax
Regsstration will be thoughr as pranted. You have the option to chouse to pet the
Service [an Repistration Certificate (ST-2) online ur by post. When Service Tax
Registration Certiticate is granted, Service Tax Number one cun get which is 15
characters long. 'The number obtzeined would be used in all invaices

When one selected to receive the Service Tax Registration Certificate online one can
see the ST-I Form on homepage. [F vou want at a glance, click on the *“REG" tab. then
choose "View', and lastly select "Latest ST-27,

This loss could be set off only not in favour of the income from owning and
maimkaining race horses. This tnaintains a fundamental siep of financial controls of
one’s enterprise, The tasks needs one should have sufficient fonuation and better
knowledge of principles of financial accounting and agreement which can authorise,
mamtam {inancisl data and distoibute task among employees. Hence one can figure
out, Fmancial accvunting permit us 10 review and invigifate such tashs to get resulf
nearly . Stable fuancial records enables financial contrals and wea which minimise the
hazard of <cam and vindithsrr. which investors have 10 monitor.

The newls rules vegulated by the Central Board of Excise and Customs (CBEC) also
peomit fraders and producers of goods like this to demand as much as Sixty per cent of
the inpul tax ¢redd on stocks kept on not sold up 1o thimy June. Much eredit would be
permitted lor gaods which faxvour GST at cighteen per cant or much thap it. For goods
other than it credit of farty per cent would be accessible. If goods where Integrated
GST (iGS ) is paid, a credit of thiry per cent would be provided for 1hose taxaticn at
gighteen per cent or above and rweaty per cont for products which is taxed at lesse
rates The rules were sllimate by the GST Council in its meeting on third June and are
supposed lo provide some contfort to traders and establishment attained on the status
ef list at the period of GS1 pulied. Required and registered persons are assumed to
surrender o disclosure in miperty days of the value of input an credit to whicli they are
designated to,

To include all, the Tunction of 1SD is not altered mueh from that of the conventional
luw 10 the new GST model. But excluding some vital alterations menationed above. one
another alteration is thay the ISD in the G5T law would have 10 fife cvery month
returins by 13" of 1he suceeeding month conwast to previous when they had to file
half-aghnwn returns.

Providing vilal happiness 1o car and customer durables producers. the Finance
Mintster has released the ultimate rules and regulations for transformation buw i the
Goods and Services Tax (GST), permitting them 10 bring further input tax credit for
nmety davs. not in favour of the previous arrangement of siaty days.

The newly rules regulated by the Central Board of Excisz and Customs (CBECY also
permit traders and producers of goads like this to demand as much as siaty per cent of
the input tax credit on stocks Kept on nof sold up 1o thirty June. Much credit would be
permitted for goods which lavour GST at eighteen per cent or much than it. Tor goods
ather than 1, credit of foity per cent would be accessible,

It goods where lntegeated 381 (FGST) is paid. a credit of thirty per cent would be

provided for those taxahon at cighteen per cent or above and rwenty per cent for
products which is taxed a1 lesser rates The rules were ultimate by the GST Council in
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its meeting on third June and are supposed to provide some comfort 1o traders and
establishment attained on the status of fist at the period of GST pulled.

April 1. 2017 implies curiosity to understand new rules and repulations implemented
by GST Council. Understand the Regisiration Requirement: Individual wilh a taxable
aggregate turnover of over ¥ 23 lakhs are requisite for GST registration, A procedure
accessible tor GST registration to assist input 1ax credit. The word “person™ under
GST law, 1s liahie lo pay tt, additionally proprietorship, LLP, partnership firms, Hindu
Undivided Family. Company, Society and any other legal business. GST registration
should be received from 30 days if increases ¥ 25 Jakh turnover. Business with present
service tax or VAT registration, the process for VAT or Service Tax registralion as 2
GST registration notification would be released.

Goods and Services Tax which would be levied by the state and central governments
encompasses VAT, Service Tax, etc. as sndirect tax. [ndividual with PAN no, and
person with Threshold GST 10 |akh/20 lakh or GST limit are liable to make
registrarion for GST. TDS payer, casual traders, elc., will be liable to register for GST.
GST will be applied on supply of goods & services in India. GST will be imposed on
VAT, sales tax, excise duly, customs, service tax, luxury tax etc. GST repistration is
compulsery when Supply of goods and services in India takes place.

Depreciarion Regudations and Policies

Depreciation for GST can be proceeded online through Central Government or State
Government. The individual has to provide an online application for GST registration
by utilizing Form GST-1 including information of the good and services. Online
pavinent required [or the registration fee will be made under GST registration.
Number will be given on submissiun of application, Afier submission of the
application, the applicant required (o print a copy of the form, include the documenis
listed ahove and send by couner to the GST department. On inspection, of the form
final GST ship would be relcased by the authorized officer. GST registration process is
surmised to be an entire onling proccdure alike fo the service tax registration process.

This loss could be set ofl only not in favour of the income from owning and
mainiaining race horses. This maintains a fundamental step of tinancial controls of
one’s enlerprise. The tashs needs one should have suflicient information and betler
knowledge of principles of financial accounting and apreement which can authorise,
maintain financial dara and distribute task among employvees, Hence onc can figure
oul, Financial accounting permit us to review and mvigilate such tasks 1o get result
nealy. Stable financial records enables financial controls and idea which minimise the
hazard of seam and vandalism, which investars have o monitor,

The newly rules regulated by the Central Board of Excise and Customs (UBEC) also
permir traders and producers of goods like this to demand as much as sixty per cent of
the input tax credit on stocks kept on not sold up to thivty June. Much credit would be
permitted For goods which tavour GST at eighteen per cent or much than it. For poods
other than i1, credit of forly per cent would be accessible, If goods where Integrated
GST (IGST) is paid, a credit ot thirty per cent would be provided for those taxation at
eightecn per cent or above and twenty per cenl far products whiel is taxed at lesser
rates. The rules were ultimate by the GST Council in its meeting on thied June and are
supposed to provide soine comfort to traders and establishinent antained on the status
of list at the period of GST pulled. Required and registered persons are assumed to
surrender a disclosyre in nincty days of the value of inpuf rax credit to which they are
designared to.

According to (Section 71B) of Income Tax Act, 1961 An Assesse could carry forward
the income losses incurred in the head house properly up to 8 vears immediately



succeeding the Assessnient vear in which the ioss has incurred. This could be adjusted
only against House property lncome loss. In this case, an Assesse could file the
belated retywm

This loss couid be set off only not in favour of the income Gom owning and
mahitaining race hurses. This maintins a fundamental siep of lipancial controls of
one’s enterprise. The tasks needs one should have sufficient nformatian and better
knaw ledge of principles of financial accounting and agrecment which can authuorise,
mamiiin Bnancial data and distribute task among employecs. Hence one can figure
o, Financial accounting permit us to review and invigilate such tashs (o get 1esult
nearly Stabl financial records enables financial controls and idea which minimise the
hazard of scam and vondalism, which investors have to moritos.

The newly rules regulated by the Central Board of Excise and Custons (CBJC) also

permit traders and producers of goods like this to demand as much as sixty per cent of

the input tax credit o stocks kept on not sold up to thinty June, Much credit waould he
pernutted lor goods which favour GST at eighteen per cent or much than it. For gonds
ather than it eredit of forfy per cent would be accessible, 1T goods where Integrated
GST UGST) is paid, g credit of thirty per cent would be provided for those taxation al
eighteen per cenl or shove and twenty per cent for products which is taxed at lesser
rates. The ruies were ultinate by the GST Council in its meeting on third June and are
supposed o provide some vomiorn to teaders and establishment artamed on the status
of bist at the period of GST pulied. Required and registered persons are assumed 1o
suriender i Jisclosure in minety days of the value of inpwt tax credin 1o which they are
designated 1o

a  Accvounting cntry— DEBIT depreciation  c¢ypense account and CREDIT
secuimulated depreciation necount.

If ane is nol using depreciation in accounbing. then one have to charge all assels to
expenise vnce ey are purchased Lt will result in huge tosses in the transaction
peniad and in high profitability in periods when the relevant revenue is taken
without an offsel expense, This, erterprises, which do not use the depreciation
expense in their sccounts will incur front-loaded expenses and highly variable
hnancial resulis,

1Fwe will talk about nature of regisiration theq it 15 State specific and PAN based.
Provider from where he is supplying has to register in particular Stale or Union
ternitory. ‘The provider 1s given a 15-digtt GST identification number called
“GSTINT under GST registration, and a certilication of registration including
GSTIN provided to the applicant on the GSTN poral. GST law suggests
particular process for regiswration, also for the extension of the vperation perind of
informad or Non-Resident laxable individuals, Such persons have fo appiy for
registratiun Lefore five days in advance to making any supply before . And
1egistration is approved or operanignal time period s incveased enly after advance
deposit of the progressive tax liability.

b Stages of audit activity and intervals of audit weuld depend on the crew feasible 1n
the VAT rader’s community. Aithough it would be mandatory to asstre the
present crew se! up to achieve dual goals of increasing improving voluntan 1ax
compliance by VAT dealers and collectivn of revenuc.

¢, The goal mtaiwment can generate a rivalry sometumss, direcung of risk dealers
imist increase revenue collection, while broad audit coverage becomes mandatory
1o allain peak voluntary compliance. Hence a balance has to be struck between the
fwao,
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d. The goal of Audit is to fill thc gap where Tax is tepally due to state and Tax is
paid actually by the tax payers.

Major goal of audit is to expand revenue caollection and upgrade tax compliznce by the
rader. During this process, legal rights of traders should be safcguard and dignified.
Process of audil should be handled efficienily to introduce the Law in effect.

Final Notes of Depreciation

Depreciation is a vital part of accounting records which helps enterprises maintain
their income statement and balance sheet in an appropriate manner with the right
profits recorded.

Set of loss in order of capital goods. which influence the provisions of sub-seetions (1)
and {2) of section 17, as partially utilised for the intentions of firm and partially For
other intentions or utilised for influencing taxable delivery including zero rated
delivery and partially for influence excluded supplies, would be given 1o the intentions
of firm or for impact of taxable delivery in the perusing way.

This loss could be sst off only not in favour of the income from owning and
mamtaining race horses. This maintains a fundamental step ot financial controls of
one’s enterprise. The 1asks needs one should have sufficient information and berter
knowlcdge of principfes of fimancial aceounting and agreement which can authorise,
maintain financial daia and distribute task among employees. Hence one can figuaee
oul, Finangial accounting permil us to review and invigrlale such tasks to get result
nearly. Stable financeal records enables financial contrals and sdea which tminimise the
hazard of scam and vandalism, which investors have to monitor.

Countervailing duty is similar 1o central excise duty and is imposed on inported
articles penerated in India, Tn CVD, the procedure of manufacture value 10
‘manufacture’ which is eaplained in the Central Excise Act, 1944 CV(3 is dependent
on the total amount of goods inclusive landing charges. Inclusive TV would be
imposed equal 1o VAT or Sales Tax, not succeeding 4%. Such duty could he refunded
in case importer pays each customs duties. the sales invoice implics the credit 1s no
pennitted, and importer pays sales lax/VAT on the sale of the good. Individual with a
laxable aggregate turnover of over T 25 lakhs are requisite for GST registration. A
procedure accessible for GST registration to assist input tax credit. The word “person™
undey GST [aw, is liable to pay i1, additionally proprictorship, LLP. partnership firms,
Hindu Undijvided Family, Company, Society and any other legal business. GST
registration should be received from 30 days if increases I 25 fukh turnover. Business
with present service tax or VAT registration, the process for VAT or Service Jax
regisiration as a GS'T registration notification would be released.

The newly ruales regulated by the Ceniral Board of Excise and Customs (CBEC) also
permil traders and producers of goods like this to demand as much as sixty per cent of
the input tax credit on stocks kept ou ot sotd ap to thirty June. Much credit would be
permitted for poods which favour GST at eighteen per cent or much than it. For goods
other than it eredit of forty per cent would be aceessible. 1 goods where Infegrated
GST (1GST) is paid, a credit of thiety per cent would be provided for those taxation al
cighteen per cent or above and twenty per cent for products which is taxed at lesser
rates. The rules weie ultimate by the GST Council in its meeting on third June and are
supposed to provide some comfon to traders and establishment anained on the staius
of list at the period of GST pulled. Required and registered persons aie assumed to
surrender a disclosure in ninety davs of the value vl tnput tax credit to which they are
designated 10.



5.6 METHOD OF CALCULATING DEPRECIATION

I. Contemplate total W.D.V. of assets falling in a partivular block of resources at the
start of the vear,

b2

Add the cost of assets purchased during the previouos calendar year.

3. Deduet Sale Price (or Scrap value) of sireagth sold, discarded. demolished or
destroved through the year,

4. On the equitibriem amount, ie., 1 + 2 - 3. calculate depreciation at the specified
rate. 1l WDV becomes the drawback. no depreciation is permitted. 1f all resources
in the block are offered depreciation isn't enabled even f the bloch has any
balance WDV.

5. In the first year if asser obtained is used for less thar 180 davs depreciation is
limited to 50% of normal depreciation,

6. We.l. AY. 1998 - 99 a job engaged in praduction/supply of electricity has an
option to claim depreciation on Straight Line Method. After option is exercised, it
will apply to all succeeding yeacs.

5.6.1 Additional Depreciation

It can be claimed on new plant & machinery acquired afier 315t March 2005 by an
assessee in the previous year in which it starts manufacturing or producing.

The rate of additional depreciation: 20 percent of actual coxt

5.6.2 Unabsorbed Depreciation (Section 32)

If gain for the year is not sufticient to absorb depreciation either entirely or partially.
unabsorbed depreciation could be deducted from any other head of income.

[F 1t remains unabsorbed it can be carried forward 10 subsequent assessment vears to
be adjusted aganst future taxable income, It can be carricd forward for the ualimited
periad,

5.7 UNDERSTANDING ABOUT THE SPECULATIVE
BUSINESS INCOME

First of all, we must understand whal speculative transaction is in order to undeystand
the Speculative Business income. When a coatract for sale or purchase of any
commadities (including stocks and shares} is ocgasionally setiled without the actoal
delivery or transfer of the commodities, it's called a risky trade, and when your
business is 10 earn income out of such risky trade, then that will be your income from
Speculative Business. Among the example of Specutative Business is stock broking,
in which Ihe agent eams monev by way of buying and selling the commaodities
without even taking delivery of the same. Incomes from normal business and
speculative business should be calculated and mamiained separately since they're
treated differently while e-filing the Tncome Tax Yicld.

Here is a Couple of examples of mcomes which are chargeable under this head

® Daily gain {fom general activities as per profit and loss repon of Business/
Profession.

e Even though profits from the speculative business {e.g.. Share irading) are
chargeable under this head, it s crucial to maintain and display them separately
while e-filing the mcome tax return.

%3
Incomg from Business
and Profession
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Any profits out of activities besides ordinary business tasks should be shown as
the casual source of income and also you will be shown under Revenue fram
Other Sources.

The worth of almost any edges whether convertible into money or not derived
from business/professional actviry.

All income generated by way of interest, commission, wages, remuneration,
earnings. etc. Taken from the partner with this company is going to be (reated as
income from business/profession underneath the hands of their partner. On the
other hand, the share of profits from the veoture firmi will probably be exempt
beneath the control of their partner.

Money recovered because of poor wades which were corrected against the
proceeds ol the earlier decades. respectively.

Allowable Expenses frem Business/ Profession Income

Each of the expenses that are incurred wholly and entirely regarding the business
and profession will likely be allowed from the income from such business and
profession.

Here is a list of Few of the expenses That Are permitted:

Payments for Professional and Legal solutions.

Wages, inerest, and reynuoeration to working partners subjected 1o certain
ailments,

Traveling and conveyance costs.

Fees for membership.

5.7.1 Payment for Know-How, Patents, Copyrights, Trademark, Permits

Expenditures on a scientific search [or business goals.

Initial expenses in the Eveni of a Provider,
Communication expenditures

Discaunt permitted for clients,

Ad expenses regarding prometion of business solutions.
Fiscal Fees {e.g. Inteycst an loans).
Entertainment/Business Promotion expenses.

Postage costs.

The remamder of the expenses concerning business/profession.

These expenscs are enabled on the grounds of actual payments m addition 1o the
accrual basis on the day of finalization of their balances. For, ep. Cmployee's wages
for March 2017 is going to he soon paid for the month of April 2017, Nevertheless. as
the wages are associated with this Financial Year 201617 (thai finishes on 31st March
2017), then this can be asserted from the income by business/profession income of this
Financial Year 20106-17.

But, ceriain expenses are permitted only cn tlie fee basis. Here Are Just Some of the
cases of these expenditures;

(1) Any taxation, duty, cess or penalties with whatever name calied.



(2} Expeases lowards parlicipation to Provident finance, Workers' natton insurance 47
policy premium, the Gratuity fund or alternative funding for the welfare of their '“‘“"‘z::";,ri’::':f;
bL )
emplovees.

(3} Inlerest on loan by public bauking institions say financial curporations or banks
that are scheduled,

Now fef us 1ake a Iook at a Few of the expenses which aren't allowed 1o be deducted
out of the business/profession income whatsoever:

(1) Expenditare on any kind of advertisement campaigns for political parties.

Al the interest, royalty or fees for technical services or every other amount that
are payable out site the geographwal territory af {ndia or from Indis to some
nonresident or an overscas company on which taxation hasa't yet been deducted or
later deduction, maybe not deducted prior 1o the prescribed time,

(2) All the interest. commission. rent, royalty, technical or professional fees payahle
or paid to any individual 0 India on which taxation hasn't vet been Jeducled and
should deduct afterward perhaps not deducted before the expected date of e-filing
the vield,

13) Any taxation calculated on such basis as (lus benefit of this business:profession,
(4) One other remuneyation paid for not working parner.
(3) Any interest to pariners +f not given within the agreement and not uver 12 percent,

{6) Any payment in cash exceeding € 20.000 (£ 35.000 i1 obligations, lor instance.
hinnp or renting goods carriages) subject to certamn exceptions agcording o
principle 602D of their [ndan incoime Tax Act

5.8 SCOPE OF BUSINESS INCOME (SECTION 28)

el R TR Y, SR CE—

Time throughout the calendar year profit made by business and profession,
Any reimbucseinent or any payment due to or obtained by:
(1) Some other individual for cunclusion or alteration of conditions of burean,

(2) Some other person on laking over of resources of the business enterprize by the
anthoritics.

{3) Income derived with a transaclion, professional or comparable institution by a
method of making of special services for the associates,

{4) [ncome gais made by selling import livenses.

(5) Any refund of excise or customs duty under some duty drawback

(6) Any amount received by an assessee under some Insirance coverage,
(7Y Income by a speculative organization.

Where insecure transaclions perfurmed by an assessec are ol such a character as o
represent a firm, the business enterprise shall be regarded as different and different
Irom any additional business enterpnse.

An Insecure business s a comnpany where purchase or sale of a commaodity contaiming
shares and stocks will occasionally be or uithunately setiled differently than by the
actual shipping uf or transpon of goods or safery

The <.g.. pavolT of trade through speed gap i cash,
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5.9 COMPUTATION OF BUSINESS INCOME UNDER
INCOME TAX ACT

According to Income Tax law, no specific method or procedure is defined either in the
Act or the rules.

However, as per Section 1453 thal an assessee 1s needed 1o specify the sysiem of
accounting often followed by him.

And this section specified two methods:
(1) Mercantile System
(2) Cash system

When Cash Systemn is adopled. assessee provides Trading Account and Profit and
Loss Accounl.

Ln this situabion, we use "Negative Strategy. "

3.9.1 Negpative Approach

For computation of business income according 1o this technique, Debit part of profit
and loss account is thoroughly inspected, and the expenses must be categorized under
the following thoughis:

(a) Expenses allowable in the amoum in which they are debited to Profit and Loss
Account, e.g., lease, \nlerest, repairs, and audit fees, etc. {(no altcration is to be
made).

thy Expenses disallowed, e.g.. private expenditures, drawings, proprietor salary,
income taxation, etc., Because these cosis are disallowed they should be added
back to the net pain.

(c} Expenses ullowable at a different amount than debited at the P & L accounts, e.g..
depreciation, preliminary  expenditures, household planning costs, scientific
research expenditures. Primarily they're added to the interest gain and then they're
deducted al allowable volume,

(d) Expenses allowable as deduction under other heads of vevenue or by 1otal gross
income, e.g., fixes 10 home property. collection fees, contributions. etc. Primarily,
all these ar¢ needed 10 be inserted back to the net gain, and after thal, they'll be
subtracted from the various heads of revenue or by Gross Total Income as the case
will concern the credit side of profit and Loss A/c.

This swategy is adopted when Gan and Loss Account of [ncome and Expenditure
Account is granted. In the same was, on the obligations side, different payments are
granted irrespective of the lact if they're pertaining io the Business/Profession or not.

As @ beginning point, we take just receipis that arise [rom Business or Profession,
Froin those receipts. these abligations are deducted as 'Allowable Expenses’ thai are
incuired for the purposes of botb Business or Profession. Depreciation allowable can
also be deducted n acceptable rates because though it's not 2 payment: it's allowable
deduction under Section 32.

The equilibrium is the Company Jncome/lnceme out of Profession. People payment
that isn't about the business or profession isn't contemplated for coampuiation of
Business/Profession income. A number of the payments might be wholly disallowed,
and therefore they should be discounted. Reparding others either they might be
qualifying for deduction under section VI[-A such as Donations ete., or beneath
different heads of revenuz. Examples of this payment are municipal taxation. in the
event of property. set fees in the event of interest income, le.



5.9.2 Investment Allowance for Investment in New Plant and Machinery
fU/s 32ACH

This deduction is permitted for AY. 2014 - 15 & 2015 - 16 just to a Company
participated in Production and invests over * |0 crores in new plant and machinery
during tie span. This deduction is permirted along with ordinary and Additional
depreciation.

Aciual deduction in AY. 2014 - 15 15 percent of real cost of new resources acquired
and installed i the past year 2013 - 14,

(n AY. 2014 15 15 percent of the real cost of new assers obtained from st April
2013 to 31st March 20135 as decreased by deduction pernitted in A.Y.20(4 15,

5.9.3 Expenditure on Scientific Research |U/S 35}

Scientific Research mcans some zctions for the growth of knowledge in the relevani
fields.

The foliowing expenditure on scientific research has been allowed as a deduction:

{a) Revenue expenditure incurred for scientific study associated with assessee's firm
will be completely allowed. This might be the payment of any wages into the
people engaged in scientilic research or purchase of substances for use i this
scientific study,

{b) Capita) expenditure incurred on scientific research associated with asscssee's
company will be permined in full, nevertheless. purchase of property isn'l
allowed. No depreciation is permitted w/s 32, In regard to these strength during the
prior yeat und following the calendar year.

{c) Contribution designed to accept scientific sludy institution or university or college
or other authorized institutions for scientific study and o approved college or
Institution to get the usage of scientific study is permitted. This may or might not
be related to assessee's company & a weighted deduction of 1.25 instances of
sums paid is allowed as a deduction,

(d) Contribution designed 1o approve college, college or association for study in
social statistical or science study 1s pernutted. This may or might not be related o
assessee’s company & a weighted deduction of 125 instances of sunts paid is
aliowed as a deduction.

(¢ Any amount paid into a "™ational [ab” or even LLT. or a callege or a specified
individual accepted by prescribed junisdiction, for use for scientific study upder an
approved program, will probably be permitted deduction of Lwo times of the sum
50 paid.

(1) In the evenm of a firm engaged in production or manufacture of any medication
pharmaceuticals. (excluding the cost of land and construction) or in - house
development and research center as accepted by the prescribed authority, a
weighted deduction of two times of this expenditure shall be let. The weighted
deduction that was permitied in respect of such cost U/s 35(AB) may not be
congidered for alinost any deduction under another provision of the Act.

This optiona) deduction is permitted subject to the condition which the study and
development centre is approved by the prescribed authority and the firm has entered
mto an agreement of collaboration and also for audit of their accounts mamtained with
this the prescribed authoriry shall submit the record of the acceptance of the said
facility into the monager General in such form and such period as may be prescribed.

9y
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5.9.4 Deduction u/s

i€

[od

u

Insurance: Section 36(1) (I): Premium paid to cover the risk of harm or
destruction of Stocks, shops, cows and on the health of workers under the
approved stralegy. Snciety around the lives of cows owned by the Members of the
Main Milk Co - op, Society connected to it. Section 36(1} (a). Premium for
insurance on health of employees according to plot framed by GIC & Accepted by
Central Government or some other imsurance company & approved by the
Insurance Bonus or comimission paid for Workers: Section 36¢1) (ii); This is
allowed as deduction up to Now Since they aren'i paid as gain or dividend.
Interest on borrowed funds: Section 36{1) {iii): li's allowed as deducticn.
1towever, Curiosity paid by the company to ils parincrs is granted subject to terms
of Sections A0(h). fgnore on zero coupon bonds is allowable by issuing Business
on pro rala Basis Contribution to recognized Provident fund or a licensed super
annodation fund department,

3001 )(iv).y Any amount pawd by the assessee as an emiplover using contribution
towards Relirement strategy.

Contribution tn Pension Scheme: Seclion 36(1)Fig o) Any participation by an
eimplover by the method of ¢ontribulion towards a pension scheme to get a worker
up to 18 percent of salary will be allowed as deduction.

Contribution to authnrized Gratuity Fund Section 36¢1){(v): Nunber contributed
to 1lie finapce which will be for the exclusive benefit of these workers will be
allowed as deduction.

Confributions received from Employees (if deposited) Section 36(I)(VA): Any
Contribution obtained from workers towards any capital far the wellare of their
workers,

C.g.. P.F. will be allowed as deduction if such donation is crediled to workers wi
betore or on the due date. It's allowed as deduction not because it’s a cosl of the
assessee, In actpality, ii's not in any way a cost of the assessee, However. if this
amoaunt is deducted from wages of workers, it's treasted as income under section
2(243(x).

Thus. the dedueticn is permitted it payment is made by the due date.

5.9.5 Animals used for your Firm ar Business: Section 36 (1) (vi):

l.

-3

Deduction is Enabled when Creaiures have eapired or have become permanently
useless. Wumber of deduciion will be gap between the real price of these animals
and quantity realized if any regarding carcasses of these animals.

Deduction is permitied only il animals are employed for the purpose of company
bur less inventory in Deduction is allowed with this account if° Debts have
emcrged from a business transaction. It's the responsibility of the assessee 1o
prove to the saiisfaction of eamings tax officer that these debts are irrecoverable.

Expenditure for encouraging family planning: Section 36(1)(ix):

12

Just a company can claim any cost incurred by a cempany to promote family
planning among its workers are allowed as dedvoction entirely, provided its
revenue expenditure.

Any capital Cost on this aceount is allowed as a deduction in 5 equal instalments.
If gain is not enough to consume this cost it could be carried forward to be set off
in the future.
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No Depreciation can be maintained under section 32 on capital resources utilized i
for boosting family Preparation and altowed as a deduction under section iRty W ira
36 NN and T'rofcssion

Any quantity of banking cash transaction tax paid throughout the vear. 36(1)

Cheek Your Progress

Fill in the Blanks.

[ means any continugus or systematic way of carrving oul a
profession,

2. Amount paid Due to against the danger of harm
regarding machinery, plant & Furniture are allowed as deduction given
that they're rot of capital character.

3. Under depreciation on assets 18 allowed as a deduction
while computing incame from business or profession.

4. In the first year if asset obtained 1s used for less than _ depreciation

is limited to 50% of normal depreciation.

5. Cenon expenses are pennitied oaly on the

b. An . is a company where purchase or sale of a conunudin
containing shares and stocks will occasionally he or alimatcly senled
differently than by the actual shipping of or transport of goods or salety

T OAs per an assesses 15 needed to specihy e svstem of
accounting often followed by him.

8. A . might be wholly disallowed, and therefore they
should he discounted

9. __incurred for scientfic stucy associated with assessee's
firm will be campletely allowed.

5.10 LET US SUM UP

Business, quite simply. means an occupation carried on by someonc who has a
view ke biinging in profit.

As per the Section 2(13), husiness has been defined as any syvstem related w any
trade, ceminerce or manufacture or any adventure os concern like trade. commerce
or manufacture,

Product Sules or Gross penalties since the case might be are to be considered as
the base when Receipt and Payment A/C are given. From this Gross fncome costs
that are specially allowed by the income, tax act would be deducted lo arrive a
taxable earnings,

Il assessec has occupied the premises as a tenant, reml of the premises and when
e has agrecd to bear cxpense of fines. such cost is allowed as deduction. given it
isn't of Capital form,

Under Section 12 depreciation on assets is allowad as a3 deduction while
computing income from business ar profession.
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® The term ‘plant’ includes ships, vehicles, books, scientific devices and surpical
Equipmeny utilized for your owp business but exclude tea plamtations or live
inventory.

® Additional depreciation can be claimed on new plant & machinery acquired alter
31st March 2005 by an assessee in the previous year in which it siars
manulacturing or proctucing. The rate of additional depreciation: 20 percent of
actual cosl,

e If gain for the year s not sufficient to absorh depreciation cither entirely or
partially, unabsorbed depreciation could be deducted from any other head of
income.

® When a contracl for sale or purchase of any commadities {including stocks and
shares) is occasionally settled without the actual delivery or transfer of the
commaoditics, it's called a risky trade, and when your business 15 [o eam income
out of such risky trade, then that will be your income from Speculative Busiiess.

® An Insecuie business is a company where purchase or sale of a commodin
containing shares and stocks will occasionally be or ultimately setiled differently
than by ihe actual shipping of or transport of gonds vr safery.

& As per Section 1435 that an assessee s needed to specify the systern of accounting
aften followed by him.

® The strategy of nepgative approach is adopted when Gain and Loss Accounl or
Income and Expenditure Account is granied.

e Deduction 1s permilted only if animals are einployed for the purpose of company
but less invenlory m Deduction is allowed with this account if Debis have
emerged from a business transaction. WW's the responsibility of the assessee to
prove to the satisfaction ol earnings tax officer that these debis are irrecoverable.

5.11 UNIT END ACTIVITY

Prepare a report on computatian of busingss income under income tax act and give a
presentation on it

5.12 KEYWORDS

Businesy: business has been defined as any system related to any trade. commerce or
manufacture or any adyenture or concern like irade, commerce ar manufacture.

Plant: this termn in busmess mcludes ships, vehicles, books, scientific devices and
surgical Equipment utilized for your own business but exclude tea plantations or ive
inventory.

Specnlative Busintess: When a conwact [or sale or purchase of any commadities
(including stocks and shares) is occasionally setled without the achual delivery or
transfer of the commodities. it's called a risky trade, and when your busingss is to earh
income out of such risky trade, then that will be your income from Speculative
Business.

Negarive Appreach: Debit part of profit and loss account is thoroughly nspected
while computation of busiress income

5.13 QUESTIONS FOR DISCUSSION

[. What is business as per section 2 (i13)?



[

Describe the methods of computing taxable income
3 What is the meihiod for calculatng depreciatian?

4. What is the scope of business income?

L 1Y

Desenibe computation of business income under income tay act,

Check Your Progress: Model Answer
[. Busmess

2. Repairs and insurance premiwm

1. Section 32

4. 180 days

3. Fee basis

&. lnsecure business

e

Section 143

Number of the pay ments

Revenue expenditure
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6.0 AIMS AND OBJECTIVES

After studying this lesson, you should be able to:
¢ Explam accounting and its needs

e Discuss the concepts of accounting

® LExplain the accounting conventions

®  Describe the concept nl double enry system

6.1 INTRODUCTION

As per recommended by Prof. Caldor for levying taxes on profits eamned by selling or
transferring any specific non-inventury asset, we can find the orgination of capital
gaip tax in India in the year, 1956,

As capital gain tax evalved constantly, now-a-days they are levied on transferning the
capital assets exvept those held as stock-in-trade. The computation mechantsm of
capital gain tax has becn prescribed under sections 45-55A af Income Tax Act,

Since last two decades. incorporation of various exemptions has been incaorporated in
the statute in order ro give a rational view on levying taxes. It is done lo alleviate
‘undue haredship® for the laxpayers. Since lasl few vears, the profits taking place by
transferring of capita) market instrument has {aken place as an effective way for
inereasing the growth of capital market due in levying of capital gain taxes.

6.2 CHARGING [SECTION 45(1))

As per seclion 43 (1), 1t has been mentioned (f the income eamed by a person is
chargeable as tax on the basis of receipt or on the bass of accrual, all heads of income
are charged on diflereni basis. The capital gains can be charged on the following
bases:

® There must he a Capital asset owned by he assesse. The assessee must have
rransferred the Capital asset.

® Such transfer shoutd have taken place during the previous year.
8 Profit or Loss arises fram such transfer.

o Sych Capital gains shauld not be exempl w/s 34, 34B, 54D, 54EC, 54F, 54G or
34GA
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Any profits arising on the Transfer of any Capitai Asset shall be chargeable to tax
under Lthe head Capital Gains in the ycar of transter.

6.3 CAPITAL ASSET

it means property of any kind movable or immovable. tangible or intangible does not
include the following:

a.

h.

Stack in Trade: £.g.- X is a dealer in house property For him, house property is
stock-in-trade. Any profit ecarned by him on sale of stock-tu-trade (1.e.. house
property) would be taxable as Business income).

Personal Effects: Personal eftects can be defined as any Article or Commodity or
Property. which is used in daily life by a person and can be considered as a
movable property. Cerain assets such as jewellery, archaeolopical collections.
drawings or any other work of art are excluded from personal effects. These assets
can’t be considered as a capital asset and any surptus taking place for transferring
thein is not subjected to tax under Capital Gain tax.

i. Agriculiural Land: Agricultural land which is not situated in the “Specified
Area’ (i.e.. agricullural land situated in specified area is called capital asset),
By specilied area it means the area which is located within the limits of
Municipality, having a populatiot more than or equal ta a number of 10,1000
as per the last census conducted. [ also includes the area that is witlin the
distance ol around & kms. from (he Himits of such Municipality.

it. Agricultural land which is np1 located in any specified area,
ni. Special Bearer Bonds, 1991 (Ne more w existence).

iv. Gold Bonds issued under Gold Deposit Scheme, 1999.

Issues:

Gold. silver coins and bars used for pooja are “Capital assets”, Maharaja Rana
Hemant Stnghiji vs. C11' (1976).

A praperty intended for personal or household use (may for ceremonial occasion
anly}, is always a personal effect.

In order to qualify for “agricuitural land in India”, it is not necessary that land was
once agricultural Jand. T nust be agriculrural land at the time of sale-T.S.M.O.
Mohamed Otbuman vs. CIT.

6.4 WHAT IS A TRANSFER? [SECTION 2 (47)]

I includes:

a,

h,

Sale

Exchange (Must be of two capital assets)

Relinquishmemnt uf an Asset

Extinguishiment of an Asset

Compulsory acquisition by Government

Conversion of an asset inlo Stock-in-trade

Any transfer cavered by Section 33 A of the transfer of Property Act

The maturity or redemption of zero coupon bonds



Issues:

If there is any case of relinquishment, then the person’s intgrest in a property will
be considered 10 be abandoned or surrendered. Yet the property will continue to
be owned by some other person and hence it wil} remain existing. Here, the
extinguishment refers 1o losing of hofder's right to the assets,

When an amalgamalion takes place, the rights of the assessee in the shares held in
the amalgamating company steod extingujshed and therefore there is a “transfer™.
CIT vs. Grace Collis (20011

When there is a reduction in the face value of the shares and consequent payment
by the cumpany to the shareholder towards such reduclion. the transaction results
in extingirshment of right in the shares held by the shareholder Consequently, the
reduction of the share capital would be subject 1o capital gains tax, Kamikeva vs,
Sarabbar vs. CIT, (1997). In this case, the Supreme Court compared the decision
in the case of Anarkali Sarabhai referred to above and beld that in that case the
preference shares were redeemed i entirety whereas in the present case it was
partly redeemed by reduction of share capilel, Therefore, the analogy is the same.

When a partper of a firm retires and the amount of his share in the partnership
assels, afler deduction of linbilities and prior charges is determined on taking
accounts as per the partnership law, there is no elemcent of transfer of mtesest in
the partnership assels by the retired pariner to the continuing partners. The amount
received by the retiring partner lowards settlemert of his share is not hable o tax
as “Capital Gain™. CIT vs, R. Lingmatlu Raghukumar {1997}

Amaunt received by a retiring parmer in respect of his share in the parnership
including woodwill is nol assessable as capital gains. Addl. CIT vs. Mohanbhai
Pamabhai, {1987)

6.4.1 Transfer When Completed

HR

frrmavable Praperty when Documents are Registered: Ownership of immoevable
assets will not pass till the litte deeds are registered in the name of purchaser.

Immmovable Property when Documents are not Registered: Cven if the documents
are nol registered but when the conditions of Section 53A of the Transfer of
Propenyv Acl are satishied, ownership s “transterred™

Moaovable Property; Ownership passes at the time when property is delivered
pursuant 1o a contract to sell.

6.5 TYPES OF CAPITAL GAINS

1.

STCG: Capital gains arising on transfer of a shorl-term capital asset are called
STCG.
Manuner of Compuration — Section 48 (For Non-depreciable assets)

Full vaiue of Conskicranon XX

LESS: Transfer bapenses Net XXM

Lonsideration KRN
XXX

LESS: XXX

Cost of Acquisition Cost ol AKX

improvemenl XX

Gross Capitat Gains/l ass XXX

LESS: Exemptioall/s. 5% cte. Net XX

STCGL

S
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2. LTCG: Capital gains arising on transfer of a Long term capital asset are called
LTCG.
Manner of compuiation; Replace Indexed Cost of acquisition and Indexed Cost
af Improvement tor Cost of’ Acquisition and Cost of Improvemeant.
Note:

#. Capital gains are chargeable on accruval basis: It is not necessary thal ihe
consideration should be received in the year of transfer itsell.

b. Receipt of consideration in installments; Even in that case also the entire
consideration has to be raken into account for computing the capital gains.

c. Transfer expenses are: Sales commission paid for broker, cost of stamp,
registration fees borne by flie seller, waveling expenses incurred in connection
with transfer.

6.5.1 Long Term Capital Asset [Section 2(29B)]

1t i3 ta be decided based an the period of holding by the assessee.

a. Ordinary Asser: A capital asset held by an assessee, before the date of its transfer.
tor =36 months is a Lony term Capital Asset,

h.  Shares erc.: In case of shares held in a compuny, Securities (listed). Units of UT)
& Units of a mutual funds specified 1¥/5.10 (23D), Zero coupon bonds will be
treaied as Long Tenm Asset if the period of holding is >12 months, before the dae
of us transfer.

6.5.2 Short Term Capital Asset [Section 2{4213)]

1t is a capita} assel other than Lthe long-term capital asset.

Fssures:

® Illand is held tor more than 36 months bui the building constructed thereon is less
than 36 months old as on the date of irans{er. land becomes long term whereas the
building is short term.

® In the case of wansfer of a deprecrable asset, capiial zain is taken as short-lerm
capital gain, rrespective of period of holding.

6.6 SPECIAL CASES IN COMPUTATION
OF PERIOD OF HOLDING

Section #911) - Previous owner: IF the capial asset is acquired by the assessee through
any of the ways/modes specified 1/5.49(1) rthen the period for which the previous
owner held the asset should alsoe be included for computing the period of holding of
the assessee/person who sodd it. (i.¢.. the word held by assessec means held by the
assessee (i.e.. the word held by assessee means held by the assessee and by the
pravious owner).

a. Primary Market: In case the assessee purchased any shares etc., o primary
market, the period of holding shall be calculated from the date of allotinent of
such shares ete,, and not from the date of application for shares etc., was made.

b. dmalgumation; In ihe case ol a shareholder who received the shares in the
amalgamated company in exchange of shares held in amalgamating company, in
computing the period of holding of shares of amalgamated company, the period of
helding of the amalgamating shares shall also be included.
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Demerger: In the case of a shareholder who received the shares i the resulting
company in exchange of the shares held in the demerged company, in computing
the peiiod of halding of shures in resulting company. the period of holding of the
demerped company shares shall also be included.

Riglt Renouncement 11 the right w subscribe 1o shares is renaunced 1o any other
person the period of holding of the asser (Right Renouncement) shalf be caleutated
hom the dale of the affer of such right by the company up 10 the Jate of
FengUncement

Liyuidation Va case the company in which shares are held hy the assessee gels
hyuidated, while computing the period of holding of such shares, the period of
holding subsequent to the date of liguidation shall not be raken into aceount (e,
exciuded).

Specified Security/Sweat Eqnity Shares- The period of holding for any specified
security or sweat equity shares allotted or transferred. by the employer free of cost
or at concessional rate to his employees shall he reckoned frum the date of
allomment or transler of such specified security or sweal equity shares.

Exchange of stock exchange membership card wih shares wswed by slock
exchange In the process of comporattsation of stoch exchange - the periad of
holding of such shares shali be calculmed from the date of acguisition of
mentbership card.

Wihen the assessee is owner of an asset reccived under 1 mode speciiied under
section 49(1) and thereafier the asset is converted by the assessce into a4 new
asset, the period of holding would commence form the date of conversion

Problem I: Deteemine whether the asset held was short term or long term capital
asscl.

a.

R holds 1000 shares in G ltd., which goes into hquidation on 31-10-2008, R
purchased these shares on 31-1-2008. The company made the pavment o R on
31-3-2009.

R 2ut 4 diamond ring by way of gift from his uncle on 1-1-2007, {hiv ring was
purchased by his uncle on 29-12-2005. R soid this ring on 31 12.20048.

R acquires 1000 shares in G Lid.. on 29-3-2008. He is alloited 510 shares of a
resulling company S Ltd. on 1-4-2008, He transferred these on 30-3- 2000,

6.7 COST OF ACQUISITION

ks

|-

Direct Ownership The cost mcwred 1o purchase a capital asset shall be the cost
of acquisition of that asset.

Indirect Ownership - Previons Owner: In case the property is acquired in any of
the modes mentioned in Section 49 (1) the cost of acqsinon s the cost o the
previous 0Wner,

SECTION 49 (1}:
a. Propeny acquired by wav of Gifi or infreritance.
b. Praperty acquired on partiion of H.ULF,

Property acquired by the amalgamated Company of the amalgamaling
campany.

=

d Property acquired by the resnilting company from the demerged company in
demerger.

14
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e. Property acquired by the amalg banking institution of the amalgamating
banking ¢o.

Transfer from a holding Co. to its 100% subsidiary Co., & Vice-versa. Both
the Companies must be Indian/domestic compunies.

Liquidation of a company & distribution af assets to its share hulders.

h. Acquisition of a property by HUI- where one of its members convened his self
acquired property inlo joint family property.

i On a transfer jn a business reorpanization, ol a capital asset by the predecessor
co-operative bank 10 the successor co-operative baok.
Who is a Previous Owner?

A person who acquired the property other than by any of the modes given in
Section 49 (1).

FMV. Where the cost for which the previous owner acquired the property cannol be
ascertamed, the FMV as on the date of transter shall be laken as cost.

6.8 COST OF ACQUISITION-SOME SPECIAL CASES

Apmulgamation-Section 4%{2): When an assessee acquires any shares in the
amalgamalcd company in exchange of shares held in the amalgamating company, in a
scheme of amalgamation. then the cost of acquisifion of shares received from the
apalgamated company shall be the cost at which the sharcs in the amalgamating
company was acquired.

Conversion of Debentures Section 49(2A4): In the case of conversion of debenrures
etc., ul @ company inlo shares of that company, the cost of acquisition of such
debenmures etc., shall be taken as the cost of acquisition af the shares obrained on
conversion, Furlher, it provides that cost of dequisition of FCEBs will be deemed ta be
the cost of acquisition of the shares, debenrures issued pursuant to the conversion off
FCEBs. This is not applicable for conversion of preference shares nto shares. To find
out whether or not shares are long-term capital asset or shon-tenm capital asset, the
period of holding shall be determined form the dare of ailotmeni of shares. The
indexation will start from the date of conversion of debentures into shares

ESOPs/Sweat Equity Shares Section 49(2AB); As per the amended provisions, issue
of shares under ESQP/Sweat equity shares is now taxed as Fringe benefir tax, For the
purpose ol computing capital gain un the ransfer of such secorities in [utgre. the cost
of acquisition shall be the fair market value which has heen taken into acceunt while
computing the value of fringe benefii.

Demerger — Section 49 (2C) & (2D)

a. Cost of acquisition of the shurey in the resulting company: Cost of acquisition of
shares held by the assessee in the:

Cost of aeguisition of shares Net Worth teensferred in a demerger
iheld by the assessee inthe =
Demerged Company Net worh of the demerged Co. immediately

heforc demermer

b.  Net Worth: Paid up share capital + General Reserves,

¢. Cost of acquisition of the shares in demerged co. (Post demerger): Cost of
acquisttion of the original shares (in demerged co.) minus cost of shares as
ohtained in *a’ above (resulting ¢¢.).



6.8.1 Reorganisation of Co-operative Bank

Section 49(2E). Section 49%(2). 49 (2C), 49 {2D) are also applicable in relation 1o
business reorganization of a co-operative bank (i.c., the cost of the shares of the
successor co-operative bank received by the shareholders of a predecessor co-
openative bank shall be computed in the same manner as it is computed in case of
amalgamation or demerger of a company under the aforesaid sections),

6.8.2 Shares (Original & Rights) (i.e., Financial Assets):
a. The cost of acquisition {(C,0.A.) of original shares - Amount actually paid.
b. The C.Q.A. of the right shares - Amount actually paid.

¢. Right Rensuncements - While computing capital gains C.OA. 10 he taken as
NIL.

d. Cost to the purchaser of right shares. Amount paid to the company for acquiring
the shares + the amount paid o the owner towards rights renouncement.

Praoblem 2: X holds 1,000 equily shares in A Ltd. Since 1978 {cost of acquisition:
< 10,000 fair market valoe on April 1, 1981 T 16,000). A Lid, Offers 2,000 rights
sharcs of T 10 each to X on May 1, 2008 al a premium of ¥ 50. X subscribes for 800
rights shares and renounces 1,200 shares in favour of C by transferring the right
entitlement for 8 consideration o) T 4.800. X selis 1,800 shares m A Lid. on March
30, 2009 @ Y 90 per share, C also transfers his 1,200 shares i@ * 91 per share on
March 31, 2009. Compute Capilal sains.

6.8.3 Bonus Shares (i.e., Financial Assets) — Cost of Acquisition

| Brmuf Shares ,
L 1 R

o — ey

flmbeste mmenm mme b gy g

i FOrigmal Shares . IWWO.S are acquired ~ IfO.5.& Bonus i
(.8 & Bonus _ before 1-4-81 & Bonus ~ shares are acquired
shares are allotted ; sharesareallotiedon i on orafter |-4-81
before |-4-R1 (1) * orafter 1-4-81 (2) I
i ¥ 5 ¥
1. Incase of Original Shares - FMYV as on {-4-198]1 or C.Q.A, (whichever is

higher).

In case of Bonus Shares FMV as on 01-04-1981,

2. Incase of Onginal Shares - FMV ason i-4-198] or C.OA,
In case of Bonus Shares - NIL.

1. Incase of Onginal Shares - Cost incurred
In case of Bonus Shares - NI} L.

6.9 FAIR MARKET VALUE

Direct Ownership: If the Assessee acquired the asset before 01-04-1981 then the
FMV. ie. fair market value as on 01-04-1981 may be adopted as the cost of
acquisition,

2R
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Indirect Ownership: if the previous owner acqoired the asset before 01-04-1981 then
the F.M.V. i.c., fair market value as on 01-04-1981 may be adopted as the cost of
acquisition. (¢ g.: X purchased a house property on 1.1.75 for 30,000 and the property
was passed on (0 his son ¥ on death of X on 13.6.86, the FMYV of it as on 1.4.81 being
1.20,000. Y may opt 1,20,000 as the cost of acquisition},

Nute:
a. This facility is not available in case of depreciable capital assets,

b. This facility ts not available i case of Section 33 assets,

6.10 COST OF ACQUISITION IN CASE OF SPECIAL
CATEGORY ASSETS [SECTION 55]

Supreme Court beld that only if an asset cost someihing to the assessee in terms of
money the provisions relating to levy of capital gains tax are applicable. To
overcome/nuiity this decision an amendmens to Section 33 has been brought.

Guoiwitl:

1, Self-Generated Goodwill, Take Cost of Acquisition ag NIL & Compute Capital
zains.

b, Purchased Goodwill: Costincurred to purchase becomes cost of Acquisition.
C.B.D.T. Circular:

a  Transfer of Goodwill by professional [irms will aot anract Capital Gamns.

b. Noational rransfer of goodwill is nol chargeable to Capita) Gains,

Certain Other Assers: Tenancy Rights, Permits. Right to manufacture. 12.g., Patents,
Copyrights). Right to carry on business. Loom hours.

But in case any price is patd for acquiring any of these assets the cost of acquisition
shall be taken as such.

Note In the case of these types of assets ¢ost of unprovement shall be taken as nil

6.11 FORFEITURE OF ADVANCE (SECTION 51)

a. During the pasi, the asset now transferred, was proposed (o be sold and on such
proposal the assesse has taken some advance, and

b. The advance so taken was retained (Forfeited) by the assesse as the buyer failed to
remaining money.

Anyv such advance amount recenved and retained by the assesse shall be reduced
from the cost of acquisition or the FMV or the WDV as the case may be for the
pumpose of compulation of vapital gains when such asser is transferred.

L2

Note: If advance money forfewred s more than the cost of acquisition, the excess of
the advance money forfeited over the cost of acquisition of such asset shall nof be
taxable in the previous year in which advance money is forfeited as there is no

transter.
Cost of Improvement
a [tis the Capital Expenditure incurred for the improvemenl of Capital Asset,

b. Any cost of improvement incurred by the assessee or by the previous owner,
before 1-4-81. shall be ignored.

c. Inrelation to Seclion 35 assets, if shall be taken as Nil.



6.12 INDEXATION

Starting from AY 93-94 the cost of acquisition and cost of improvement ol a long
term capital asset can be indexed.

Coxt Inflatinn Index:

Finnncial Y ear (o} ] Financial Year C11
198 ]-&2 1{%) 199900 k.o
1'342-R3 10y 2004-00 406
P98 &4 116 2HI)-02 426
18-85 Y25 2002-05 447
{ORS B 133 2003-04 462
TIBO-R7 1490 2004-4)5 43U
1U8T-RY } 50 200506 457
1088-89 IR 2006-07 iy
PRG-I 172 200708 551
JR9-9) 182 2ik8-09 452
(RE] B 199 2009-10 612
1992 43 223 2014-11 T
1997194 244 a2 785
1994.95 259 2012-13 852
1993496 31 R 1 439
109697 IS anid.as 14324
[T 98 REl} HN3-16 HOEL

| UK 151 617 1123 J

This benctit s available zither [rom the year of acquisttion of the asset by the
Assessee o1 from the base vear 1981-82 whichever is fater.

1. Indexed Cost of Acquisition=1/2 x3

Where.

e Coxtof Acguisition jor] FMV as on 1/4:81 as the case mav be.

e Indexcd facior for the base vear 8(-82 or for the firss year in which the ussct was
held by the assessee, whichever is later.

& Indexation factor fon the year of iranster.

Issuee: B inheriied o property [rom A on [-7-2004. The property was acquired by A on
L.7-86. This was sold in the cusrent year by B. Is it a Long Term Asset or Short Tenn
Asset? Fromn which vear B can get the benefit of indexation?

2. Indexed Cost of Improvement =1/2 %3

Where,

® (gt of inprovement meurred after 1:4/8].

® |ndexahion factor i the year such cost of improvement was mgurred

@ {ndexation Vactos for the ycar of transter,

Note- Bonus shares allotted prior to 1-4-81 - Tndexation can be taken from the year
1981- 82 up & the vear of sale.

Provise's To Section 48:;

a. Provisoe 2: Indexation facility is available in computation of LTCG. 1t is not
available to Non resident.

13
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b. Provise 3: Indexation s not available (o bonds or debentures. But it is available to
capital indexed bonds issued by the Government,

c. Proviso 5: No deduction (Either as transfer expenses or as cost of acquisition)
shail be allowed in respect of any sum paid on account of Securities Transaction
Tax.

6.13 CAPITAL GAINS EXEMPT FROM TAX

Section 112 - Tax on Long Term Capital Guins
L/s 10:

Exemption af c.g's on tranxfer of units of us-64 — Section 18(33): I provides that
any income arising from the transfer of a capital asset being # unit of UIS 64, if such
transfer takes place on or afler [.4.02, shall be exempt from tax. This is applicable
whether the capital asset (US-64} is long-term capital asset or shori-term capital asset.

Exemption of C.G. on compulsory ACQ. of urban AGR. Land ~ Section 16 (37):
Capital gains will be excmipied il the following conditions are satisfied:

a. The assesse 1s an individoal or a HUF.
b. He ar it owns an agriculture land sitvated in specified area.
c, There is a ransfer of the agriculture land by way of compulsory acquisition,

d.  The agriculiure Yand was used by the asscssec (and/or his parents if the land was
owned by an Individual) tor agricultural purposes during 2 years immediately
prior to 1he dale of ransler

e. The assets may be long terin capital asset or short term capital asset.

f. Capiial gain arises from compensation which is received on or after 1.4.04 (1he
daic of compulsery acquisition may be before 1.4.04),

g. Even enhanced compensaiian which is received on or after 1.4.04 is eligible for
such exemption.

" IF part of the compensation is received betore 1.4.04. then exemptian shall not be
available even though balance compensation is received on or afier 1.4.04.

Exemprion of LYCG on Transfer of Securities Sabject Yo STT — Section 10 (38)

1. fn geéneral cases: Taxable at the rates at which the other income is chargeable to
tax.

[

in case of Section {11A:
a. It will be taxable at a flat rale of 15%.

b, In the case of individuals & HUFE (Other thun Non resident’s). if the basic
exemption is not exhausied by any other income then the shurt-term capital
gain shall be reduced by the unexhausted or unavailed basic exemption limit
and only the balance shall be taxed at 15%.

¢. Deducriens under Chaprer V1A are not available in computation of Taxable
STCG.

d. Surcharge 1s also payable on tax payable on STCG's after claiming eligible
rebate U/s 88E (Tn addition it is subject to Education Cess of 2%),



¢.

When Section 111 A gety atiracted?

# The asset transferred is equity share in a company or units of equity
orienled mutual fund.

¢ The transaction of sale is entered into on or afier 01.10.04
¢ Such ransaction is chargeable to securities \ransaction tax.

¢ This is apphcable to all the assessees.

Section 45 (1A):

Buckground To nullify the judgment given in Vannia Silks Lid, which says
that the destruction of capital asset does not amount to transfer, 45 (1A) has
been introduced.

2. Event: Damage or Destruction of any Capital Asset as 4 result o’
a. Typhoon, llurricane, Cyclone, Earth Quake eic.
b. Riot, civil disturbances.
c. Accidental fire or explosion.
d. Action by an enemy (or) action tsken in combaling an cnemy
{with/without declaration of war).

3. Year of Chargeability: Previous year in which compensation or the asset is
received from the Insurance Company. (This is against 10 charging Section)

4, Cansideration, Value of money received or FMV of Lhe asset received on the
date of the receipt.

3. Indexation Facitiry: 1t is available only up to the year of destruction 2t¢

J'\i'(h'e.‘

a. [1is against to the charging Section as there will be capital gam even without
transfer.

b. A ship. being overweight, 1s sunk and assets are lost. ‘The receipt of insurance
compensation in such circumstances is not chargeable to tax under Section
"15{ 1A Y

¢. Insurance compensation for theft of stack-in-trade 15 not taxable under Section
A3( 1 A) but it will be taxable as business income under Secijon 28

d. In the case of Depreciable capital assets, Section 50 is applicable.

Section 45(2) - Conversion of 4 Capirul Asset Into Sioek in Trode:

a.

=

™ e A6

Backgrownd: The Supreme Court in CIT vs. Bai Shirinbai K. Kooka [1962]
had held that no transfer was involved where the assessee, holding by way of
imvestment shares in companics. commenced a business in shares converting
the shares into stock-in-trade of the business.

£vent; Conversion of a capita) asset into stock in frade.

Year of Chargeabilicy. The vear in which such stock- in-trade was sold,
Considerarion. FMV as on the daie of conversion,

Indexation facilily is available only up to the year of conversion.

In the year in which such SIT is sold both capital gains and business profits
will result,

11s
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Nate- If stock-in-trade is sold in parts in different years, tax on capital gain on
conyersion of capital asset jnto stock-in-trade as per Section 45(2), can be said 1o
arise in parts in dilferent vears and not in one year in which last of SIT is sold,

Sectian 45 (3) - Transfer of A Capital Asset into Capital Contribution:

a.  Evern Transter of a Capital Asset by a pariner ta the firm or by & member (o
the AOP by way of capital contribution.

b Year of Chargeabiluy: Previous vear in which {ransfer takes place.

c. Considerativn. The value of the Asset recorded in the books of the tirm o
AOP,

d.  dysessee chargeuble to tax The partrier or member.

Noje:

3. These rules are not applicable when a member transfers a capital asset to a
company or a ¢o-operalive saciety.

b. As per Nection 43 (3} there is no requirement that in the case ot transfer of an

asset by a partnet to the firm in which he is 4 partner, the amount of salc
consideralion has got to be credited ta his capital accaunt; crediling of
purchase consideration Lo current account of the partners s sufticient---
Mafatlal Holding Lid. V. CIT [2004].

Section 45 (€) - Distribution on Dissolution:

a. Lvent Transfer of a Capital Asset by way of distribution on disselution of a
firm or otherwise.

b. dsvessee chargeable (o tax Partnership Furm.

¢, Fear of Chargeabiliry: Previous year in which transfer takes place [rom firm
to the partners.

d. Consideration: FMV as on date of transfer.

¢, Cost of acquisition of the firm is the value of the Asset recorded in the books.

Naote:

a. These rules are not applicable when an asset is transferred by a company o1 a
co-operabive sociely.

b. If a firm distributes a depreciable asset, the capital gain/loss shall always be
short-term capital gain/loss.

c. Section 45(4) is notl apphicable where some partners retire and the {irm
caoniinues to cairy on the business with remaining pariners and with pew
partners or without new partners-CIT vs. G.K, Enterprises [2003]. However,
ihe Bombay High Court in CIT vs. AN, Naik Associates [2004] has held that
the word “otherwise™ appearing in Section 45(4) not only includes cases ot
dissalution but also included the cases of retirement of partners even though
there is no dissolution and the business is a conlinuing one.

d. Amount ¢redited in capital account of retired parmer upen revaluation of asset

of firm is not taxuablc as capital gain as there is no transfer-1T0 vs. Ramesh M.
Shah [2004).



Section 45(3) - Compulsory Acquisition:

a. Event: Transfer of a Capital Asset by way of Comnpulsory Acquisition, under
any law or when a capital asset is transferred (not by way of compulsory
acquisition) and the consideration is approved or determined by the Central
(rovernment {not by a Slate Government) ar the Reserve Baok of india.

b.  Year of Chargeability: In the previous year in which compensation is received
(Full/Par),

v,  Considerarion: Compensation.
d. Indexation is available only up to the year of transfer.
Note,

a, [f the Compensation is received by the legal representalive of the deceased
person from whom the Assel was acquired. the recipient shall bg chargeable to
1ax,

b. Enhanced compensation/consideration: Sometimes, the assessec is ot
satisfied with the compensation defermined and may go in for an appeal
against the amount determined. [f on appeal the campensation is enhanced,
the additional compensation is called enhanced compensation. Such enhanced
compensation shall he fully taxabie as capital gain in the vear in which it is
received. The cost of acquisition and improvement thereto will be taken as nil,
since it has already been deducted at the lime ol computation ol capital gain
for initial compensation.

c. Capital gains originally computed in respect of the compensation or the
cnhanced compensation received shall be revised if such compensation or
enhanced compensation is reduced by any cowt ete.

d. Interest on enhanced conmpensation is chargeable under income from other
saurces. Interest on enhanced coimpensation cannot be taxed all in lump sum.
The interest has to he spread over on an annual basis till the date of the order
of the Court on a time basis---K. S. Krishia Rao vs. CIT [1990].

¢. Expenses incurred for gewing the enhanced compensation is ailowable as
expendilure.

6.14 TRANSFER OF SECURITY TN DEMAT FORM
[SECTTON 45 (2A)]

1. Section 45{2A) is applicable il shares/securities are ransferred in “demat™ form.

2 If shares/securities are transferred in “demat™ form. beneficial owner of shares/
securities is chargeable to 1ax.

3. For computing capital gain chargeable to tax. the cost of acquisition and period of
holding ot any security shall be determined on the basis of [first-in-first-out
(FIFQO) method.

The Board has issued the following clarification vide Circular No.768. June 24, 1998:
1. FIFO mcthod will be applied only i respect of the dematerialised haldings.

2. In the depository system, the investor can open and hold muliiple accounts. In
such a case, where an investor hus more than one security account, FIFO method
will be applied account wise.
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i

If in an existing account of dematerialized stock, old physical stock s
dematerialized and entered at a later date. under the FIFO method, the basis for
determining the movement out of the account is the date of entry inta the account.
This is iltustrated by the following example:

Date of Credit Particulars 1 Oy J
tune }, 1997 Purchased directhy in dematerialized form on 2 000
May 25, |¥97
- ] ]
June 5. 1997 Dematcrialized shurc (oripmally purchased in 3,000
Nov. 14985) L
sune 10, 1997 Purchused direet)v in dematerialized form an T 4,000
lane 13 1957
June 15, 1997 Demalerialized shares origanally purchased in 3400
\_ May. 1962

IT say. 2,500 shares were sold from out of tins account, then the period of holding
and the cost of acquisition of the first 2.000 shares should be as from May 25,
1997 and the cost thereof. whereus the balance 300 shares will be ireated as
having been acquired it Novembei 1985 at the relevant cost. This is Lhe elTect of
the FIFO method.

LIQUIDATION- {SECTION 46]

When assets are transferred by way of distribution tu the sharcholders of a Co on
account of hiquidation, such distribution shall not be regarded as transfer in the
case of the company.

In the case of shareholders of the company. capital gains shall be chargeable v tax
an such distribution. For the purpose of compuiation of Capital gams, the
copsideration shall be determimed as follows

a. Distribution in cash: Amount received |ess deemed dividend w/s. 2(22) (c)

b Distribution in kind Falr market value of the asset on the date of distribution
less deemed dividend u/s,2(22) ().

6.16 BUY BACK OF SHARES AND CAPITAL

GAINS [SECTION 46A|

Manner of Computation: Where a company purchases s own shares the
ditference between the com of acquisition & consideration received by the
shareholder shall be taken as C.G.'s.

Indexation: 1¥ the shares are long teem capital asser indexation facility is
avaiiable,

Year of chargeabifity: ln the year in which such shares are purchased by the Co.



Section 50 - Computation of C. G's In Cuse of Depreciable Asset’s
C.G’s In Case of Depreciable Asset’s

C.G.
l ¥
On Sale of Non On Sale of Depreciable Assx
Deprecjable Asset

, |
Section 48

Conditions for cluiming depreciation: Depreciation U/s. 32 can be claimed provided
as on the last day of the previous year, the following two requirements are fulfilled:

a. There must be at |east onc asset in the block &

b. There must be some value for the block on which prescribed percentage can be
applied,

Section 50 comes into picture:

. Where any one or both of the above-mentioned requirements are not satisfied,
Section 32 will not apply and automatically the provisions of Section 50 become
applicable resulting in the STCG or STCIL..

2. Section 50 thus gets attracled under the following circumstances:

a. When one or some of the assets in the block were sold for a consideration
which is more than the value of the block (STCG).

b. When all the assets are transferred for a consideration which is more than
(STCG) or less than the value of the block {STCL).

6.17 SLUMP SALE

Slump sale means the transfer of whole business for a lump sum cansideration without
values being assigned 1o the individual assets & liabilities. This system is very populat
among professionals.

[t is the value of total assets of the business as reduced by the valve of autside
liabilities of such business as appearing in the books of accounts. Revalued figures
shall be ignored for the purposes of any profits arising from such sale shall be
chargeable as capital gains.

a. > 36 Months: If the business that was transferred under the slump sale is owned &
held for more than 36 months, the capital gains shall be treated as LTCG.

b, Cost of Acquisition + Cost of Improvement = Net worth of the undertaking/
business so transferred (No Indexation available).

Net worth means the total computing the net worth.
The total value of total asscts, for this purpose, shall be:

¢ In the case of depreciable assets - the written down value of assets as per 1. Taxact.

119
Capital Gains and {ncome
from Dither Sources



L0
Ineome: Tax [aw and Praciices

In Lhe case of other assets - the book value (Other than revalued figures).

a. A CA report certifying the computation of Net worth to be enclosed.
Advaniages:

a. 20% tax, in case the undertaking transferred is held for more than 36 months.

b. Even if some of the assets tanslerred was held for less than 36 months they
will be charged as LTCG.

6.18 SPECIAL PROVISIONS FOR COMPUTATION OF

CONSIDERATION [SECTION 50C]

b

t3

wh

What it says: Where the consideration [or the transfer of land or building or both
(LTCA/STCA/Dep./Non-Dep. ), is < the value adopted by stamp duty authorities
for the purpose of payment af stamp duty {Called stamp duty value), the value so
adopted shall be taken as consideration. {i.e,. Stamp duty value = Consideration).

Refer to valuation officer: Where the assesse claims that the stamp duty value >
FMV of the propery, the assessing officer may refer the case lo a Valuation
Qlficer,

Such reference shall not be made, if the stamp duty value has heen disputed in anv
appeal before any authority or court or the high court.

Action can be taken on report:

a. Il the value determined by the Valuation Officer > the stamp duty value. the
Assessing Officer shall take stamp duty value = Consideration,

b. U the valuc determined by the Valuation Otficer < the stamp duty value, the
Assessing Officer may take such determined value = Consideration.

c. {fthe value determined by the Valuation Qfficer < the sale consideration, the
Assessing Officer shall lake Actual consideration = Consideratian.,

C.G."s = Consideration as per “4th” point - Cost/Indexcd Cost.

Subsequen! to the making of assessmant (Where the stamp duty value was
adopted as consideration), 1f such valug is revised in any appeal, the assessing
officer shall amend the assessiment grder to recomputed the capital gain,

Nate: Unless property trapsferred has been registercd by a sale deed and for that
purpose value has been assessed and stamp duty has been paid by parties. section
50C cannot come into operation. If a property is transferred under a power ol
attorney transaction and value has not been assessed for the purpose of stamp
duty, secrion 50C has no applicatinn.

6.19 EXCEPTIONS TO TRANSFER-|SECTION 47]

Gift or will: Transler of a capital assel by way of gift or under a will.
Partirion; Transfer of a capitaf asset in a partivion of a H.U.F.

H to 8/8 to H: Transfer ol a capital asset by holding company to its subsidiary
company or vice versa if the following twe conditions are fulfilled:

}.  The holding company & its nominee should hold the whole of the share
capita! of the subsidiary company.

2. The transferee eompany should be an Indtan Company.



o

i1,

Amalg. - Assets: Transfer of a capital asset in a scheme of amalgamation, if the
amalgamated company is an Indian Company,

Demerger - Assets: |ransfer of a capital asset by the demerged company in a
scheme of demerger 1o the resulting company, if the resulting company s an
Indian company.

Amalg. - Shares: Exchange of shares held by the shareholder of the amalgamating
company in lieu of the shares issued by the amalgamated company if the
amalgamated company is an Indian Company.

Demerger - Shares: Transfer of shares by the shareholder of a demerged company
in a scheme of demcrger in consideration of the shares issued by the resulting
company.

Transfer of capital asset being any work of art, archaeological or scientific or arl
collection, any book manuscript, painting, drawing, etc., to the Government or
University or notified Museums, Art Gallery or approved institutions.

Conversion ol debentures and deposit certificates into shares.
Conversion of 'CEBs inte sharcs or debentures of any company,

Conversion/Graduation of firm tnio company: Transfer ol capital assets made 10
the company by the parinership firm where a firm is converied into company is
not taken as transler, if the following conditions are satisfied:

4 All the assels and habilhities of the firm shall be taken over.

%+ All the partners shall become the sharebolders of the co. in the same
proportion in which their capital a/c’s stood in the firm's books an the date of
sucCession

% The consideration to the partners shall be paid only ip the [orm of shares.

< The total share holding ol the partners n the company shall noi be lcss than
50% of the iotal voting power in the company and their share holding
continues 1o be as such for a periad of 3 years from the date of the succession,

Conversion/Graduation of proprictary concern into Co,, Similar to point j.

Amalgamation of hanking company with a banking institution. Any wansfer of a
capital asset by a banking company to a banking institution in a scheme ol
amalgamation ol such banking company with such banking institution sanctioned
by the central government shall not be regarded as transfer for the purposes of
capital gains.

In case of re-organising a business, any such trapsferring of a capital asset by the
predecessor co-operalive bank 1o its successor.

In ¢case of re-orgamising a business, ithe fransfer of a capital asset by the
sharcholder which was held by him as he owned to the predecessor co-operative
bank. Then transfer must be made considering the allotment of shares o him in
the successor co-operative bank.

Any transfer invalved in a scheme for lending of a securities under an agreement
or arrangement subject to the guidelines 1ssued by the SEBI or RBI in this regard,
which the assessee has entered into with the borrower of such securities.

Transfer of a capital asset, being bonds and Global Depository Reeeipts referred
lo in Section 115 AC, made outside India by a non-resident to another non-
resident.
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Any transfer of a capital asset being a membership right held by a member of a
recognized stock exchanpe in India for acquisition of shares and trading rights
acquired by such member in that recognized stock exchange in accordance with a
scheme for demutualization or corperatisation which is approved by SEBI.

Transfer of land of a sick industrial company under a scheme sanctioned u/s |8 of
the Sick Industnal Companies (Special Provisions) Act. 1985, where such sick
industrial coinpany is being managed by its workers’ co-operative,

6.20 WITHDRAWAL OF EXEMPTION [SECTION 47A|

ted

Where the capital guin arising on the transfer of a capital asset from the holding
company ta the subsidiary company or vice-versa was exempt from capital gains
fax by virtue of Section 47 and any of the following evenis occur within a perios
of 8 years from the daic of transfer, the capital gains so exempted would be
chargeabie o tax in the year in which the transfer jock place:

a. The holding company does nat continnue to hold the whole ot the share capital
of the subsidiary company: or

b. The transferee company copveris ar treals the capitai asset into/as stock-in-
trade

In the case of a (ransaction berween hulding company and subsidiary company.
the following additional points need to be horne m mind:

4. 1l the provisions of section 47A are applicable to a transfer, (hen the
assessment shall be reopened in respect of the assessment year relevant to the
previous year in which original ransfer took place ws. 155(7B). 10 amend the
order so as to charge the capital pains 1o tax.

L. If the transferee company subsequently sells the asset without attracting the
provisions of sechion 47A then for computation of capital gains the cost to the
transteror cornpany shall be adopted as cost to the transferce company-
Section 49(1)

¢. Il the assct is sold after artracting the provisions of Section 47A, (hen the cost
to the transleree company shall be the actoal cost incarred by that company to
acquire the asscr from the transferor company- Section 49(3}.

The capital gain arizing on transfer ol a capital asset in the naturc of Imembership
of a4 recognized stock exchange exempted by virtue of Sectivn 47, shall be
chargeable (o 1ax if the shares allotted to the transferor in eachange thereof are
transferred before the expiry of a pericd of 3 vears. The capital gain shall by
deemed, in such a case, as the income chargeable during the previous year i
which the shares are trans{erred.

If the conditions stipulated regarding the succession ol a proprielary concemn or a
fitm by a company are not complied with, the benefits availed by the sole
proprietor or the [inn. as the case may be, shall be deemed to be profit and gains
of the successor company chargeable to tax in the year in which infringement
1akes place.

6.21 SPECIAL PROVISIONS FOR NON-RESIDENTS

In the case ol an assessee who is a non-resident capital gains arising from transfer of

capital assets being the shares or debentures of an Indian company shall be computed

by converting cost of acquisition, expenses incurred for the transfer and sale
consideration into the same foreign currency as was utilized for the purchase of shares



or debentures as indicated below. The capital gains so computed in such foreign
currency shall be reconverted inte Indian currency for the purpose of funher
computation- First proviso 1o Section 48 and Role 113A.

ftems Converted/ Rate of Cunversions
Reconverted Rez—conversion
Cast of acquisiiun The average ol telegraphic transter selhng rate and buws ing

rate 45 on the dare of acquisition.

tapenses tneurred tor tramsber The average of telographe transfer selling rate and buving
rate as on the date ol iranster,

Sale vonsideration I'ne average of telegraphic transfer selling ratc and buving
rale o5 ot the date of iransfer,

{nplal gaing (Kesvonversion) The buying rate for telegraphic tmnsfer as on the dale

The conversion and re-conversion shall be made on the basis of the rate of eachange
adopted by the State Bank of India.

Fhe aloresaid manner of computation of capital gains shall be applicable m respect of

capital gains arising from ¢veny reinvestment thereafter in the shares or debentwes of
an {ndian company on the sate of such asseis.

In thesc cases indexation, will not be availabic in the computation of capital gains,

6.22 SPECIAL PROVISIONS TN THE CASE OF A NON-
RESIDENT INDIAN [SECTION 115F}

If the follawing conditions are satisfied. one can take the benefit of Section 1151 ;

I The taxpayer is a non-resitlent Indian (i.e.. an individual being a cinzen of India
or a person of Indian origin who is non-resident. A person shall be deemed 10 be
of Indian origin if he, or either of his parents ar any of his grand-parents. was born
i undivided India) at the time of sale of capital asset.

2. He has trunsferred a specified asset [i.e., shares in an Indinn company, debentures
of an Indian public limited company, deposits with an Indian public limited
company ar (entra] Govemnmeal securities [hereinafter referred (o as “original
asset”| which has been acquired or purchased with or subscribed to in. convertible
loreign exchange.

3. Such asset is a long-term capital asset.

4. Within 6 manths of transfer of original asset, the taxpayer has ivested lhe
whole/part of net consideration m any of the loilowing (hereinafier referred as
new assel” )

Shares i an Tndia company:

Deposit of an ludian public limited company:
Dcposit with an Indian public limited company;
Central Govemment securitics or

nao T

. National Saving Ceruificates V1 and VI issue.

Ty

11 all the above conditions are satisfied, exemprion 1s available as follows:

Amnintnvested in Capital gawn
few Assel Net sale consideration
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Tn case the new asset acquired by the assessee is frangferred or cvonverted into
money within a period of three years from the date of its acquisition, the capital
gains exempied by virtue of the provisions given above is deemed to be income by
way of long-term capial gains of the previous year in which such new asset is so
rransferred or converted into monsy.

A non-resident Indian may elect not to be poverned by the provision of
Section 15T tor any assessment year by giving a declaration the remen of income
1o this etfect.

6.23 REFERENCE TO VALUATION OFFICER

[SECTION 55A]

for the purpose of asceruining the FMV, the Assessing Officer may refer ihe
valuation of a Capilal Asset to a valuation officer under the following circumstances:

a.

Already volued: Where the assesse already referred the matter to a regisiered
vatuer and the value as claimed by him is as per that valuation report - il the
Assessing Officer is of the opinion that the value so clawmed 15 less than iis
FMY.

If nor so, if the Assessing Officer is of the opinion:

% That the FMV of (he asset exceeds the value of the asser as clamed by the
Assessee by more than 15% of the value claimed or by more than 25,000 or

+ That having regard to the nature of the Assel & relevant circumstances il is
necessary to make the reference.

The valuation reporl of the Valuration Officer shall be binding on the Assessing
Officer.

6.24 ZERO COUPON BONDS

Meaning of zero coupon bonds: “Zero conpon hond” meuns a band:
' ') P

% Issued by any infrastructure capital company or infrastructure capital fund o
public sector company on or after 1.6.2005,

< [p respect af which po payment is received before maturity. and
< Which the central government by notification, specify in this behatf,

Redemption of cero coupon bonds to be regarded as transfer: The payment of
zero coupon bonds shall be received from the issuing company/fund only ar the
time of maturity or redemption. Consequently, Section 2 (47) is amended to take
redemption of zero coupon as a (ransfer.

Transfer of zero coupon bonds taxuble as capitel gains:

a. The profits arising on the 1ransfer of such zero coupon bonds shall be
chargeable under the head “capital gains™.

b. [ zero coupon bonds are not held for more than |2 manths, such capitat assel
shall be weated as shorl term capital assel and hence shall subject to short-
term capital gain, On the other hand, where these bonds are held for more than
)2 months, such capital pain shall be treated as long-term capiai gain.

Taxability of long-term capital gain: Definition of specified security as given in
Scction 112 is amended. Therefore the option scheme is also available {i.e.. 20%
tax with indexation or 10% tax without indexation).



5. Tax treatment int the hands of company ixsning such bonds: Discount on issue - 123
uf zero coupan bonds to be allowed as deduction en pro cata basis, having regard Cs"”a;"(“;":;::f;;‘::‘:
1 ; . . L AH
to the matunity periad of the bonds. under Section 36 while computing business
income,

6.25 SERIES [SECTION 54]

Section Assrasey Cunditions Quanium ol Excmption
54 Indivrdual & | Residerntial house (L.OP or SGP.y o | Amount o ivestment o
HUF Ire transterred. Capital pain which ever 18
lower

Lmustheal.TCA

Wathir | vear before or 2 years afier, »
residennial house is purchased  and/ur
wilhin a period of 3 years, a residential
hause iy construcied,

S48 Individual Agricullural  and siuaied i specificd | Same a6 Secrion 34
area e be transfirred.

I nust bave heen used v the 2 vears
immediarely  preceding e date of
transler for agnenlwural purposes cither
by the assessee or by his parents.

Within 7 vears from the date ool transfer
another  Agric. land = purchased
v aprral asset or ok

0 Any Assesser | There must be o compulsony acquisivon | Samge as Secoun 54
of 4 capital asset

The propemy acquired s fand  and
buildmg forming part of an mndustrial
urilertsking

£

Tl asscl must have been used inthe 2
vears immediately preceding the date of
vunsker

Within a period of 3 vcars any other
land o bwikling is purchased orfand
construicd far  the  indusirial
wrderaking exising or newly sep

S4F tndividoal & | The assel tmansferred is a LTCA othor | IF the cost ol the  aew
Iy than a residential house restdential house is cqoad to
o e Uin il e
considoraton then the whols
of the capital wwn Other
wise  the  capital gain s
esempied propoion-at |y

Wil g period ol 1 year before or 2
years wher the date of wransler a
testdennial howse s he purchased
orand within a pernd of 3 years .
resadential howse 12 ta be consirucied

The ussexse durs not own morc than one
resideniial house an the date ol transfer.

Assessee does not within a perod of |
sear purchase or docs st wihin a
period  wf 3 veurs  condrugh any
residenyal huuse viicr than the new
asset (%)

Contd,,.
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MG Any Asset pransferred 15 a LTCAMNTCA, Satre as Seclion M

assessee . i
Mavhinery. Land & building e any

nght i tand & building used tor the
busiacse of an adustnai undertaking
siruaicd B an vyban area 1s transfemed.

Transfer 15 due o shufiire o any arca
other than an weban nrea

Within a penod of  year before or 3
yeurs afler the dite o nansfor dhe
asseste  has  purthased  machinery.
building we  land  and/or  canstructed
puilging & complcied sknfting to the
new area

54G.1 Ay Same as Section 54

Assessee Assetransferred bs o LTOAMSTUA,
= D -
| ransier 15 due 19 shifling 1o STF

[ -

SIEC | Aamy I'he wssct translermed s b 1A ", Same  as Sechon 3

ASpesses — B 0 G tilvagver. the msoslment
it inam s g = >
MG Dofeily Atnglas A t made o0 ar atier 14 07,

date ol sransfer. invesimem shall be 3 i - )
can’t onceed T30 Lakbs
made i Bonds sedeemable atier 3 vears doring am finapcial veur
ntged by NHAL or by the Rural il o
Eicctrilication £ arpos atium

LR

Capilal gain which was exempt ws 34F shall be deemed o be income by way of long-
tern capital gain of the vesr mn which another residential house 1s purchased or
censtracted,

Exemption w/s 54EC in respect of depreciahle usses: |f condinons necessary under
Section S4EC ace comphied with by the assesec on the trapnsfer of a depreciable asset, if
conditions necessary ufs SAEC are complied with by the assessec 1s eligible for the beneflt
ws SAEC {CIT vs. Assam Peiroleum Industries ()* 3 Lid, [2003]))

6.26 SOME CLARIFICATIONS ON SECTION 54 SERIES

a

For the purpose of Scction 54 and 5F, cost of land acquired by the assessee will
alsp be eligible for exemption along svith the cost of construction or acquisition.
(Circular No.667, dated October 18, 1993).

For Section 34/34F. the word house propats means building or land appunenani
there to.

Conversion of joint vwnership into single ownership by payinent being made 1o
other joint vswners amounts to purchase.

House property daes not mean an independent house property only, it includes
fats in apanment & joint uwnership as well,

Purchase of the house property which is already in oceupation at the assessee in
the capacity of the tenant s taken as an ¢ligible purchase.



f. Sale of -) house propents & purchase/construction of a simgle property s
nermissible,

Safe ol | house property & purchase/construction of > | property s permissible,

Al

Construction of 2nd floor on existing property is valhid.
£ property

For the purpose Section 548 & 54D usapge as a enani is also to be considered.

| lncase of Secthion 34D & 34G:GA, the assets to be sold are depreviahte assets. the
resulting C G, ¢on only be either STCG or STCL.

k. Expeuses incurred for registration of property will be considered as investment.

1. Expenditure incurred for construction before the date af transler of the assel
becomes eligible for exemption u/s, 34 or 54F,

m. The construction of the new house may start beflore the date of transter, but it
should be completed after the date of transfer of the original house

n.  Construction need not be completed in full.

0. Where a puson wito seld the howse properly has died, even of his legal
representatives 10ifill the condition as to purchase or construction ol a new
residentisl buuse within the stipulated period. the benefil of Section 54 can be
taken by such reprosentatives.

p. I the assessee complies with Lhe conditions given in Sectron 53A of the transier
of property act within given ume, he is elipible for sxemption even if the sale deed
was uot regastered.

q. The words "assesse¢ or a parent of his” occwting in Section S4B of the Act.
would ¢learly indwcate thar onty an "mdividual assessce” 1s cligible.

r. Expenses incurred for shifting will be considered as wvestment w/s 34¢i, S4G AL

<. The cost of the bonds purchased under eligible issue of capital for which
exemption under Section 34EC is claimed, will nol qualify for deduction under
Sccuon BOC

1. Newly acguired or constructed property may be in India or outside [ndia,

1. For claiming exemption w/s 34(1), construction ol house nved not be made by the
assesse himselt, as it can be constructed by a third parry for the assesse CIT vs.
Uma Budhia | 20047,

v. There is nothing i provision of section 54 [0 warrant establishing a direct nexus
or live-link between the amount of capital aain and the cost of vew asset Ajit
Vaswapit vs. CIT,

w. Tor purpose of claiming cxempiion ws 34, tnvesiment wn resideniial bouse would
not only inclhikde cost of purchase of house but also cust incurred for making house
habitable- Saleem Facselbhoy vs. CIT[2006].

Cupital gaimy geeounts seheme: Under Section 54, 54B, 54D, 34F, $4G. 54GA (54 EC
nol covered) the capital pains is exempt il such gains or cousideralion, as the case may

be, are mvested wn new asscts within the time allowed in the respective sections I

such investment is not made before the date of furnishing the Income wax rerurn then
the amount of capital 2ain or the net consideration, as the case may be is required 1o
be deposited in an account under capital pains accounts scheme, The relevant points
are.
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a.  Dare for deposic: The deposit shall be made on or before furnishing the retom of
income or withitt the due date for furnishing the return under Section [39(1),
whichever is earlier.

b. The deposit can be made in any public sector bank or approved instituiton.
c.  Pronf: The retum of income shall be accompanied by proof of such deposit.

d. Withdrewn: The amount deposited can be withdrawn for making ihe investments
as specified in the relevant sections,

e.  Unuifised: 10 1he amount deposited is not utilised for acquiring the new assel
within the given period. the capital gain refaied to the unutilised amount shall be
ireated as the C.G. of the previous year in which the period specified in relevant
seclions expired.

. The unutilised deposit amount in the Capital Gains Accounts Scheme, in the case
of an individual, who dies before the expiry of the rwofthree years stipulated
period under sechon 34, 54B3. 54D, 34F and 534G, cannot be taxed in the hands of
the deceased (Circufar No. 743 d. 06.05.1996),

What happens if the newly acquired asset is sold?

a. Sale of new asser: \Under Section 54, 54B. 34D, 54G and 54GA if the newly
purchased asset s ranslerred wihin a period of 3 years from the date of iis
acquisition, the cost of such newly purchased asset shall be reduced by the amount
of capital gains previously exempted and the short tenn capital gains arising on
the transfer of newly purchased assel shall be computed by using such reduced
cost of acquisition.

b, If the newly purchased asset vader Section 54B is nof o C.A. then "a” will not
arise.

Sete of new usser: Under Section 54F, il the new asset is transferred within a
period of three years then the capifal pain exempted carlier shali be taxed as the
capital gain in the pravious vear in which such asset is transferred. (In addition we
shall calculate C.(3's on sale of new asset).

b

d. Sule of Investments 1( the specificd bonds U/s 34EC so invested are ransferred
or convertad within a period of 3 vears from the date of acquisition, the amount of’
capital gain previously excompted shall be deemed to be Jang-term capita) gains of’
the previous year in which such transfer ur conversion takes place. (If the assessee
takes any loan or advance on the security of such specified bounds or debentures,
he shall be deemed to have effected conversion). (In addition we shall calevlate
{.Gs on sale of new asset).

Section S48 Extension of time for acquiring new assel or depositing amount:
Where the transfer of the original asscr is by way of compulsory acqusition and the
amount of compensation is not received by the assessee on the date of such transfer,
the period available for acquirtng iew asset or tnvestment by the assessee as relerred
1o 10 Section 54, 54 B, 541, 34EC and $4F in relation to such campensation, shall be
caleulated from the date of recetpt of such compensation and not from date of transfer
of the origina) asset. The exiension of time as per section 54H is not available for
section 34G/GA.

Exemption under more than one provision: |t is possible 10 avail exemption under
more than one section in respect of capital gains arising on transfer of a capital assel.
For e.p., an assessee may sell a residential house, jewcilery, land, shaves etc., and
invest the capital gains or net consideration as the case may be in another residential
rouse whereby exemption can be claimed both u/s, 54 and Section 54F,
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Where a person obtains a capital asset from a Co-operative housing society by
virtue of his membership, the date of acquisition of such capital asset shall be
reckoned from the date of allotment of share in the society and not the date of
delivery of possession of flat. (CIT v.s Jindas Panchand Gandhi)

Where land and building are sold and land is long term but the building is a shon
lerm capital asset, either because it is newly constructed or it is so treated by
virtue of Secnion 50, the sale consideration can be split up so as to compute long
rerm capital gains with reference to land separately and to avail in such
conmputation the benefit of indexation. In respect of building, short term capital
gain/loss can be computed separately CIT vs. Citibank.

Any payment made by an assessee to obtain vacant possession of the property, as
a pre-condition for affecting the sale shall be considered to be expenses in
connection with wransfer. Accordingly, such payments are eligible for deduction
from sale consideration. But for incurring such expepditure, the wansfer cannot be
completed and therefore, the expenditure is allowable u/s 48(1) of the Income-lax
Act. {CIT vs. A. Venkataraman, 1982).

Any amount paid to mother/father having right of residence in the property is
entitied to deduction as rransfer expenses.

Any legal expenses incurred in connection with transfer of property are allowed as
deduction. For ¢.g., Legal expenses incurred for obtaining the compensatton.

Where a property inherited by the assessee was placed under morigage by
previous owner and where such morigage is discharged by the assessee, the sum
paid by assessec for discharps is to be frealed as cost of acqusition. 11 &
dedugctible in the computation of capital gains — Arunachalam vs. CIT (1997).

Any amounl musappropriated by the power of atiorney holder out of the sale
consideration 1s uot eligible for deduction while comnputing the capital gain ol the

owner of the property. (Naozar Chenoy vs. CIT. 1998). Again, lhe assessce cannot
claun such amount as income diverted at source by overniding title.

Fill in the blanks:

1. The compuation mechanism of eapital zam tax has been prescribed under

a3

Any profits arising on the Transfer of any Capital Asset shall be
chargeable 10 tax under the head in the year of transfer.

3. Ownership of immovable asscts will pot pass lill the Gtle deeds are
registered in the

4. Transler of by professional firms will not attract Capital Gains,

5. A non-resident Indian may elect not to be govemed by the provision of

for any assessment year bv giving a declaration the return of
income 1o this eflect.

6. Discount on issue of to be allowed as deduction on pro rata
basis, having regard 1o the maturity peried of the bonds, under Section 36
whife computing business income.

7. Purchase of the which is already in occupation of the
assessee in the capacity of the 1enant is taken as an eligible purchase.

12w
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6.27 LET US SUM UP

As capital ga tax evolved constantly, now-a-days they are tevied on transferring the
capital assets except those held as stock-in-trade.

As per section 45 (1), it has been mentioned if the income earned by a person is
chargeable as 1ax on the basis ol receipt or on the basis of acerual.

[n erder to quality for “agriculiueal land in [ndia™, it s nol necessary that land was
once agricultural land.

Amount received by a retiring parlner in respect of his share in the parnership
ineluding goodwill is not assessable as capital gains

It Jand is held for more than 36 months but the building constructed thereon is less
than 36 months old as on the date of transfer, [and becomes lony term whereas the
building is shart term.

In case the company i which shares are held by the assessee gets liquidated. while
computing the period of halding of such shares, the period of holding subsequent 1
the date of hguidation shall not be raken intlo account {i.e., excluded),

In case of dircet ownership the cost incurmed (o purchase a capital asset shalt be the
cost of acquisition of that asset.

SECTION 49(2E): Section 49(2), 49 (2C), 49 {2D) are also applicable in refation 1o
business rearganization ol a co-operative bank.

Supreme Courl held that only if an asset cost something to the assessee in lerms of
money the provisions relating to levy ul capital gains tax are applicabie.

As per Section 43(3) there s no requirement that in the case of transfer of an asset by
a partner to the [irm in which he is g partner, the amount of sale consideratian bas got
1o be credited to his capital accoun; erediting of purchase consideration to current
account of the partmers is sufficient.

If advance money forfeited is more thay the cost of acquisition, the excess of the
advance money forteited over the cost of acquisition of such asset shall not be taxable
w the previous vear in which advance money is forfeited as there is no transfer.

Slump sale means the ransfer of whole business for a lump sum consideration witho
values being assigned 1o the individual assets & liabilities. This system is very popular
among professionais.

The total shareholding of the pariners in the company shall not be less than 50% of the
lotal voting power i the company and their shareholding continues to be as such fora
period of 5 years trom the date of the succession.

In the case of an assessee who is 4 non-resident the capital gains so computed in such
foreign currency shall be reconverted into Jndian currency for the purpase of furiher
computation- First proviso to Section 48 and Rule 113A.

The valuation report of the Valuation Officer shall be binding on the Agsessing
Oificer.

“Zero covpon bond™ means a bond issued by any infrastructure capital company or
infrastructore capital fund ar pubtic sector company on or after 1.6.2003, iu respect of
which no payment is received befare maturity and which the central government by
natification, specity in this behalf,



For the purpose of Sccrion 54 and 54F, cost of land acquired by the assessee will also
be eligible for exemption aleng with the cost of construction or acquisition. (Circular
No 667, dated October 18, 1993).

Under Section 54, 54B, 54D. 34F, 54G. 54GA (54 EC not covered) the capital pains is
exempt 1f such pans or consideration, as the case may be, are invested in new assets
within the time alfowed in the respective sections,

Any amount musappiopriated by the power of anorney halder out of the sale
consideration 15 not eligible for deduction while computiug the capital gain aof the
owner af the property.

6.28 UNIT END ACTIVITY

R acquired agriculural land in Delhi, on 135394 for T 4.00.000, The land is
compulsonly scquired by the Delbi government on 15.:1.03 and the compensation
fixed was T 2500000, T10,00,000 was received by R on 13.1.2004 and the Lalance on
6.4.2005 R wax nat satistied with the compensation and Gled a suit in the court, The
compensation was ¢nhanced by T 3,00,000 which was received on 25.3.09 Compute
the capitul gans taxable 10 the hands of R for the variaus assessment vears

6.29 KEYWORDS

STCG: Capital gains arising on transfer of a shon-term capital asset are called STCG.

LTCG: Capunl gains ansing on transfer of a long-term capital asset arc called | TCG,

Ordinary asset: A capital asset held by an assessee, betore the date af its transter, for
>36 months is a Long-tenn Capital Asset.

Previoss owner: A person wio acquired the property other than by any of the modes
aiven in Section 19 (1)

Cast of tmprovement: |t is the capital expenditure mcurred for the improvement of
capial assel.

Enhanced compensgrion: if on appeal the compensation is enhanced, the addinonal

campensation s called enhunced compensation.

Slasp sale: Slump sale means the transfer of whole business for g lump sum
consideration withoul values being assigned to the individual assets & liabilities.

6.30 QUESTIONS FOR DISCUSSION

1. Detine accounting. What is the need of accounting?

What me the hasic coicepts ol accounimg?

I

el

What are the key copventions of accounting’!

4 Describe the objectives ot accounting.

14

What are the different tvpes of accounts?
6. WWhat are the different brapches of accounting?

Discuss the coneept of double entry system of accounhing.

131
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Check Your Progress: Model Answer

1. 45-55A of Income Tax Act.

rJ

Capital Gains

Name of purchaser

L]

4. Goodwill

6, Zero coupon bonds

7. House property
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7 Suoggested Readines

7.0 AIMS AND OBJECTIVES

After studying this lesson, veu shoutd be able to:

® Explain Income Tax Act 196]

® Discuss the basic concepts ol Income Tax Act. 1961

e Expiain the meaning of agricultural income

e Describe the concept of gross income and wial income

e List the exemptions noder section 10 of [ncome Tax Act

# List different rypes of losses

e Discuss the limit of carry forward and set off against income
® Describe precondition to carry forward loses

e Define sole proprieiorship in Tax Liability of an Individual
e Compute the tux liability of individuals and HUF

e [Explain the key savings under Section §0C

e Siate the atlowable tax deductions 1o individuals and HUF

7.1 INTRODUCTION

Section 14 of the Income-tax Act has classified the income of a taxpayer under five
different heads of income, viz.: Saltaries, [ncome from house property and Profits aml
gains of business or profession. Tom! Income is the income on which tax liabilicy is
determined. [t is necessary to compute tolal income to aseerain tax liability .Scction
80C o §0U provides certain deductions which can be claimed from Gross Total
Income (GTI). After claiming these deductions frem G711, the income remaining is
called as Toral Income. In other words, GT1 less Deductians {under section BIC 10
8017} = Total Ineome (TT). Total income can also be understood as wxable income



7.2 COMPUTATION OF TOTAL INCOME

Although Section 14 of the Income-tax Act classifies income under [ive distinct heads,
tax is not imposed on each of the heads separately, Under Section 4, which is the
charging section and the backbone of the Act, the charge is on a single tax base
called—total income Section 4 thus provides that.

{a) The charge of tax shall arisc in respect of the total income of every person defined
in Section 2(3 1),

{b) The subject matrer of tax s the tolal income of the previous vear,
{¢) The tax is 1o be charged at the rate or rates in force.
{d) The provisions of section 4 are subject to the ather provisions of the Act,

Sections 15 10 59 of the Act lay down the procedure of computation of income under all
the five heads mentioned in section 14, The sum total of incotne under all the five heads
is known as Gross Total Incame. Total income is obuined after subtracting [iom the
G171 the permussible deductions under Chapier VI-A of the Act (Sections 80C -80U).

Computation of Total Income J

).  Income under ihe head "Salares”:

Vartous components ol salary delined viz 17(1)

e Pay. wopcs. pension. annuily, ¢le

® Taxable atlowances

. Priquuigies

= I’rofits in ligy of <alary Gross salaty

’_ Less Leducuans uis 16 .

g 1Jeduction for entetmmment atlowance

»  Deduction [ pralessional tas

L)

Income from hause property:

S

ross annual value:

Less: Municipal tax Net annual sabuc

Lesy Deduction w/z 24

Standard deducuon /s 24 {a)

bterest on borrowed comital wis 24 (b}

Income trom house propeny

3. Profits and gains from business or profession:

Met protit as per Profit and Loss Account

Add. Inadmissthle ¢xpenses

Less: Income credited to the Profhi and Loss Account but nat taxable under

the head or exempt liom tax Income from business or prufession.

Contd ..
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L Shori-term capital gatns:

Congideration recetved on transter of shorr-iem capnal asset

Less: Cxpenses ingdental to ranster

-

Less. Costaf acquisitivn Tinprosement of captal asset

Jess. Exemplions u/ss 34B. 34D, 346, 34GA (A)

e s

e ¢
e EESI—

*  Lone-ermn capital gans:

Considesanon eceived on iranster of long-term capital asset

Lesy, Lxpenses imcidental 1o ranster

fess: Indexed cost of acquisibon/improvement of capital asset '

Less; Facmplion u/ss 34,548, 34D 34150 54F, 340, 34CA and S4GR (B)

r Taxable caputal gains fA + T

h

Incame from ather spurces:

Groas incume

Laxs; Deductiens for mcidomal expenses uis 37

Income fiom other seurces

Geoss tial ieome

Less: Deduetion wss §uC - 8041

Total income or taxable income

Computauon ol tax lizbilin

Tax on wral incwmc { Fowal mecome = Rate of tax]

Less: Rebalc us 874

Total ax altes rebate

Add: Surcharge

Tax and surcharge payable

Add: Educabon ¢less on income-tay &7 2% of tax and surcharge

Add. Sccondgry and higher cducation Cess (i 1% of L and surcharge

| Lese Tax redicl

] Tax payahle

Income of the previous pear: The peneral rulc is that only income of the previous yeat
shall be liable to tax during the assessment vear,




7.2.1 Rate of Taxces

The incomre lax {s charged at the rate or rates prescribed by the Finance Act for that
assessitient year. The rates mentioned in the Finance Act are the normal rates of tax.

The rates of tax are mentioned in the First Schedule aof the Finance Act. [or example,
Finance Act 2016 contams the normal raies of wx in threc parts. Part | of the Tirst
Schedule contains the nennal rates of tax as applicable to the assessment vea 2016-
{7. Part 1] of the First Schedule coptains the normal rates of tax lo be deducred a
sonrce on certain incomes for the financial vear 2016-2017 Pan Il contains the rates
of tax for deducting income Wwx (rom ncome under the head salares and compuling
advance lax, The rates micntioned in part [ will be same as the rate to be mcationed
in Part 1 of the Fnst Scheclule uf the Finance Act 2017 and will be applicable for the
assessinent vear 2017-18

Part IV conlains the rules for computation of net agricultural incume. It is 10 he noted
that. if on the Ist April cvery year the new Finance Bill is nat placed in the statute
book, the provision in force in the preceding year or the pravisions proposed m the
new Fipance Bill. whichever is heneficial to the assessee, shall be applicable until the
new provisions become eflectis e (Section 294).

The tollowing peneral rules should be kept in mind:
(. Vhe law us be applied is that law in force in the Assessiment Yeur

il Although tax 3= paid m respect of the income of the previous vear, the tax rate W
be applied i1s that s force in the assessmenl vear.

k. The Tncome-tax Act as n stands amended on 1st April of a financsal year must
apply 10 the assessmem for that year.

jv - Any amendment thit comes ato force after (st Apri of the financial vear, would
not apph 1o the assessment for that year. cven sf the assessment v made affer the
antendiments coipe into foree.

7.2.2 Special Rales

Special iutes are the rates which are mentioned in the Income-tax 4t uscll Chapter
XIT (Scetions 110-115BBE) of the Income-tax Act contains the special rtes of 1ax o
be applicable in certain cases. For example. w's 111A. short-term capital gains from
securities is 1o be charged to lax @15%: long-term capital gains are to be charged u/s
112 ¢120% and lottery income is ta be charged w/s [15BB 2 30%.

7.3 CLUBBING OF INCOME

Under the Tncome-tax Act 1961, an ass¢ssee is generally liable to pay 1ax in respect of
his own invome. However, there are gertain circumstances where the ncomes of
others persons ave alao included in his wcome. This is koown as clubbing, of mcome.

[he ¢lubbing provisions are necessary beeause in a taxation sy stem wheee the X
burden increases with the mcrease in the slab of income, there 1s always a possibilny
on the part of the assessce 1o divert meome, at least partially, an tavour of the spouse.
minor cinldren or olher persuns, 10 minimise the tax burden. but at the same inne,
retaining coutrpd over the income.

For example. if a male individual below the age of 60 years has a totat income of
T 3.00 000, then his tax hahibry is T 3,000, But i1 the ussesse¢ diverts a pant of the
incume, say T 30000, i {favour of his minor son, then the assessee’s own mcame
becomes T 2.50.000 and his son’s income becomes T 50,000 and both his son and he
himsell can avoid paying any tax. Chapter V of the Income-tax Act (i.c.. Sections 60

i

Conputation of 1 atal Income
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to 63} contains deterrent provisions whoreby soch mcomes of the other persons are to
be clubbad with the total income of the assessee. The various situations where such
clubbing 1s done are discussed below:

7.3.1 Transport of Income without Transfer of Assets {Section 60}

Alt income arising to any person by vinue of a transfer shall be chargeable to mcome-
tax as the ncome of the transteror shall be included in his total income, provided that
the following conditions exist:

(a) There s a transf{cr of income by the assessee.
{b) The income so translerred may be revocable or inevocable,

{¢) Such income is transferred either before or after the commencement of the
[ncume-tax Act, |961.

(d) The assessee does not transfer the assets [rom which such income ayises.

A. Revocuble Transfer of Assets [Section61]: As provided in section 61 all income
arising to any persun by virtue of a revocable transter of assets, shall be
chargeable o mcomce-iax as the income of the transteror shall be included in his
iotal incume.

B. Exceptions when Transfer is frrevocable for Specified Period {Section 62(1)]:
Section 02 provides the exceptions to the rule conlained 1n seclion 61 that in the
case of revocable transfer of asset, income arising from such assels shall be
inchuded in the to1al income of the transferor. The following are the excephions
where income arising to any person from transfer of assets. shall not be included
in the total income of the transferor;

{(a) Such income arises to any person by virtue of a transfer by way of a Trust
which is not revocable during the lifetime of the beneficiary, and in the vase
of any ather transter. it is not revocable during the life time of the rransferze:
or

(b) Such income arises by virtue of a transler made belore 1st Aprif, 1961 and 1
noi revocable for a period excerding six years.

(¢} In both the cascs. (he wansferor should not derive any direct or indirect henefit
from such income. The 1ncome in this case shall be chargeable in the hands of
the transferee. Section 62(2). however, provides that, as and when the power
to revoke the iransfer arises, the income shall be chargeable in the hands of
the transferor.

Example 1: On 142010 X yransfers a house property to a trust with the exphicil
direction that 11l the life tme of Y. his widowed mother, thc income from the house
shall be applied for the maintenance of Y. Y dies on 1.52016 and therealier X
comntinues to receive the income from the house. Discuss wha is ltable to tax in respect
of the income from the house property:

Answer: By virtue of Section 62(1), from 1.4.2010 1o 1.5.2016. the trustees shall be
liable to tax in respect of the income from the house for that periad. Under Scction
62(2). income arising [rom the property after 1.5.2016 shall be assessable in the hands
of X.

C. Meaning of Transfer and Revocable Transfer [Section 63]: For the purpose of
Sections 60, 61 and 62, the expressions —transfer and —revocable Iransfer shall
miean the following:



(@) Trunsfer [ includes any settlement, (rusi, covenant, agreement i
arrangement

(b] Revoeuble transter: A transfer shall be deemed to be revocable f

1) It contains any provision fur the re-transter directly or indirectly of the
whale or any part of the income or assets tu the transferor; or

{it) It. in any way. gives the transferor a right o re-assume power directly or
indirecthy over the whole or any part of the incoine or assets,

7.3.2 Income of [ndividual to {nclude lncome of Spousc, Minor Child, ete.
|Section 64|

a.  In computing mcome of an individual, the income of the under mentioned persons
shall be included in the total income of the individual;

Remuneration received by spouse [Secrion 64¢/)(i)] (ncome ansing to the spouse
of an individual by way of salary. commission. fees or anmy ather form of
remuneratton, whether in cash or in kind frein a concern in which such individual
has substantinl interest, shal) be included in the total mcome of such an individual.

b Exceprions. Where the aloresaid income arises to the spotse by virtue of
possession of 1echnical or professional qualifications and the ncome is solely
alinbutable to the application ot his ot her rechnical or professional knowledge
and eapericnce, the income of the spouse shall not be clubbed with the total
income of the mdwidual [Proviso 1o Section 6441 )(it)]

When both the hushand and wife have substantial inserests jExplanation 1 to
Section 64¢1)f: When both husband and wtie have subsianual interests i the
concern and buth of them are i receipt of remuneration, the remuneration shall be
clubbed with the total ingoine of the husband or wife, whose tatal income
(exchuding such remuneraiion} 1s greater. Gnee any such incomne (s ancluded in the
total incormie uf cither spouse, such income arising in any succecding year shall mot
be included in the total income of the other spouse. anless the Assessing Qfficer is
salishied, afler piving that spouse an opportwnity of bewmye heard. that w1y
necessary (o do so.

¢. Meaning of substantial interest {Explanation 2f: Fui the pupose of Scetion
640 1)), an individual shall be deemed to have a substantial interest in a concern:

(1} In a case wherce the concern is a company, 1 its shares (not bewng shares
entitled to n Nixed rate of dividend whether with or without a further right to
participate 1 profits) carmying not less than 20% of the voting power arc, at
any tune during the previous year, owned heneficiaily by such person or
partly by such persop and partly by one or more of his retatives.

(i1} In anv other case, it such person ts entitled or such persan and one or mare of
his relatives. are entitled to the aggregate. at any time durmg the previous
year, to not less than 20% of the profits of such concen

Example 2

{a} Mr. X and Mrs, X are emploved in X Ltd., where both of them are holdmg equity
shares to the extent of 2% and 23% respectively. Salary of M X is T 20,000
p.m. while that of Mrs. X is T 24.000 p.m. Qcher incomes of Me X and Mrs X are
T 1.20.000 and 100,000 respectively Compute the lotal inconie of Mr, X apd
Mrs. X,

(b) What will be the 1otal income of Mr. X and Mrs. X f both of them are employed
in X Ltd. as chartered accountants?

13%
Computauon of Total Incomn
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{a) Since the remunerations received by Mr. X and Mrs, X from X Ltd. are not owing
ta possession of any technical or professional qualifieations, under Section
64{1)(11). read with Explanationl, salary of Mrs. X shall be chubbed with the rotal
income of Mr. X and the total income of Mr, X and Mrs. X will be as under:

Computation of total ingome of Mr, X and Mrs. X

I
}> Mr X Mrs, X
Tncome under the head "Salanes”:
Mr, X [€ 2.40.800 lgss deduction w's 16] 240000 Nt
Mes, X | T 2.88,000 less deduction uis 16| 2 RE.000 Wil
Tnegme trom other saurces: | 20000 1.0, 0040
CGiross tytal income
1cay Deductions w'ss ROC 1o 841 A,48.000 1.00.000
Nil Nil
Total incame
l 648,000 B 1.00.00)

(1} Since both Mr. X and Mrs. X are chartered accountanis gnd the remunerations
received by them are in exercise of their professional skills, the provision of
Section 64(1)(n} for clubbing of income shall not be applicable. Accordingly, the
total income of Mr. X and Mrs. X shall be as under: Camputation of total incotg
of Mr. X and Mrs. X,

4 T
-
Mr. X Mrs, X
Tncume under the head Salaries (a3 above} 240000 2 88,000
Income from other snurce 1,20,0040 tono0o
.

Grross towl income 3.00.000 3.88.000
1.ess Deduchos wy 800 to ROUI Nif Nil

Total intame e — e P VI Ve
\ 260,000 388,000

7.3.3 Income from Assets Transferred to Spouse {Section 64(1)(1V)]

Income ansing to the spouse of an individual trom any asset {(other than house
properly) transferred ditectly or indirectly to the spouse of such individual, otherwise
than for adequate consideration or in connection with an agreement 10 live apart, shall
be included in the 1otal income of such individual. House property wansferred 1o the
spouse, otherwise than for adequate consideration, is outside the ambit of Section
64¢1)(iv) because, i the case of such transfer (nol being a transfer in connection with
an apreement 10 Jive apart), the transferor is decmed to be the owner of the property
and is accocdingly chargeabie (o tax tor incume arising [rom such property.

7.3.4 Income from Assets Traasferred to Son's Wife [Section 64(1 ) VI)]

Income aristng to the son’s wife of any individual from any assct transferred directiy
or indivectly on or after st June, 1973, to the son's wife. otherwise than for adequate
consideratian, shall be included in the total income of such individual,

7.3.5 Clubbing of Income when Transferred Asset js Invested in Business
[Explapation 3 to Section 64]



Where the assers transferred directly or indirectly by an individual to his sponse or
san’s wife (ie. the {ransferee) are invested by the transferee, income ansing From
such investments shall be included in the total income of that individual for that
previous year as under:

When the tiansferred asscts are invested in any husiness, (such mvestment being not
in the nature of the conmribution ef capital as partner in a firm or for being agmited 10
the benefits of partnership w a firm), the part of the incame arising nut of bustness 1o
the transferee in any previous sear, which bears the same propurion 1o the income of
the assets aforesaid as on the first day of the previous year bears to the total
mvestment in the business by the ransferee as on the first day of the previous vear.

When the transferred assets invested by the transferee are towards the contribution of
capital a8 a panner in a firm, the part of the interest receivable by the agsessce trom
the tirm in any previous yeai, which bears the same proportion to the interest
receivable by the tranaferee fromt the firm as the value of investment aforesaid as on
the first day of the previous year bears to (he total investment by way of capnal
contribution as a partaey in the firm as on the sawl day

-

it may be noted that the provision of Lxplanation 3 to Sccuon 64 applies to only
interests receivable from the [irm. i does not apphy to shave of profits from the {firm,
as such income 1s exempt under Scelion 10{2A ).

7.3.6 Income from Asseis Transferred to other Person or AOP for the
Benefit of Spouse (Scction 641 )(VID)]

Income arising to any person or associatian of persons from assets transferred dircethy
or indirect!y by any individual, otherwise than fur adequate consideration, to the
person or assovtation ol persons, shall be included in the otal ncome of such
individual to the extent to which tncome from such assets is for the immediate ar
deferred benelit of the spouse of the individual.

7.3.7 TIncoipe from Assets Transferred to other Persan or AQP for the
Benefit of Spouse [Section 64(1)(VID|

In the case of any wansfer of asset by ap individual on or after Ist lune, 1973 Lo any
person or association of peisons, otherwise than for adequate consideration. any
income answng (o the person or association of persons from such assets shall be
included in the total income of the individual to the extent to which such income s for
the immediate or deferred benefit of the son’s wife of the individual.

7.3.8 Income from Accretion to Property Transferred or Accumulated
Income of such Property

When any asset is wanslerred by the indsvidual under clausces tiv), (vid, (vind and (vin)
of Section 64(1), any income arising from accumulated income or from accretiuns 1o
such asseis shall nol be included in the total income of the individval (C1T. vs
Saraswathi 133 I1TR 313

7.3.9 Clubbing of Income of Minor Child

{n computing the tutal wncome ol any individual, all such tncome as arises ar accrues
to o minur chitd shall be included sn the total income of such wmdividuat,

When clubbing is not applicable:

The income uf the minor ¢hild shall not be inciuded in the total income of the parent
of the minor when:

isl
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(i) The minor child is suffering from any ot the disabilities specified in Section 80U

(c.g., permanent Physical disabiliy including blindness, memtal retardation. etc.):
or.

(i} The income arises 10 such minor on acceunt of any manual work done by him; or

(11i) The income arises to the manor from sctivity involving appiication of his skill,

talent or specialised knowledpe and experichice,

7.4 DEDUCTIONS FROM GROSS TOTAL INCOME

Nutare of Deduction: Tn compuning the tuxable income or total income of an assessee.
Chapier VI-A of the income-tax Act allows certain deductions. The wvarious
deductions available to different tvpes of assessees are specified in sections 80 C 10
80U. [n order to claim deducuons under this Chapter of the Aet. the following
conditions are o be complied with:

i.

Overall Deductions [Sections 804; §44 8f: Deducuons under this chapter can be
claimed only with respect (o the income which is included in the gross total
income [Section BOAB). The agaregate deductions under Secuons 80C to 80U,
however, shall not exceed the gross tolal income of the assessee [Section BDA(2)).

Further. multiple deductions for the same income/profit arc not allowed under this
sectiost. As a resalt, if any deduction has already been alfowed to the assessee
under the provisions of Section 10A or Section 10AA or Section J0B or Seetion
I0BA or under amy provisions af Chapter VI-A under the heading —C.-
Deductions in respect ol cenain incomes (i ¢ u/s 80H to 80U) in any assessment
year, no deduction shall again be allowed under any other provisions of the
afaresaid secticns., Besides. it 1S mandatory for the assessee to claim these
deductians in the return of ncome.

Deduction in Certain Cuses are Subject 10 Furnishing of Returns [Section
8GAC): No deduction shall be allowed u/s 80-1A or 80-1AB or BOLB or 801C or
Section 80-1D or SectionB0-IE unless the assessee formshes a return of his income
far such assessment year on or before the Jue date specified under Section 139(1).

7.4.1 Deductions Available to Non-corporate Assessee

The deductions under Scctwons 80C to 80U available 10 a non-corporatc assessce may
he classified into two groups:

a.

Deductions in respeci of cellain payments and expenses.

b Deductions in respect of certain ncomes

Deductions available u/s 80C to 80U for non-corporate ussessee

R

Maximum Amaunt ef

Section Mature of Deduction Deduction

A. BDeductions in sespect of certum
payments «)

rg0C Deducten in respea of Wiv losurauce | T 150,000
premm and eertain other savings.

*ROCCL Deduction m respect of certmn penston | T 1,50.000
furids,  [*Agpregaie amount of
deductions wiss 80C, BOCCC  and
ROCCD(1) shall nnl exceed T 1,540,000
[Section SOCCE]

Comd ..



FROCCD (L)

Deduction for contnbutions te  the
notifigd  pension scheme  for  the

Contributions  made by the

BACCTS 1B} emplover and eniplovee  are
emplovecs of the Cenual Government | deductible to the extent of 107
or any ather employer who have yoined | of  salary  [BOCCD ()]
service on ar alter 18t fanuary, 2004 ot | Additional amount up tw ¥
comrthution: by any self emploved | 30400 [80CCD(1 3]
persen

BOCCE Deductions in vespeet of invesunents | Subject o the «eiling  on
made under an eqUity savimgs scheme. | investment of ¥ 50,000, acwual

deduction 15 30% ol the sum
actually invested, provided that
the GT1 of the assessee does not
exceed T 12 lakh,

4D Deduction in respect of medical | (a) For senior eitizens T 30,000

\NSULARCE Premium. and (b} ¥25,000 for others,
Maxuwuum possible  deduction
60,000 |atb].

gONR0D Deduciion in respect of masstenance. | € 75,000, T 1,25.000 in casc 01—[
including  medical  weatment  of | severe disabdicy.
handicapped deprodent.

SODDH Deduttion tn respect of medical | Actual  amount  spemt  or.

rreasmen] of some specified diseascs. IB0.000  dor  very  senior
citizens, T 60,000 tor semior
cittzens ang T 40.000 for
athers, whichever s laower.

A0 Deduction in respect of pavment of | Actusl arnount paid.

interest on boan taken [or hipher
educatiom
B¢IEL fnierest on loan taken from financial | Fixed at € 50,000 donine the

|

instEulions  for  acquisiton ol
residennal hewse  prepery {or
assessges whn Jo o mal pwno oany
residentiat house propeny on the date
of sunctism ol the Toan

assessnent vears 2007-1¥ and
subscguent  assessinent  yCars
Aanount of Wan should nor
exceed T35 lakhs and

value of the propeny shauld nm
exeeed T 50 lakhs,

100% of donations 1o speciticd
furids and % in other cases

25%, of folal weame suhicdl W
a maximum of T 5,000 p.nt.

Acmal ameunt paid.

B Deducuon in respect of donalion o
certain . funds  amd  chattable
Instuutions.

80GU Deduction in sespect of tent paid.

BOGGA Deductiun  in respect of  cerain
donations for scientific research or
roral desefopment,

. .

80GGE Deductean in respect of contributions
given by an [ndiar company fo
political paties.

BOGGC Deducnon  for  contributions 1o

puliteal parties by any  poeson,

eveept lognl  wwthority  and  an
artificial puredical suthority wholly
andd  pamly  funded by  the
Cravernment,

Actual  amount  coniributed
{olher than cash) dogng the
previvus year,

Actyal  amount  contriputed
{other than cash) dwtng the
previogs year,

ont!
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e e BT T B. Deducriony in respeel ol verlam
INCONIES
I |
|~ . o

0L Deductun in respect of prolits and | 100" of profis,
gnns from industrial underakings
or enterprise enpaged in
infrastructure development,

80-1AR Profits and gwins uof an vndertaking | 100% ol profit  for 1O
engaged o the  development  of | asscsstent vears
Specist Economic Zone,

s Deduclion in cespect of profits and | 100% ef profits for indusuigs m
gains  Trom  certwn industriel | backward siates; in other cases
undertakings oiher than | 23% of profil (30% for
wnfradructure development under | corporate assessee),
taktugs.

sOiC Deduction  for  wndertakings  in | 100% of profits.
special Calggory satss

LIETI N Deduction in respect ot prafits | 100% of profis,
from the business of collecting and
prusessing of hiodvgradable wuste

RIVIAA Neducien Mmoo eCspedt of | 30% of the wapes paid 0 new
Lplovinent ol new workman i | workmen  for  threc  years
the ease of a company assesse | induding the vear in which
having  business  income  {rom | crmplovment is provided.
manufaciury of pouds in factory

SaLaA Deduction i respest of income of | 109%% of income for the st
utishore banking units. five vonscusttive years and 50%

ot the sncome fur the next five
years.

EO00R Neduction v respeel of rovally | In ¢ase of lump sum payment
income of anthors of vertam books | amownt  actually  sreceived  or
other than rext hooks 300,00, whichever is lower:

in oiher cases 13% of the value
of bheks sold or T 300,000,
whichever 15 lower.

SURRR Deduction in respeet of rovalty on | 100% of wyaly or T 300,000
parent whicheyer is finwer,

RO Deduction in the case ol » person | T 75 000: T 1,23.000 in case of

L wilk disability. severe Jisahiliy

7.5.1 Set off of Losses

7.5 SET OFF AND CARRY FORWARD OF LOSSES

Set off of losses means adjusting the losses against the profivincome of that particutar
year Losscs that are not set off againsl income in the same¢ ycar, can be carried
forward 1o the subscquent vears for set aff against income of those years. A set-off
could be:

a. Anonira-head set-off
b. An inter-head set-off
a. [Intra-head Set Off



The losses from one source of income can be set off against income [rom anothe:
source under the same head of income.

For eg' Loss trom Business A can be set off against profit from Business B where
Business A 1y one source and Business B is another source and the comvmon head of
income s “Business™.

-.Xceptions to an aira-head set off:

1. Losses from a Speculative business will only be set ofl against the profit of the
speculative business. One cannot adjust the Josses ot speculative business with the
wncome fram any othier business or profession.

2. Loss fiom an activity of owning and manaining race-horses will he set uli only
against the profit from an activity of owning and maintaining race-horses

3. Long-termn capital loss will only be adjusted towards long-tenn capital gains,
[nterestingly. a short-term capital loss can be set ofl against long-lerin capital gain
or short-term capual gain,

1. Losses from i spectflicd business will be set off only against profit al specified
businesses. But the losses from any other businesses or profession van be set ofi
agamsl profits from the specified businesses

b Inter-head Sei 0

After the intra-head adjustments, the taxpayers can set ofl remawneng losses againsg
income Teown other heads.

Eg Loss trom house property can be sel off agaimst salary income
Giveo below are few more such mstances of an inter-head set of of losses
I Loss from Tlowse property can be set off against tncome under any head

2 Business [oss other thap speculattve business can be set off against any head of
income cxcept incamie (rom salary

One needs o alse note that the following losses can’t be sct of[ against any other head
of income:

a.  Speculative Business loss
b Specified bustness loss
¢ Capimal Losses

d.  Losses frantan activity of owning and maintaining race-horses

7.5.2 Carrv Forward of Losses

Atter making the appropriate and permissible intra-head and mier-head adjustiments.
there couid still be unadjusied Tosses. These unadjusted losses can be carned (orward
to fulure vears for adjustments against income ot these ycars. The sules as 1cpards
carry forward differ alightly for different heads of income I8 i tmportint 0 know that
Carrv forward Losses can be set olf only against that head of income. 11 must be noted
tat an Assessee must lile the Tncome Tax Return withine the due date prescribed
{under section 139(1)} to carry forward the losses exceptl in the cases loss arising

under the head house property (under section 71B) and carry forward of

unabsorbed depreciation (under Section 32(2).

14%
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7.6 DIFFERENT TYPES OF LOSSES

Similar to the classification of the capital, capital loss also falls in the foltowing rwo
categories:

o Short Term Capital Loss: [f the capital loss arise from selling the shorl tern
capital assets is short term capital loss. If the property is hold for less than thiee
years thep i1 is considered as the short term capital assets. 1T Shares in & company
or any other security listed in a recognized stock exchange in India or @ unit of a
Unit Trust of India or a unit of a mutual fund specilied under section 10(230) held
for not more than 12 month is considered as shoirt termt capntal assets.

® Loug Term Capital Loss: I the capital loss arise trom sclling the lang term
capilal assets is long lerm capital loss. If the property is hold for more than three
years then it is considered as the long term capual assets. I shares in a company
or any other securily listed in a recognized stock exchange in Indwa or 2 unit ol a
Unit Trust of India or a unit of a mutnal fund specified under section | ({23D) held
for more than 12 month is considered as long terim capital assets.

® Loss under the head fncome from House Property: In so Yar as income fram a
self-occupied properly is concerned and in respect of a property away from
workplace, the annual value is taken at nil, no other deductions are allowed except
for interest om horrowed capital upto a maximum of R5.30.000. In such cases,
there may be loss upto a maximum of Rs 30,000 (or Rs.1,50,000 as the case niay
be). in respect of other fype of house property. nansely a huuse property that is let
ou, there are no resirictions on deductions and therefore. there can be [oss under
this head.

7.7 LIMIT OF CARRY FORWARD AND SET OFF
AGAINST INCOME

Section 72 of the Income Tax provides the limits for the camy lerward and set off
against income. According to it,

1. Where for any assessment year. the net result of the computanion under the head
“Profits and gains of business or profession” is 4 loss to the assessee. not being a
loss susiained in a speculation business, and such loss canrot be or is not wholly
set off against income under any head of ncome in accordance with the
provisions of section 71, so much of the loss as has not been so sel off ur. where
he has ne income under any other head. the whole loss shall, subject to the olher
provisions. be carried forward to the following assessment year, and—

(1) 1t shail be set of f against the profits and pains, if any, of any business or prafession
carried on by lum and assessable for that assessment year;

(t1) if the Joss canpot be wholly so set off, the amount of loss not so set off shall he
carmed forward to the following assessinen! yeay and so on

Provided that where the whole or any part of sach loss is sustained in anv soch
business which is discontinued in the circumslances specified in that section, and,
thereafter. at anv time belore the expiry of the period of three years referred to in that
section, such business is re-established, reconstracted or revived by the assessee, 50
much of the foss as is attributabie to such bustness i1s carned forward (o the assessiment
vear relevant to the previous year in which the business (s so re-established.
reconstructed or revived, and—

(a) it shall be set ol against the profits and gams. if any, of that business or any other
business cartied on by him and assessable for that assessment year; and



(b} if the luss cannot be wholly so set ofl, the amount of loss not so set off shall, in

I

ot

case the business so rc-established, reconstructed or revived conlinues to be
carricd on by the assessee, be carried forward to the followang assessment year
and so on for seven assessment years immediately succeeding.

Where uny allowatice or pant thereof is, to be camed forward. cifect shalf first be
given to the provisions of this section.

No loss (other than the loss referred to in (he provise (o sub-section (1} of this
section) shall be carricd forward under this section for marc than eight assessment
years immediately succeeding the assessment year [or which the Juss was first
coutpured

7.8 PRECONDITION TO CARRY FORWARD LOSSLS

The preconditions 1o carry lorward losses are as under:

1.

L

Unabsorbed loss must have been carried forward without interruption: [he
unabsorbed Josses must enter Lhe assessment of every “following year' lor
ascertaiming whether they contd be set off againsy the profits and gains of any
business, prolession or vocation Tt is only when it is found in each year that (hey
could not be su absorbed then they arc allowed 10 be carvied forward to the next
followmg vear and so on

Assessee does nat Juave any option: Section 72 provides for camy forward of loss
only when such loss cannot be set off against inconte under any nther head. Under
the Act. therc is 1o provision which give option 10 the assessee tu show the prolit
as income am one source and carry forward the toss from another source of
incomie to the next vear.

Loss from exempt sonrce connot be carried forward: If the loss anising m ihe
previous vear was under a head nat chargeable 1o tax. it could not be allowed to be
cwrnied forward and absorbed against income n a subsequent year from 4 taxable
sowrce In such cases, neither the assessee is tequired 1o show the same in the
return nor 15 the ITO under any obligation 0 compute or assess it mwuch less for
the purpose of *carry forward’

Losy can be set off aguinst income included unider section 64: Where scction 64
operates, the prolil or luss from a busmess of spouse included 10 the total incame
of the assessec should be treated as profit or loss of a business ‘carrred on” by him
for the purpose of carry forwvard and sct off of such loss under section 72

Loss due to depreciation is not covered: 1t is wrong Lo assuine that section 72 also
deals with the carrying forward of depreciation. This carin forward having been
provided m section 32(2) in a different manner, sectica 72 deals with losses olher
than losses due to depreciation,

Losx can be set off against income from any business: The condibions in proviso
(i) of scetion 72(1) requiring continuation of the camymg on of the same business
by the assessee do not pravide that the unabsoibed lass shall be set off against
income from the same business. J{ the assesser continugs 10 Ja the same business,
then carried forward unabsorbed loss may be set off axainst the meome af the
assessee apanst any business

Current depreciation must be deducted first: Cumrent depreciation must be
deducted first before deducting the unabsorbed carried forward business losses of
earlier vears. Such losses cannot be given preference over current depreciation in
the matter of set ofl in computing an assessee’s income for any particular
assessnient year

47
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Y.

IT0 st ullow ser off even if it is not cluimed: There is a duly cast on the [TO to
apply the relevant provisions of the Aci for the purpose of determining the true
figure of the assessee’s taxable incone and the consequential tax liability. Merely
because the assessee tails (o claim the benefit of a set off, it cannot relieve the [TO
of his duty to apply section 72 in an appropriate case,

ITC dealing with asyessment of swbsequent year should decide the issue!
Whether the loss in any year may be carried {urward to the followtng year and set
off against the profits and gains ol the busmess, profession or vocation under
section 72 has 1o be determined by the ITO dealing with the assessment in Lhe
subsequent year.

. Loss under the head Income from House Property: Once loss is delermined in

respect of house property. the next guestion would be regarding to be given o
such losses. The loss from one house property can be sel off against the income
from another house property. The remaining loss, i any, will be set of against
incomes under any other heads like salary. In case the loss does not get wiped oul
completely, the balance will be carried forward to the next assessment year to be
set off against the income from house property of that vear. However, such carry
forward is restricted to eight assessmient years only. For example.

a. ‘A’ has a property, which is self-ovcupied. [he net foss from this property is
Rs.13,000. "A’ has inconie from salary of Rs.6(),000. The luoss can be set oll from
salary mcome {aiter standard deduction).

b. ‘A’ asalaried employec (salary Rs.85,000/- afier standard deduction) has rwo
properties which are let out. The net loss from one property "X 1s Rs.20.000 The
income from the other property "Y' is Rs. 14,000. The loss from property “X’ can
be set ofl against income from property Y .

. Losses under the head capital guiny: Where lhe assessee has suffered loss on

transfer of certain capital asset and earned profil on transfer of pther capital assets,
he is entitled to have the amount ol sbch loss set off against such gains. Any loss
remaining unadjusted under the head 'capstal gains', however. cannot be set off
against income under the other heads. e.g. salaries, house property, business ar
protession and other sowrces, bul shall be carried forward {or set ofl again
capital gains in the subsequent assessment year. However. no Joss shall be carried
forward for more than eight assessment years from the year for which the loss was
first computed.

LExample: For the ALY, 2001-2002.

A resident individual has sncome under "sataries” of Rs. 1.80,000/-, capital loss on
sale of shares of Rs 1.30,000 and capital gains on sale of a residential umit of Rs.
50.000/-. He has no other incotne.

Income under 'capital gains' 1,80,000
Loss on sale of shares {(—) 1,530,000
Gains on sale of residential units 50.000
Loss under "capital gains' (—) 1.00,000
Total incorne 1,80.000
{since loss under capital gains cannot be set off against the income under any other
head)

Loss under ‘Capital Gains' 1.00.000

to be carried forward for eight years {i.e. upto A.Y. 2009-2010)



IF 1n AY. 2002-2003, the assessee has income under 'Salaries’ of Rs. 2.30.000/-, ) RE
Capual Gains on sale of shures of Rs. 50,000/ and no income under any other head, Covptaion:of fud Inogps:

Income under ‘Sajaries’ 2.30.000

Income under ‘Capital Gamng

Capital gamns on salc of shares 50,000
Lesx Loss under capital pains 0.0
Brought forward from A Y. 2001-02

Income [ror Capital Crains NIL

Total income

Income under Salaries 2,30.000
lncosme under '{apital Gains' NII.
Total Income i 3_10__[1@
Loss undet Capital gains to be carried forward

Lossin A Y. 2001-.2002 1.40,000
Loss sef off this year 50,000
Loss to he camed forward 50._@

(upto A Y. 2009-2010)

7.9 TAX LIABILITY OF AN INDIVIDUAL

A tax hability is the totad anmount of tax debt owed by an wndevidual, corporation or
other entity to a taxing authonty like the Interral Revenue Senace (IRS). It 5 the total
amount of tax sou're responsible for paying 1o the taxman. Tax liabilities are incurred
duc to eaming income, a gain on the sale of an asset or uther taxable events.
Individuals are subject to income tax Income tax is a direct tax levied on the income
carmed by individuals, corporations or on ather forms of business entitigs. The Indian
constitution has empawered anly the Ceniral Goverment 1o levy and vollect income
tax. The Income Tax departmentt sef up by the Government is governed by the Central
Board for Direct Taxcs (CBDT) The CBDT is a part ol Department ot Revenue in the
Ministry of Finance [t has been charged with all the manters relating lo various direct
taxes in Indis It provides cssenual inputs for policy and plauning of direet laxes in
India and 15 also respansible for administration of direct tax taws through the Income
Tax Department. For all the matters relating to Income tax. the Income Tax Act, 1961
(s the umbrella Act which empowers the Central Board of Direct Taxes o formulate
ritfes {The Jncome Tax Rulkes, 1962) for implementing the rovisions of the Act,

Tax liabitity is the amount of monev you owe io tax authonities. stch as your local,
siate, and federal goveenments (e .y the TRSE When you have 2 tax habidity. you have
a legally binding delnt to sour creditor. Both individuals and businesses can have [ax
liabilities

The governmemt uses tax pavments to fund social programs and administrative roles.
Far exmnple, Socral Securily tax funds retirement and disability benelits. Tax
liabilities are current habilins. Current liabilides are shott-term debits you must pay
within a year. Generallv, vou ncur short-term  liabilities from normal business
operations.

The Income Tax Act prevides thot in vespect of the total income of the previous year

ol cvery person, incoune tax shall be charged for the corresponding assessnient year at
the rates laid down by the Finance Act for that assessment year. [n other words, the
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income earned in a year is toxable in the next year aud the inconie-tax rates prescribed
for an assessment Year are applicable in respect of income eamed during the previous
Year,

Note that: The financial year v which the income 15 eamed is known as the previous
vear. The financial year following a previous year is known as the assessment vea.
T'he ussessment year is the yvear in which the salary eamed in the previous year is
taxable. Any financial year bepins from st of April of every year and eads on 31st of
March of the subsequent year.

In case of a business or profession which 1s newly starled, the previous year
cotnmences from the date of commencement of the aew business or prolesston up to
the next 31st March, unless the person is an existing assessee,

The Income Tax Act 15 subjected to annual amendments by the Union Budget every
vear. The Finance Ball in the budget contains various amendments which are songht to
be made in direct and indirect taxes levied by the Central Government. The bill also
menlons the rates of income tax and other taxes. The bill once approved becosmics a
Finance Acl and provisions in it are incorporaled in the [ncome Tax Act.

7.10 SOLE PROPRIETORSHIP

[t is a business owned by one person. The individual is entidled to all profits and losses
and 1s liable For all obligaiions of the business Proprictorship represents the largest
oumnber of businesses and is normaily the tirst form of semting up a business.

7.10.1 Merits of Sole Proprietarship form ol Organisation

{i) A sole propneiorsiup s easy 1o establish because of the little interference of
povernment regulations.

(i) The cost of adopting this form of organisation s small because there being no
fegal reguirement.

(1} All the profits of the business go to the propristor himself.

(ivim ease of a person carrying on small scale and having small income from ather
sourees, this form of organisation would be suitable because the proprietor can
avail of the ceiling of exempl income as given below. :

7.10.2 Demerits of Sole Proprietorship

(i) The liability of the proprietor is unfimited and can exiend even 1o his personal
assets. When the proprietor incurs losses and the business asscts are not sufficient
eriough to meet the liabilities of business, his personal assets can be wsed for
discharging the business liabilities.

{1t) The proprietor does not get deduchiva on account of remuneration payable ta him
allributable to the rendenng of services and interest on account of capital
confributed by him.

(iiiyAnother main drawback of-this form of ownership is that 1t does not provide
opportunities to finance the expandutg business activities.

{iviTn casc of a busin¢ss growing at a higher speed and vielding higher profns, the
sole proprietor organisation may not be beneficial. As salary paid to the
proprietor, and interest paid on capital s not allowable. the profits are higher and
the tax incidence goes higher.



7.11 ASSESSMENT OF SOLE PROPRIETORSHIP OR
AN INDIVIDUAL
For income-tax purposes, the sole proprietor is considered as an individual. An

mdividual meuns a natural person 1 e. human being. Individual includes a male,
lemale, minor child and a lanatic or an idiot.

In the case of male/female who s a major, incante-lax will be Tevied on his/her total
taxable income separately, unless the income is to be clubbed under provisions of
Sections 60 — 04,

As regards a minar child. the income of a minor afier piving exemption ugp Lo Rs.
1500/ per ninor ehild. will be clubbed with the income of that parent whose total
income, before clubbing such income, is greater. However, there are cerlain incomes
which are not 1o be clubbed. Such income of the winor, which is nol to be clubbed,
will be assessable in the hamds of (he representative assessee on behalf of the minor.

Income of a lunatic or an idiot will be assessed in the hands of Lhe representative
assessee.

An indivicdual is liable to pay (ax in respect of the following incomes;

1. Income ecarned by an individual himself i.c. incomes earned by an individual in
his individual capacity.

E-J

Income enrned us a partner of a firm ussessed as a firm: The following types of
incomes can be eamed by an individua) as partner of a firm:

(a) Share of profit uf the firm. The share of profit [rom a partnership firm
assessed as such, js exempt [rom tax at the time of individual assessment of
the parner; [Section 10(2A)];

(b} The remuneration by way of salary, bonus, commisston, ete. received by a

partner. is taxable as bnsiness income in the hands of a partner [Section
28(V));

(¢} Interest on capitalfoans to a firm, in which he is a partner. is also assessed as
income trom lusiness.

Interest or salary will be 1axable u/s 28(v) ip the hands of a partrer onlv to the
extent such salary/interest is allowed as a deduction to the firm. [Section
40(b))

3 As a member of un associution of persons, efc.: Where an individual is member
of an associution of persons ot body of individuals, his share of income from sueh
AOP/BOJ shall be taxed as under:

(a) Where the mcome of AOP or BOI is chargeable at maximum marginal rute
Share of income of a member from such AQP or BOI wiil not be included in
his taxable income at all,

(b} Where the income of A0P or BOI is rxed al normal rates ie the rates
applicable to an individual: Share of income of a member from such AOF or
BOT will be inchuled in the taxable income of the individual only for rate
purposes and a relief under Section 86 shall be allowed.

(0) Where wo income tax is chargeabie on the income af the AOP or BOT Share
of income of a member fram such AOP / BOI will be chargeable to tax as pari
of his total incoine.

4 Share of incone from HUF: A HUF is a separate asscssee. Therefore, any share
of income received by a member from such HUF will be exempt in the hands of
the individual and will not be included in his total mcome. [Section 10(2)].
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5. Income from impartible esrgte of HUF: Any income from an impartible estate of
Hindu Undivided Family is taxable in the hands of the Karta,

0. Ifiucome of the other person included in the income of the individual (Sections
60 to 65): As already discussed under the chapter on ‘clubbing of income’, the
income ol other persons will also be included in the individual's total income
under respective heads of income.

7.12 COMPUTATION OF TOTAL INCOME AND TAX
LIABILITY

A individual not only has to pay mcome tax on hts total income at a graded scale of
tux rates ruling during the concermed assessment year, In addition to his own income
under different heads, an individual may also get share of income fram his
membership in different  institutions and some mcome of others are also clubbed in
his tetal income.

Finding out youw tax liability is a fairly simple process, once you have understood the
different incomes to be included in income of assessec. It's relatively suuple 1o
compule his total income and tax liability. Steps given below will help you i the
same,

Step I:  Compule the income of an individual under 5 heads of income on the basis
of his resmdential status.

Step 2: Income of any other person, if includible under Sections 60 to 64. will be
included under respective heads.

Step 3: Set off of the losses it penmissible, while aggregating the income under 3
heads of tncome,

Step 4: Carry [orward and set off the losscs af past years, if permissible, from such
income.

Step 5 The income computed wider Steps 1 to 4 is known as Gross Total income

trom which deductions under Sections 80C to 80U (Chapter VIA) will be
allowed. However. no deduction under these sections will be allowed [rom
long-lerm capital gain/wioning of lotteries, etc., though these incomes are
parl ot gross tolal income.

Step 6:  The balanee income aiter allowing the deductions is known as total incoms
which will be rounded off 1o the nearest Rs. 10.

Step 7: Cumpute tax on such tatal income at the prescribed rates of tax.

Srep 8: Allow rebate of income tax under section from the tax computed in step 7.

Step 9: The balance tax shall be increased by a surcharge if applicable.

Step 10: Allow relief under Section 89(1). il any, and the batance tax shall be
rounded of¥ (o neargst Re 1.

Step 11:  Deduct the TDS and advance tax paid for the relevant assessment year. The
halance is the net tax payable, which must be pawd as seli-assessment tax
befare submitting the return of tncome.

7.12.1 Special Provisions for Persons Covered Under Portuguese Civil Law

The persons wha are governed by the Portuguese Civil Code of 1860 and are residing
in the state of Goa. Union Territories of Dadra & Nagar Haveli and Daman & Diu, are
governed by the system of communily of property, But the total income will not be



assessed as that of such community of property. Income of husband and wife under
each head of income other than salary shall be apponioned equallv berween the
husband and wife and the income so apportioned shall be included separately i the
Total Incomre of the husband or wife respectively, Income lrom salary will, hawever,
continue to he assessed tn the hands of the husband or wife wha actoally carmed the
salary.

7.13 SPECIFIC SAVINGS AND INVESTMENT

The government encourages cenain types of savings — mosily long term savings tar
retircment and therefore, offer tax breaks on such savings,

Section 80C of Invome tax Act is the section that deals wilh these tax breaks. 1t siates
that the qualifving ivesmment upto a manimum ot | lakh are deductible Yo income,
This means that income get reduced by this investment amount Figure 3.1 wilf help
you to get a quick review of all investments under the Sccrron 80
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Figure 7.1; Qualifyinz tnvestments under Section §0C

Details of vanots qualitving investments under Seclion 80C are as follows:

Provident Fund (PF) and Voluntary Provident Fund (VPF): P 15 avtomatically
deducted from yow salary, Both you and your employer contribute to it. While
employer’s comtribution is cxempt from tax, your contribution (ie., employee’s
contribution) is counled towards Section 80C investments You also have the option to
contribute additional amounts through voluntary contributions (VPF). Current rate of
interesl is ¥.5% per annum (p.a.) and is tax-free.
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Public Provident Fund (PPFj; Amiong all the assured retums small saving schemes.
Public Provident Fund is one of the best. Current rate of interest 15 8% tan-free and the
norimal maturity period is 13 years, Minimum amount of contiibufion 15 Rs. 300 and
maximum is Rs, 70,000. A point worth roting is that interest rate 15 assured bul not
fixed.

Life Insurance Premiums: Any amount that you pay lowards life insurance preinizm
for yoursell, your spouse or your children can also be icluded in Section 30C
deduction. Please note that life insurance premium paid by you for your parents
{ father/mother/both) or your in-laws is not elipible for deduction under Section 80C.
If you are paying premium for more than one insurance policy, all the premiums can
be included. Jt is not neccssary to have the insurance policy flrom Life Insurance
Corporation (LIC) - even insurance boughi from private players can be considered
here.

Equity Linked Savings Scheme (ELSS): There are some Mutual Fund (MF) schemes
specially created for offering you tax savings, and these are called Equity Linked
Savings Scheme. or ELSS. The investments that vou make in FLSS are eligible for
deduction under Section 80C.

Home Laan Principal Repuyment: The Equated Monthly Insallhnent (EMI) that you
pay every manth to repay your home joan consists of two companents — principal and
interest. The principal component of the EMI qualifies for deduction under Section
BOC. Even the interest component can save you sigmificant income tax - but that
would be under Section 24 of the Income Tax Act. Please read “Income Tax ([T}
Benefils of a Home Loan/Housmg Loan/ Morigage”, which presents a full analysis of
how you can save income tax through 2 home loan.

Stamp Duty and Registration Charges for a Home: The amountl you pay as slamp
duty wien you buy a house and the amount you pay for Uie registration of the
documents of i hoase can be claimed as deduction vrder Section BOC in the vear of
purchase of the house.

Nutional Savings Certificate (NSC); Navonal Savings Certilicate is a 6-Yr small
savings instrument eligible for Section B0C tax benefit. Ratc of mterest is eight per
cenl compounded half-vearly, i.e . the elfective annual rate of inrerest is 8.16%. If vou
invest Rs, 1.000, it becones Rs. 1601 aflter six years. The interest accrued every year
is liable o tax (1.€., t0 be included in your laxable income) but the nterest is also
deemed Lo be reinvested and thus eligible [or Sectign B0C deduction.

Infrastractire Bonds: These are salso populariy called Infra Bonds. These are issued
by infrastructure companies, and not the govermnent. The amount that you snvest in
these bands can also be included in Section 80C deductions,

Pension Funds — Section BOCCOC: This section ~ Section BOCCL - stipulates that an
iovestment in pension funds is eligible for deductien from your income. Section
B0CCC investment limut is clubbed with the limir of Section 80C — jt means that the
total deduction available for 80CCC and 80C is Rs. ) lakh. This also means thal your
investment in pension funds upto Rs. | lakh can be claimed as deduction uss 80CCC.
However. as mentioned earlier, the towal deduction u/s 80C and 80CCC can not exceed
Rs. 1 lakh.

5-¥r Bunk Fixed Depasits (FDs): Tax-saving fixed deposinis of scheduled banks with
tenure nf 5 vears are also entitled for Section 80C deducuion.

Senipr Citizea Savings Scheme 2004 (SCSS): A recent addition to Section RGC list,
Seniar Citizen Savings Scheme is the mosl Jucrative scheme amonyg all the small
savings schemes but is meant only for seniov citizens. Current rate of mterest is 9%
per annuin payable quarterly. Please nole that the interest is payable quarterly wstead
of compaunded quarterly. Thus, unclaimed interest on these deposits won't earn any
further interest. Interest income is chargeable to @ax.



5-Yr Post Qffice Time Deposit (POTD) Scheme: POTDs are similar to bank fixed
deposits, Although available for varying time duration ike one year, 1wo year, three
year and five year, only 5-Yr post-office time deposit — which currently offers 7.5 per
cent rate of interest — gualifies for tax saving under Section 80C. Effeclive rate works
oui la be 7.71% per annumn (p.a.) as the rate of interest is compounded yuarterly but
paid annually. The interest is entirely Laxable

NABARD Rural Bonds: There are two types of Bonds 1ssued by NABARD (National
Bank for Agriculture and Rural Development) NABARD Rural Bonds and Bhavishya
Nimman Bonds (BNB). Oul of these two, only NABARD Rural Bonds qualify under
Section §uC,

Unit Linked Insurance Plan: ULIP stands for Unit linked Saving Schemes. ULIP
cover life insurance with benefits of equity investments. They have attracted the
attention of investors and tax-savers nol only because they help us save tax but they
also perform well 1o give decent returns 1n the long-tenn

7.14 ALLOWABLE TAX DEDUCTIONS AND RELIEF

The deductions are available to an individual under Chapter VIA are depicied in
Table 7.1:

Table 7.i: Allowsble tax deductions and releaf

| Section | Nature of Deduction l Tao which individual atlowed |
HiLe Deduction in respect of hile insursnce premwum, defened | Resident and Nop-resident

ennuivy, contribution ta PF, subscnption to eguiry shares
or dehentures. el

suCCC RO
80CCD | peduetion in respect of contribution 1o pension scheme of
goccr | Cenral Government

Contribution (o certnn funds

Individual  omployed bty
{Cenral Gowt

SRR,

KD 'ayment ol medical insurance premig Reswlent & Nan-resudent

Limt on deduction w/see BOC.SOLCC 8HCCD

BODL Medical treatment of handiwcapped  dependenis  and | Resident onky
depasits  made  for  maimtenanee of  handweapped

| dependents

BODLB | Expendiure on medical trcatment of cerlain diseases Resident only P o
BOE Repavmenl of Joan taken for ngher cducation Resident & non-resident

800 Donations to certuin funds/chantable insbstions, ¢t Resident & non-resident _
ROGL Deduction i respect of rents pard Resident & nop-resident ]

¥OGG | Certamy  donauons for  scientific research  of  rural | Resident & non-resident
[ A develupment : [ _‘
801 A Profits and pans of new industpal ondenakings or |+ Resident & non-resident

enterprises  engaged m anfistruciure  developmem
undertakings

30 I | Deductions in respect of profit and gainy by an | Reudemt & noneresident ‘_‘
AB vadertaking & enterprise engaged in development of
Special Economu: Zone

RO Profits and gains from cerain dusteial underakings | Resident & non-resident
other than infrastructure developinent ondertakings

B0 1C Deduction  in respect of  profits and  gains  flom | Resident & Non resident
undenakings in states of Himachal Pradesh, Ustarancha,
SikKim and North Eastern states

Contd,
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Deduction in respeet of prafits and gains from business of | Resident & Non residest
hotels and canvenbon centres in specified arca.

Special provisions norespect of certain underakings | Resident & Non resident
Nortl Eastern stajes

80 HA | Deductions in respect of profit and zains fram business of | Resident & Non resident
collecting and processing of vo-depradable wusic

Rartes of income tax for the financial year 2071 0-11

For Individuals, Hindu Undivided Families, Assoctaiion of Persons and Body of
Tndividuals

Total Income Fax Rates j
Lp to TNR 160,000 NIL
INK 160,001 19 INR 300000 10%%
INR 300,001 1n TNR 800,000 0%
INIZ 800,001 and aboyvc™' 300

{a) In the case of a resident woman below the age of 63 years. the basic exemption
lunit is INR 190,000

(b) In the case of a resident individual of the age of 65 vears or above, the basic
exempiion limitis INR 240,004

{c) Surcharge is not applicable.

(d) Education cess is applicahle /@ 3 percent on incume-tux

7.15 HINDU UNDIVIDED FAMILY

Under Section 4 of the [ncome Tax Act. income lax is payable by “every person’.
‘Person’ us defined v Secrion 2(3 1) includes a Hindu Undivided Family.

The expression ‘Hindu Undivided Family’ {inds refercnce in the provisions of the
196} Act bul that expression is not defined in the Acl. The reasun al the otmission
evidently is that the expression has a well-known connutation under the Hindu law
and being aware of it. the legislature did not want to define the expression separately
in the Act. Therefore, the expression *Hindu Undivided Family’® must be construed in
the sense in which ft is understood under the IHindu taw [Surjit Lal Chhabda v CIT
to1 1TR 776 SC).

A Hindu Undivided Family or a joint Hindu Fanwly both wrms speak of the same
entity. [t consists of ail males lineaily descended from a common ancestor, their
waves and unmarrted daughters and daughters-in-law. A daughter is a member of the
family till her marriage and on being narried. she ¢cases to he a member of the HUF
in which she was bom only to become a memiber of the [TUE of her husband on her
marriage.

7.15.1 Assessment of Hindu Undivided Family

HUF is a separate and disttnct {ax entity. The income of a ITUF can be assessed in the
hands of the HUF alone and not in the hands of any of its members, unless specifically
provided by law.

However, any sum received by an individual as a member of a HUF. where such sum
has been paid out of the family or income of the impanibly esiate belonging to the
famity shall be exempt in the hands of the member of the HUF as per Section 10(2).



The habsliey of income tax in case of HUF also depends opon its residential status in
India Ay already discussed, HUF can be (a) resident and ordinarily resident in India:
(b) resident but not ordnanly a resident of India; or (¢) non-resident in Tndia.

[he scope of tolal tncome 1 e. which incomes will be taxable in the case of residents
and which incames will be tanable m the case of non-residents cte. has already been
discussed.

7.13.2 Computation of Total [ncome of Hindu Undivided Family

Before discussing the steps for computation of tolal tncome of HUF, the following
points should be considered:

1. As per Sccuon 64(2), already discussed under clubbmg nf income, income from
the transfer of a8 sell-acquired asset, without adequate consideratton ur conversion
ol the same into joint fanniy property, shall not be treated as the income of the
HUF. It shall be continued o be taxed in the hands of the transferor who is a
member of the HUF,

2. Smmilarly, tnemme rom an unpartibje estate is taxable in the hands of the hokder of
the estatc and not in the hands of the HUF.
Y Any fee or remuncration received by a wmember of the HUF as a director or a

partner i a company o firm which is as a resull of the mvestinent made in such
concermn ont of the funds of 1the HUF, shall be treated as income of the HUF
However, o such fee ur remuneration is earned by the member as a director or
pariner tor services rendered purvely un his personal capaciry. ol shall be treated as
the wmeoine of the ndnadical and not the VT, In a recent case decided by the
Supreme Court 19 has been held thal remuneration and commisston received by the
Karta on HUF on account of his personal qualifications and exertions and ot on
account ot investiments o) the family tunds m 1the company cannot be treated as
income of [TUTF. [Subluah Pdiai ¢K .53 v CIT (1999 103 Taxinan 400 (SC)]

4. I remuneration s paid to the Karta of a U under a valid agieement which (s
bonafide and in the interest of, and expedient for the business of the family and
the pavinent genuine and not excessive, such remuneration pmd wholly and
exclustvely for the business of the family, shall be allowable as an expenditure
while computing the income of the HUF. [Jugal Kishore Baldeo Sahai v CIT
(1967) 63 1TR 238 (SC) See also Ashok Kumar v CIT (2000 2406 [TR 26) () &
K]

tA

As already discussed above, the son is not a coparcener in the Davabhapa school
of law. Therctore, 1f the father does not have a brother as a coparcener, inconie
arising trum ancestral propery is taxabie as his mdividual income.

7.15.3 Steps for Computation of Income Tax of Hindu Undivided Family

After understanding the points given in 3.7.2, s relanvely easy for vou to compule

incame tax of HUF by toilowing the steps given below:

Step 1: The Gross Total Income of HUF, like any other person. shall be computed
under four heads of income, on the basis of their residennal status There
can he no meome under the head income from salaries in the ¢ase of HUF,

Step 2: Sections 60 to 63 relating to income of other persen included in the
assessee’s total income are applicable in case of HUF bul Section 64 15 not
applicable tu HUF as it is applicable in case of individual assessee only.
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Siep 3 Sel oft of losses is permissible while aggreeating ibe income under
different heads of ipcome,
Srep 4: Carry forward and set off of losses of past years, if permissible, is allowed.
Step 5: The income computed in steps | to 4 1s known as pross total income from
which the deductions u/s 80C to 80 1] will be allowed which are given in
Table 7 2,
Tahte 7.2: Total Gross Income
Section Nature of Dedoction
gnC Deduction in respect of kie jnsurance premia, deterred annuity, cantributien 10 I°F,
e
800 Pavinen ol medicH! insurpnce prema
50010 Medical lreatinent of handicapped dependenis and deposits made for mawntenance ot
s0DDn handicapped dependenis
Deductron in respect of medical treaunent. elv
LIS Donations to cenan funds * chartable inshilurions, el
SIGUA Certain donagtons {or scientific research or ural development
UGG Connbutions o palitical parties
A0l Prsfits and  zaims o new industrial undertakings or cnterprises engaged in
rtrastruciure development, etc.
30 [B Profits and gamy from cermain wdustfia) woedertakings other than infrastructure
des etopiment undertakings
80-1C Deduction in respect of protits and gaing from undenskings in siaies of Himachal
Pradesh, Ulttaranchal. Sikkim and North Fastem states
80-TD Neducnon v respect ab profits and gains from business of hotels and conventian
cenires i specilied area,
su-1F Spedial provistons i respect ol certain understakings an North Fasier stales
30.1A Deducuon m respect of profits and pains from business of collecting and processing
of mo-degradable waste
Step 6:  The balance income after atlowing the deductions i1s known as Total
Income which will be rounded off to the nearest Rs. 10/-.
Step 7:  Compute 1he tax on such total income at the prescribed rates of tax.
Srep 8- Allow rebate u's 88 and S8E.
Step 9:  The balance is the total Lax payable which will be increased by a surcharge
at 10% on such income tax if the rotal income exceeds Rs. 1,000,000,
Step 10:  Education cess @3% on the tax plus SHEC @ % on the tax plus
surcharge 1€ any shall be allowed.
Step 11:  Deduct the T3S and advance tax paid [or the relevant assessment year.

The balance is the net 1ax payable which must be paiu as self-assessment
tax before submitting the reture of income.

It may be vbserved that in compuling (he income under the head capital gains, the
HUFT is also entitled to the following exemptions:

1. Capital gain on sale of property used for residence (Section 34),

P>

bat

Capital gain on compulsory acquisition of lands and buildings (Section 34D).

Capital gain on transfer of long ferm capital assats (Section 54EC).



L")

Capnal gain an transfer of certain capital assels where investment is made st 3
residential house (Section 54F),

Capual gain an transfer of assets on shilting of an tnpdusirial undertaking fiom
urban area (Section 34G),

Exemptian in respect of capital gains oa transfer of agricultural land covered wis 34B
15 oot allowed to FIUF,

-

Check Your Progress —‘

Fill v the blanks:

1. Tacome from house property 1s just one of the taxable kinds of earmines
securding to the

2. The land should consist ot to 11,

3; B is the rent charged in ciwrcumstances where the assessce
doesn’t only let-out a home, bul also provides additional amenities.

4. A person shall be of a house once the record ol title 1o
the house 15 v lys ttle.

5 _.tc. property Lhat's in the occupation of Lhe propietor
with the goal of lus residence and he doesn’t denve any other advantage
{ram

6. .1« rental value determined by the municipalin for the
pumpose of chaging Civil taxation.

7.16 LET US SUM UP

The sum total of meome under alk the five heads is known as Gtoss Toral Income,
Toal inceme is ohtained after subtracting from the GTL the pernmssible
deductions under Chapter VI-A of the Act (Sectinns §0C-80LT).

The charge of tax under Section 4 is af the rate or rates in force for the time beng,
The income tax is chaiged at the rate or rates prescribed by the Finance Act for
that assessment veur Tlic rates mentioned in the Finance Act are the normal rates
of tax,

Special rates are the rates which are mentioned in the Tncome-lux Ao nsell
Chapter XM (Sections 110 - 115BBE) of the Income-1ax Act contams the special
rates of tax (o be apphicable 1n certain cases

Under ihe Income-tux Act 1961, an assessee 15 gencrally liable to pyy s m
respect of his own mcome However. there are cerlain circumistances where the
meames of uthers persons are also included in s income  This s known as
clubbing of income

All income arising o any person by vinue of a transfer shall be charpeable o
income-tax as the mcunie of the transferor shall be ncluded w his 1otal (ncomy,

lncome arising to the spouse of an individual from any asset {other than house
property) transferred dircetly or indirecily to the spouse of such individual,
otherwise than for adequate consideration or in connection with an agreement 1o
live apart. shall be imchuded in the total income af such individual.
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® |t may be noted Lhat the provision of Explanation-3 to Section 64 appties to only
tnterests receivable from the firm. It does not apply to share of profits from the
[trm, as such income is exempt under Section LO(2ZA).

® In computing the totai income of any individual, all such income as arises or
acvrues g a minor child shall be included in the total income of such individual.

® The deductions under Sections 80C 10 80U available 1o a non-corporale assessce
may be classifted into owo groups: Deductions in respect of certain payments and
cxpenses and Deductions in respect of cerain incomes.

# [ncome-tax 15 a composite tax on the total income of a pecson earned during a
period of one previous year. There might be cases where an assessee has different
seurces of income under the same head or income under different heads of
tncome. Tt mipht also happen that the net result from a particular source/head may
be a loss. This loss can be set oft against other sourceshead in a particular
manner. When the losses can’t be set-off during the same assessment yeat in
wlnich they occurred, so much of 1he loss as has not been so set-off (only certain
specified losses) can be carried forward for being set-ofT against his income in the
succeeding years,

® Sei-off can be nier source and Inter-head, If both the adjustiments are not possible
then certatin losses namely loss from house property, loss from business including
specufation business. capital loss. and loss from activity of maintaining race
horses can be carmed forward.

& A good plan is one which takes the maximum advanlages of various incentives
offered by the income 1ax law of the country. Tax planning is a tool to reduce tax
liahility through the ftinest use ol all accessible allowances, exclusions.
deductions. exemptions, cte. 10 trim down income and/or capital profits. Salavied
mdividuais 1y India are not tully aware of the tax planning and various options
available (o plan the tax. Still, many individuals are payving lot of tax without
knowing the vanuus available options and also not plan in the beginning of the
year. Muny of us are always plan at the end of February or March because of
which we end up into wrong decisions. The pians may vary for different persons
depend on the financial status of a person and ncome.

7.17 UNIT END ACTIVITY

Prepare a report on clubhing of income and give a presentaiion.

7.18 KEYWORDS

Special Rates: Special rates are the rates which are mentioned in the [ncome-tax Ac
itsel. Chapter XII (Sections 110-113BBE) of the Income-tax Act contains the special
rates of tax to be applicable (n cenain cases.

Clubbing of Income; There are cerain circumstances, where the incomes ot other
persons are also included in one same income, This is known as clubbing ot income,

Assessee; A person who is payee of income-1ax or any other sum of money under
Income Tax Act.

Income: These is no specific definjtion of income but for statutory purposes there are
certain items which are listed under the heud income. These items include those heads
also which normally will not be termed as income but for taxation we consider them
as tncome. These items are included under section 2(24) of the Tncome tax Act, 1961,
As per the definition in section 2(24), the term income means and include profits and
pains: dividends ; voluniary contributions received by a trust created wholly or partly



for charrable or religious purposes or by an istiution eswblished wholly o1 partly for
such pumoses: the value of any perquisite or profit in lieu of salary taxable under ¢lause
{2) and (3) of scction |7 of the Act: any special allowance or benefit, ather than those
mcluded above; any allowance pranted to the assessee eilther to meel his persanal
expenses at the place where the duties of his ofTice or cmployment of profits are
ordinanly performed by him or at a place where he ordinarily resides or to compensate
him for the increased cost of living; capital gains ; any suin chargeahle @ income tax
under scction 28 of the Income tax Act; amy winaings from loticries, crosswoitl puzzics.
races, ineluding horse races. card games and games of any sort or from pamibling ot
betting of any form or nalure whatsoever: aiy received as contribution to the assessce's
provident fund or superannuation fund or any fund for the welfare of emplayees or any
other fund set up under the provisions of the employees state insurance act and; profits
on sale of a licence granted under the Imporis (Control) Order, 1955 made under the
Imports and Exports (Control) Act, 1947

Specified Asser: This includes shares in an Indian company; debentures issued by an
Indian company which is not a private company as defined i the Companies Act.
1956; deposits with an Indian compaony which is not a privale company: any security
ol the Central Government; units of the unit crust of India and; such other assets as the
Cenual Government may specily i this behalf by notification m the official gazeite

Sole Proprietorship: It is # business swned by vne peison where the individual gwney
15 entitled 1o all profis and fosses and s liable for all obhgations of the business.

HUF: It consists of all maics hneally descended from a common ancestor. thew wives
and unmarried davghters and daughters-in-taw.

Equity Linked Saviugs Scheme: These are some mutual tuad (MF) schemes speaally
created [or offering tax savings.

Association af Persons: [t means Iwo or more persons jomning far a conimon purpose
Tor the purpose of earng income

7.19 QUESTIONS FOR DISCUSSION
.0

1. Describe how 13 inconwe from house property 15 extraceed s per section (22-27) of
Income lax Law.

FJ

What is composite rent? Discuss mn detail.

Explain the concept of laxable value

(W%

4. What is decmed ownership? Explain in detail.

3 Following are the particulars of net incomes and losses of X fur the vea ending
31st March 2009 Find out his total income.

Rs.
(2} Inconwe from salan {net}) 1,600,000
{h} Income from hause property:
{1)  Ilncoinc from house A 6,000
(if) Loss from house B 3.000
{¢) Imcome from business:
(i) Profu from cloth business 20,000
(i1} Loss from hardware business 43,000

{113) Profit from speculation business 16.000

bl
umputition of Totd iscome
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{d} Income from capital gains:

(i)  Short-term capital gain 10,000
(i1} Long-term capital gain 5,000
(1i1) Loss from another long-term capital asset 19.000

6. Can non-speculative {regular) business losses can be sci-off agamst speculation
business profits? WhyAvhy not?

7 When inter-source adjostment exhaunsts, inler-head adjustments  begin.
Right/wrong? Why?

8. Define the merits and de-merits of sole-proprietorship.

9. What (s the other income which ts included m individual®s ncome to calculate
their tax liability?

10. What are the key steps to calcolate the tax hability of an individual?

|1, Define the key invesiments which are tax free under Section &80C of the Income
tax Acl,

1.2, Whal are the considerable points in caleutating tax habthity of HUF?

Check Your Progress: Model Answer
. Inconpe Tax action

2 Building or Propeny Appurtenant
4. Composite rent

5. Deemed as a owner

6. Sell-occupied property

7. Municipal valuaiion
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8.0 AIMS AND OBJECTIVES

After studying this lesson. you should be able 1o

Explain how income tax is assessed

Discuss the assessments under sections- 143(2). 147, 143(3)
Explain the rectification ot inistake

Describe natice of demand under scction 136

Explain the assessment of HUF, Firms and ACP

8.1 INTRODUCTION

Although assessment is an impartant step, the term has not been defined in the Aci.
excepl that under section 2(8), it includes reassessment. However, penerally it means
the whole procedure laid down under the Act for imposing liability upen the assessee.
Under the Income-tax law. there are five major types of assessments as mentioned

below:

® Summary assessment under section 143(1

®  Scrugny assessiment under section 143(3)

® Best judgment assessment under section 144

® Income escaping assessment under section 147

® Assessment tn case of scarch or requisition under section [33A

8.2 ENQUIRY BEFORE ASSESSMENT [SECTION 142]

Section 142 deals with the gencral procedure of assessiment as nnder:

a.

Issue of Notice. The assessinent can be made by an Assessing Officer or by the
persen who had made a return as per Secioon 1 15WD or Section 139, Moreover,
any person whose tme as per allowed tn Section 139 (1) for providing retum has
been expired a notice in case of purposes yiven as follows.

i, When the person did not make a retun as per the linit of titne allowed under
Section 139 ([) or he (ails to provide a return of his income or any other
person’s income (o which he is assessable, belore ending of the assessment
yeat, in the form as prescribed for time provided w the notice.

it. For producing or causing to produte 1he documents and accounts required by
the Assessing Officer.

i{i. To provide a written and venfied infonnation @ the manner as prescribed in
such form and on cenain poinis such as statemems related 10 assets and
liahilities of an assessce, as per required by the Assessing Officer.

Power to make inquiry |Sections 142(2), 142(3)]: An Assessing Officer has the
liberty to carry out any enquiry whicir he considers important in case he wants to
abtain information regarding income or loss of any person.

In the case of best judgement assessiment as per Section 144, it is exceptional that
assessee can he provided with the opportunirty (o be heard regarding the matesial
that was collected, in tlic inquiry as per the Section 142 (2) or based on any audit
that which was inguired under Section 142 (2A). The collected materials and
information collected [rom any andit can be projected for using in the assessment
process as per Section 142 (3).



Audit of Accounts [Sections 142(24) to 142¢2D): Having regard (o the nature and
complexity of the accounts, volume of Lhe accounts. doubts about correctness of
the accounts, multiplicity of transactions in the accounts or specialised nature of
business activity of the assessee, with the previous approval of the Chiel
Comnussioner or Commissioner, the Assessing Officer may, afler giving the
assessee 4 reasonahie opportunity of bemp heard. dwect the assessee to gel the
accounts audited by an accountant to be nominated by the Chief Commissioner or
Commissioner and to furmish a report of such audit (1 Formn No. 6B duly signed
and yverilied by such accountant [Section 142¢2A)). The audit under Section
142(2A) »s independent o any audit under any other law {Section [42(203].

% The audit report under Section 142{2A) shall be furmished by the assessee 1o
the Assessing Offiver

= Within such period as may be specified by the Assessing Officer However, iff
there s sufficient reason, the Assessing Officer, cithier suo metu or un an
applicalion made by the assessee in this behalf, may so extend tle tune that
the aggregale of the period origirally fixed and the period so cxtended does
nut exceed 180 days lrom the date on which direction under Section 14XZA)
was received by the assessce [Section 14242C) as amended by the Finance Act
2008, wef 1420087 The expenses of such audil, mcluding the
remuneration ol the accountant shall be determined by CT1(CY-11T

4 he Chiet Connmissioners or Commiissioner is to be paid by the assessee. In
default of such pavment by the asscssee, it shall be recovered from the
assesser in the ianner prosided in Chapter XVII-D of the Incone-tax Aci for
revovery of amears of tax. However. in relation v any directon Tor audit
under Section 142({2A). which 1s issued by the Assessing Officer on or alter
Isl June, 2007, the expenses of, and incidental to, such audit {including the
remuneration of the Accountanty shall be determined by the Chiel
Comaissioner or Commissioner in accordance with such gwidelines as may
be prescribed and the expenses so determined shall be paid by the Central
Giovernment [Section (42(211)].

8.3 SUMMARY ON THE BASIS OF RETURN

SECTION 143 (1)

Where a rerurn has been submitted under Section 132 or in response 1o a notice under
Section 142{1), the Assessing Officer can complete the assessment Without passing a
regular assessment order or calling the assessce. The assessment under seciton 143(1),
which s alse kKnown as summary assessment. is subject lo the following conditions
ardd propositions:

a.

Correciion af arithmetical mistakes and adjusiment of incorrect claim through
centralised processing of returns [Section 143(1)(a}f: In order to correctly
compute the total income, all returns subnutted under the provision of Section 139
oI an response o a notice under section 142(1) shall be subjected to centratised
processing im ordar w cheek for

. Anvanthmetical error in the relurn:

1. An incorrect claim which 1s apparent from any infonmation in the retwn;

. Disallowance of toss ¢laimed. if return of the previous year for which set off
of loss is clammed was furnished beyond the due date specified under sub-
section (1) of section 139,

lt3
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iv. Disallowance of expenditure indicated in the audil report but not taken into
account in computing the total income in the relum:

y. Disallowance of deduction claimed under sections 10AA, 80D-1A, 80-1AB, 80-
1B, 80-1C. 80-ID or section 80-1E, if the retum is furnished beyond the due
date specified under sub-section {1} of section 139; or

vi. Addition of income appearing in Form 26AS or Form J6A or Form 16 which
has aet been included in computing the total rncome in the return

The aforesaid adjusuments will be made ouly in the course computerized
processing without any human interface. but with prior intimation to the assessee
either in writing or i electronic mode.

Computation of tax and interest due [Section I43cH)(b)f: On the basis of
computation of total wncome as above. the tax and interest, if any. shall be
computed.

Determination of sum payable by, or refund due to, the assessee [Section
143(1){c} : The swn pavable by, or the amount of refund due to, Uhie assessee shall
be determined afier adjusunient of the tax and interest. il any, [as computed in (b)
above] by any tax deducted at source, any tax collected at source. any advance tax
paid. any reliel atlowable under section 90 or section 90A, or any reliet allowable
under section 91, any rchate allowable under Chapter VIII-A, any tax paid on sell-
assessment and any ameunt paid otherwise by way ol tax or interest,

Intimation te the assessee [Secrion 143(1)(d)]: An imtimation shall be sent to the
assessee when;

i.  On the basis of adjustment made in (c} above. any sum s payable by. or any
refund is due to. the assessee [Section 143(1)(d)],

it. The loss declared in the requrn by the assessee is reduced but no tax or inferest
is payable by, or no refund is due 0. him [First proviso to Seclion 143( 1)},
Where any swn is detecrmined 1o be payable by Lhe assessee, intimation te this
cftect shall be deemed W be a notive of demand issued under Secuon |56 and
all the provisions of the Act shall applv accordingly

When ne intimation is required {Explanation (b) to Section 143(1)]: Where, on
the basis adjustments niade in (a) or (¢} above, 1t is found that na sum is payable
by. or refundable to. the assessee, no intimation is required to be sent to the
assessee. In such a case, the acknowledgemeni of the relurn shall be deeined to be
the intimation.

Time timit for butimation [Second proviso ro Section 143(1)]: The time tinit for
sending intimatian under section 143(1) to the assessee is one year from the end of
the financial y ear in which the return is made.

8.4 ASSESSMENT IN RESPONSE TO NOTICE UNDER

[SECTION 143(2)] [SECTION 143(3)|

An assessment under this section can be either (A) an assessment through lmited
scrutiny or (B) assessment through comprehensive scrutiny

Assessment through limited scrutiny [*Section I43(3)(D]: Assessment
through limited scrutiny applies where a retarn has been furnished under scction
139 or in response lo a notice under Scction 142(1). The assessment in this case
involves the followmy procedure:



. The Assessing Officer has reason to believe that anv claim of loss, exemplion,
deduction, allowance or relief claimed in the return, is inadmissible.

. A notice w/s 143(2)(1) is served on the assessce requiring hun, on a datc
specificd n the notice, to produce or caused to be produced evidunce or
particulars of such claim of loss. cxemption. deduction. allowance and relicf
i support of bes claim. The time limit for sending notice under tas section s
6 months {as amended by the Finance Act 2010: Vide section 143(2)] from
the end of the month in which the rewrn ts furnished,

m. Afier the assessee has produced such particulars, they can be wken into
account by the Assessing Officer is free 1o allow or reject the claims as
specified, by orderig i writing. He can make an assessment in which, the
tolal incame or loss and the sum to be paid by the assesse, are deterinined

b. _Assessiment through Comprehensive Scrutiny [Section [43(3)(ii)}: The scheme
of assessment through comprehensive scratiny 1s applicable where a retamn is filed
under section 139 or wi pursuance of a notice under Section 142(1). The procedure
msobved in this case is as under:

i It can be cansidercd important and convenient by the Assessing Officer fu
ensurtag that the income has not been understated by the assesser or no husae
loss has been caleulated by the assessee or he has not under-paird the tax in
any way,

. A notice ui's 143(2Kn} 1s served on the assessee requinng him, on a date
specified o the nonice. either 1o attend the office of the Assessing Officer or to
praduce or cause to be produced any evidence on which the assessee nay refy
m support af s return. The tme himit for sending notice under Section
143(2)n1 15 6 wonths from the end of the month in which the retom is
furnished

i bhe Assessing Officer ¢can give a writen order. only after hearing the
evidences produced by the assesse on the specified day in the nolce. He can
callect all the refevant maternial from the evidences and lake them into account
for making an assessment. The assessment thus made, mcludes the total
income or doss of te assesse and it deterntines a sum that has 1o be pad by
him or refund any amount which was due to him, based on this assessiment.

tv  The time i far completion of assessment under section 1473 shall be within
2 vears from the eod of the relevant assessment year

8.5 BEST JUDGEMENT ASSESSMENT |[SECTION 144|

An assessment carried oul by apply ing the wide discretionary power of the Assessing
Officar 15 known as Best Judgment Assessment. This assessment t3 carmed our ap
cases where the laxpayer fasks to comply with the requirciments of secthion {44,

& Reasons for best judgmeni ussessment: The best of his judgmoent ts carried out in
e [ollowing cases: the assessee fas to file the return required within the due
date prescribed under sectian |39(1) or a belated reium under section 139(4) o1 a
revised return under section 13%(5): or he assessee tails to comply with all the
terms of a notice 1ssued under section 142¢1) or the directions under section
142(2A). or having made a return, the assessee fails 1o comply with all the terms
ol notice 1ssucd unde sectionld3(2),

b, Proccdure of assessment under section 144

167
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b,

Best judgment assessment cannol be made unless the assessee is given a notice
culling upon him

X,
M

To show cause, on the dale and time to be specified in the notice, why the
assessment should not be cowpleted to the best judgment of the Assessing
Officer. No notice as given above is required in a case where a notice under
section 142(1) has been

+ lssued prior (o the makmg of an assessment under section 144, If the
Assessing Officer is not satisfied by the arguments of the laxpayer and he has
reason to

Behieve that the case demands a best judginent. then he will proceed to carey
out the assessment to the best of his knowledge, If the criteria of the besl
Jjudgment assessment are satisfied, then the Assessing Officer after taking
into account alt relevant material which the Assessing Officer has gathered.,
shall make the assessment of the total income or loss to the best of his
Judgment and determine the sum pavable by the assessee on the basis of such
assessment. Under section 153, the time limit {or completion of assessment
under section 144 is two years fram the end of the relevant assessment vear,

Refund: No reflund can be granted iv the case of best judgment assessivent,

Remedies available 1o the assessee: In the case of best judgment asscssment, the
following remedies are available 1o the assessee:

i.  The assessee can file an appeal under Section 246A.

w. He can make an application to the Joint Comnmussioner for reviston under
Section 264

8.6 ASSESSMENT OR REASSESSMENT OF INCOME

ESCAPING ASSESSMENT [SECTION 147]

Where the Assessing Officer has reason 10 believe that any income chargeable to tax
has escaped assessment for any assessment year, then, subject to the provisions of
Sections 148 to 153, 153A and 133B. he may:

A,

s

d.

AsSEss ar reassess such income;

Re-compute the toss or depreciation allowance or any other allowance for the
relevant asscssment year;

Assess any other income chargeable to tax which has escaped assessment and
which comes to his notice subsequently in the course of assessmeni proceedings
undey Section 147:

Assess of reassess such income, vther than the income involving matlers which
are the subject matter of any appeal. refcrence or revision, which is chargeabie o
tax and has escaped ussessment |Second proviso to Sectien [47].

YWhere income deemed to have escaped assessment [Explanation 2 to Section 147];

For the purpose of Section 147, the fellowing shall also be deemed to be the cases of
income escuping ussEsSMent:

4.

Wlhere na return of income has been furmished by the assessee. although his
taxable income exceeded the exemption limit;

Where a return has heen furnished by the assessee, but no assessment has been
made and a is noticed that the assessee has understated the incowmne or has claimed
excessive loss, deduction, allowance or relief in the retum;



.

d.

Where the assessee has failed to fumish & report in respect of any international
transaction which he was so required under section 92E.

Where an assessment bas been made but:

i tmcome charpeable to tax has been under-assessed; o

il Such income has beep assessed at tov low a rate; o

1ii, Such income has been made the subject of excessive reliel: ar

iv. Excessive loss or depreciation alfowance or any other allowance under the Act
has been computed.

Where a return of income has not been fumished by the assessec or a return of
incorme has been furmished by him and on the basis of wformation or document
received from the prescribed income-tax authority, under section 133¢C (2), it is
noticed by the Assessing Officer that the income of the assessee exceeds the
maxinmum amounl not chargeable Lo lax, or as the case muy be, the assessee has
understated the incomme or has claimed excessive luss. deduciion. allowance or
reliel in the return;

Where a person is found 10 have any assel (inchadng financial intercst in any
entity) located outside India.

Procedure of assessmment under section 147,

An assessment under seciion 147 cannot be procecded with unlesy the Assessing
Oflice has served upon the assessee a notree and an oppertunity of being heard.

[f the Assessing Officer has reason to believe that any income chargeable 10 rax
has escaped assessment for any assessment vear, then he may assess ur reassess
such incomie and aise any other mcome chargeable t¢ tax which has escaped
assesstnent and which comes 0 his nantice subsequently 1n the course of the
praceedings under this section. He 15 also emipowered to recompute the loss or the
depreciation allowance or any other allowance, as (he case may be, for the
assessment year concerned.

Time-limit for completion of assessment under section 147 As provided wn section
153, asscssment under section 147 shall be made within a period of one vear fram the
end of the linancial year in which notice under section 148 15 served on the assessee,

Time-limit for issuance of notice under section [48: Novice under section 148 can be
1ssued withaet a petiod of 4 vears (ram the ond of the relevant assessment year.

8.7 ASSESSMENT IN CASE OF SEARCH OR REQUISITION

This section applies in the case of a person where a search is smitiated under Section
132 or hooks of accouni, other documents or any assets are requnsitioned under
Section 1324, 1a this case the Assessing Officer shall:

a.

fssue nolice to such person requiring hun to Furmish within such period. as inay be
specified in the notige, the return of income in respect of cach assessment year
falling wittun six ossessment vears in the prescribed foon sud verified i the
prescribhed manner and setting forth such other particulars as may he prescribed.
and the provisions of this Act shall. so far as may be, apply accordingly as if such
return were a return required to be furnished under Scetian 139,

Assess or reassess the total income of six assessment years inmediately preceding
the assessment wvear relevant to the previous year in which such search is
conducted or requisition (s made. In this case, assessment ur reassessoment, if any,
relating 1o any assessment year falling within the perind of six asscssment years

(T
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referred to :n this section pending on the date of inmation of the search under
Section 132 or making of requisition under Section 132A, as the case may be.
shall abate [Second proviso 1o sectionl33A (1)}

However, if any proceeding initiated or any order of assessment or reassessment
made under Section 153A (1) has been annulled in appeal or any other legal
proceeding, then, notwithstanding anythmyg contained in 153A (1) or Section 133,
the assessment or reassessment relating to any assessment year which has abated,
shall stand revived with effect from the date of receipt of the order of such
annulment by the Commissianer [Section 133A(2].

Time limit for completion of assessmem under section 153A: The time lLimit for
completion of assessment vnder section 153A s 21 monihs from the end of the end of
the financial vear in which the last autliorization [or search under section 132 or for
requisition under section was execuled,

8.8 ASSESSMENT OF SCIENTIFIC RESEARCH

ASSOCIATION, NEWS AGENCY, ETC. [FIRST
PROVISION TO SECTION 143 (3)]

For the assessment of the following institwtrons/funds:

i.

i

I,

iv.

Scientific research assoviation referred w tin Scetion 10{21],
News agency referred to in Section 10{22D).
Association or instaution referred to in Sectqion 10(23A) or Seclion 11(23B); and

Fundfinstitution/trust/university or other educational institution/haspital or ather
medical nstitution as referred 1o im clauses (iv), {v), (vi) arl {via). respectively, of
Secuon 1(23C), which are required to submit return of incame under Section
139(4C), an assessment nrder can be passed after giving eftects to the proyisions
of Section 10. However. the Assessing Offtcer can make an assessment order
without giving exemption under the provisions of Section 10, provided the
following conditions are satisfied:

a. Where, in his view, any contravention has taken place of the provisions of
Section 10(21} or Secoon 10¢22B} or Section 10(23A) or Section 10{23B) or
clause (3v) or {v) or {vi) or (via) of Section 1(23C) by the aforesaid
institutions. the Assessing Officer has intimated the Central Government or
the prescribed awthority of the Jact of such contravention.

b. The approval granted 10 such scientific research association or other
association or fund of trust or tnstitubon or umiversity or other educattonal
iastitution or hospital or ather medical institution has been withdrawn or
nolification issued in respect of such news agency or funpd or trust or
institulion hag been rescinded,

c. Where the Assessing Officer is sauisfied that the activities of the Umiversity,
college. or other instinnion referred o in ¢lauses (ii) and (iii) of Section 35(1)
are not beiny carried our in accordance with all or any conditions subject to
which the University, college or instimtion was granted approval, he may,
after giving reasonable opportunity of showing causes ngatnst the proposed
withdrawal to the concerned University, college or other institution,
recommend to the Ceniral Government to withdraw the approval. On such
recominendations, the central Governinent may, hy an order, withdraw the
approval and forward a copy of the order to the concerned University. college
or other institution and the Assessing Officer.



8.9 RECTIFICATION OF MISTAKE

With a view to rectifying any mistake, whick is apparent [rom the record. an income-
tax authority refeired to in Section 116 may do the following:

a.

b.

Amend an order passed by it under the provisions of this Act.

Amend any imtimation or deemed intimation under Section 143(1) or Section
2004,

Amend any intimation under Scetion 2U0A (1).

In relation to an order. where any matter has been considered and decided in any
proceeding by way of appeal or revision, it cannot be rectified under Section 154,
However. the matter which has not been considered and decided in the appeal or
revision may be reciified under Section 154,

Rectification under Section 154 shall be made by;
i. The income-tax authority on its own motion,

(i. The income-tax authority, if it is brought ta its natice by the assessee or the
deductar or callector.

iii. The camnissioner (Appeals), if the mistake is brought to its notice by the
Assessing Officer.

Order ol rectification:

An order of rectification is subyect 1o the following couditions;

a

b,

Where an amendineni is made under this section and if such an amendment has
the effect of enhancing or reducing a refund or otherwise increasing the hability of
the assessee, a notice specifying the intention to do so 1s necessary. The assessee
shall also be atlowed reasonable opportunity of being heard [Section 154(3)].

In the above case, the Assessing Officer shall serve on the assessee a notice of
demanding the prescribed form specitying the sum pavable. Such a notice of
demand shall he deemed to be notice under Section 156 and the provisions of
Seclion 156 and the provisions of the Act shall apply in this case [Section54(6)].
An order shall be passed in writing by the income-tax aulhorily concerned
[Section [54(4)].

Where any such amendment has the effect of reducing (he assessment, the
Assessing Officer shall imake any refund which may be due to the assessee or the
deductar or the collector [Section 154(5]].

Where any such amendment has the effect of enhancing the assessment or
reductng a refund already made or othenwise increasing the labilty of the
assessee or the deductor or the collector. the Assessing OfTicee shall serve on
the assessee or the deductor, as the case may be, a nalice of demand in the
prescribed form specifying the sum pavable. and such notice of dewnand shall be
deeined 1o be issued under Section 136 and the provisions of this Act shall apply
accordingly [Section 154(6}].

Except for cases coming under Sections 155 or 186(4). rectification of an order

can be made only within four years from the end of the financial year in which the
order sought to be amended was passed [Section 154(7)].

However. wliere an application for amendment under Section 154 is made by the
assessee on an income-tax authority, the authority shall pass an order {either making
the amendment or refusing it) within a period of six months from the end of the inanth
in which the application is received by it [Section 154(8)].
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8.10 NOTICE OF DEMAND

As a consequence of any order passed under this Act the tax, penalty. fine or any
amount that is payable on part of assessce, the Assessing Officer can act upon the
assessee by sending a notice demanding the specified amount that has to be paid. The
notice of demand must be sent as prescribed form (Form No. 7 or, as per the
requirement of case, I'orm No. 2B).

In case of the determined amount which has to be patd by the assesse or deductor as
per the sub-section (1} of Secucn 143 or Section 2004 (1), the wamings under these
sub-sections witl be considered as a notice of demand for fuliitment of the purposes of
this section {proviso to Section 136 as anmended by the Finance Act 2103, wel 16
2015].

8.11 INTIMATION OF LOSS [SECTION 137]

In case, during the process of assessing the total incame of an assessee. if it is found
that a loss had been taken place and ihe assessee was allowed 10 have carried forward
under the provisions of Sections Z20F). 73(2), 74(1), 74(3) and 74A (3), then the
Assessing Officer has 10 put the assessee under a notification in a written order
regarding the amount of loss as calculated by Hm for the pupese of carrying forward
these sections.

8.12 COMPUTATION OF TOTAL INCOME

The computation of otal income of an individual involves the {ollowing three steps:

Step I: Compute income under each of the five lieads in accordance with the
provisinns of Sections 13- 39, i.e.,

# Income under the head—Salares [Sections 1 5-17].

#® Income from house propety [Sections 22-27].

® Profits and gains ol business or profession [Sections 2§-44|
® (Capital gains [Sections 44-55].

® Income from other sources [Sections 56-59).

In computing iscome under the five heads mentioned above, the following should be
considered:

i. Income of any other person in respect of which an individual is chargeable ta 1ax
under Secuons 60-64, shall be includcd under the respective heads. The other
person’s incomes in respect of which an individual s chargeable to tax are:
transfer of income where there is no transfer of assets {u/s 60), revocable transfer
of assets (w/ss 61-63). and income of spouse. minor child. ete.. (ws 64).

ii. If the net result of computation in respect of one source of income shows a loss, il
can be set off against income from another source under the same head (Section
70). In setting off incom¢ of one source against income from another. resirictions
imposed ander Section 70 should be considered.

iii, If the net result of computation under any head shows a loss, this can be set off
against income under other heads (Section 71). The restrictions imposed w/s 71 in
respect of such inter-head adjustments should be considered.

iv. Ifthere is any unabsarbed Joss in Lhe earlier previous year or years, these shall be
set off in accordance with the provisions of the Act.



Step 2: The aggregale of income under all the five heads in Step No. 1 is called gross
total income. Allow deductions from gross total income under Sections 80C 10 80U.

Step 3: The balance of income after allowing deductions u/ss 80C to 80U is called
total income. Under the provision of Section 288A, the total income so determined
shall he rounded ofl to the nearest multiple of ¥ 10.

i.  Computation of Gress Taxubility: Once the total income is determined, the gross
tax liability of an individual assessee shall be computed in accordance with the
rate or rales specified for the assessment year.

it. Tax Rebates: For I'Y 2017-18, the Fmance Minister bas provided a maximum
Rebate of ¥ 2,500 under Section B7A.

Scction 87A rebate provides for income tax rebate to individuals eaming income
below the specified limit. It is being provided to reduce the tax burden of lower
income bracket

8.13 SURCHARGE

Surcharge is levied on Income Tax and is levied if Income is more than T 50 Lakhs in
case of Individuals and T 1 Crores in case of Companies, The rate of Surcharge has
been increased in the Finance Act 2017 which is applicable for Financial Year 20)7-
| 8. Different rates ol surcharge are applicable for different categories of taxpayvers and
the current rates of Suicharge are as follows:

Individuals, TTUF, Association of Persons, Body of Individuals. Arificial Judicial
Persens.

r Level af Income Surcharge on Income
|.ess than 30 Lakh Nil
T 50 Lakh to | crare 10%
Muore than | crore 15%

Firms, co-aperative socicties and Local Authorities

Level of Income Surcharge on Income

lLess than 1 crare Nl
Mare than | cror 120,

Domestic Company

Level of Incame Surcharge on Intome
Less than | cree Kl :
T 1 crore w10 ¢rores %%
Muore than 10 crore 1 2%
Fareign Compaiy
B Level of Income Surcharge on Income
Less than | crorc Nil
T 1 crove W 10 croves 2%

Move than [0 crore %
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i. Education cess: Education cess 2% and Secondary education cess | %

1. Reliefs: From the amount of tax liability computed above (i.c., gross wx liability
plus educaiion cess) an individual can claim the following reliefs.

8.14 ASSESSMENT OF HINDU UNDIVIDED FAMILY

8.14.1 Meaning

Although the definition of—Person under section 2(31) teludes a Hindu undivided
tamily. the terin has not been defined in the lncome-tax Act. It is expression of the
Hindu Law and denotes a Hindu family consisting of all male meinbers who have
lineally descended from a common ancestor and includes thelr wives and unmarried
daughters [CIT vs. Laxminarayan (1935) Bom. 618} It is a relationship which arises
not fron any conlract. bul trom status,

1 A few examples of Hindu undivided familyr: A Hindu undivided family requires
at least two members [Krishna Prasad vs, CIT 97 ITR 493 (SC)). Such members
may be all males or all females or a combination of both. There is, however. na
requirement that the number of the coparceners 1s more than one. The foliowing
are some examples of Hindu undivided fanily: A-a male Hindu. B-wife of A, C-
unmamied daughter of A [Gowli Buddanna vs. CIT 60 ITR293(SC)].

A- a male Hindu, B widow of deceased brother of A {Sitabai vs. Ranwchandya,
AIR 14705, C.343).

C and D, the widows of A and B respectively the two deceased brothers [CIT
vs, Veerappa Chettier 761TRAGT].

53

»
£

A lamily consisting of mother and hart domino sons {Champa vs. Board of
Revenue 46 1TREL ]

Sikit and Jain fumilies: Sikhs and Jaing are not governed by the Hindu law. For the
purpase of the Income-tax Act, however, such families are treated as Hindu
undevided families ([CWT ws. Surajin Singh 138 1TR 186: CWT vs. Chanipa
83ITR7201.

i

8.14.2 Assessment of HUF

For the purposce of assessment of a Hindu undivided family to Income-iax, the
following points may be considered as relevant:

| Continued stotus: Once ¢ Hindu undivided family is assessed dissect. it shall
conlinue to be assessed as a Hindu undivided family except where a partition 15
¢laimed by the members and the {indings of a partition are recorded [Section

D]
Residential status of the HUY-

Fo

s

Income reccived as a member of the Himlu undivided family: Under Section
10(2). any sum received by on individual member out of the income of the Hindu
undivided family is exempt from tax.

4. Income of impartible estate: In the case of income from impartible estate, such
income belongs solely and exclusively to the holder of the estate, even though the
impariible esiatc is owned by the joint family. Therefure, the bolder of an impartible
estate js liable to be taxed on Ihe income as an individual and not as the
representative of the Hindu undivided family., Any amount received by other
members of the Hindu undivided family out of the income of such impartible estate
belonging to the family is. however. exempt under Section 10 (2).



S Family income and individual income of a member: As inentioned sbove. amounts
received outl of the income of the Hindu undivided family are not taxable in the
hands of the members. But individual income or income arising to 3 menther out of
the separate and sell-acquired property of the member is 1axable as income of the
ndis nlual and not as the income of the Hindu undivided fanuly.

6. Saiary to the members and Karta of the HUF: Salary pal by the HUF 1o the
Kana or any member under a vahid agreement and as a matter of commercial

expediency. shall be allowed as a deduciton in computing the income ol the HUF
{ jugal Kishore Baldeo Sahaivs. CIT63 [TR238(8C)]

8.14.3 Computation of Tax Liability of a HUF

Step 1. Find out the gross tax oa total income at the prescribed rates {See Study Note
[1]. The 1otal income has to be rounded of{ 1o the nearest T 110

Step 2 The amount of tax and surcharge is to be firther enhanced by education cess@
2% of the tax and surcharge and secondary and higher education cess '@ 1% tax and
surcharge. The amount of tax (hus arvived at 13 to be ronnded off v/s 288B (o the
nearest T 10,

Step 3 Deduct the amoum of tax deducted a1 source (TDS) end adsance taa already
paid. The balance 1s the netjax pavable at the tme of subpussion of return on wicome.

8.15 ASSESSMENT AFTER PARTITION OF HUF
(SECTION 171]

The assessment of @ Hindu undivided family 1s governed by Section 171 This
sectioned cognizes two distinct types of partitions, € g.,

a.  Total or complete partition, and
b. Pawual panition.

The copscquence of partiion of a Hindu undivided family, whether wtal or pamal, is
discussed below:;

a.  Total or Complete Partition: Total partition means a parution of the HUF where
alt the properties of the family are divided amony the members and the famiiy
ceases 10 exist as an undivided family,

Such pactition under Explanation (a) to Scction 171 has been referred to as
mere—parlilion—and means.

i.  Where the property admits of physical divisicn, a physical diviston of the

property; but a physical devision of the income withoul a physical dnision of

the property producing the income shall nat be deemed to he a partition: or

. Where the propeny does not admit of a physical division, then such division
us the praperty admits of; but a mere severance of stutus shall not be Jeemed
as a parlition,

b Partial partitien  According to Explanation (b} to Section 171, —paitial partition
means pactition which s partial as repards the persons constituting the Hindu
undivided family. or the properties belonging to the Hindu undivided famuly. or
both,
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8.15.1 Consequences of Partition

The consequence of a tolal or partial partition is as follows:

i.

Vi,

A Hindu undivided family hither to assessed as undivided shall continue to be
assessed as such unless the finding of partition has been recognized by the
Assessing Officer under Section 171 [Section 171(1)).

Where, at any timne of making an assessment under Section 143 or Section 1444, it
is claimed by or on behalf of any member of a Hindu undivided family that a
partition. (whether total or partial) has laken place among the members of the
famity, il 1s incumbenl upon the Assessing Officer to make an inquiry into it an
record a tinding as to whether there has been a total or partial partile on the joint
family, and. if there has been such a partition, the date on which it has taken place
{subseclions{2) and (3) of Section 171],

Where such a partition has taken place during the previous year and the Ninding
has been recorded by the Assessing Officer. the total income of the jaint family in
respect of the period uplo the date of panition shall be assessed as if no partition
had taken ptace. and each member or group of members shall, in addition 10 any
tax for which he or it may be separately liable, be jomtly and severatly hable for
the tax on the income so assessed [Section 171{4)].

. Where the partition bas taken place after the end of the previous vear and the

finding has been recorded by the Assessing Officer, the toral income of the
previous year of the joint family shall be assessed as if no partition had taken
place [Section 171{5)].

Where the Assessing Officer finds after the completion of the previous year that
the family has already effected a partition, the Assessing Officer shall proceed to
recover the {ax from every person who was a member of the {amily before Lhe
partition and every such person shall be joinily and severally liable for the tax on
the income sv assessed [Section 171 (6)].

For the purpose of Section |71, the several liabilities of anv tnember or group of
members shall be cumputed according to the partitan of the point family property
allotted o him or it at the tine of partition [Section 171 {7)}.

8.15.2 Consequence of a Partial Partition after 31st December, 1978

[Section [71(9)

The consequence of a partial partition after 31 December, 1978 is as follows:

L.

v,

Such a partition is not recognized and no claim thal such a partition has laken
place shall be inquired into and recorded by the Assessing Officer.

Such family shall cantinue to be liable to be assessed as if no such partial partition
had taken place.

Eack member ar group of members of such family wnmediately before such
partial partitton and the family shall be jowtly and scverally liable for any tax.
penalty, interest. fine or ather sum payable by the {amily in respect of any period,
whether before or after such partial partition.

The several liability of any member or group of members shall be computed
according to the portion of the joint family property alloited to him or it at such
partial partition.



8.16 ASSESSMENT OF FIRMS AND ASSOCIATION

OF PERSONS

Under Sectinn 2{31) (1v) of the Income-tax Act, a [irm is a distinet unit of assessment,
Before we proceed with the assessment procedure of firms the following points need
to be underscored: There will be no distinction between repistered and uareptstered

firms,

The income of the firm under the head—Profits and gains of business and protession
shall be

e Computed in accordance with the provisions of Sections 30 1o 38 Busides, the

firm can claim special deduetion, subject to the limits prescribed under Section
40(b), on veeount of remuneration to the working pariners and interest on capital,
The share of a pariner in the income of the finn will not be included in his tolal
income. Such incotme is exempt under Section 10(2A). However, remuneration
and interest, which are allowed u/s 40(b) in computing business income of Lhe
firm, shalt be taxable in the hands of the partaers in their individual assessments
under the head —Profits and gains of business or prolession. Under the new
scheme of taxation of firms, etfective from the assessinent vear is 1993-1994,

Partuership firms will be of the followwng twe types (@) Partnership tirms
assessed as such [PFAS), and (b) Parocrship fims assessed as asscciation of
persens [PFAAOP] The income of the firm shall be charped to tax at a Natrate of
I 2% (ot long-term capital gains. 15325 for short-lenm capual gans specilied
s LA For the assessment year 2017- 2018, for an income excecding 21 crove,
surcharge shall be 12% and educartien cess and secondary and higher educatin
cess it 2% and % respectively shall be charged on the amount of income tax
camputed above.

8.16.1 Partnership Firms Assessed as such [PFAS]

A i shall be assessed as a (i i the loliowing conditions are fulfilled

1.

1.

The parinersing 1s evidenced by an instrument {Section 184(1)(1)}

The individual shares of the panners are specified i ihat mstrument |Section
18]

A cupy including the mstrument of partnership must be certified and attached with
the return of incomne eamed by the firm in the yeat that previous and relevant for
assessinent year which was commenced on or atter 1st Apnl, 1993 regarding
which the asscssment as a firm is first pursued [Section 184(2)].

Conscquence of fallure to company with the provision of Section [44; Till the
asscssment year 200322004, the failure to comply with the provision ol Section
194 was a reason ol 4 finm 1o be assessed as an association of persons vider the
provisions of Section 167B [which means that interest/salaries, ete . panl to the
partners shalt be disallowed and the firm shall be taxed either at the rate applicable
to av individual or at the maximum marginal rate {30% plus education cess) if any
of the partners has income above the (axable limit] With effect from the
assessment vear 2004-2008, due 1o the amendment of Section 184(5) and Sectiun
[85. a [irm shall continue w be assessed as such even if there iy failure on the pan
of the firm to camply with the provisions of Section [44 However, in this case
pny ment of interest, salary, bonus, commission or remuneration miade by the fim
to any partner shall not be allowed in computing the income of the firm under the
head *Profits and gans’ of business or profession As a result, these amounts will
not be taxable in the assessment of the pariners.

i7"
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Coniinued Status as a Firm: Where any [irm is assessed as such for any
assessment yvear, it shall be assessed in the sainc capacity for every subsequent
year. if there 15 no change in the constitution of the firm or the shaves of the
partners as evidenced by the insiroment of partnerstup on the basis of which the
assessment as a firm was first sought [Section 184(3)]. Where, however, any
change had taken place in the previous year, the (irm shal] fumish a cenificd copy
of the revised iastrumeat of partnership along with the retun of income for the
assessment vear relevant to the previous yvear.

Computation of Business [ncome: When a [imm is assessed as such, its income
under the head—Profits and gains of business ur professionl shall be computed in
the usual inanner after claiming deductions under Sections 30 to 38. But in respect
of payment of interest and remuneration, (he following should be considered:
Inlerest paid Lo a partner is allowable as deduction ufs 36,

< Remuneration paid to a working partner 15 allowabie as deduction ws 37.

% The payment of interest and remuneration 0 a partner of a firm assessed as
such is subject to the restrrctions under Sections 40¢b) and 404

a. Restrictions on paynrenl af interest and remaneration o pariners fSection
diib)f: The paviment of witerest and remuneration to the partners of a firm
assessed as such (s subject (o the [ollowmg rules

i Any payment of salary. bonus. commission or rentuneration 1o any paitner
who is not a working partner 15 to be disallowed [Section 40(b){i}].

ii. Any payment of remuneralion 0 any pariner who is 2 working partner or
any payment of interest to a partner which. in either case, is not uuthorised
by, or is not in accordance with, the tems of the partnership deed, is 1o be
disallowed [Section 40(b)(i1}].

it Any payment of remuneration to anv working partner or paymen) of
interest to any partner which is authorised by he parinership deed but
which refates to a period prior to the date of such partnership deed shail
not be allowed us dedaction [Section 40(b)ii)}].

iv. Any paymenl of interest 10 any partner in aceovdance widh the partnership
deed relating to a period [alling atter the partnership deed shall be allowed
to the exient of 12% simple interest p.a., or the actual rage of interest in
accordance with the patinership deed. whichever is lower [Section
40(b)(ivil (v) Auy payment of remunerstion @ amy workmng partner in
accordance with the partnership deed shall be allowed subject to the
maximum iimit shown below [Section 40(b}v)].

——

Book-prafit Actual Amount Deductible

(a) Op the first T 3.00.000 af the book- | T 1.30,000 er @) 90 per cenl of the
profil on it case of 4 luss book-prufit, whicheser iz mare [@60%

{bj On ihe bulance of the book-prolit ot the:booksprofit

Interest payable 10 a partner in representative capacity [Explanation 1 1o
Section 40¢h)}: Where an individual is 2 parner in a firm on behalf, or for Lhe
benefit, of any other person. interest paid by the firm o such individual otherwise
than as partner in representative capacily shall not be taken into censideravton for
the purpose of Section 40(b). However, interest paid by the firm to such individual
as partner in a tepresentative capacity and interest pard to the person so
represented shall be taken into account for the purposes of Section 40(b). Further,
under Explanation 2 to Section 40(b), where an individual is a patwer in a firm
otherwise than in a representative capacity, interest paid by the firm to such



individual shall nol be raken into consideration for the purposes of Section 40(hb).
i such interest is received by him on behalf, or the benefit. of any other person.

b Restrictions vn paymeunt to any pariner or any relative of such partner
[Section 404 Under Section 40A, ifin the opinion of the Assessing Officer,
any expendiurerpavment to a partner or his relative is eXcessive or
unreasonable. having regard 1o the fair market value of the goods, services or
tacilities lor which the pavment is made, then so much of the
expenditure/payment as 15 considered excessive or unreasonable shall not be
allowed as deduction.

1. Tneome under any other heads [e.g., Income from house praperty, Capital
gains and [ncome from other sources) are not pan of the hook profit.
These incones, « included in the profit and loss account, shall be
exclided.

it.  Bouplht forward business loss shall not be deducted v miive at the book
profit. But unahsorbed depreciation being allowed under Scetion 32. shall
be deducled

tii. Deduchion under Chapter VIA [i.c., deductions u/s 80C to 80UT] shall be
ipnored for the purpose of computation of buok profid.

8.16.2 Deductibility of Fringe Benefit Tax

Although fringe benefit 1ax pavable by a firm < expenditure laid out wholly and
exclusively tor the purposes of the business, Section H0(a)(ic) expressly prohibits the
deduction of the amount 3t fringe benefit tax pard for the purpese of camputing
income under the head—Profiis and gains of business or profession. Therefore, frinpe
benefit 1ax is not & deductible expenditure tor cumputing bonk profit within the
meaning of Sectivp 4{1h)

8.17 TAX DEDUCTED AT SOURCE

DS stands lor 1ax deducted at source. 1t 15 the tax that an assessee has fo pay al the
tinte vf eaming an income. Froin the Gross Total [ncome (GTI, so computed, certain
deduetions under Chapter VI-A of Income Tax Act can be claimed  These deductions
are an account of savings in approved channcls, 1ax holiday. exparts, approved
donations. other incemives and income from various approved investiuent channels
and are covered undes sections 80C (o 30U

8.17.1 TDS - Basic Concept

Section B0(A} lays down following general rules for clauning deductions under
chapter V1A

t. While computing total income of the asscysee. the deductions specified in section
81C to 801! shail be allowed,

tuk

f otal deductrons uw's 83C to 80U shall be hmited 1o the amount of the Gross total
income of the assessce. In other words, the deductions allowable cannot result in a
negative income. Thus, 1f GTT is found to be nel boss. there 1s no question of any
further deductions under these provisions.

s

If, in computahion (i1 of Association of Persons ur Body of individuals any
deduction s allowed u/s 380G, 80GGA, 80GGB.8OGGC, 80H)I, 80HHA, 80HHEB.
BOITAC, BOHIHD. 801, ROLA, 801B, 80) or 80JJ, no deduction wnder the same
sectians shall be allowed while computing total mcome of member of AOP or
BOI. However, abave provision is nat applicable to company and its shareholders
becaose the member and the company both enjoy separate wlentities.
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:

4. Deductions under this chaprer VI-A ave allowed, only if assessee ¢laims them, If

no such deduction is claimed, Assessing Qfficer is not bound te allow any such
deduction. However, any such omission to claim, may be made good at the
appellate stage.

Where an assessee claims some deductions under this chapter, it shall be his duty
1o place all relevant inaterial befare the statutorv authomty, [n other words, he
must be in a position to satisfy the said authoriry that he was entitled 10 obtain the
deductions in accordance with the provisions of taxing starute.

[n other words, the deductions allowable cannot result 1n a3 negalive income,
Thus, if G1T is loond to be net loss. there is no question of any {urther deductions

unider these provisions’
Above provisions can be classified in the tollowing two categories:
(A) Deduction in respect of Paymenis

(B) Deduction in respect of Incomes,

8.17.2 TDS Rates on different transactions

There are different rates are apply for different transactions.

Form 260
Section Nature of Payment Status | Tax (%)
193 Interest un Debenwres & Securities 10
193 Deemed Dhividend (Ll
194.4 Qiligr Tnieres 1y
= Apgrepate sunh execeding R 10,000 Iy Banking Co's.
efc. per person duting the finsnceal year
s Ageregate sum exgecding Hs. 5.000 per person during
the hnancial year
19413 Lotery/Crossword PPuzzle = 1. 5,000 0
14413B Winings from Horse Race > Rs, 2.300 30
194C Cantragts o Transporier, whoe hias provided a vald PAN L]
Conwracts 1y Indeviduals/HU- 1
Cantracls Lo others 2
19412 [nsurazce Cominssion > Ra 3.0040 10
I194EE Withdrawa! from N5 > Rs.2.300 4]
194F Repurchuse of Linns by MEAUTI 20
rFI‘MG Commission on Salv of Lattery Tickets = Rs. 1LOJ0 iRl
1941 Rent > Rs 1. 200000 p. 4. 2
Rent of Plunt & Machinery
Rent of Land. Buildwy, Fumwnie. cic iy
1943 Prafesstonal or | echniical Fess > Rs.20.000 14
1A Compensatan on Compulsory Acyuisition of immovable i
pruperry >Rs, 1LO0000 dunng the finanoal yvear
Surcharge n
Cducation J 0
Less

Noic: Wihere is no PAN detards. then fvom Lst April 2000 T0S will ke deducied at the rate of 20%,
[Ne p




Form 270

Section

Nature of Payment

Status

Tax (%)

19412

P'ayment to non-resident sporismen or sporis ussociation

in

193{a}

Income from fareigm exchange assels payable to an Indian
cizen

20

195(b)

Income by wav of tong-term capital gain reforred to in seu
LI5E

193(c)

Invame by way of Short-term capital gams w/s. L11A

1835¢d)

Income from other long-term capital gains

[RFRTE]

Ingome by way of imterest pavable by Government/Indian
coneern on maoney borrowed or debt sncurred by Govermanent
ot Indian concern in foreign currency

19341

Royalry payable by Government or an Indian concem m
pursugnce of an agrecment made by non-resident with the
Government of the [ndian concern after March 31, 1976,
where such royaliy is m consideration for the teansler of all
ar any rights fincluding the granting of a hicence) in respect
ol copyright in a9y hook on a subject relerred to in the finu
provise o secton L1SA(LA) to the Induan concem or in
respect of computer software referred o in the sccond
proviso 1o section 113( 1A}, to g person resident in India -

I Where the agreement 1y inade before June 1 1997

2 Where the agreement 15 made alier May 31, 1997 but
melere fune | 20003

2U)

3 Wherg the agreement s made vn ar sficr Jupe | 20403

1S5 ph

Ruoyalry (not being rovalty of the nature referred ta in e} suh
para) pavabic by Govemment or an Indian toncern in
pursuange ol an agrecment made by nun-resident with the
Government or the Indian concern and where such
agreement is with an Indian concern, the agreement is
approved by the Centrul Government or where if relates (o
marter included i the industrial policy. the agreement 15 in
accordunce with that pulicy

I, Where the agreement is made after March 31, 1960 but
hefore Apri 1. 1976

Company

Others

|

2 Where the agreement is made after March 3§, 1976 but

30

befove June 1. 1997

i Where the agreement is made alier May 31, 1997 hut
hefore fune 1, 1997

4 Where the agrecment 15 made an or after June | 2005

(R4]

195t}

f-ec for wechmicul services payable by Government ar an
Indian concemn in pursuance of an agreemeni made by non-
resident with the Governmeal or the Indian concem and
where such dagrecment 15 with an Indian concern, the
apreciment 1s approved by the Central Government or where
1t relaies o matter cluded in the industnal policy, the
agrecment iy in accordance with the policy:

I. Wheie the agreement is made atier Februany 29, 19064
but belore April 1. 1976

Company

Others

2 Where the agreement is made after March 31, 1976
hut belore June 1. 1997

3. Where the agrcemenl, is made alier May 31, 1997 but
before Sune 1. 20035

4, Where the agrecment is made on or ufter Junc 1, 2005

in

Canld...
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19501 Any other nconte Compuny | 40
Others 30
1984 Incume in respect of Units of Nop-residents n
19601 Income and Long-term Capilal gain from units of an Off 10
shore lund
196C Income and t.ong-term Capital Gain from Fareign Cunmency )
Beonds or shares oof Indian companies

196D Income of Foreign Instinutional investors tor Sccuritics u
Surcharge Applicable for Forcign Companes if paymentcredit exceeds Rel gearc of | 2.5
iOnTaxy such companics
V.ducatson wn Tax deducied Plus Surcharge 1
Less

Form 27EQ
ollectton L ode | MNature of Purchase Tax 51
6CA Aleoholie iguor for human consumption |
600 limber vhtamned under a [orest lease P!
600 Iimber ublained under any mode other than torest Jease 23
6D Any other furest product not being timber or tendu leave 28
HlE Scrap i
6 F Parking Lot 2

-ﬁ_C(i Toli plaza 1
6L Miming and quarrving ju
6CIL Tendu lcaves 3
Surcharge Applicable Jor Foreign Companies if collections execeds Rs | erareof | 238
{On Tax) such companies
Fducation Uess Applicable for Foreign Companies 3

8.17.3 Obligation of Deductor

The 1ax deductor is the agent of the Revenue, All Drawing und Disbursing Officess of
Central and State Governiments come under the category of goverminent deduciors.

If theve is any viclation on the part of a tax deductor, the consequence should fall enly
on the Revenue and that cannot be foisted on Lhe assessee.

However. us per the assessment order, the assessee is liable for pavinent of Lx w0 the
extent the amount is nol paid to the Government and 1l can also look to the 1ax
deductor to recover the amount for reimbursement. But the faw envisaped that he
should not be driven to thal plight.

There 15 protection to the assessee and the Revenue is preveated from embarking on
recovery proceedings apainst the assesee in respect of the default by the tax deductor.
The only course open to the Revenue is to recover the amount from the very person
who has deducted and not from the assessee.

The Income Tax Department of India has made certain obligations for the deductors.
These vubligations are discussed as under:

[, The deductor will have to file an application in Form 498 ar the TIN Facilitation
Centee along with application fee (Rs 50 + service tax as applicable) for TAN.

2. Where an employee has worked with a deductor for pari of the financial year only
the deductor should deduct tax at source from his salary and report the same in the
quarterly Form 24Q of the respective quarter(s} up to the date of employment with



him Further while submitting Form 24Q for the tast quarter the deductor should
include paniculars of that employee irrespective of the lact that the cmplovee was
not under his employment on the last day of the vear. Similarly where an
¢mployee joins emplosment with as deductor during the caurse of the financial
year his TDS particulars should be reported by the currem deductor m Form 24Q
of the relevant quarter. Funher while submitting Form 24() for the last quarter the
deductor should include particulars of TDS of such emplovee fin the actual period
of ewployment under him.,

TAN once allotted can be used for all rype of deductions. It can also be used in
case tax is being collecled at source also.

The credits avaitable in the tax sratement confirm that

(a} the 1ax deducted/collected hy the deductor/collector has been deposited to the
accaurt of the government;

{h) the deductor/cullector has accurately filed the TDS/TCS slaleiment giving
details of (he tax deducted/collected on your behall:

{¢) bank has properly fumished the details of the tax deposited by vou. 1a future
vou will he able to use this cunsolidated tax statement (ko 26AS) as a prool
of tax dcducted/collected on your behalf and the an directly paid by vou
atong with your income 1ax return after the need o submission of TDS/TCS
certificates and lax pavinent challans along with income tax returns has been
dispensed with by 1he Income Tax Department {1 I}, THowever as of now for
claiming the credit tor tax deducted:collected at somrce you mav be required
to enclose TDS/TCS certificates (Form [6/16A) issued 1o you by the
deductor,

The pussible reasons {or incorrect ¢redits in Form 26AS can be on account ot
wrong data provided by the deducior in the quarterly TDRS/TCS statement. You
may request the deductor to rectify the TDS/TCS statemenmt using prescribed
correchion statement,

PAN of the deductors has to be given by non government deductors. It is essential
to quote PAN of all deductees failing which credit ol tax deducted will not be
given,

The Form 26AS (Annual Tax Statement) is divided miu three pats namely; Pan
A B and C as under: Pan A displays details of raa winch has been deducted at
soutce (TDS) by vach person (deductor) who made a specificd kind of payment (o
vou. Details of the deductor (name & TAN) along with details of tax deducied like
section under which deduetion was made {(e.g. section 192 [or salary) date on
which payment was effected amount paid/credited 1ax deducted from payments
and deposited in the bank are included in this part. Part B displays detaiis of 1ax
collected at source (TCS) by the seller of specified gouds at time these poods have
been sold to you. Details similar to those displayved in Part A tn respect of the
seller and the tax collected will also be available. Part C displays details of income
tax directly paid by you (like advance tax sell assessment tan) and details of the
chailan through which vou have deposited this tax in the bank,

Every non-povernmental entity that hay deducted or collected tax at source is
required to depasit the tax to the government account through a bank. Banks will
upload this payment-related information to the TIN central system. These
deductors are also required to {ile a quarterly statement 1o TIN giving the details
of their TDS/TCS. The TTN central system will maich the 1ax pavment-related
nformation in the statement with the wx receipt information Jrom the banks, If
both of these natch TIN will create a comprehensive ledger for each PAN holder
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giving details of the tax deducted/collected on its basis by every deductor whao has
filed the statement,

According to a Supreme Court ruling, there is no demand an tax deductor if deductee
has discharged tax obligation.

8.17.4 Implication of TDS provisions not followed

Filing of Tncome Tax rerurns 15 a legal obligation of every person whose wuwl income
for the previous year has exceeded the maxtmum amount that is nol ¢hargeable for
income ax under the pravisions of the L.T Act, 1961,

Apart from the above, it is mandatory [or the following types of asscssees v pay tax
ontine with effect from Aprii 1, 2008.

(ay All the corporate assessees.

(b) All assessees (other than company) to whom provisions ot section 44AB of the
Income Tax Act, 1961 are apptlicable.

income Tax Department has also introduced a convenient way to {ile these returns
online using the Internet. The process of elecuonicatly Nling your Income tax retwmns
through the Internet is known as e-filing of returns.

Despile ali Lhese provisions, il somebody does not pay the rax due, a penalty of
Rs 10,000 {(1en thousand only) may be levied as per Section 272B of the Income Tax
Act, 1961 for failure to comply with thc pravisions of section 139A of the Income Tax
Act. 1961,

8.18 ADVANCE PAYMENT OF TAX

Tax is paid in advance when the lability of advance tax ts Rs.5, 000 or more. The
provisions ol advance tax are applicable on ail types of persons irrespective of the
residential stalus ot the person. The advaace tax is paid in the previous year itself
Thus, the tax is paid in the year of eaming of income, n other words the earning of
income and pavment of ax gocs simultancously. Thus, the 1ax is paid as income is
earned. This scheme of advance payment of tax is also called pay as you earn scheme,
L.€.. pay 1ax 45 YOU eam income

8.18.1 Benefits of Payment of Advance Income Tax
The payment of advance income tax 1s benelicial [rom the following reasons:-

® From the point of Government, muney is received in time because Governrient
needs money to meet its routine expenditures.

® Fram the poini of view of taxpayers. it is easy fur him 1o pay the tax in
installments, So the burden of one-lime payment is relteved. After all, tax paver
has to pav the tax now or later,

8.18.2 Who is liable to pay Advapce Income Tax?

Al persons whose estimaied income tax liabiliy during financial year 2017-18
{ussessment year 2018-19), is Rs.10000/= or more, are required 1o pay advance
income tax.

If the amount of advance tax payable is less than Rs.10000/= after deducuon of TDS,
then there is no need to pay advance mx. in such case the amount of tax can be
deposited al the time of filing of income w@x retum. For example. total tax lability of
Mr. X ts calculated on cstimate basis for [inancial year 2017-18 for Rs.16000/= and an



amount of TDS is deducted for Rs.7000/=, In this case, hc need not to pay any
advance income tax. since the amount of tax pavable afier deduction of TDS. is
Rs.9000/= i.e, less than Rs,10000/=, He can pay Rs.9000/= any time before filing Wis
Income fax return

With effect from financial year 2012-13 (assessment vear 2013-14), any senjor
citizens who is not having any income (rom business or profession, nced not to pay
advance income tax. He/She can deposit the income tax amount any time before filing
his/her income 1ax return. In simple words, if any semor citizen having income from
salary, income from house propeity. income from capital gains or income from other
source but not having any income from business or profession. is not suppused to pay
advance income lax. Senior ¢ilizen means a person who has completed 60 years
during the relevant financial year, For Example Mr. X is 61 years old. He has to pay
lotal income wx for Rs.260000/= on his income during financial year 2017-18. He
files his income tax return on 30.7.2018. In this casc. being a senior citizen, he can pay

the amount of income tax on or before 30.07.18 because he has to show the proof of

payment of income 1ax in the income tax return,

8.18.3 Due Dates for Advance Income Tax

Due Dates for Advance Income Tax Instaliments for Financial Year 2016-17 and
2017-18.

Advance Income tax 15 payable in installments according to the dates given below:-

l

Date al payment Fuor companies tor non-campanics
Up o 15th pae 15%0 of mat 15% of total

Esymated tax Fsumated tux

1 L'p to | 5th Seprember

J0% of rotal

30% ool 1ial

Cstimated tax

Estimaled toax

30% of total

0% of watal

}ip te |1 5th December

Estimaied tax

Estimaled tax

~ Up to I5th March

25% ol total

40 ul otal

Cstimaied 1ax

Estimated s

By 315t March. If tax on capital gain or casual mcome arising after 1 Sth March

Important Note for Salaried Tax-pavers.- In case ol salaried person. icome tax is
being deducted by the employer on monthly basis and deposied on monthly basis
also. It means that total tax pavable of an emplovee is divided in 12 months on
estmate basis. In this case the condition of ~payment of advance tax" is not
apphicable.

How to Deposit Advance Income Tax?

Advance Income Tax can be deposited with any autharized bank by Income Tax
Depariment. Challan No.280 is used to pay income tax amount.

8.19 INCOME TAX AUTHORITIES

The CBDT is a part of Department of Revenue in the Ministry of Finance. On one
hand, CBDT provides essential inputs for policy and planning of direct taxes in India,
at the same time it is also responsible for administration of direct tax laws through the
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Income Tax Departiment. The Central Board of Direct Taxes is a statulory authority
functioning under the Central Board of Revenue Act, 1963. The officials of the Board
in their ex-officio capacity alsa function as a Division of the Ministry dealing with
matters relating to levy and cotlection of direct taxes,

The Central Board of Revenue as the Department apex body charged with the
administration of taxes came into exislence as a resull of the Central Board of
Revenue Act, 1924 Initially the Board was in charge of buth direct and indirect taxes.
However, when the administration of taxes became too unwieldy for one Board o
handle, the Board was split up into two. naniely the Central Board of Dircet Taxes and
Central Board of Excise and Customs with effect from 1.1.1964. This bifurcation was
brought aboul by constitution af the two Boards u/s 3 of the Central Boards of
Revenue Act, 1943,

8.19.1 Classes of Income-tax Authoritics

There shall be the following classes of income-lax authorities for the purposes of the
Act 116, namely:-

(a) the Cenwral Board of Direct Taxes constituted under the Central Boards of
Revenue Act. [963 {54 of 1963},

(b} Directors-General of [ncome-tax or Chiel Commissianers of Tncome-tax,

{c) Directors of Income-tax or Commissiongrs ol Income-tax o1 Commissioners of
Income-tax {Appeals).

{cc) Additianal Directons ol Income-tax or Additional Commissieners of Income-tax
or Additional Commissioners of income-tax (Appeals).

{cca) Joint Directors of Income-tax or Joint Commissioners of [ncome-tax.

(d) Deputy Directors ol Income-tax or Deputy Comnussioners of [ncome-tax or
Deputy Commisstoners of Income-iax (Appeals),

{e) Assistant Directors of Income-tax or Assistant Commissioners of Tncome-tax,
{f) Sncome-tax Officers.
{g) Tax Recovery Cfficers,

(h} Inspectors of Income-lax.

8.19.2 Powers of Authorities

For all purposes of the Income-tax Act, the IT authorities are vested with the various
powers which are vested 1 a Court of Law under the Code of Civil Procedure while
irying a suit in respect of any case. More particularly. the provisions of the Code of
Civi) procedure and the powers graniled o the tax authorities under the code would be
in respect of:

® Dlscovery and inspection

e enforcing the atlendance. including any officer of a bank and examining him on
oath

e compelling the production of books of accuunt and the documents
® collection certain information [section 133B-inserted by the finance act, 1986]
e [ssuing commissions and summons

It shall be duty of every person who has been allorted permanent account number to
quote such number in all his rerums or corespondence with income tax authorities, n



all challans for the pavment of any sum, in all documents prescnibed by the board in
the interest of revenue.

8.20 PENALTIES

Chapters XVII and XXI of Income-tax Act, 196], contain various provisions
entpowering an [ncome-lax Authority (o levy penalty in case of certain defaults. The
following defaults may mvite levy of penalty:

Table 8.1: Income-tax Authority to Levy Penalty in Case of Certain Defautis

{1} When the assessee iy in default or is deemed to be in defaull in making payment of 1ax,
ncluding the tax deducted a1 source, advance tax and the sell assessment tax. {Section 221
read with Sec 201013
{ir) Fadure 1o pay the advance tax as diveceed by the Asscssing Offtcer or a5 estimared by the
assessee. (Section 273 11) J
{un Palluse to comply with a notice issued under seciion 142(1) or 143(2) or Twlure o comply
with the dirgction 1ssued under szction J42{2A) (o get the accounts audited. [Section
271K
{in} Ceancealmeat of paniculurs of mcome or fumnishing of inaccurate particulars of income
| Seetiem 270(1K2))
v Failure 1o maintan books ol accounts and documenis by persons carmyving on profession or
husiness as prosenbed wnder section 4AA [Section 271 A
{vil Failure to get the accounts audned in presenbed circumstances or faluce 1o obiain the
prescribed avdu report within presenibed ume pertod of falure o furnish the audit repont
| long with the retum. as required under section 44AR. [Sccuon 2718)
(v Failure 1o subscnbe 1o the eligible 1ssue of capital [Secuon 271BB)
(vija} | Penaliy lor fabure 1o deduact tax st source. [Section 271C) 1
{viti) Accepting ol anv loan or deposit or repaviment of deposit of R, 20.000 or mare otherwise
thut by account payce cheque or account pavec drafl. in contiavention of the provisions of
Scctien 26485, [Section 271D]
{visa}l | Repavment of loan in contravention of the conditions wnposed i section 2697, |Secton
g |
(viihi | A Failure of file the retum of income as required under Sccton 239 (1), shall entai)
impusition of pehalty  [Section 271F|
B Failure o tile the return as required under the proviso W Section 139(1). in the event
of assessee flfithng the presenibed conditions, i.¢., certain persons in occupation ol
mimovable property or owner of molor vehicle or subscerber o telephane, onc who

fixl“P]

mcurred expendinre on foreign wravel. the holder of the credit card or o member of a
club. subject 10 specilic conditions, are required 1o file the retum as per provise 1o
Section 129(1). lathog which penalty may be imposed, (Proviso to Section 2715

Refusal o answer 1 coniravention ol legal obligation, [Section 272A(1 Ka)]

-

(%} l Relusal w sign amy statement made in the course of incomestax proceedings. [Section
2T2A(1 b))

(x1} Fatore to adend ot 2ive evidence or produce books of accounts and documents in
comphiznce wilh the requirements of summons under section 13101 [Section 2721 ne)f

ixn} Failure 1o comply with the provisions of scction 139A deaiing with the application for and
alhument of Permanent Account Number or General Index Register Number. |Section

[ I7IA MY

txiit) Fature to furnish infonmaiion regarding securities. |Section 272A(2)(a)]

) Failure to give nonce of discontinuance of business or prolession, [Sechon 272A42)(b)]

{xv) Fatlure to furnish in due bme informauon sought under section 133 of Inepme-tax Ast
{Section 272A(Die)]

{xv1} l Failwe to furmisty in dee time presenbed relums/stalements. [Section 272A(2)c)]

Cunid ..
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{xvi) | Falure to allow inspection or take copics of registers of tegisters of companies. [Section
2724¢2)(d}]

ixviity | Fabure w furmish i due ome the retum of income by charilable or relipious instimutions
[Secvion 272A42hHe))

{xix) Failare to deliver in due ume a copy of declaration of non-deduction uf tax al suurce
Ufs 127A. [Sevction 272A0201107]

) [:ﬂlurc e furnish a certineate of rax dedoeted @1 source to the person on whose behal{ tax
has been deducted or colleced as reguired by Section 203 or Section 206C. {Section
272A{ gl

{xxi} Failure to deduct and pay tax from salary payable to an employee as directed by the
Asseasing Olcer or she Tax Recovery Officer as rogurred by Section 226{2). [Sceuon
272A1)ih))

{xxti) | Fotlure to alhow ai Income-tax Authority 1o collect any informanion useful or relevart to Lhe
purposes of Incmine-tax At o/s. 1338, [Sccuon 272AA0]

(xvil) | Faidare 1o conply widh the proavisions of secuon 203a dealing with wax Deduction Account

[ Number | Section 272AR]

The table below shows the nature of default and quantun of penalty,

Table 8.2: Penalties Under Income Tax Act

Section Nature of Lefault Basis of Quantum of
Charge peaalty
22101 Failure to pay was: i.c. non-pavmicnt of tax requered by | Amount of 1ax i
22111 native ws 1 5u arrears ‘_‘
Non-complian - with negice w/s 142(1) Lo file retutns
" or Lo produce documents required by assessing officer | 1
TR or w/s, 143(2) o praduce evideneye on which assessee Rt [0y
rehes or s 142(2A0 (o pct accowmts audiled
) ; : T ) W 10 300 b
Convealment of the panicalars of incume, or Reenishing | Tax svaght IR awati] veul
2T | ; : Lax sought fo be
nacenvate particelars thereaf v be evaded evaded
271A Failure to namtah hivoks or decoments ws 448A - 2. 25,000
: ; p 2% ol
I71AA Failure 1o keep and mamtan imformadtion and [ntenatgnal A
- dovumenis w/is Y20, uransaction S
transaciion
3% ol ek
Failure w get accounls sudited and furmsh Tax Audit | Turnover, or |7 o
7w R s required uls, SAAI3 Ciross ERBs T oA
eport as regquired o's, ! Rl cc.i . Rs 1.00.004)
R wluchever is less
27IBA Failure w furnish a reparl as required ws. 92E. - Rs, 100880
Farfure to deduct the whote ot pant of the wax as required Fan failed to Equal to the
271C by or under Chapier XV11-13 (Ss. 192 e 196D) or Tailure be Idcductcd amount fztled 10
1o pay Tie whole or part of tax w/s 1135-0. he deducted
Amount of
. . S : Equal to th
Cuntravention of the provisions of 5. 26985 1.e, by loan or nr?;?mt“of Eh‘l"l or
2D raking or aecpting amy loan or deposit atherwise than | depusit so ; S
ph LS T L depusit so taken or
by ways spegified therein, iaken or _
aceepted
accepred
. , . . (Amount of | Fgual o the
;i 5.2 CHE AvME @ 1 : .
2NF E‘clanunfcn:'l]on 'l'f_q’ Sjr e F{?I;"l;" .cn‘t“nl iy depasi deposil s0 amount of deposit
atherwise than by modes specified thereim. . -y
271F Fatfure Ly fumish Retym ol Income under sub-seclion
{11 al'5. 139 before the end of the relevant Assessment | — Rs. 5.000
Year.

Conid.




Failure to
fumish
Renin of
Income
under
Elll?: ERIVE |Rs 3.000
section
{1ial's
139 by
the Jdue
ke

adlore 1o fuinish information or document w/s, 9200 Intermasional | 2 % of such

i TH " :
i3 wransachion | defzui

Fanlure (o aitswer gueshions, stgn statements. aitend
ITIA{L | sumimons oy PRV apply lor permanent account - Rs. 10,000
number /s 139A

Failure (o

Comply with notice u's 94063 fumishing intormation
regarding seeurmes

Give natice nlhdiscontinuance of business - S, 176(3]

Furnish in due lime refuriis, statements. or particulars
u/s, 133, 206 or 2658

Rs. 104 for every
day during which
Tumish remurns wis, 139(4A) the farlure
continues.

Allow inspection al any register(s) - 5. 134

272A10)

Deliver in due fime 4 declaration nienlioned in S. 197A

Furnish g cerificste w/is, 203,

Deduct and pay 1ax w/s, 226(2)

Furnish returps! statements/ cenilivate w's 2060

Furnish a statemem ol particulars of perquisites and
profit in ey of salary w's, 192(20)

Fadvre o (wmsh the prescribed intormativn required | Re 1,600

172 :
TPIANN L 13308 (refes fo Torm No, 4503

Fadwe 1 apphh for Permancnt 4 crount Number

AN o Rs. i

2728

I5IRB 1 :-é'ul:lcr'; I\r; apphy I Tan Deduction Account No. {FAN}| Rs. 111,000

27MRi3 | Faikure to apply tor Fax Collection Account No. (TCN} | — Rs 1000

MNate:

No penaky 1s imposable for any failure w/ss. 271(1)(b), 271A, 271AA, 271B. 2718A, 271BB,
271C, 2710 221E, 27UF. 201G, 272 A0 )(e) or (d). 272(2). 272AA(1), 2T2B, 272BB( 1) and
2738BBi 1), if the persun or asscssee proves that there was a reasonable cause for such

failure (5. 2738}

8.21 APPEAL

The term appeal has nowhere been defined under the [ncome Tax Act.

APPEALS PROCEEDINGS UNDER INCOME TAX ACT, 1961However as per
Mozley and Whiteley's Law Diclionary “Appeal is a complaint to a superior court of
an injustice done by an inferior one”™.
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The parly complaining is styled as the “Appellant” and the other party is known as
“Respundent™.

Under the scheme of the Income Tax Act, an assessiment is normally the first Stage
determining the Taxable Income and The Tax, lmerest or Sum Payable by an
Assessee,

The Act provides for various remedies available L an assessee on completion of the
assessment.

The primary remedies available to an assessee on completion of the assessment arc;
®  Appeals

® Revision

# Recufication

All these remedies work in different arers. However, strictly speaking the remedies
are not alternative to each other bt at times more than one remedial proceeding may
be used as complimentary 1o each other so as (o achieve the best result by applying
Optisttum resources.

The procedures governing these remedial provisions are proposed to be discussed here
under.

Appellate Hierarchy

Natwe ol Ty whom it should Agamst whuse order it can be
action be field preferred Who can prefer

Commissioner{appe Apginst the  arder of
tirst appeal als) |eit (a}] assessing ofticer Taxpayer

Taxpayer or
I he income tax Aganst 1he  ordor of the commissioner of
second appeal appeliate wibunal cilia) menme tax

{aapayer ur
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8.21.1 Appeal Before The Commissioner Of Income-Tax (Appeals)

An appeal betore the Commissioner of income ax (Appeals) is an extremely useful
remedy available to an assessee.

The commissioner of lncome Tax (Appeals) is the first appellate authority under the
scheme of the Act.

This forum helps i redressing the grievances that the assessee might have  apainst
1he assessment order passed in his case.

However. one should bear in mind that the right of appeal is not an inherent right but
it is a statutory right created due to the provisions of the statute [CIT vs. Garware
Nylons Lid.(212-]TR-242) (Bom). ]

The proceedings of appeal work strictly as per the stalutory provisions made in this
regard. Therefore, | it is essential fo undersiand these provisions in greater deiai) and



know exaclly what are the powers, rights and duties of the CIT (A} as well as the
assessee while dealing with the appeals.

Appealable Orders-Section 2464

Section 246A of the Act lists down the category of orders, which can be appealed
agamst. The List is an exhaustive list and not an inclusive list.

Accordingly, if any order does not find place in any ol the clauses of section 246A,
the same becomes a non appealable order and the assessee has 10 ¢xercise certamn
other options o protect himself against such order.

Majarity of the orders with which we deal in our day 10 day life are appealable.
Howaever, it would e interesting (o note the appealabtlty or otherwise of lew of the
orders as under:

Appeatable Orders (Musirative list) NON-appeslable Orders {Hlustrareve list)

Order levving  imlerest /s 23494, 23443, or

QOrders giving  eflect 1o an appellae 234C in 4 case wherg these s 0o other
mderSecnon wise detail of such arders arc grigvances  arismg from the order - alternate
given under  various Sabscctions of bev. 246A remedy - wars e petition belore the CIT

-

Ovder inposing nterest u'~ 220(2)-
Order denying  the recuiication of mistakes aliernaie remedy - wavier petivion before the
upparcal lvom the eecords ch

A protective  assessment order [1 stludas
vhildren Trust vs. CFT (250.1TR-30)3
Guj.)JHowever, pommally Proteclive Order of  revision ws, 26d- sligrmate
agsessmen orders are dealt as Non-Appeatable. resnedy-w ni petition before the High Couont,

(hder of the  commissioner passed w's, 2734
vejccring the application n waiver of
Perattv- allermale remedy - wril pefthon
Order passed  in reassessment procecdings. before the [ligh Court

Appea! against the order under section |54 wherein interest under sectwon 244A s
reduced is maintainable.

~Progressive Constroction Seenaiah & Co. vs, (IT (2003)831TD27y (HYh

Appeal In Case of an Agreed Assessment

The issuc whether an appeal can he preferred in the case of an agreed assessment 18
not free from doubl.

The Bombay High Court in the case of Rameshchandra & Co. vs. CIT (169-[TR-375)
(Bom.) has held that when the additions are made on the basis of the assessee’s own
admissivns. the assessment can nat be subjecied to appeal. A similar view has been
cxpressed by the Allahabad High Court in the case of sterling Machine Tools Vs CIT
(123-ITR-181 )(AlL)

As against this, the Ponjab and Haryana High Court the case of Chhatmull
Agarawal vs. CIT (115-ITR-694) (Punj} has held that an agreed assessment can be
subjected to appeal. The statutory right of appeal can not be taken away [yom the
assessee since he has consented to the additions/disallowances at the time of the
assessment. Under the Act, there is no provision for withdrawal of the statutory right

10 appeal.
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In view of the conflicting decisions, the maintainability or othcrwise of an appeal in
such a situation will Jargely depend on the facts of each case. It seems that it is
difficull to contend that the appeal can be preferred in a case aof admission made by the
assessee due to the decision of the Bom, HC in the case of Rameshchandra & Co.
However keeping in mind the stamtory right of appeal, it seems that the appeal can not
be denied in a case where the additon/disallowance are agreed by an assessee during
assessment proceedings with a view Lo settle the matter and buy peace ol mind.

Section- 248- Appeal by person denying liability fo deduct tax u/s. {95

Section 248 of the acl deals with appeal in a case where under an agreenient or
mrangenient, tax deductible on any income, other than interest u/s. 195 is to be horne
by the paver and such payer claims that no tax was required to be deducted on such
income_ Tn such a situation, the sechoan provides that the payer shalt first pay the tay
deductible on such income, If the CIT {A) issues a declaration as aforesaid, then the
tax deposited by him will be refunded 1o him,

8.21.2 Section -249-Form of Appeal And Limitations

Section 249(1)

An appeal 1o the CIT (A) shall be in Form No. 33, Appeal shall be accompanied by
appeal fees prescribed as under:

Appeal Fees For CIT(A)

Situtian Amount(rs.)

Ii" Total income as per assessment vrder is 1 20,000/~ or Jesy 150.00

I Tow! incoms a8 per asscssment arder s more  than 100 P but Less than

2.00L{HH)/- SO0
11" Tetal income as per assessment order 15 more  than 200,000 100014}
I the subject matier of appeal 15 not cosezed by above 25000

The above appeal fees are based on assessed income exclustve of agriculture income.

Documents 10 be filed with the Appeal form
®» [omi No. 35 along with statement of facts and grounds of appeal in duplicate,
® Receipted challans for the paymcnt of Appeal Fees in vriginal.

e Copy of the order appealed against (In case of appeal apainst the penalty arder,
also enclase a copy of the relevant assessment order).

e Original Natice of Demand
Importunt poinrts to Rememnber
® [ Form No. 35 shovld be filled up iz a very neat and clean manner,

® [ Address of the appellant and address where the notice of appeal is requested to
be served may vary. Address where the notice is requested 1o be delivered
must be writter  careflully and properly. I the notice sent by registered paost at the
same address is sent back as undelivered, the CTT (A) may reject the appeal

® [ii Section, sub-section and clause under which the appeal is preferred should be
mentioned clearly.

® |V Grounds of appeal should be written in a very simple language.



eV There should be separate ground for each issue.

o Vi Grounds uf appeul should be serialby numbered.

Section 249(2)-Time Limit for filing appeal

As pet section 249(2). an appcal shail be preferred within 30 days of the date of
service ol notice of demand in the case of an appeal against an assesstment or penalty
or of the mtimation or any geder sought to be appeated against. In the case of an
appeal u/s 248, the same shall be preferred within 30days of the payment of tax.

Where the assessment order was served on a person who was nol an authorized agent
of the assessee and later an the assessee applied for and obtained a copy of the
assessiment, tt was held that time himit for filing the appeal shauld be reckoned from
the date on which the assessee obtained the copy of assessment order and notice of
demand and not (rom the earlier date of the service of the assessment ordes

Appeal Sent By Post

(n a casc where the appeal 15 sent by post, then the date ot filling will be the date en
which the appeal 1< delivered to the oifice of the CIT (A aud not the date on which it
15 handed ovey to the postal authorities. This is because under the general law, the post
office acis as an agent of the sender and not that of addressce

Section 249 (3)- Condonation of delay in filing uppeal

Section 244(3) enahles the CIT (A) to admit an appeal afier the examinauon of the
ume hmt of 30 days f he s satisfied that the appellant had sufficient cause for not
presenting i Within the time hmii prescribed.

In case of an appeal hiled bevond the peried of 30 days, 11 is recommended thal the
same shall be accompamied by a pention for condonation ol delay explaining the
reasons for the delay,

In approprinte cases, il 15 also advisabie to file an affidav confirming the reasens for
the delay. As far as possilde un attempt shall be to explam the reasons for each and
evely day’s delay in fihing the appeal.

The words suflicient cause shall be interpreted liberally with o view to advance the
cause of justice, The provision conferming right of appeal should be vonstued 1o a
reasonable, pracucal sud liberal manner [Mela Ram and Sons vs. CIT (20-1TR-607)
(SCY. CIT vs. Grahk [ndia (194-1TR-645) (8C)].

If the appellant has acted diligently then normally the delay gets condoned However
if the delay 15 caused due to negligence on the part of the appellant, it become dillicult
to zet the delay condonced

Where the reason for delay in filing first appeal is attributed 10 negligence or inaction
on the part of tax consultant and there is no malafide nunputable ta the assessee the
delay can be vondoned

Condonuation of deluy

The dclay in filing the revision was caused mainly due to lault of the lawyer who did
not inform the assessee. The delay caused due o negligence ol assessee's counsel. Tn
these circumstances 1t would be hard to penalize the assessee for fault ol the lawyer
Delay tor five years in filing revision condoned.
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Appeal related to Exparie assessment
Service of nolice; unportat concept

Where the appeal relates to ex-parte asseeement /s 144 and scrvice of notice is one of
the Grounds of appeal. it shouid be propeity looked into whether the notice was served
m the manner as preseribed under section 282 of the IT Act,

It is for the department to prove that service of notice was made in accordance with
provisions of the Act —Shamnbhu Dayal Gupta vs, CIT (1997) UPTU 215 (ALL)

Jt is evident that valid service of notice on the assessee is necessary for making valid
assessment 1f it 1s not served personally an the assessee, It is 10 be shown that same
was served on an anthorized agent of the ussessee or an adult member of family who
was or could be deemned to be autherized 1o receive notice on behalf of the assessee.
An assessinent mide without service of notice can not be susiained. (Satish Chand
Varshaey vs. ITO Chandausi ITA no. 3825 & 3826/Del “SME” Bench Delhi)

Section-249 (4)-payment of tux on Returned income before the appeal

Section 249 (4} provides that no appeal shall he adnitted anless the appellant has paid
the tax due on the returned income before  Hiling of the appeal. This is a very
imponant part of appeal proceedings and one has to be extra careful on this front. Tf
the tax on the returned income is nat paid before the filing of the appeal. the appeal is
not likely to be admitted. Scction 249(4) is mandalory and there is no remedy
availahle against the operation of the said section.

{f the Tax is not paid before the filing of the appeal. then legally the CIT (A) is
enipowered to dismiss the appeal. However, if the tax 15 paid befare the final date of
hearing of the appeal. then normally the CIT (A) allows the appeal to be heard and
decides the same on ment.

In a ease where no return 1s filed the assessee should pay tax of an amount equivalent
to the amount of advauce tax payable by hun before filing an appeal.

There is no condition that interest if am w/s. 234 A/B/C should also be paid betfore the
appeal could be admitted.

Section 249(4) applies o appeals against assessment as weil as appeal against penalty.

The provision of Section 249(4) however applies to appeal betore CIT(A) only and do
nat apply for filing appeal betore the ITAT.

Section-250-Procedere of Appeal

Section 250 of the act deals with the procedures in an appeal proceeding. As per the
section, the CIT (A) shall give a notice in writing fixing a2 dawe of hearwg to both the
appellant and also the assessing officer. The assessee or lus authorized represeniative
is having a npht to be heard at the time of the hearing of the appeal. Similarly night is
made available to the assessing officer or his authorized representative to be heard
however, normally in practice. only the appellant appcars in the hearing,

Nu right ix available 19 the assessing officer to be heard in the appeals under the
weulih fax At

8.22 REVISION OF INCOME TAX ORDER

A Principal Commissioner or Commissioner of the [ncome Tax Department is
empowered with the rights to enhance, annul or modify an income tax order if he/she
feels that the interests of the revenue are at stake due to the erroneous passing of
orders by the Assessing Officer. This article provides an in-depth analysis of the roles
of a Principal Commissioner/Commissioner pertaming lo revision of income tax
orders.




8.22.1 income Tax Order Revision

The Principal Commissioner/Commissioner has the pawers to revise the following
mcome tas orders:

An order of assessment made by the Assessment Comnussioner oy Depury
Comnnvssioner or Incomne Tax Offcer based on the directions issued by the Joint
Commissioner.

An order made by the Joint Commissioner in exercise of the powers ar in the
perfarmance of the functions of Assessing Officer conferred on lim under the orders
or divections  issued by  CBDT/Princtpal  Chief  Cammissioner/Chiel
Commissrones/Principal Director/Commissiener authonzed hy CBDT under Section
120.

§.22.2 Scction 263(1) of Income Tax Aet

Explanation 2 of Section 263(1) of the Income-tax Act highhights the circumstances
where the Assessing Officer has ermred in passing of orders and can be revised. The
circumstances. as explained under this provision. could be any of the tollowing,

Cnders passed withiout making necessary inquiries ur verification.
Orclers passed allowing any relief without investigating the clain.

The otder 1< not in par with any order. direction or instruction issued by the Board
under Sceven 119,

1he order hasn't been passed in accordance with any decision winch is prejudictal to
the assessce. rendercd by the jurisdictional High Coun in the case of the assersee or
arth uther prerson

Time Limit for Revision of Income Tax Order

{ders of the Assessment Officer must be revised withan a period of two years [rom
the date of the vngimal order The following periods are to be excluded while
computing the period of l[initation.

The tnte taken in piving sn opporunity to the assessee 1o be re-heard.

Any period during which any proceeding under this section 15 stayed by an vrder or
injuncoon of any court

Note: - Revisionary orders can be passed even after the expiry of two years under
certiin ¢xtraordinary cireumstances.,
Provedure for Revision of Income Tux Order

The (olluwing are some of the major powers enjoved and aspects considered by the
Principal Commissioner or Commissioner while considering revision of an Income
Tax urder.

Examination of Records

The Principal Comumissioner or Commissioner may call fr and examine the records
of any proceedings under the Income Tax Act while revising an Income Tax order.
Heishe need not provide any reason for the same.

Entitled to Revise Parts of Other Order

The Prmcipal Commissioner or Commissioner is entitled o revise other purts of the
order which was sgnored or taken up by the Assessing Ofticer.
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Errars of Fact/Errors of Law

The Principal Commissioner/Commissiongr is by no means restricted in revising ihe
errors. The ercors can be revised, be it ervors of fact/errors of law,

Opportatity ty be Heard

As ts the case with many provisions of the Income Tax Act or for that mateer the entire
rcalms ot taxation, the assessee must be given an opportunity ta be heard before the
Principal Commissioner or Commissioner goes on to pass the revised order,

Opinion of Sub-Ordinates Valued

The order or part of it can be taken for review even if the point of error §s pointed out
by a sub-ordinale. provided the Principal Commissioner/Commissioner is satisfied
with the cause of review,

Approval from an Authoriny of o Higher Runk

The Principal Comimissioner/Commissioner may undertake the review of any order or
part of it on the discretion of a higher authonty,

When fncome Tax Order Cannaot Be Revised

The Principal Commissioner or Commissioner cannot revise an income tax order
which is subject to appeal. Also, ihe Principal Commissioner ar Commissioner is
restricted from reviewing any orders passed by the High Court, even il the said
authority considers 1t emongous.

Check Your Progress

Fill in the blanks:

Lhe wine linur for completion of assessment under section 143 shall he
within from the end of the relevant assessment year.

rJd

Best judpment assessmeni cannot be made unless the assessee is given a
calling upon him.

An assessment under cannot be proceeded with unless the
Assessing Office has served upon the assessee a notice and an opportumnily
of being heard,

fad

4, The time limit for completion of assessment under section 153A s

from the end of the cnd of the financial yezar in which ibe last

authorization for search under section 132 or for requisition under section
was execuled.

5 Once the lotal income is determined, the of an individual
assesser shall be computed in accordance with the rate or rates specificd
for he asscssment year.

6. Section 87A rebate provides for o individuals eaming jncome
below the specified limit.

7. The rate of Surcharge has been in the Finance Act 2017 which

is applicable for Financial Year 20)7- 1 8.

&  The e has not beeu defined in the Income-tax Act.




8,17 LET US SUM UP

The audit under Section 142(2A} is independent of any audit under any othe: law
[Section 142(21)].

The Chief Commissioner or Commissioner is 1o be paid by the assessee, In default
of such payment by the assessee, it shall be recovered titom the assessee in the
manner provided in Chapier XVII-D of the Income-tax Act for recovery ol arrears
of tax.

Where a return has been submitted under Section 139 vr in response 1o a notice
under Section 142(1). the Assessing Officer can complete the assessment withous
passing a regular assessment order or calling the asscssee.

The time limit for sending inumation under secuon 143(1) to the assessee is one
year from the end of the (inancial year in which the return 1s made,

Assessment through limited scrufiny applies where 2 return has been furnished
under section 139 or in response to a notice under Section 142(1).

The scheme of assessment through comprehensive scrutiny is applicable where a
return is filed under section 139 or in purswance of a nolice under Scction 142 1).

An assessment carried out by applying the wide discretionary power of the
Assessing Oflieer is known as Best Judgment Assessment. This assessment s
carried ont in cases where the taxpayer fails 10 comply with the requirements of
section 144

An assessment under seetion 147 cannot be proceeded with unless the Assessing
Qlfice has served upon the asscssee a notice and an opportunity of berng heard.

Assessment in case ol search or requisition applies in the case of a person where a
search is initiatcd under Section 132 or books of account, other dociinents or any
assels are requisiioned under Section 132A,

Once the toia) income is determined, the gross tax hability of an individual
assessee shall be computed in accerdance with the ratc or rates specified [or the
dssessment year.

Section §7A rcbate provides for income tax rebate o individuals caming incomne
below the specified liinit. It is being provided o reduce the tax burden of Jower
income bracket.

Surcharge is levied on [ncome Tax and is levied if Income is more than T 50
Lakhs in case of Individuals and ¥ | Crares jn vase of Campanies.

Once a Hindo undivided fainily is assessed dissect, it shall continue to be assessed
#s @ Hindu undivided family except where a partition is claimed hy the members
und the findings of a partition are recorded [Section 1714 1)].

The assessment of a Hindu undivided fainilv is governed by Section 171. This
sectioned cognizes 1wo disumct types of partitions, e.g. Total or complete
pactiticn, and Partial partition.

Under Section 2(31) (tv) of the Income-tax Acl. a fim is a distinct unit of

assessment,

When a firm is assessed as such, its income under the head —Profits and gains of
business or profession shall be computed i the usual mnanner alter claiming
deductions under Sections 30 ta 38.
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o Under Section 40A, f in the opinion of the Assessing Officer. any
expendilure/payment to a partner or his relative 1s excessive or unreasonable,
having regard to the fair market vafue of the goods, services or facilities for which
the payment is made, then so much of the expenditure/payment as is considered
excessive or unreasonable shall not be allowed as deduction,

e Fringe benefit tax is not a deductible expenditure for computing bool profit within
the meaning of Section 40(1).

8.18 UNIT END ACTIVITY

Prepure a report on assessment and computation of HUF, AOP and Fums. Give a
presentation.

8.19 KEYWORDS

Best Judgment Asyessment: An assessment camried out by applving the wide
discretionary power of the Assessing (ificer is known as Best Judgment Assessment

Grosy Tax Liabifity: Gross tax liability of an individual assessee shall be computed in
accordance with the rate or rates specitied for the assessment year,

Surcharge: Surcharge is levied on Tncome Tax and is levied if lacome (s inore than
T 50 Lakhs in case of [ndividuals and T 1 Crores in vase of Companies,

HUF: 1L is cxpression of the [Hindu Law and denotes a Hindu family consisting of all
male members who have lineully descended from a cominon ancestor.

Total Partition. Total partition means a partition of the 1UF wheie all the properties
of the lamily are divided among the members and the family ceases to exist as an
undivided [amily.

Purtial Partition: Partinl partition means partitton which is panial as regards the
persons canstituting the Hindu undivided family. or the properties belonging to the
Hindy undivided family, or hoth,

Fringe Benefit Tax: Tax wmposed on employee in hieu of benetits received by him
ajong with the salary,

8.20 QUESTIONS FOR DISCUSSION

I. Explain Enquiry before assessment under section 142,

2. What do you mean by best judgment assessment? Fxplai.

3. How rectification of mistake is carried out as per section )34
4. Witat is notice on demand as per section 1567

5. Describe surcharge in detaib.

6. Dilferentiate between the assessment of HUF, AOP and Firms.

7. List the cunsequences of partial partition atter 31st Decemlrer, 1978 under sestion
171 (9).



1%
’7 Check Your Progress: Model Answer ncome Thx Assessment
Pracedure
1 2vears
2. Nolice
3. Nection 147
A4 21 months
3. Gross lax habiliy

6. I[ncome ax rebate

1. Increascd

%, Hindu Undivided Family
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