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1.0 AIMS AND OBJECTLVES 

A fter study ing this lesson. you should b~ able co: 

• Explain Income Tax Act, l96 1 

• Discuss the basic concepts ofTncmne Tax Act, 1961 

• Explain the meaning of /\.gricultural Income 

• Descr ibe rbe Concept or gross Income and tota.1 Jucorne 

• List the Exemptions under seclion 10 of Income T ax Ac1 

I .1 INTRODUCTION 

lncome ta,x refers to the percenlage of an individua l' s or organiza1jon' s income pajd to 
the governm~nt. The funds collected from income ta,~ is used by the govemment for 
funding the infrastructural development of the state o r country, paying salaries to 1he 
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people employed by tl1e state g_ovemment or central government, etc. It forms the 
largest part of the revenue of the Government o rindia. 

Any ta>.. is imposed in a country by pass ing a law tha1 governs the provisions of the 
tax. The income tax in India is governed by the htcome Tax Act , 196 1. Let us study 
this Act in derail in this lesson. 

1.2 INC01\r1E TAX ACT, 1961 

The Income Tax. Act was introduced in 1961 on t he basis of the recommendations of 
the Law and the Enquiry Committee. Jt is applicable in the whole of India including 
Jarnmu & Kashmir and Sikkim. This act involves the regulalion of collection, 
recover:y and administration of income tax in ltidia, lt provides a steady income to the 
Govemment of lndia. which use this fupd for th<! devc loprnenl of the country. 

lnco1ne tax is applicable on individuals, orgnnizations and al l other establishmenrs that 
generate income. lt is calculated 011 annual hasis and paid according to the income tax 
s labs, which are modified eve,ry year by the Ministry of Fi,nance. 1l1e income tax slab 
for the yeaJ' 20 17-201 8 i~ as fo llow!i: 

Income Tax Sl:lb for l nt.Jivi!.lm1I Tnx Payers & HUF 
(Less Than 60 Years Oft!) (Both Men & Women) 

-
lnrome Sh1b Tax Rate 

!ncomt up to 'f 2.50,000" No lax 

Income from f 2,50,000- < 5,00.000 5% 

Income from t· S,00.000 - I 0.00.000 20'1/n 

lncomc mon: than < l 0.00.000 30% 

Surcharge: l 0"/4, of income tax. whe.rc total 1ncon1e cxc~t:ds { 50 lakh up to < l crore. 
Surcha,-ge· 15% o f income lax, "'•here the tot~I intomt: exceeds f l crorc, 

Ces., · J% on wwl of in<:ome tax+ surchatj!e. 

"'Income til.X exemption /1m11/vr Fl' 2() / 7- 18 is up to?" 2,5(),()()n for indii•id11a/ & 1/UI- other than 
thosl' eoi;e1·ed i11 Part(/{) 01· (/l/1 

Income Tax Slab for Senior Cituens (60 Years Old or More but Less than 
80 Years O ld) (Both Men & Women) 

Income Slab Tax Rate 

lncome up to t 3,00,000* No tax 

lncorne from< 3,00,000 - Z 5,00,000 5% 

Income from ( 5,00,000 - l 0,00,000 20% 

Income more than f 1 0,00,000 30% 

Surchurge. 10% of income Lax, where tot.al income exceeds f 50 lakh upi-o t1 
crore. 
Surcharge: 15% of income tax, ""'here the rota I income exceeds Z 1 crore. 

Cess; 3% on total of income tax -r s urcharge. 

-t<Tncome tax exemprion limit for FY 2017-1 is up W f 3,00.000 other than those 
covered fn Part(!) or (JI!) 



lncome Tax Slab for Senior Citizens (80 Years Old or More} 
(Botli Men & Women) 

Income Slnb Ta, Rate 

Income ttP to t 2,50,0U0* No ta:-. 

(OCllffie up (O ~ 5.00,000-1< NcJ lax 

Income from? S-.00.000- 10.00.00U 20% 

/r,cQmc m◊re than ~ ! 0,00.000 30%, 

Surch~rge: 15% of income la:\. where: total incom~ c;,,.cecds t 1 croce. 

Ccss: 3% on total of income ta,+ surchllrge 

~tncomr Im e,remption Iii-nit for F l' 2(/J 7- 18 i.Y up 10{ 5,00,()00 nthu 1han tho.re covered in l'arJ(!j 01• 

(ll/ 

1.3 BASIC CONCEPTS OF TNCOME TAJ< ACT 

For uodersta11ding the lncome Tax Act, ii is important to understand the basic 
concepts of this Act.. such aS- income, person, assessee, assessor, and agricultural 
income. Le1 us discuss these concepts in detail. 

l.3.1 Income 

Income generally means, the activ ity which provides benefits in tht! form of cnsJ1 or 
kind. 'l11is mean ing o f income is used for accounting purposes in taxation. 

1n the 11,come Tax Act, the term ' income' is 1,ot clearly defined. However, the A.ct 
specifies _o;onw types of i::a.mings, wh ich can be considered as income. Some uf the 
impon:anr earnings or benefits tha1 can be held under income are: 

• Profrts and gains 

• Dividend 

• Volunlal}' contribution made to any charity trust or corporalion 

• Any type of monetary benefit s o r perquisites 

• Profits in I ieu of salary 

• Special allowances 

• Any amount paid by an organization as an obligation 

• Capital gains fl1at arc chargeable under u/s 45 

• Winnings from different contests like lotteries, puzzles! races, ai1d card games 

• Amount received by an employee from his/h er superannuation or provident fond 
or any other fund established under Employee State lnsurance Act 

• Amounl received from an insurance policy 

In addition to above 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 locome 

Casuat income refers to the amount received by an ind ividu~l after winn.ing a lottery1 

crossword puzzle, card game, horse race and orher types of races, any game show or 
entertainment program, etc. According to Section 115 BB of Incoine Tax Act, such 

j 
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type of income should be taxable @ 30% and as per section 2 (24). 1n such rype of 
income, the Gross rec~ipt is considered as taxable income as per section 5 8(4 ). 

1.3.3 Person 

In income ta,x, any entity . individual or organization, whose income of previous year 
is liable for ta;..:ation b called, per!.on. The different ~ntities that are considered as 
Person arc as fo\low5; 

• An fntii)lid1tal: Any human bemg, male, female or minor of sound or unsound 
mind is considered as person, 

• A Hi,ult, U11divitled F11mily (HUF): lt includes indivic(Lials who are the 
descendams of a single common mo,le ancestor. So, the income earned by HUF is 
assessable for ta,ation income derived from the joint family corpus. ln HUF, 
income of individuals is taxed as personal income and not as the income of HUF. 
Therefore. the inc<.>me from a proprielary !inn (jn individual capaci1y) Md income 
from a business of HUF have separate tax t:,xemptions. 

• Association <if Persons (A OP): it includes a group of persons, whicl\ can be a 
group of individuals, HUF, companies, or any other entity, brought together for 
some (jommon purpos~(s). Any e1nily is calleq an association when all the people 
a~socia1~ with it. a1·e involved in an income-producing ac1ivity. 

• Body of lnrfividuu/s (BOJ): lt comprises a group of individuals, who come 
together for common purpose(s) whether to earn incorne. 

• A Company: Tt can include ariy of thi; following types of entities: 

❖ An Jndian company 

❖ A corporate cstl:lbl ished by or under the laws of country outside India 

❖ An institution, assooiat'ion or body which is or was assessable or was assessed 
as a company unJer I.be 1922 /\cl or under the 1961 Act, for any assessment 
year. 

• A Pllrtnel'ship Firm: It refers t l1 an organization fonned and run by different 
indiv iduals, who share profits ofrhe business conducted by all of them together or 
anyone of them on behalf of the otJ1ers. Such individuals of partnership firm are 
called partners. ln income ta>;, a pan·nership firm and its partners are taxed 
separately. 

• 4 Local Authority: II intludes municipa l committees, district boards, body ofpor1 
commissioners, or other authorities whicb are legally responsible for contrnlling 
and managing a mun icipal or local fo nd by the government. 

All artificial. j udicial persons, not fa lling in the above categories are the emities which 
are: 

• Not natural persons 

• Have separa1e entity in the eyes of law 

• May be sued through person(s) managing them and not by court of law 

Some of the examples of such e;ntitics are deit ies, idols and Universities. 

1.3.4 Asscssee 

Asscssee refers lo the ind ividual or organ ization that is respOilsible fo r paying income 
tax under the Jncome Tax Act. However, it is not necessary that the taxable income of 



the assesse is his/her own income. As per section 2(7) of the lncome Tax Act, an 
assesse.e is defined as, "a. person by whom any tax or any other sum of money is 
payable under th{s Act. and includes lhe foUowing; 

a. Every person in respect of whom any proceeding under this Act has been taken for 
the assessment of his incorne or of the income or any other person in respect of 
which he i~ as~essable, or of the loss sustained by him or by such olher person, or 
of the amount of refund due to him or to such other person; 

b. Every person who is deemed to he an assessee under any provision of this Act; 

c. Every person who is deemed to be aJ1 assessee in default under any provision of 
this AcL" 

In simpler words, ns per the Income Tax Act, an assessee is a person who: 

• Needs to pay tax, intt:rest, or penalty 

• Deemed to be an assessee, as per the Act 

• Default assessce, as per the Act 

• Entitled for refund of tax 

As per the Income lax Act, assesse can be of the fol lowing types: 

l. Ordinary ns,rnssee: Such assessee is liable to pay tax, penalty or intercsl to the 
income tax department a1).d is also eligible for gelling refund on tax. 

2. Deemed ussessee: S\lch assessee is the representative o f another's' incorne. They 
have roiake c.are of taxes on his income as well as other's income, whom he/she is 
representing. Some examples of deemed assesses are guardian of a minor, agent of 
a non-resident, and legal representative of a deceased person. 

3. Assessee in default: Such assessee fails to fulfil his dllty ot obligation. for 
example, if an individual needs to submit the return of income- bur he/she has not 
.!)ubmined it

1 
then he/she is called assessee i:n default. 

L.3.5 Assessment Year 

ll includes l2 months, wh ich starts from lsl April and ends on 31st Mareh of the next 
year. As -per the fncome Tax Act, the previous yec1r focome of an assessce should be 
tnxed during lhc subsequent assessment year at the rates prescribed by the relcvan1 
Finance Acl in the fonn of income tax s lab. for ex.ample. the cun-ent assessment year 
is 201 7-18, which starts from 1st April, 2016 to 31st March, 20)7. 

1.3.6 P revious Year 

1t refers to the year fo1• which the income of an assessee is assessed 1md examined for 
income tax. For example, the previous year (PY) for the assessment year (AY) 1015-
2016 will be 201 4-20l5. Simjlarly, the previous year for current assessment year 
(2017-18) is 2016-17. 

l.4 AGRICULTURAL INCOME 

According to the fncome Tax Act, agricultural income may refer to any one of the 
following: 

• Rent or revenues obtained from any land, which is located in 1..ndia and used for 
agricultural purpose. 

!\ 
Alt I ~troduction to 
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• lncome earned from any land used for 11gricultural purpose. This income caii be in 
the fom;t of cash or kind received from the agricu Hura I µroduce. 

• U\Come earned from farmhouse. 

• lncome received from saplings or seeds grown 111 a nursery, 

Under Section I 0( I) l)[ lncomc Tax Act, the agricultural income is completely 
exempted from tax. An individual can claim exell)plion towards !be agricultural 
income, if be/she can satisfy the following Conditions: 

• tncome should be received from lhe agricultural land either in the form of cash or 
kind or both, 

• The land should be used only for agricultural opetations and not for any other 
business operatiou . 

• The lat1d should be siruated in India. 

111 case. an individual is receiving income from agricultura l a11d uon-agricullural 
opera1ions. then for tietermining the 1axable income, the following procedure is 
adopted: 

Calcula1e the total income- of the individual 

2 Separate the agricultural income from his/her total income 

3. Balance income is the taxable income, which is taxed as non-agricultural income 

This implies tha1 the taxable income can he calculated as follows: 

Taxable income of an indjvidual = Total income from different souroes - total income 
from <1griculture 

Nole: An assessee has to prove that a particular portion of his income is obtained from 
agricultural operations. 

f' or example, Vijay has an agricultura l la:nd and he grows sugarcane un it at a cost of 
< J ,00,000. He also esrablis hed a factory for producing sugar from the sugarcane. be 
grows. at the cost of< 3,50,000. He sells the sugar for< 8,00,000. Tht1s. the rot.al 
income of Vijay is: 

Total income : In.come from sale of sugar - Cost of sugarcane cu\Jivation -
cost of producing sugar from sugarcane 

= ~ 1 .. 50,000 

f'he total income of Vijay includes agricultural in~ome as well as non-agricultural 
income. 1l1e i11come received from the production of sugarcane is the agricultural 
iucome, while the income obtained from the production of sugar is non-agricuhoral 
income. Thus, for detem1 ining the rnx on the total income of Vij:1y, his inc(nne needs 
to be separated as the agricultural income and non-agricultural income. This wiU help 
Vijay to get exemption on the agricultural income. 

Under the Income Tax Rules, 1962, there a.re certa in rules for segregaling 11.gric11 ltural 
and non-agricultural income. TI1ese rules a.te Rule 7, 7A, 78 (l), and 7B (IA). 



According to these rules, agricultui-al and non-agricultural incomes for different crops 
are detennined as fo llows; 

Crop Rule Agricultural lncome Non-agricultural 
Income 

1\11 crop:, except tea, 7 Market value or Sale proceed from 
coffet:, anJ nthber agncuhural prnduct used industrial product-

llS raw material - Co$t of Markel vah1c nl' 
cultivalion agricultural product used 

as raw malerjnl -
Industrial cxpcn~<!S 

Growing and 8 60% of composite in~ome 40% of composite 
m~u fac111Jing I ea income 

Rubber manufac111ring 7A 65% of composite inqirn.: 35% ofcomnosire 
business Income 

Seller cullivaling_ and 7B(J) 75% of cm11posite income 25% nt' compositt 
curing coffee income 

Seiler growing. curing. 7B( IA) (10% 01· compo.~irc income: 40% Of Q.ltl\jlMIIC 

roasting. and grounding income 
coffee in l ndia with or 
wilhQUl mixing 

I ll tw ounng ing.redient~ 

1.5 GROSS TOTAL INCOME AND TOTAL [NCOME 

As per rhe Seer ion 14 of \ncome Tax Acc. tax is charged 011 the five main heads of 
i..ncoine. These heads are income from s11lary, house propc(ty, profit and gains of 
business or professi.on, and other sources. You will s tudy about these heads in detai l in 
this book. Before studying income under these heads, it is impo11ant lo understand the 
meaning of gross i..ncome and to tal income. 

The concep! of gross total income and total income are spec ified under section 14 of 
the Income Tax ;\ c1. '"Gross Tutcil Income a m be de.fined as 1he srmtmurion n( 
d[fferent heads of incomes. such as house property, gains fmm business. sala1'.),1 and 
any gains from other S(")lffc:es. ,. Gross total i11come is con)puted as shown 
below: 

Income particulars Amount 

Jncome from salary XXX 

Income from house property XXX 

Income from business XXX 

lncome from capital ga ins XXX 

lncome from other sources XXX 

Gross Total Income XXX 

On the other hand, Total rncome refers to the remaining pa,1 of i11come aft~r the 
deductions (under 1.1/s 80C to 80 U) from the gross total income. Total income is also 
called net income, and income tax is charged at a prescribed rate out of the to1al 
income. The following image shows the calculation of total income: 

7 
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-. 
Gross Total Income/Total Income Funnel 

ResklentialStatus, ~ Oe~mine Scope of Income -• : Exclusions:Exempt ~i.e_Agrciculture lncJ:Jme) 

! Cornpuration-ofTota.1 Jncome undu Sb! Heads: 
;, 
~ {al Salaries 
i (!J) House P'Fopertles 
! (c) Pr.of;it & Gains ofBus.!n-e.ss and Professfol'\S 
•.... (d) capital G'ains,a nd 

·•. (e} Income from Other Sources 
•·. ••. dubbingoflnco,ne •• 

. .·. \ Aggregation ot Income, Set Off , 
••• & Carry forwa,d of·Lo~ es .... 

·•.. t .. ·· 
·••~ ~* •~• IW••~••••~••••, . . . Gros.~ Total Income . . . t. • . 
; Deductio r\s .. • . . . Tota! Income 

. . . 
" . 
~ . 

. . 
4 • 

Source: http://aucaus.in/articles/incom c-tax/gross-lotal-i ncome. htrn l 

Figure I. I: Calculation of Total lncomr 

As per the fiow chart shown in the Figure ,1. 1. all incom~ heads are added to the gross 
total income. Then. deductions a(c made on the gn.i&s total ineo111,e, and finally lhe 
total income is calculated. 

Let us take an example 10 understand how co C.Jlculate the gross total income and the 
taxable income. 

Mansi is a 43 years old woman. The following are the details related to her income 
and inves1ment for the financial year2014- l 5~ 

Particulars Amount (In Rupe.es) 

Jncome from busines.~ 650000 

lmcr~q from frxed deposi~ ,d th blink 35000 

lnrcre.sl fro m securily deposiL~ 15000 

lntercs1 from Public Provident ~und /\ccount (PPF) 30000 
-

Depo~it in Public Providcn1 1-'und ,\ ccou111 (l'PF) 50000 

Based on the above information, the gross income and income tax liability of Ragini 
for the financial year 2014-15 and assessment year 2015-16 can be calculated as 
fo llows: 

Partkulars Arno uni All1ounc 
(In Rupcc.s) (ln Rupees) 

Jncomc from Business 650000 

Income from other sources 

Contd .. _. 



lntcre~t from fixed de1>0sits w11h bank 35000 

lnterc..~t rrom St:C1Jrity d~s11$ 15000 

lotere:s1 front Pubiic Ptov1dcnt Funo /\ceni1111 NlL 50000 
(( 30000/=) 

Gross Totlll lnoome 600000 

Les~· Dedu1:tioni; u.ndt:r Ch;,iprcr V 1-A 

U/S 80C: Deposi1 in Public Providcni f1111d 0000 
/\ccount 

NctTa.,~bk ln<.:ome 550000 

Tax Payable 35000 

Edu,;;11ion Ccss @ 2% 70() 

S.:cnndac:y & Hlghe1· f'.ducllli(lll ( 'cs511) I% 350 

fotal Ta." Liability 36050 

t>le 

• As. Mansi':, .age 1s dJ. her rnn,me tax e1t.emp1iun hmh for tbe financial year 2016-17 i~ ~ 250000. 
Thus. her nel 1airable iru.:oni~ 1s r 5,5-0.000. Sn ~he i!I liabk 10 pay inc,imc 1ax. 

• rmel'dt on Public Pro~idcnt f und .'\ccoum as not wxabk. 

• Income Ta>. Rme rrom r 250001 10 ~ 500000 is 10% 

• Income tax rate from f 500001 tot 10,00,000 is 20%. 

Source: hnp://www.Jets lc:~mo1:cuunting.com/various-c:'l.amples-of-calc11IOl1vn•of-income-taX 

1.6 EXEMPTIONS 

tn the Sc:ction l O or the Income Tax Act, some specific exemptions are mentioned. 
The income thal con~es under chis section is not considered as a part of total income 
and thus this income is llOl <axable. Fo llowing are some of the exemptions macle under 
section l 0: 

ExempiiOn U/S I 0( I) Agricultural income i1- compk1ely c:semplcd from 111.x 1t'1he inrome 
foils under 1h~ de[inilion of agricuhural meome. 

Cxcmplion UIS 10{2) Any 1ndiv1dual having a share of 1-Jl.Jr cn1in.· fltnOlllll is e-.:1:mptt<I 
from tax 

Exemption UIS I 0(2A) If ll lirm i~ 'it:p11ra1ely a.sse:.sed, 1hcn its ~ rtoer$ gc1 full tax 
cxemp1i11n ou th<"ir share in the firm 

l::xemplion U/S Jnlcre$lS 0,1 !.=111ies/bonds for non-residents arc ei.:cmpt~d. 
10(4) (1) 

Exemption UIS ln1eresl m:dved by o non-resident on t'll.tcmal 11ccoun1 ls e.1:cmptcd. 
10(4) ( ii) 

t.::xcrup1ion UIS I 0(4B) l11tt:rest \Ill spec,tic saving. cerriticalt', 

F.xcmptiun U/S IOIS) Valu.: of leuve rravt:I conces~ion. 

Contd .. 

() 

All ln!Joducuori 10 
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F.xcmptlon UIS I 0(68) 

Exemplion UIS l0(6C) 

faemp1ion UIS 10(1) 

Exemption UIS 10(8B) 

£~emption UIS 10( 10) 

Excmptio11 U/S I0(I0AJ\) 

Exemption UIS HI(! OIU3) 

Exemption U/ S J 0( BC! 

Exemption UIS IO(JOCC) 

F.xcmpt ion UIS I 0( I OD I 

L "templioo VIS l 0( 11 ) 

Exemption U/S 10(12) 

"x cmpMn U/S 10( I JA) 

Tax paid on behalf of non-residents/foreign componres in respdct of 
o\hcr incorncs. 

Royalty or fees ror tt:chn1cal serv·1ces are exempted from tax. 

1\ llowancc or Perquisite:; J)llld to lndil!Jl citi1.en outside India are 
exempted from tax. 

fncom<.: as!:OCiated with the technical assistance programme ls 
exernpu:d, 

f ht g(atulll-' up to t 10.00.000 received under lhe payment of 
Gratuity /\er is exempted from ta.'\. 

Amount received as leave encashmcnc on n::tirement. 

/\ny paym<'m made uni.kr Bhopal Gas Leak 1985 i~ ci-;empted from 
ta.'<. 

Amount rccen·c<l by an ind.ividual from the Govt. or local authority 
a.'i ,omJ)l.:n~atiun is exempted irom ta:1.. 

Income tax p·aid hy ;m employer or rnonctury perk gi\eri 10 anployec 
is cxempted m the lrnad~ of employees. 

/\mount rl!CciH:d froni life in~uran1X policy by either policy holder or 
hcndiciury is completely exempted from ta-x. 

Payment~ made from provident fund or from PPF established by the 
(.iovcrnrncJ'll an: exempted from tax, 

Pa~menls from recognised provident funds are exempted from taxes. 

Mi111mum of 1(1e followi11g is exempt: 

50 per cent i f l'I person's hoosc •~ siruwed at Delhi. Mmnbai. Chennai or 
Kolk«ta or 4-0 per cem i r a person· s house \s located at any oth~r place 

Actual I !R/\ reec1v,d r<:n1 paid less 10 per cent of salary_ 

F.xemption UIS l()( 15) ( i1l:i) ln1cre~t 011 capitr1I investment bonds arc exempted from twccs. 

Exemption UIS I 0( lf1) The compJ~te ;im()unt of scJ-io]arships provided for meeting the cost 
of tducal,on 1s exempted from tax. This cost includes tuition foes 
along wnh other expenses related to the cost of acquiring education. 
!'he exemption rrovidcd is irrespcctiw of rhe actual expenses 
rncurroo hy the scholarship rcdpieot to meet the cost of education. 

Exc:rnp1ion UIS I 0( 17) Dail) alllman,e, or cr>nstituency allowances received by an ML;\ or 
Ml' arc exempted l'rom lax. 

IS;<cmp11on UIS J 0( 18) Pen~ion or family pcn!;ion received from Central or Stale government 
hy an employee i~ <!Xcmpted from taxes. 

Extniption UIS I 0(20) Income:- of local nmhorities 111cluding municipality. paochayat, 
district boards . .:le .. are exempted from taxes. 

Exemption UIS I 0(2 1) I ncorne of ~, approved Scient ilk Research Association is exempled 
fronl taxes. 

Exemption UIS I 0(23AA) Jncome obtained by regimental fund is c:xempled from tax.es.. 

l::xemption UIS I 0(2.:1) lnt,orncs ohtained from house property und from other sources by the 
registered trade unions are e.,xcmpted from taxes 

Exemption UIS l0(25) Income ohtaincd by the tru8rees on hehalf of a recognised provident 

Contd ... . 



fund and appr.ov~d superannuation fund. Moreover, lhe iniert::il 
reccivetl or capital gain~ from lhe sale, exch:,1ngc, or transfer of 
securities held by any provident fund whlch ~ome~ unde~ tbr 
Provident Fund Act, 1925 are exempted from taxes. 

Exemption UIS 10(2.\~.) Income~ received from !!)l employee's stale insurance fund are 
exempted from taxes. 

F~cmplion UIS I0(::!6> Income~ of members of schedul,;d rd bes are exempted fro1n taxes. 

Exemption UIS 10(30) Subsidy received by T1:a Hoard is exempted from tuxes. 

E~emplion UIS 10(32) Up,o r 1500 is exempted if a minor's Income ts d ubbed with 
individual. 

Ei1cmµtion UIS 10(33) Dividend Jt:darcd by a domestic company ls liabl~ to Jividcnd 
distribution ta~ @ 15%+ surcharge@ 7.5% ~ educution cess @2%-
SI-IE( @ I% of the amount declared ·rhus, it is c:,,.cmrtcd in the 
h:rnd!i of shareholder. 

EM:mplioll l.J/S 10(35) Income earned on units of 1JTI and mutual funds co"ered under 
sec,ion I 0(23D) is exempted from tax, 

E.xernp1ion lJ/S !0{37) Capi tal gain~ obtained fr,~m Compulsory Ac.quisi1io11 of agricullurnJ 
hind in urban an::as are exempted from taxes. 

bcmp11on U/~ 10(38) Income ohtaim:d from the transfer nl' equity shares or units of el.juiry 
oriented fund thal are subjected to the Securitie~ Transac,iun Tax ,., 
e.,emJHed from ta"<es. 

E;-;cmption U/S I O(J9) Income received from nollfie<l i1\rcroalional sports event held in 
India. 

l;xcrnption LI/S 10(42) Speciiicd income of a notified non-profit body m m1tllor11y. 

E1-cmpcion U/~ 10143) Loan amounl obtained by an individual in ll rcverse mortgage 
lt'<msactiN1 either in 1nstaltne111~ or lump sum. 

Check Your Progress 

f ill in the blanks• 

1. _ _ _ _ income refers to rhe amount received by an individual after 
winning a lottery, crossword puzzle, card game, horse race and other 
types of races, any game show or enteJ1ainment program, etc. 

2. _ ______ refers to the in<livid11nl or organization who is 
responsible for pay ing income tax under the Income Tax Act. 

3. _ _ _ _ _ _ refers to the year for wh ich the income of an assessee 1s 
assessed and examined fo r income? tax. 

4. Jf an individual earns agricllltural income as wel l as non-agricultural 
income, then his/her taxable inco111c can be determined by firs! cc1lculating 

income and then separating ___ _ __ and 
income. --- ---

5. U nde r Section ___ __ of lncorne Tax Act, the agriculturol income is 

completely exempted from tax. 
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• Jncome tax refers to the percentage of an individual's or orgauiiation's income 
paid to the government. 

• The Income Tax Act was introduced in 1961 on the basis of rhe recommendations 
of the Law and the ,Enquiry Committee. l·t is applicable to the whole India 
including Jammu & Kashmir, and Sikkim. 

• This act involves the regulation of collection, n::covery, and administration of 
income tax. in J11dia. 

• Income tax is applicable on individuals. organizations, and a ll other 
establishJ11ents that generate income. 

• fr. the income Tax Act, the term 'income' is nol clearly defined, However. th(' Act 
specifies sorne types of earnings, which can be considered as inco1t1e. Some of 
1hese earnings are profits. dividends, special allowances, capital gainsa- winnings 
froin different conrests like lotteries, puzz.ks, races, and card games, etc. 

• Casual income refers to the amount received by an individual after winning a 
lottery, crossword puzzle, card game, horse !'ace and other types of races, any 
game show or cntenainmcn1 program, etc. 

• According to Section 115 BB of Income Tax Act, casuaJ income should be taxable 
@ JO% and ,is per section 2 (24). 

• In income tax. any entity, i11dividual or organization, whose focome of previous 
),ear is liable fo r tax.ition is called person. 

• J\~sessee re fers to the individual or orgal)ization who is responsible for paying 
mcome tax under the f ncome Tax, Act. However, it is not necessary that the 
taxable income of the assesse is his/her own income. 

• A ssessment year inc ludes 12 months, which starts from 1st April and ends on 31st 
March of the next year. 

• Previm.1s yea1· refers to the year for which the income of an assessee is assessed 
and examined lbr incom~ tax. 

• According to the lncome Tax Act, agricultural income ma.y refer to any one of the 
fo llowi11g: 

❖ Rent or revenues obtained from any land. which is located in Jndia and used 
for agricultural purpose. 

❖ Tncome earned from any land used for agricultural purpose. This income can 
be in the form of cash or kind rece ived from the agricultural produce. 

❖ Jn<;ome earned from fa1mhouse. 

❖ l11come received from saplings or seeds grown in a nursery. 

• Under Section l 0()) of Income Tax Act, the agricultural income i~ completely 
exempted from ta.x. 

• The concept of gross total income and total income are specified under section l 4 
of the Income Tax Act. --Gross Total Income can be defined as the summalion of 
differenl h,eads of incomes, such qS house property, gains from business, salary 
and a11y gains from otJ1er sources.'· 

• Tota l lncome refers co the remaining part of income after the deductions (under 
u/s SOC to 80 U) from tbe gross total income. 



• In the Section 10 of the Income Tax Act, some spe~iftc exemptions are 
mentioned. Tile income that comes under this section is 001 considered as a pan of 
total income and thus this income is not taxable. 

1.8 LESSON END ACTIVITY 

Se/eel five industries and identify the items included in the ta,'<able incornl! of these 
industries. Prepare a report and give a presentation on it. 

1.9KEYWORD 

lnm me Ta.x: ll refers to the peJcentage of an individual's or organi:a11io1\'s income 
paid to rhc government. 

Jncnme Tto.: Act, 1961: TI1is acl involves the regulation of co llection, recovr:ry, and 
adn1inistratio11 of income tax in India. 

Casual fltc:ome: It refers to !he amount rece ived by an individual after winning a 
lottery, qossword pu-izle, cnrd game, horse race and other types of rac~s. any game 
show or cnler1ainmen1 program. e tc. 

Assessee: It refers ro 1he ind ividual l)r organisation "'ho is responsibl~ for pay 111g 
income rnx under 1htt lncome Tax Act. However, it is not necessary that the 1axable 
income of the assesse is his/her own income. 

A ssesJme11t Year: 11 includes 12 months, which staTts from 1st April and 1!11d-, on '.Hst 
March of the next year 

Previous Year: ll refers 10 the year for which the income of an assessce is assessed 
and t::xamined for income tnx. 

1.10 QUESTIONS FOR DISCUSSION 

l . Define income tax. Why government collects income tax'? 

2. Wri!e a short note cin Income TaA Act, 1961 ? 

3. Exploin che meaning of Income in the income Tax Act. 

4. Describe the word ' Person · in the Income Tax Act. 

5. Who is an assessee? F.x.plain the different lypes of assessec. 

6. Oescribe the agricul! ural income in the Income Ta., Act. 

7_ Discuss the gross income a.ad total income. 

Cbeck Your Progres~: Model Answer 

I . Casual 

2. Assessee 

J. Previous year 

4. Total. agriculrural. non-agricultural 

5. l O(l) 
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2.0 AIMS AND OBJECTIVES 

After studying this lesson, you should be able 10: 

• Expla in the meaning of residential status 

• Discuss the res idential status of fi rms, AOP and assessec 

• EKplain exceptions related to residential status 

• Describe the legal proceedings of residence and tax incidence 

• Explain the concept of double taxation 

2.1 INTRODUCTION 

In this lesson, a detailed explanation oft he essential facet of the Residentia l status and 
tax -accountability and all of the provisions that are associat~d included in Section (6) 
arc described. 

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

a. Individual 

b, HUF 

http:Proceedin.gs
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c. AOP/BOl/FtRM 

d. Company 

2.2 UNDERSTANDING THE RESIDENTIAL 
ST A TUS OF AN ASSESSEE 

Io order to understand the residential stams of an asses sec its first step would be lO 

calculate his tax.able income, particularly of the previous year, that means, income 
earned by the asscssec in the related previous y1::ar ,s taxable from th.c fo llowing 
evaluation year on the grounds of the residential status under his possession in that 
priM year. lt means if to calculate the taxable income or an assessee, first of all, we 
have to detenuine his reside11tial starus since the taxable ittcome is directly correlated 
with his residential starus; unless we determine his residential status we can't compute 
his taxable income. and as long as residential status of an assessee is concerned it has 
no significance with citizenship. and both arc entirely independent. 

This means even a foreign national can be non-re~idenc 111 the previous calendar year; 
he could be resident in the former calendar year. at exactly the same time, chances are 
there, lndian c iti1.en could chance to be non-resident in Jndia from the relevant past 
year. An assessee may assume distinct n::sidential status in a variety of nations .in the 
exacr same previous calendar year, it means, ii is 1101 essential for an assessee should 
be presumed the same sort of residential standing in mos! of the states in preeisely in 
the current calendar year. The assessee might have distinct resident ial status in various 
states in exactly same period, bu1 whatever assessee suppC1ses the residential status in 
India is consi<iered for calculating (he 1axab le 1ocomc and tax liability. 

During few· preceding decades, one might be non-re~icle nl in the final year. However, 
he may become the normal resident at the relevant past year. It is therefore extremeJy 
vjtaJ to ascertain the residentia l status before we :s~art lo compute his taxable income, 
Today :so far as decision of residential status is concerned, it is decided for a person o.r 
Hindu undivided fam ily, oc a partnership company. an associati<m of different 
individuals, an organization and every other indiv idual, it means we could ascertain 
the residential standing or Jost fo)" people, It meuns there's not any other requ iremern ro 
find out the residential s1atus of local governments since it's always regarded as 
resident in India. Today we talk aboul the unique residtmtial status of person HUF 
along with ano1her a.ss1::ssee. as they are worried that they cou ld be resident and non~ 
resident, further they are sometimes tesident and non-resident, they may he resident 
but not ordinary resident and they are sometimes non-resident but in the event of 
addi1ional asse-ssce means, besides person 1-ITJF could be. e ither resident or non
resident in J ndia 

Let's understand the rules as included in section (6). for instance for residential status 
of a person, it's better that first we should go over the fu,~damental terms as laid down 
in part (6) (I), ~n individual is considered resickm in the fo rmer year when he 
successfully meets any ()f those two standard requirements, firstly, is he Indian for a 
perjod of 182 days or more in lhe preceding calendar yeat. Jt means if a person needs 
lo meet the first condition he is needed 10 be presen1 in J ndia foi- at least l 82 days in 
the relevant pa'il year; the day of departure and day of birth from India is taken into 
consideration. Next is he in India for a period of 60 days or longer, from the relevant 
previous year and 365 days or longer during 4 years preceding lhe past season, ii 
means if an assessee is not in a position to satis~-y the iu itiaJ condition than he could 
meet the second condition because there's a selection between the 2 conditions, if He's 
competent to be in Jndia for 60 days at the re levant pasl year at the same Lime and if 
He's in Lndia for not less than 365 days in past 4 Decades, 



An i11dividual may he a regular visitor to India. In his case, 1he residenlial s1a1us will 
be derermine-d on the basis of his presence in rndia for 365 days in fouc ) ears 
immediate ly preceding the re levant Previous year. Along with this his presence fo , 60 
days during 1he relevant previous year is aJ10ther essential condillon to be fulfilled. 
The purpose, object 01 reason or visit to and stay in lndia has nothi,,g to do with rhe 
detcnnination of residemial status. 

l f an ind ividual has t.o become Resend of lndia during any previous year, his/her 
personal stay in tncl ia dul'ing 1hat )'Clar 1s a must although the number of days of sray 
differs in the 1wo teSIS. It means 11ta1 if.m individual does not stay in India at alJ in any 
previous year, he cannot be Resident of India in tha1 year. Stay in lndia means tbat rhe 
mdividual should have stoyed in Indian territory and anywhere (cities. villages, hi/ls. 
even 1ndian territory walers) for suc/1 number of days. 

The onus to prove lht 1n11nber of days of stay in India lie.son the assessee. ll is for him 
to prove. if he desires to be laxed as non-resident or not ordinarily res ident. 

The person can stay in India for a few days he then returns, and then he comes to 
India. and ngain he stays for a few days in the prior calendar year, now while 
calculating a number of' times we must find out. if his existence in Tndia is i 82 times 
or maybe not r('lw in the same 1ime his presence of 182 times at rhe same spot in 
lndia isn't essential. Ile might st:.1y i,1 India at various locations in 182 times. 

2.3 EXCEPTIO S RELATED TO RESIDENTIAL TATUS 

Currently, there are a number of exceptions available and these signify rhat the person 
wbo's an individual and rhat is an Indian citizen and comes to India for a job in the 
prior year or as the member of a team oft.he lndian boat leave..)' for overseas in tht 
prior calendar year. 

M per conditions !Sect.ion 6{ I )I the Residential status requires that the individual is in 

[ndia in tbe previous year fo l' a period of 182 days or more~ or he is u, Ind io for 11 

period of 60 days ur (110 re during the previous year and 365 days or more dul'ing 4 
years immediately preceding lhe previous year. 801 the exception is meaot for 
a11 Indian c iti1cn who leaves lndia during the previous year, for the purpose of 
employment outside Indira or as a mernber of crew of an Indian ::.hip. 

Relative of an 1ndian origi11 is thought of Indian if bis/her parents or his grandparents 
were born in w1div1ded India. ii means if someone who's born in India bu1 h.e is 
currenrly settled oucskk Indio and he has obtained the citizenship of other states. at 
present he isn'1 Indian citizen but he is regarded as Indian origin. 

A person is deemed to be of Indian orii)n i f he, or either of his parents or any of his 
grand-parenr~ was born in undivided lndia. l! may be nored that gnind-parents include 
both ma1ernal nnd part:nta/ grand-pareuts. 

However. in case of foreign bound ships where tht:> destiq_ation of the voyage i$ 
outside Jndia, lhl:lre is unc.:ennincy regarding the manner und the basis of det~rminin~ 
rhe period of stay 1n India for an 1odian citizen, being a crew member. To remove this 
uncertainty section 6()) provides lhat in the case of an fndividual. being a ci11zen of 
ln<.lia and a inember of Lhe crew of a foreig_n bound ship leaving lndia, 1he period or 
perio<.ls of scay in lnd ia shall, in respect of such voyage, be determined in the 
prescribed manner and subjecl to 1/,e prescribed conditions. Accordingly, the CBDT 
has vide, Notifica11on No.70/201 5 dated 17.8.2015. jnserted Rule 126 in the tncome
lax Rules. 1962 I<) ccmpure lhe period of stay in such cases. According 10 Ru le J 26, 
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for the pL'lrposes of st:ction 6( I), in case of an individual being a citizen ofl ndia and a 
member of the crew of a ship, the period or periods of stay in Jndia shall, in respect of 
an eligible voyage. 

2.4 RESIDENTIAL ST A TUS 
How do we ~sccrtain the residential status of a person? As long as someone is 
concerned he is regarded as resident and regular resident in India only when the 
individual is able to fulfil anyone of the ir fundamental conditions and exactJy the same 
time he meets botJ1 of a(!ded conditions. However. he's considered as resident- but nor 
ordinary resident in India when he qualifies to meet just one fi.lndame11tal condition. In 
case the individual is not able 10 meet both of added requirements he is seen as non
resident i11 the preceding season for calculating taxable income and its 1ax obligation. 
When tbe individunl is not in a position to meet any of tbose two standard 
requirements. in that instance it' s insignifica111, it 's irre l.evaot to confirm if a perso11 
can meet both of added conditions or maybe not. 

After looking into residential area of somebody now we come to how do we ascertain 
thal the residential area of Hindu Un-divided Household in India today?, so much as 
HUF in this regard rernains a complex issue. lt might be e ither resident or non-resldenl 
lndian or in preci~ely the same moment a resident HUF is either nonna.l resident in 
lndia or resident bu1 not ordiiiary J"la'siJcnL in lndia. HUF is thought to be resident in 
the former year whether its company efforts are enti rely controlled and handled in 
India a.od when its efforts are w holly controlled outside fndia from the preceding 
calendar year, then thar is considered non-resident in the preceding calendar year. 

When 1HJF gets resident and a verage resident in lndiat i11 the event the occasions of 
HUF are e ither partly or completely CClntrolled and handled in India and precisely 1he 
same period the Karta and a lso the director of HUF is able to meet both of further 
condition that is prescribed for a person in part (6) frorn the preceding calendar year, 
meaning people could state the HUF gets resident and average resident in the former 
year just when its Attempts must he either partly and entirely controlled and handled in 
tndia however that isn' t enough. Then we niust find out, if I<arta of HUF is able to 
meet both of further cnnditions in the prior year or maybe not~ today, so maliy HUFs 
are worried that they will become newcorners but Dot ordinary residents in I.he former 
year just when its events arc either partly and entirely controlled and handled in lndia. 
however. J.(arta isn·1 in a po ... ilion to fulfil both of added conditions that arc prescribed 
for a person, currently l:fl.Jfs become non-resident in the former calendar year. 

Jf its attempts are wholly conrrolled 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 wi ll not have any influence on the residential sta1us of HUF in 
the former calendar year. 

So, we can state that HUF is thought o f as non-resident, its attempts are wholly 
conlrollt:d and handled out in India, in this case we aren' t to confirm if a Karta can 
meet both of further circumstance or not. 

As we've noticed that it is important 10 have management and control of HUfs in the 
former calendar year, we ought to know \.\That's the significance of administration and 
monitoring, control and direction is located at a location where the mind, chair, and 
directing forces are located. 

As per law HUF. is said to be resident in every case except where during tlrnr year the 
control and managemenl of its affairs is s ituated wholly outside lndia. T1 means that if 
a HUF' is controlled from India even partially ir wi ll be resident assessee. It is on ly 
HUF besides individual, which can claim the advantageous status of Not Ordinarily 



Resident. A HUF will be 'Not Ordinl\J'ily Resident' if: irs Karta has not been residem 
in lndia, in nine ou1 of ten previous years preceding the relevanl accounting year; ot 
the l arta had 110 1, during the seven previous years precedivg the relevant previous 
year been present in India for a period or periods amounting in aJt to 730 day.,;. 
{Secrion 6(6)(b)j] 

These rwo tests have to be applied in case of Karta of such HUF. ln case the Karta ha~ 
been succ.:eeded by some other man, for computing the presence in f ndia, 1hc length of 
presence in India of each succeeding Karta wil l be added. 

While determining th~ residentia l starus of a HUF it should be noted that residential 
status of co-pt1rceners of a HlJF 1s of immaterial considermion. What is importa111 to 
note is that from where the business of HUF is being coutrolled. 

No1· ord inari ly residcnl srnlus of HUF is linked with the statu~ o f its Kai-ta. So i r Karta 
taken as an individual i~ not ordinarily res ident then the status of his HUF shall also be 
nol' ordinari ly resident. 

HUF, sha lJ be non-rl!sidenl in India if the control and management of affairs is 
situated wholly oulsiclc lndia. 

The t:untrol ar1d n11rnageJ11ent of affairs refers to the controll ing nnd dir~cti11g power. 
rhe head und th1: brain. It meons that decision making power for vital affairs rs situated 
in India The con1rol and maoagemelll means de-facto control and mansge111ent and 
not merely Lhe right 10 control or manage. 

H's quite imporlMl to notice whether policies have been formulated and quite 
signifrcan1 from where the instructions are provided for the operation of ac· tions from 
India, if each of the insrruc1ions is given from outside lndia for its opc:ration of 
company activilie~ i11 lndin it means the company is controlled and handled outside 
India. Sometimes what occurs some decision. could be obtained in ln<lia only one 
choice was taken in India U\at represenls partial direction in fndia, there/ore we can 
stale thal we must observe the location where fonnulation of policies and instrnctions 
for the functioning of the company activities are granted or not, from outside lnclia 
when mstruct1011s an.: given it sig11ifies that the con1rol is s ituated outside lndi,1, i f 
ins1ructiOrlS and policies are dev ised in Ind ia for its perfonnanct: or ccHnpany aclivities 
in India 1he11 we may say that company is entirely coritrolled and handled in India. 

2.4.1 Residential Status of Firm and Association of Person 

H.ow <lo we ascertain that the residential area of a company and pannt:rsh ip of 
ind ividuals, a partnership company or AOP is either resident or non-resident in tbe 
prior year in India? 

It means business and partner company both are distinct assessee, when we:: decide the 
residential status of a vemure finu we never state whether spouse is resident or non
residenr because so much as determination of status of partner is worried that's to gel 
an individual l1owevt:r when we ascertain that the residential status of n venture 
company. rbis is another thing and both are employed separately for ascertaining 
raxable incoine and tn~ liability. so the standing of a spouse will ha,e no effect on 
resident ill I status of a company. assume a spouse gets ordinary resident. Howeve::r. the 
panoership company is now non-resident so tbal can continue lo become non-res ident 
since it stays unaffected by tJ1e standing of a spouse. 

After determining rhc residential status of a venture firm AOP and 801 today we must 
find the cerms that are regarding the conclusion of residential status of an organization 
in India, today so much as Indian business is concerned it is constantly residetl't in 
India, what's Indian firm? lndian business means a company that is inl!orporated, 
organized, enrolled in lndia which is always resident, currently in this scenario rhere's 
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no requirement to confirm whetlier its attempts are regulated in India or attempts are 
regulated outside lndia after we come to understand that a particular con~pany is an 
lndian company. 

In the event of a foreign firm it 's either resident or non-resident in India, today a 
foreign finn becomes a resident just when it is entirely managed and regulated from 
Jndia, it implies a foreign finn will get residenl jusl wl1en its company is totally 
controlled and handled in India but in case of partnership firm we' ve discovered that if 
attempts are partly co11trolled in India that's sufficiem and venture gets resident but 
Uiat's not in the event of a foreign firm, in the eveot of foreign finn it will become 
resident j ust when its atte lllpts are totally controlled and handled in Ind la but it will 
become 11011-re!iidenl if management and control of irs affairs are either partly or 
entire ly found outside India. 

If the company of a foreign fi rm is either coinplete ly controlled from outside India and 
also II is partly controlled externally then it will become non-res ident. Why there·s 
some gap?: on one hand, we could say that venture becomes resident just when 
company is parrly con1ro lled in India.. but that isn' t so in the event of foreign business, 
this can be for the very s imple reason that we would like to draw multinational foreign 
business to operate 111 lndia because following that we' ll be talking about the extent 
and earnings, then we· 11 observe when a rart11er provider gets resident. irll be inviring 
a great deal of tax obl igation, lot of earnings will be taxable so each firm and every 
assessee will at1empl. to become non-resident in rhe preceding year in order to 
minimize l1is tax obligation tmd taxable income also. 

As a matter of fact a business can never bt:- regular resident or not average resident in 
India, It's only resident and non-resident in tbe past year, Today we discuss how to 
ascertain status of each other indivi<lua.l, each other individual means as we talk 
Person HUF partnership Firm but moreover all these if we must find out rhe status of 
each kind of additional individual then these terms will be applicable, today every 
other individual is e ither resident or non-resident in the former calendar year, each 
orher individual becomes resident jusr when its attempts are either, entirely or partly 
comro lled and handled in fndia. However,. it will become non-resident if management 
and conrroJ o fils a ffai rs are fully controlled and handled outside India. 

2.4.2 Legal Proceedings of Residence and Tax lncidence 
A Summary of Legal Prvvisions 

l he term ''Incidence" isn't utilized in any part of Tndian Income-tax Act. It's a term 
cow ring the consequences of many segments. We might have a wide look at the 
policy of ihc duration, and then we could consider individual segments, 

Tax Incidence means 1hat the tax needs to be bon1e by an individual. The quantity of 
tax that an individual wi ll endure beneath Tndian fncome-tax Act is influenced by 
many legal provisions. 

Sec1io11 1&2: This section provides that the reach of Indian Jncotne-rnx Acr is witbin 
India. To put il differently, the authority for taxing authorities is ins1de lndia. The 
govemrnent does not have the power to tax beyond India. Despite apparent wordings 
of part 1 (2), ernpowe1·rnen1 remains a hugely contentious matter, 

Section J; Defines '' Past Year" as the fiscal year. The tax incidence is determined 
individually for every year. 

Section 4: Levies that the "Charge" of all income-tax. The rates of taxa1io11 are offered 
in the program 2 of the Finance Act. 

Section 5: Explains the scope of total incorne. 

Section 6: Explains the definition of Resjdl!nce, 



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

Tax prevalence from the perspective of the assessee is that the taxation price which he 
must bear. In the Government's point or view, it's tile cost by Government on an 
individual's income. 

Tax Base: When the whole i1,come on which Government ofindia can inflict income
tax is to be considered it's as "Tax Rase". Basically, as the very first step, India's tax 
base. is fndia's GDP. Eac-h of1he incomes earned in.s idt' lndia is accountable to Ind ian 
Income-tax. 

2.5 DOUBLE TAXAT10N 

Under the classica l method of taxation, a Government doesn't Jimil its rights to tax 
only on the income within its geographical borders. When many of the nations accept 
the classical method then double taxation takes place. When Indian GOP comprises of 
income earned by non-residents, the right to tax that part of the GDP is shared with 
r ndia & severa l other nations. Saine income is the taxation base for a couple of 
nations. 

Nole: ln the event of indirect taxation, one believes the best individual who conveys 
the tax- buyer/ dealer/ maker. Just how much tax each ind ividual conveys is your tax 
incidence o n such i11dividua l. It is dependent upon the e lasticity of de11Jand and 
supply. 

2.5.1 Base Erosion and Base Protection 

To prevent the Ind ian focome•tax, a Non-Res ident assessee may attempt many games: 

I. Attempt to demonstrate that the income was eamed outside India and 
consequently India does not have any authority or 

2. That he might anempt to maintain a categorisation of irn:ome that brings "NIL" or 
lesser taxation rate. 

To capture such incomes escaping Indian taxation, you'll find deeming provision5. 
Earnings that under normal accounting procedures could be reg,arded as overseas 
income and is regarded as l ndiao Revenue, under part 9. Categorisati()n of revenue 
and several specific concepts are things of an enormous lawsuit. 

2.5.2 Transfer Pracing 

Provisions attempt to attract wi1hin Indian rnnge incomes that rhe assessee has 
attempted to change to some other jurisdiction. Finance Act, 20 I J will likewise 
provide for CFC & GAAR. An individual can understand that the tenn "Tax 
Incidence'' is influenced by numerous legal provisions. The assessee actempts to lower 
his tax occurrence. Government attempts to expahd its tax base and reg.iin max imum 
taxation. Jns ide this Tug of War depanment 9, TP provisions, CFC, & GAAR and 
many provis ions will conrinue coming to the starutc books. 

Check Your Progress 

fill in the blanks: 

I. is directly correlated to a person' s residcntinl status. - --- - - -
2. An assessee may assume distinct _ _ _ __ in a variety of 11ations in the 

exact same past ca lendar year. 

Co111d_ 
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3. An individual is considered resident in the former year when he 
successfully meets any of those tv,10 standard requirements, first is he in 
India for a period of _ _ _____ in Lhe preceding calendar year. 

4. The partnership company is now non-resident so that can con1inue to 
become _______ since it stays unaffected by the standing of a 
spouse_ 

5. The tern, _ ___ isn't utilized in any part of this lndian Income- tax Act. 
It's a term covering the consequences of many segments. 

6. The quantity of tax !hat an individual will endure beneath 
____ __ is inftuenced by many legal provisions. 

7. Tax. prevalence from the perspective of the assesscc 1s thal lhc 
which he must bear. -----

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

9. Earnings that under normal accounting procedures could be regarded as 
overseas income is regarded as ___ _ ___ under part 9, 

IO. The assessee attempts to _ ___ his tax occurrence and Government 
attempts to _____ its tax base and regain maximum taxation. 

2.6 LET US SUM UP 

• In order to understand the residential status of a.n assessee i1s firs1 step would be 
calculating the taxable 1ncome of tJlc a.ssessee for particular previous year, il 
means income earned by the assessee in the related previous yt!ar is taxable from 
the fo llowing evaluation year on rhe grounds of the residential status he supposes 
in that prior year. 

• As. per S~clion (6) (J). an individual is cons idered residenc in the former year 
when he successfully meets any of those two standard requirements. firsl is he in 
India for a period of 182 days or more in the preceding calendar year. 

• The person can stay in lndia for a few days he then returns, and then he comes to 
[ndia, and aga1n he stays for a few days in the prior calendar year1 now while 
calculating a number of times we must tind out if his existence i11 lndia is 182 
times 01· maybe not. 

• An indMdual is thought of lodian origin if his parents or his grandpari::nts were 
born fo undivided India, it means if someone who's born in £ndia but be's 
currently settled outside Tndia and he has obtained the citizenship of other states, 
ar present he isn't an lndian c itizen but he 's regarded as man of Indian origin. 

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

• After deciding the residential a1'ea of somebody today we come ba.ck ro how do 
we ascertain that the residential area of Hindu un-divided household in India, 
today so much as HUF is worried it' s eilher resident or non-resident Indian or in 
precisely the same momen1 a resident HUF is either normal resident in lodia or 
resident but no! ordinacy resident in India. 



• We can state that Hl.JP is thought of as non-resident, iu. attempts are wholly 
controlled and handle out in India in this case we aren' t to confirm if a Karla can 
meet both of forrhcr circumstance or not. 

• r1•s quite imponaol lo notice whether policies have bee,1 fonnulatetl that set is 
quite s1gnifican1 from where the iMtruclions are provided for the operation of 
actions from lndia, if each of the instructions is given from out ide lndia for its 
operation of company activities 1n India 

• It means business and pa11ner company both are distinct assessec, when you 
decide the residential s111t11s of a venture firm we never state whether spouse is 
resident or non-resident 

• Now so much as business is worried. a business can never t>e regular rcside11t or 
not average resident in India, it 's only resident and non-resident in (he past year. 
today we discuss how ro ascertai11 status of each 01her individual, each other 
individual means as we ta lk abolll Persons of HUF partnership firm. 

• The rerm "lncjde11ce" isn't utiliz.ed in any part of Indian lncomc-l'ax Ac1. lt-'s a lerin 
covering the consequences of many segments. We might haven wide look at rhc 
policy of !he dura11011. and then we coll Id cons ider individual St!gmems. 

• Tax prevalence from 1he 1~rspec:tive of the ussessee is that the 1a;,..01ion price 
which he 1\HJSt beor. In the Government's point of view, it's rho: cost imposed by 
Govemme111 o,, on indi\ idual's income. 

2.7 LESSON END ACTIVITY 

A ssume that a Chi11~e cit it.en has lcO Ind ia after staying. for at least IO years. H.e left 
on the date 1. l 2.2015 dut ing the financial year of 2016- 17 he came hack niter 50 clays. 
He rerums back to lndi;i iri y'"ar 2017 for one year on 1.12.20 17. How will you 
detenn ine the res idenria I status r or the A. Y 201 8-1 9? 

Prepare an a.ssignmt:tl1 for lhe above•mentiooed question. 

2.8 KEYWORDS 

ResiclcmtitJ/ Sratu.,·: A 1errn coined under Income Tax Act. It depends upon the 
territorial connections of the persons with lheir country which means the number of 
days lhe individual pit) sically s tays in India. In case of an assessee. the residential 
sratus is determined with reference to lhe previous year. In his case, residential s1atu~ 
can change from year tc1 year. 

HUF: Hindu undivided fami ly . 

AOPIBOT: Associalion of Person ond Body of Jndividual. 

T11x hlcidem:e: It means 1Jrnt the Lax needs to be borne by an indi idual The quan1ity 
of tax that 9n individual will endure beneath fndiao Income-tax Act is innuenced by 
many legal provi ions. 

Tax Base: When rhe whole income on which Govt'rnrnent o flnll ia can itinict income
tax is to be considered it's ''Tax Base". 

2.9 QUESTIONS FOR DISCUSSION 

l . What do you mean by re!iidential slalus? 

2. Describe rhe res idential stnrus of an assessee. 

3. E:~pla in the exceptions related to residential statu!'>. 
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4. Discuss the residential status offinn and AOP. 

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

6. Explain double ta'<alion. 

Check Your Progress: Model Answer 

l. Taxable income 

2. Resident ial status 

3 . l 82 days or more 

4. Non-resident 

5. "Incidence" 

6 Indian lncome-rax Act 

7. Taxation price 

&. "Tax Base" 

9. .lndian Revenue 

I 0. Lower; expand 
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3.0 AIMS AND OBJECTIVES 

After s tudy ing this lesson, you should be able to: 

• Explain meaning of salary 

• Describe gratuity, annuity and pension 

• Explain pcovident fund aod a llowances 

• Describe t1bout leave salary and deductions from salary 



2(i 
ltwomc Tax Law and PrJcuci,s 3.1 lNTRODUCTION 

Under iJ1come ta,x law tJ,ere are provisions for salary of an e.rnployeel pension after 
retirement and other facilities. 

Jn rhe following lesson, we will discuss several aspects re li!ited to i11come from salary. 
You wil I study about the meaning and aspects of salary and the concept of a llowances 
for various pur poses. Moreover, the lesson mentions about annuity, graniity and 
pension in detail. 

3.2 DEFINITION OF SALARY 

Salary means: 

Every payment made by employer to his employee for the service rendered by h im 
\.YOuld be chargeable to tax. 

lt inc ludes both monetary payments tc.g., basic salary, bonus, commiss ion, al lowances 
etc,) a5 well as non-monelary faci lities (e.g._, housing accomml)datil)n, medical 
facility , in terest free loan etc.) 

'Salary ' under section 17(1), includes the following: 

( i) Wages, 

(ii) Any aonuity or pension, 

( iii) Any grat1.1ity, 

(iv) Any fees, comrnjssion, perquisite or profit in lieu ofor in addition to ony salary 
or wages, 

(v) Any advance of salary, 

(vi) Leave salary or leave encashment, 

(vii) Cot1tribwio11 Lo Rel.'.ognized Provident Fund to the extend it is taxable, 

( viii) Transfel' balance in Recognized Provident Fund to the e;\--tent ir is taxable. 

( ix) Contribution made by the government or other e mployer under a pension 
scheme re ferred in section 80CCD. 

3.3 RELATIONSHIP BETWEEN EMPLOYER AND 
EMPLOYEE 

Relatio11ship of e rnploycr and employee is treated as the payer and payee. 

Full time or part-time employment: It does not matter whether the employee is full 
time employee or part-time employee. 

Forgoing of Salary: Once salary accrues the subsequent waiver by the employee does 
not absolve him f-rom liabdity of income-tax. 

Surrender of Sa/(lry. If an employee surrenders his salary to the central government, 
the salary so surrendered would be exempted from tax. 

Salary paid fax-free. {r means employer bears the burden of tax on the salary of Lhe 
employee and income from salary in the hand of employee wi ll consist tbe salary 
income and also the tax paid by the employer on this salary. 



3.4 BASI OF CHARGE 

Salary is chargeable to rax eithct on ' due' basis or ·receipt' basis wJ1ichever is l!arlicr. 

Salary, paid jn advance, is assessed in tlie year of payment; it cannot be subsequently 
brought to tax in the year in which it becomes due. 

Lo case the salary has been paid .u1 arrears and got assessed already. tllen the same 
salary cannot be raxed again whenever it wilJ be paid. 

3.5 PLACE OF ACCRUAL SALARY 

( i) Section 9(/)(ii): Salary earned in India is deemed to accrue or arise in lndh1 
even if-

❖ Tt is paid outside India. or 

❖ lt is paid or payable after the contract of employment i11 India comes 10 an 
end. 

Example: If an employee ge1:, pension paid abroad in respect Qf the services 
rendered in India. tlw same will be accrue in India. Similarly, leuvc salary paid 
abroad in respect of the leave earned in lndia is deemed to be accrued or aris.e i11 

Jndia. 

(ii) Sect/011 9(/)(iii): Solnry which nl\lst be paid by the governmen1 to a citiztn of 
Tndia for the purpose of services outside Tndia will be deemed 10 be accrue or arise 
in lcidiu. 

(ii1}Sec1io11 10(7): Any allownnces or perquisite paid or allo"'ed out~ide Jndin by lhe 
government to citizen of lndia for rendering services outside rndia will he ru lly 
exempted. 

3.6 PROFITS lN LIEU OF SALARY 

lt includes the following: 

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

(ii) Compensation due to or received by an employee from his employer or formel' 
ernployer at or in connection wi1h the modification of the 1ermi,. and conJition of 
the emplO) ment 

(iii) Any payment due 10 or re-.:eived by an ossessee from his enwloyer or former 
employer from a provident or other fund, to the exrw1t to which it does not cons isl 
of employee's contribution or interest on such contributions. 

3. 7 LOAN OR ADVANCE AGAINST SALARY 

What is advance salory? 

In case the advance salary is received by an employee re.gardless of the fact thnt it is 
due or not , lh~n only it will be held taxable. 

When an employee takes any loan from his employer, then such loan amount c110MI 
be brought to tax as salary of the employee. 

Advance against salary is difforent from advance salary. [t is ~11 advance taken by che 
employee fi-0 111 his employer. The advance taken by an employee gers adjusted in his 
salary for a certain period of time and this salary can't be taxed. 
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Income rax La"· an.I Prnotire,, 3.8 ANNUITY AND GRATUITY [SECTION 10 (IO)] 

• Annuity is a sum payable in respect of a particll lar year. 

• As per the defin ition of salary, ' annu ity' is treated as salary. 

• An11u1ty rece ived from present employer is to be taxed as sa lary. 

• Annu ity received from past employer is taxable as profit i1, lieu of salary. 

• Annuity received from a person other Chan employer is taxable as ' Income from 
Other Sources·. 

Gratuity: Gratuity is a payment made on behalf of the employee volunrnrily fol' 
appreciating the service rendered by the employee. 

Exemptio11: 

! . Central/State Government Employees: 

❖ Any death cum retirement gratuity is fully exempted from tax . 

2. Non-Government employees: 

a. For employees covered under the Payment of Gratuity Ac1, 1972, gratuity is 
exempt from tax to the extant of least of the following: 

1. f 10,00,000 

ii. Gratuity actually received 

ui. IS. days' salary on the basis of salary which was withdrawn lastly for each 
completioo of year of service or part thereof in excess of 6 months. i.c.-

15 >-. last drown salmJ1 ')(; No. of competed years of 
service or part in exces.~ qf 6 mun.lhs 

Note: For this purpose salary means basic salary and dearness allow~mce 
(whether provided in rerms of retiring benefi t or nor). 

b. For the employees not covered under the Paymen1 of Gratuity Act, 1972-
gratuity is exempted from tax to the exteni ofthe following: 

i. Z l 0,00.000 

11. Gratuity actually received 

111. Half month-s salary (based on la.st 10 months' average salary) for each 
completed year of service.. (Fraction is to be ignored) 

I 5 >< Last drmm salary >< No. of cornpeted yearJ- o.fse.rvice 

Note: For this purpose salary means basic salary and dearness a llowance 
(if provi.dcd in the terms of ernploymenl for retiring benefits) anti 
commission 'whicb is expressed as a fixi:d percentage of turnover. 

Notes: 

Gratuity received during the period of s.:rvice is fully taxable. 

Jf gratuity is reccive<l jn aoy earlier year from former employer and again 
received from another employer in a later year, the I imit of ~ J 0,00.000 
"'ill be reduced by the amount of gratuity exempt earlier. 

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



3.9 PENSION LSECTCON 10 (l OA)J 

Uncornmuted Pension Fully taxable in the hands of both govt. and non-govt. 
employees. 

Commuted Pensio11. It means f un1p sum amount taken by commuting the who le or 
part of the p~nsion. Commuted pension is that amoum which is taken on ~ommulation 
of whole or a ponion of pension. The commuted amount is a tump sun1 amount given 
to 1he pensioner. 

a. For Govt. employees: ful ly exempt. 

b. For No11-Govt. employees: 

1. Jf cmploy1:1e is in receipr of gratuity -

Exemption = I /Jrd of whole amount of pension. 

l commuted pt!nsion received l 
1/3 >< ------ --- x I 00% 

Commutarion % 

11. If employt.'e · doesn' t received any graru ity -

Excmption = 1 /2 of the whole amount of pension. 

{ 
commuted pension recc!ved I 

I / 2 >< • I 00% J 
Cllmmutatioo % 

3.10 LEAVE A LARY [SECTION 10 (lOAA)J 

I. For Govt. employees: fu lly Exempt. 

2_ For Non-Govt. employees· Leave salary is exempt from ll!x to the exIen1 of leas( 
of the following: 

i. t 3,00,000. 

11 . Leav~ salary 1:1ctua lly rec<:ived. 

iii. JO month's salary (on the bai,is of average salary of lasl IO mon ths) 

iv. Cash equivalent of leave (b,1.5ed on average sala1y of last IO monrhs) to the 
credjt of the en'lployee. Earned leave entitlement cannot e:\Ceed 30 days for 
every year. 

Notes: 

,. Salary received during. the perind of service is fu lly taxable. 

11. leave: ff !cove salary received from two or more employers in the same year. 
then aggregate amount of leave salary exempt from ta.'{ cannot ex_ceed 
f 3,00.000. 

iii. In case l!!ave salary is received from the previous employer in any earl ier year 
and the employee receive~ tJ1e salary from another employer in the later yeal', 
the lin1i1 off 3,00,000 gets reduced from the anrnunt of leave salary rhat was 
exempted ear lier 

1v. Salary means basic salary and d~a.rness a llowance (if prov ided in thl' terms of 
rcliremenl benefits) and commission which is expressed as fixed percentage 
of turnover. 
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lncome Tax Law and Prac!lees 3.11 COMPENSATION ON VOLUNTARY RETIREMENT 

[SECTION 10 (1 OC)J 

Exemption: 

• z 5,00.000, 

• Voluntary compensation actually received. 

• Monthly salary x 3 Months II Number~ of completed years of serv ice, 

• Month ly salary (At the time of retirement) x balance monlhs of service. 

This exemption will be available even if such compensations received in inst-almenrs. 

Conditions: 

i. Employee must have compleled IO years of service or completed 40 years of age. 
(This requirement is not applicable in case of an employee of a public-sector 
company under the scheme vo luntary separation framed by the company). 

11. The employee who gets retired is not considered to be employed in some other 
company and to the sume management to which he belonged. 

3.12 PROVIDENT FUND 

The tax treatment of provident fund is given below: 

Particulars Recognised Pf 
Unrecognised 

St,,tulory PF Public PF 
PF 

Employers A mounI in Nm taxable fully cxempl. N_,1\ .. tas 1.here is only 
contribuli()n ex c.:ss of 12 '1/.1 yearl) assesset"·s owo 

ofsalury is conmbuiion) 
taxable. 

Emplo~ee's Eligible for Not eligihlt: f'or Efig1hle for F.ligiblc for 
Conlribution deduction u/s JeJu<.:tion (kJ11ction u/~ dcducuo11 u/s SOC 

l!OC 80C 

lnlefl)SI Credited A,uouni in No1 111x:cibk l'ully exempt f-ully e.x.emp1 
excesi. of 9.5°/r, yearly 
p.a. is ta>.ablt' 

Amount received See Nole (i), (ii) Sec Note Iv). Fully .:xemp1 Fully cxl?mpt u/s 

on reti rern i:n i. (vi) uis 10{1 I ) W(I I ) 
~tc. 

Notes: 

i. Amount which gets received when RPF mature!';, gets exempted fully if the 
employee had been in a continuous service of five years at least. 

i i. If termination taken plac,e within 5 years then amount received would be fully 
exempt only if the services had been 1errninated due to employee· s health or 
discontinuance or contraction or employer's business or other reason beyond the 
control of employee. 

iii. Tf an employee, after termination of his employment with one employer= obtains 
the employmenr under another employer, then so much o f accumulated balance in 
his provident fund account will be exempt which is transferred 10 his individual 
account in a recognised provident fund maintained by lhe new employer. 



,v. ln such case, 1he period of service with the fo rmer employer shall also be taken 
into account for computing the period of five years' continuous service. 

v. In case of ' Jncome fro in Other Sources' the 1nterest of employee's contribution is 
taxable. 

VJ. Employer's contribution and interest thereon is 1axable as salary. 

vii. Salary means: Basic Salary + Dearness Allowances (If provided in tl1e terms of 
employment) + commission (l r provided as a percentage of turnover). 

3.13 APPROVED SUPERANNUTAION FUND 

The tax treatment of cMtribution and exemption of payment from ta.x are as follows: 

1. Employers contribution is exempt from tax in lhe hands of employees up to 
~ 1,00,000 per emp]oyee per annum. 

11. Employees· contribution qualifies for deduction under section 80C. 

111. fo terest on accumulated balance i.s i::xempl from Lax. 

Nute: Salaries and emoluments, Pension rece ived from UNO under United Nation Act. 
194 7 is exempt from lax. 

3.14 ALLOWANCES 

Allowances 

fully Tnxablc Pardy Taxflble Fully faempt 

I. Enlertainrnen1 Allowunt:e i. House R.en1 i Allowances gr.meed to 
ii. Lkarne% Allowance A l lowances lu!s Government employees 

iii. Ove,rtillle A llownnn.· I 0( 13A)j ouLsitle lndia. 

I V , Fixed Medical Allownnce ii. ~pt:ci(I] ,i Stannory Allowances granted 

"· Fixed Me1fa·al. Allowance 1\ llowanct~ (u/s w High Court or Supreme 

VI. City C•.Hl'lpcnsatory Allowance 10( 14)1 Court Judges. 

~ii. h11critn Allowa11ce (ro meet Ill, Allmv\iuccs pan! by the 

11'1Creascd cc,st of living in United Nations Oq;anisation 

cilics) iv. Cl')m pcllSlllO(Y Allowances 

-viii Servant Allowance received by a Jud~. 

ix. Project A il(iw.inct> 

X. Tiffin/ lunch/dinner 
">,I , Any other ~~sh allow~uce 
?( ii. Wan.ten allowance 
XIII. Non-prawcing allowance 

Allowances which are Partinlly Taxable: 

i. House rent ulln 11,a11ces (Section 1 O(J 3A.)J: HRA grant.ed t·o .an employee is 
~xempl to the extent o f least of the fol lowing: 

Metro Cities Other Ci1ies 
(i.e. Delhi, Kolkata, Mumbai, Cheanai) 

I. l!RA acruall) received. I }JR/\ H.ctunlly m;elved. 

2. R,mt paid - l0% of sala ry for the rclcvan1 period_ 2. Rant paid - l0% of sala1y 
for th.: relevant period. 

3. 50% of salOI)' for the relevant period. 3. 40% of salary for the 
relevant period. ,, 
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Nores; 

a. Exemption is not available to an assessec who livt.:s in his own house, or in a 
hou:;e for which he has not paid any rent. 

b. Salary nieans, Basic Salary + Dearness Allowances (If provided in the terms 
of employment)+ commission (ff provided as a percentage of turnover). 

ii, Special Allow(lnces /Section 1 ()(U)(ii)J 

a. Special compensatory (Tribal Areas/Schedule Areas/Agency Areas) 
Allowa11ce - t 200 per month. 

b. Children Education allowances - ~ 100 per month per child up to two children. 

c. Childre-n Hostel Expenditure Allowance - t 300 per month per child llpto a 
maximum of t\.Vo children. 

d. Transport Allowance - for the purpose of communicating be1.wee1) the place of 
his residence and place of his duty - t 1,600 per month. 

e. An allowance of ~ J ,200 per month is provided in case of employee who is 
having disabilities at the loweJ' portion of budy or is blind 

3.15 PERQUISITES 

1. Valuation of Rent-Free Co11ccs.\·io11alAccomhlndatin11-

S1. Unfurnis lu:d Furnished 
No. Circum$tances 

Aecom modation Accommodation 

( I ) (2) (3) (4) 

1. Where acco)ll01odnI ion I iccnsc foe d.:1ern1111ed by Vnlue of pt!rquisiu: 11s 
provided by govcrnmenl government 11~ reduce l>y 1he detc1111ined umlt;r column 

rcnl actually paid by 1he (3) + 10% per 
emplnycc. annum of 11\c cos1 of 

furnitu re. If ~uch 
acconimodatio11 taken on 
hire. the ~ctua! hire chargc,s 
payn!lle 
reduc-c b,· any amount paid 
or payabk 

l . Whcrt the ~C<'omm1,Ja1io11 i~ 
provided hy any omc1 
employer-

,, I. Wtiere acco111m1'1(1arion is 
owned by the employ-er -
In cities having population 

7,5 ¾of~al0ry Value of perquisite as 
llp to 

de1ermined under 
10 fukh 

column (J) t JO% per 
a. In citi<:~ having population annum orthe cost of 

exceeding IO la"-h and up furniture. 
lo 25 lakh lf such accommodati<>n 

C. In ci11es having poputa11on I ()% orsahuy takt:n on hire, the actual 
ex.ceeding 25 lak,h hire charges payable reduce 

ii. Where accomuioda-tion ,~ 15 % of~alary by any arnounr paid or 
1ake11 on lea~e or rent hy payable 
the employer /\ctual lease rem paid 

payable 
Or 

15 % of :;alary Wh.ich~ver i~ 



I lower ns reduce by the 
amount acrually paid by the 
employee 

3 Where accommodation Not Applicable 14 % of $alary 
provlded b) any employer in a Or 
I lotcl. Actual Charges 

Whichever is Lower 
as reducr by 1hc amount 
recovered from emplQyi:c:. 
How~vcr if sud1 
accumrnodaLion prvvidcd 
for a period nvt exceeding 
ri Oceu days on the accoun1 
of transfer frl)m onl! place 
ro another, lhtTe would he 
no perquisite 

Nores: "Salory'' includes pay, allowances, bonus or commission payable monthly or 
otl1erwisc but it does no l include follow i.ng: 

a.. Dearness allowances if not i11 terms of retiring benefits; 

b. Employer· s contribution to the provident Jund of employee: 

, . Allowance$ which are exempted from tax; 

d. Perquis ite value of Rent-Free Accommodation: 

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

ii. M.oror Car: Perquisite value of motor car will be determined as under: 

SI Engine C ubic Capacity 

No. 
C ireu mslances 

llp lo 1.6 lit.res Exceed 1.6 litres 

I. U~cd v,-h\,lly orexc)usil'ely in rhc Not a perquisite Nm a perquisite 
perfornmncc 
or his o fficial dutie~ 

2. U~d ex~lusively for the private Expenditure incurred by P.,xpi:nditure inc1,rred by 
or p~rsonal purpoi.e of l!mpJoyc:c:: lhe employ11r on runnfag lhc. employer on 

and maintenance ru11n1ng and 
-t m~imenunee , 

chauffeur chauffoui-

3. Used partly in the performance of 
dutie.S and partly for private or 
petsonlll purpnsc: 

a, If running a11d maintcnanct: 
aft'. met or reimb11rse by t 1,800 -t- <900 (if < 2,400 + t <J(l() ( if t mplo)'e1· 

chauffeur is providt:d) chauffeur is provided) 

b If runn)ng and maimi:nance " 600 + f 900 (if < 900 +f 900 (if 
are pi et or rein1bursr hy chauffeur i~ ptovidt:d) chauffeur is provided) 
assesse/ employee 

3J 
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a. Where the motor C<ir is owned or hired by employer. 

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

SI Engine C ubi( Capadry 

No, 
Circums1:1nces 

Ur} to 1.6 litres Exceed 1.6 litres 

t Used wholly or c~c!t1<sivcfy in chc No1 a perqui~ite Noc a p-:-rquis11c: 
rcrforrnam;e 
of his offo,;aJ du11c; 

2. lJsu<l partly in the pe1•fom1ancc of Am()l,oi actually Amount acwally 
duties ruJd partly for private or ineurred - f l ,800 -t" f inLurred -~2.400 + t 
personal purpose 900 (if chauffeur i$ 900 (if chauffeur j_s 

provided) providt.d) 

Nute· ! f more than one Mo1or Car is provided, then perquisite value shall be 
ca.lclll<ited only in respecl of ()ne car ::is per above n!les and other cars are treated 
as used ~vho! ly for personal purpose. 

iii. Valuation of benefit of provision of t!ome~·tic servant: Perquisite value .shall be 
a<.'tual cost ro employer (Salary to servant) reduce by the amount recovered from 
employee 

iv. ValuatiOJJ of ga:,·, electricity or water supp/ie([ hy employer: 

a. Perquisite value shall be the sum equal the actual cos1 to employer. 

b. 111 case of aforcmernioned resources whose owner is the employer, then the 
prerequisite value wi.11 be the manufacturing at the rate of cos! per unit 
acquired hy the employer. 

c. Reduce by amount recovered from employer. 

v. Valuation ojfree or co11cessio11ttf educutimwl f ttcilities: 

a. Value of such benefir shall be equal to the arnount of ex,penditure incurte.d by 
employer on this beha lf 

b. Where educarional institution is maintained and owned by employer, the value 
ofbenefil shall be the cost of such education in a similar instilution in or near 
locality 

c. Such value shall be reduced by the amount recovered from employN 

d. However, 1here would be 110 perquisite if cost of such educational facility per 
child is not exceeding {1,000 per mouth. 

v1. 'Free or concessional tickets: Jn case of an employer's engagement in the business 
of carri<1ge of passengers or goods. then the employee's or members of his 
household their personal or private journey free of cost or at concessio11al fare. In 
any conveyance owned or leased or any other arrangement, the value of perquisire 
shall be the value at which such benefits are offered by employer to public as 
reduce by a111ount recovered from employee. 

vii. Interest-free or co11cesslona/ loan: Value of such benefit shall be determined as 
sum cqlla l ro the interest computed at the rate charged per annu111 by the Stare 
Bank of India, as on the I" day of the relevant previous year ()11 lhe maximum 
oursranding balance reduce by the amount of interesl received. However, there 
would be no perquisite if such loan is taken for the purpose of medical treatment 



of prescribed diseases (like Cancer) or where amount of loan not exceeding 
~ 20,000 in aggregate. 

viii. Travelling, touring and accommodation: 

a . The sum eq1ial to the expenditure acquired by the employer wilt be considered 
as the total value for such facility. 

b. lf such facility is maintained by the employer and not available unifon11Jy to 
all employee, the value of benefi! sha11 be taken to be the value a1 which such 
facilities arc offered by other agencies to the public. 

c In case the employee went' on a tour for official purposes and the expenses 
1·ake11 place on his touring along with any other member who accompanied 
him, then the expenses will be treated as fringe benefit. 

d. In case the official tour extends then the fringe benefit will get limited to only 
the exte nded period. 

1>.. Free or concessional food and non-alcoholic be11emge.,·: 

1. Value of' benefit sha ll be amount of expenditure incurred by employer, 

ii However, there would be no perquisite if -

a. Amount or such expenditure is not exceeding< 50 per meal or 

b. Tea or snacks provided during work ing hour or 

c. Provided in a remote area or otr~shore area. 

x. Volue of gift, vouclter or token: No perquis ite u p to ~ 5,000 aggregate during 
the previo us year. If exceeding ~ 5,000 amount actually 1ocurred. 

xi. Credit curd expen.,·e:,·: Amoun1 of expenditure incurred by employee as 1·ecluce by 
the amount received from employee. 

xii. Club expenditure: Amount o f expenditure illcurred by employee as reduce by the 
amount received from employee. 

xiii. Use of movable a~sets: 

Asset given Value of bencli1 

J. Use of laptop and computer Nil 

'.! Movable asscL othtr then - I 0% p.a, o/' ac1ual co,-,1 of such asset 

Luplop aod COITIJ)Ulen;~ and Or 
A~se1s al ready specified l'he amount of rent (lr chorge:- paid or payahk• by 

the employc~, 

As the case n111y be 

xiv. Tran.~fer of movable assets: 

Asseu transferred Value of perquisite 

Computers and eleCLromc Depreciated value of a5Sct [Oepreciai ion b computed ifh 50% 
item!> on WIJV for each completed year of usage) 

Motor-Cars Depre~iatcd value of asset I Ocprecialfon is computed @ 20% 
1111 WDV for each completed ye~r of usageJ 

Any otl1er Asset Depreciated value of asset rocprcciation i~ computed @ l0% 
on SLM for e11ch completed yt:ar of us-age I 
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xv. Value of sweat equity ,<;hares: 

a. In case of listed shares: 

1. ln a case where, on the date of exerc i~ing the option, the share of the 
company is listed on a recognised stock exchange, the fair market value 
shall be the average opening and closing price of the share on that da(e on 
the said stock ex.change. 

ii. Jf shares are listed more than oi,e recognized exchange, the fair value shall 
be the average of opening and closing price of that recognized exchMge 
which records highest volume of trading ln shares. 

iii. If on the date of exercising, the re is no trndin,g-

♦ Fair market value shall be closing price of any recognized scock 
e.x.chaoge. 

♦ If listed in more than one recognized stock exchange, c losing price of 
that stock exchange whic.b records highest volume of rrading. 

b. If shares are not listed: Value shall be determined by merchant hanker. 

x11 1. Vfl/tU! of securities other than s/Jure.,;: As determined by Merchant Banker. 

w ii. Mel./ic,1/facilities: 

a. Fuliy exempt. 

1. In a hospital maintained by employcl'. 

ii. l n government hospital. 

111. Treatment of prescribed disease in a hospital approved by chief 
commissioner. 

1v. l.nsu:rance premium paid by employer on ht:alth of employee (A pproved 
by fRDA) 

b. There would be no per4uisire up to expenditure Z 15,000. 

c. If medical 1reatmem is outside India, 

1. Medical Lreatmelit + Travel and Stay abro.:1d of employee: or any member 
of his household+ Travel and Seay ab.road of one attendant. 

11. Ir will be exempt only to extant pem1itted by the RBI. 

111 , Travelling of patient a,id anendant is exempt if employee's gross total 
income as computed before including the said exp~nditure is not 
exceeding t 2 lakh. 

iv. Family means spouse and children + parents (Wholly or mainly 
dependent). 

3.16 DEDUCTIONS FROM SALARY 

1. E11tertainme11t Allowance /Section 16(ii)J: 

❖ Non~govt. employees: Fully ta>:able 

❖ Government employees: Deduction will be lower as the following -

a. 20 % of salary (one fifth) or 

b. Z 5,000 or 

c. Entertainment allowance r~-ceived. 



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

ii. Professional Tux: 

❖ Deduction is alk1wed only when actually paid. 

❖ Paid by employer is first to be included in salary and then allowed a~ 
deduction. 

Check Your Proorcss 

Fill in the blanks ; 

l . Contrjbution made by the government or other employer under a pens ion 
scheme referred i"n - - - - --- - - - -

2. lf un employee surrenders hi!. salary lO the central government, the salary 
so surrender would be - - - ------

3. ln case rhc salary has been _ _ _ _ _ and got assessed aJready then, 
the same salary cannot be rax,cd again whenever it will be paid. 

4. As per section I 0(7) any al lowances or perquisite paid or allowed 
_ _ _ _ _ by the government to c iti1.en of lndis for rendering services 
ou1side India will be fully e.xernpr. 

5. When an e111ployee taken any loan from his employer, then such loan 
amount cannot be brought to tax as ---- --- - -

6. Gratuity received during the period of service is _____ _ 

7, _ _ _ _ _ _ _ _ is fu lly taxable in the hands of both govt and non-
govt. employees. 

8. - - - - - ~ aid by employer is first 10 he included in salary a,nd !hen 
allowed as deduction. 

3.1 7 LET US SUM UP 

• Sa lary means every paymt!nt, made by employer to his employee, for the setvicc 
rendered by him would be chargeable to tax. It includes both monetary payments 
(e.g., basic salary, bonus, commiss ion, allowances etc.) as well as non-monetary 
facilit ies (e.g. , housing accomm.odation, medical facility, interest free- loan etc.) 

• Relationship of ~mployer and employee should be existing betw~cn payer an.d 
payee. 

• Salary, paid in advance, is assessed in the year or payment, it cannot be 
subsequently brought to tax in the year in which it becomes due. 

• Salary which must be paid by 1he government to ;i citizen of India for the purpose 
of services outside [odia wi ll he deemed to be accrued or arise in India. 

• Cotnpensation due to or received by an employee from his emplQyer or the 
previous employer when his employ ment is terminaced. 

• In case lhe advance salary is received by an employee regardless or the fact that it 
is due <>r nol, then only it will be held taxable. 
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• Annuity is a Slim payable in respect of a particular year. As pet tJ,e definition of 
salary, 'annuity' is treated as salary. 

• If leave salary received from two or more employers in the .same year, then 
aggregate umount of leave salary exempt from tax cannot exceed t 3,00,000. 

• The employee who gels retired is not considered to be employed in some other 
cocnpan:y and 10 the same manageme11t co which he belonged. 

• Tf termination of an employe.e has taken place within 5 years then amount received 
woukl be fu lly exempt only if the services had been tem1inated due ro emJ?loyees' 
health or discontiouauce or <;:ontraction or employer'S- business or other reason 
beyond rbe control of employee. 

• Employers contributio11 is e,xempt from tax in the hands of employees up to 
~ l 100,000 per emplo_vee per annum. 

• Deduction is allowed only when actually paid in case of professional tax. 

3.18 LESSON END ACTIVITY 

Prepare a presentation covering important aspects on lhe topic fnc.:ome Jror11 salary 
Include some examples and case studies. 

3.19 K EYWORDS 

Sola,y paid tax-free: 1t means employer bears the burden of rax on the salary of the 
employee and income from salary in the hand of employee will consist the salary 
income and a1so the tax paid by the employer on this salary. 

Grttl11ity: Graruit) is a payment made on behalf of the employee voluntarily for 
appreciating the service rendered by the CJttployee. 

Pensio11: lt is ~ payment rnade by the state to people above the uge of retirement or 
those who have rciircd. 

Provide11t Fimd: Provident f'un<l for employees if common.ly knowu as PF. it is a 
saving scheme tha1 the employee gets after his retirement. 

3.20 QUESTIONS FOR DISCUSSJON 

J. What do you mean by salary? 

2. What i:; the basis of charge? 

3. Describe annuity, gratuit)' and pension. 

4. Whsl is leave salary? Explain . 

5, Describe all the aspects ofprov1den1 fund. 

6. Explain t),e concept of allowances. 

7. Whal do you meao by deduction in salary? Explain. 



Check Your Progress: Model Answer 

l. Section 80CCD 
') Exempt from lax 

3. Paid in am:ars 

4 . 0 1JL<;ide India 

5. Snlary of the employee 

6. Fully taJ1.able 

7. Uncommuted Vension 

8. Professional tax 

3.21 SUGGESTED READINGS 

H.B. LaL Income Tax. Pearson, New Delhi. 

N. Hariharan, Jncom.: Tax: Law & Practice 2£, Tata McGraw Hill, New Delhi 

V. Balachandran, S. Thothtidri, Taxalion ww and Practice. Vnlt.,me I, PHI Learning. 
New Delhi . 
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INCOME FROM HOUSE PROPERTY 
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4.0 AIMS AND OBJECTIVES 

After studying this lesso n. you should be able to; 

• Explain Lncome Tllx Acl. l961 

• Discuss the basic concepts of Income Tax Acl, J 961 

• fapli:tin the meaning of Agricultural Jncome 

• Describe the concept of gross income and total income 

• List the exemptions tm<ler section 10 oflncome Ta..x Act 



4.1 INTRODUCTION 

A house property could be your home, ao office, a shop, a bu ilding or some land 
artached to the 'building li ke a parking_ lot, The Income Tax Act does not differentiate 
between a commercial and a residenrial property. All types of propertit:.ls 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 someone else's behalf. When a property is used 
for the ptlrpose of business or profes!lion or for carrying out freelancing work - it is 
taxed under the · income from business and profession· head. Expenses 0 11 its rep:1ir 
and maintenance are allowed as business expenditure. Income from hot1~e property 
shall be taxable under this head if following conditions are satisfied: The house 
property should C-Onsist of any building or land appurtenant thereto; The taxpayer 
should be the owner of the property; and The house property should nol be used fo r 
lhe purpose of business or profession carried on by the taxpayer. 

4.2 INCOME FROM HOUSE PROPERTY (SECTION 22-27) 

lncomc from house properl.y is just one of the taxable kinds of earnings according to 
the Income Tax Act. It represents the income ea111ed by a property by their owner. 
Proper1y iden1ifies some building (home, office building, godown, mill. ha llway. 
store, auditorium. etc.} o r any property atiached to the construction (e.g .. cornpoUJ1d, 
garage, garden, car parking area, park, gymkhana. etc.). This 1s the sole head of 
earnings, which taxes no1ional earnings (except under certain conditions under capiral 
proti1s, i ncorne from different sources). The taxability inight 1101 necessarily be 1ruc 
rent or income obtained but the possible earnings, which the land is effective at 
yielding. Wh ile self-occupied and Jeasing property is within the purview of this kind, 
income from empty hom.e is dealt wilb under th~ kind 'eamings from dif[1;1rent 
resources'. 

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

The cornerstone of changeability under' the head income from house property 1s 
Annual income. 

The land should consist of Building or Property Appurtenant to it. 

Construction include:. not just residential construction, but also factory construction. 
offices. s tores. godowns and other premises. 

Property appurtenant means property connected to building, such as backyard, garage. 
e1c. 

The assessce has to be the owner of U1e 1and. 

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

4.4 UNDERSTANDING OF COMPOSITE RENT 

Meaning of comp(lsite t e,it: Composite rent is the rent charged in circumstances 
where the assessee does1,'t only let-out a home, bu1 also provides additional amenities. 
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(i) Tax treatmellf: Individually identifiable where construction is let-out together 
with plant and machinery and amenities and the earnings towards construction 
and other resources are individ\Jally idemifiable, then the earnings from 
construction will likely be tax.ed under the head income from house property 
along with another income which will be taxed under the head company or 
profess ion. 

(ii) N ot separately ide1ttiflable: It is inseparable and wilJ be llablc to taxation under 
the head income from different sources. 

(iii) The object nf letting 01.u: If from arrangement ~tween two parties, it had been 
obvious that the primary thing was to let-out a portion of said land with added 
t ight of utilizing furniture tmd fittings and other common amtnities, then rent 
billed from month to month's revenue derived from the said property can be 
assessable as income from Home. 

(iv) Del!med owner: A person shall be deemed as the ow11er of a house once the 
record of title to the house is in his title. Under these conditions, "income from 
House Property" is taxable at the hands of the person, even i f the property isn't 
regisrered in his tirle: 

(a) Where the land wns rraosferred to partner for insufficient consideration aside 
from in pursuance of an agreement to fjve apart. 

(b) Where the hoine is moved to a minor child for insufficient consideration 
(except a move to a minor married daughter) 

(c) Where the person retains an impartible estate 

(d) As per Section 27(iii) a member of a co-operative society, eompany or other 
assoc;iation of person to whom a buiJding or part thereof is allotted or leased 
under a House Building Scheme of a sociecy/company/associ"ation, sha ll be 
deemed lo be owner of that building or part thereof aliened to him, a lthough 
the co-operative society/t:ompany association is the legal owner of that 
buildi11g. 

(~) Whe1·e the proµe11_y was moved to perso11 's title as pan-performance or a 
contract. 

(f) Where rhe Person is a holder of a Power of Attorney allowing the right of 
ownership or enjoyment of the it house. 

(g) Where the land was assembled on a leasehold property. 

(h) Where the possession of this house is under dispute. 

(i) Where the land is chosen on a rental basis for oot 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 construction or property appurtenant 
(he-longing) to it, except such land that's used by the assessee for both business .ind 
profession wiJI be taxable. 

(i) How to Determine Annual Valuer Gross Atmual Value (GAV) ofland will likely 
be required to ascertain the yearly value, which can be greater of the a.mount fol' 
which the land may reasonably be expected lo let from year lo yeai-. ln 
circumstances of possessio.ns in which conventionaj teJlt has been mended, such 
amou nt cannot exceed this value. But where land was empty during the entire or 
po11ion of the former year and lease received or receivable is significantly less 
than nnticipated lease, then rent received or receivable is accepted as GAV. 



(ii) E.xcl11sio11s: After arnoums, will likely be deducted while ascertaining GAV: The 
quantity of Municipal tax accomplished from a renter. Notional interest on the 
sum received towards 'rent/securi1)' deposit' in the center repairs completed by the 
renter. 

(iii) Whe11 A111wnl Value is 'NIL'?: The yearly value of a house will be considered 
'nil' in the following cases: 

a. Self-occupied prop~rty, i.e .. property thafs in the occ11pa1ion of che proprietor 
with 11\e goal of his reside11ce and he doesn't derive an} other advantngc from 
it. 

b. Likewise, 1 i the owner of just 011e residential home is not able to occupy it due 
to his occupalion. business or profession carried on in almost any other place, 
and he's residing inn house not possessed by lum. 

4.6 WHERE TIIE PROPERTY lS LET OUT 
THROUGHOUT THE PREVIOUS YEAR 

Where the propeny 1s let ou( for the whole year, and the GAV ant lhe higher: 

a. Annual Allowing Value (Al V) or Expected R.e111 and 

b. Actual r~nt received or re~1vable during the year 

Gross yearly worth usually means the fair rental value of n home. It 1s compuh:d wi1h 
the support of ,1 spares. 

I. Fair lease. i.e .. 1he rent of sim ilar kinds of buildings in the same tocalily. 

2. Municipal wiluation, i.e .. rental value determioe<l by the municipality for the 
purpose of charging civil ta:<ation. 

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

4. Rent received or receivable. 

The gross yearly value shall be calculated in the manner given below: 

l. Compare Fair Rent and Municipal Valuation and se lect the bigger. 

2. Compare the lease so chosen with conventional rent, and also the lower of these 
two will likely be regarded as expected rent. (l t"s a lso k1iown as Annual Leni11g 
Wo11h). 

3. Compare Exr.>ected Rem together wirh Rent Received or tven receivable along 
with the higher~ shalt be regarded as Gross Anoual Worth. 

4.7 PROPERTY TAXES (M1JNICfPAL TAXES) 

1. Propeny taxes are allowable as the deduction in the GAV subject to the following 
two condi1ions: 

(a) This should be carried by the assessee (owner), and 

{b) This ought to be paid during the past calendar year. 

2. When property taxes levied by a local authority for a particular preceding year is 
not paid during this season, no deduction shall be allowed in the computacion of 
income from house property for this year. 

J. However, if in any subsequent year the an-ears have been paid, tlle11 U1e amount so 
paid is allowed as deduction ill the computation of income from hous~ property 
for this year. 
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4. Thus, no mat1er the preceding year in which the liability to pay these taxes arise 
according to this process of accounting regularly employed by the proprietor, the 
deduction i □ respect of such ta..x.ation will be allowed only in the year of actual 
payment. 

5. In the event of land situateJ outside India, taNes imposed by local jurisdiction. of 
the country where the house is located, allow:ible. 

Category 1/ house tying vacant for snme periotll vacnnt throuJlftnut the year, Section 
23(J)(c): If the house is partially let outside and partially vacant, in these instances 
expected lease should be calculated for t2 weeks. Although calculating rent received 
/receivable? leasing for the time where the home has been vaca111 will be excluded and 
GAV will likely be high in anticipated rent and lease received/receivable but when the 
lease received/receivable is s ignificantly less than the anticipated rent be.cause of 
vacancy, sil1Jation rent r~ceived/receivable shall be gross yearly value. 

Set off and carry forward ol' losses under the head house 1,rope1·ty section 
70/71/71 b: 

J11ter Source .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 home 
property and it's known as inter-source modification or intra-head modificarion. e.g., 
Mr. X has two .hnmes: there's reduction of Z 14.()00 out of one home and earni11gs 
from f 80,579 in another home, in this case, reduction of ,1 single source thorne) could 
be put away from earnings of another source (home). 

Treatment of unrealised rem e:xplanaLi<m to section 23(1)/rule 4: Unrealised Rent 
means such lease that is irrecoverable and is rcgnrded as reduction, i.e., poor debt and 
while cotnpoting rent received or receivahle, for example. unrealised lease will 
probably be ex.eluded, a11d GAV will be greater of anticipated rent and lease 
received/receivable ( no particular treatment for example vacanty) . 

.Rent will be thought of as unrealized lea<;e only if all of the Slates of Rule 4 are 
complied \.vilh and that the assessee has taken all practical actions ro institute a legal 
proceeding for its recovery. 

4~8 SET OFF AND CARRY FORWARD LOSSES 

According to Income Tax Act 1961 . an individual as defined in Section 2(3 1) could 
set off and take out forward the losses occurred. This is a good aspect to an individual, 
as it docs a vital part on the financial position of a person where losses have been 
incurred. So one could get so~cn to a certain. Loss from absolved source of Income 
may not be set off in favour of profit from any taxable source of lncome, and no losses 
may be set off in favour of casual income e. g., lotteries winn ing, crossword puzzles, 
card games. races, betting etc. 

What Is tlte Meaning of Set off a11d Carry fl>rwurd 

Set off literaHy means keeping the losses not in favour of lhe profit of that financial 
year. fn a case. with no adequate profits to set off the complete loss which can be 
carried forward to the next Assessment Years which is subjected lo 1he condi1ions 
stated in the Acl. 

1. Inter Source Adjustments: According to Section 7, an Asscsse may set off the 
losses which incurred in one source not in favour of the gain from a11y other 
source in the same head. This is not possible for an Assesse to do intercourse 
adjustment in the following cases. 



a. Speculative Busme.,s Losses: When an Assesse could set off the losses 
incurred in specula1ion business only not in favour of the profits o f on ly other 
speculation enterprise. TI1is is not permissible to set off specu lative loss not in 
favour of any other firm or Professional Income. 1l1e opportunity 1s given lo 
assess to set off any other enterprise Joss by Lhe gains of specufation bus iOC$S, 

As per Section 23 of the AcL a fa m1er in respect of supply of his farmland 
production as individual specially doing de livery of non-taxable will 001 be 
feasible for GST registration. Including, the CBEC issued the draft CJ'edit 
transfer document to access further on fu ll credit of excise duty to a trader for 
not sold stocks earlier the last of the month. But, this facility would be 
accessible only for high-end goods cost over ~ 25,000 tJ,at ·•are eMminable 
as a different llUmber. like engine numher of a car''. 

The ducumenl hos to be released i11 thirty days of I \ t July the planned GST 
pulling daie. The proficiency would, although he segregated of 1,he 
t.ransfom1at.io11 plnn, means, who is utilis ing it would nol be required to 
a llegate input tnx credil on not sold goods. Th<' CBEC has even notified 
various ftnes and utilising "provisions for recovery of credit, imerest nnd fine 
in the Cl:.NVA T Credi1 Rules, 2004" not in favour 0f producer.; who collect 
tax crec.li1 two times on the similar goods, Traders and prodt1cers would be 
assumed to s ubmit an (lnlinc disclosure in s ixty days on the GSTN. 

Imported goods if 1101 requisite instantly, importers wo\Jld store the goods in a 
warehouse without pa) mg dut} over a bond and a fh:r that it is clarified to 
them by the warehouse when payment of dut) is required Entry Bi ll is printed 
on yellow papt:r hence known as 'yellow bill of entry' . lt is a lso known as 
· into bond bill of en1ry' as 1he bond is shown for the rransf er or goods in a 
warehouse by nnt µa.ying duty. 

GST is a vital. process tor fair govern3Jlce and one should not to worry about 
taxes at many 1irnes, al many points. Uringiog !TC Rules for Common Credit 
in GS'f i.e .. Ta.\able Jelivery, organization and activity of a non-fim1. it is 
proved that new policie~ ure artachcd to vast extent with the present policies 
fo r clain1ing inpul' lllx cred it in CENVAT Rules 2004, cons idered to input 
services 1111d inputs utilized for firm .ind non•organization activity i.e., fol' 
personal affa irs giving ta:<able delivery. 

Providers who supply goodl'> and/or services are imposed with t :-i:x under GST 
law when toral tumover in a year succeeds the th reshold beyond twenty lnkh 
rupees ii wou ld be eligible to register himself in die State or the Union 
territory of Delhi or Puducherry, from the place he makes the taxable ~upnty. 
Eleven special div1sio11s arc lhere under d1is threshold limit irnd registration 
eligibility ,s about ten lal-.h rupees. Apart from this, Section 24 of tlle Act 
implies classification of providers those would be feasible to register even if 
aggregate rumove, is lower th~ threshold limit of 20 lakh rtlpees. As per 
Section 23 of lhc Act, a farmer in respect of supply of his fam1 land production 
as individual specially doing delivery or non•taxable will not be feas ible for 
GST registracion 

CBEC (Central Board of E.xcise and Custom ) is.sued the draft credit transfer 
docume11t to access further on full \.:redil of excise duly to a trader for unsold 
stocks before lhe \?nd of the month. But, this faci lity would be availaule only 
for high-end goods prict:d overt 25,000. The documenl has to be released i,, 
thirty days of I'' July, the planned GST pulling date. The proficiency would. 
a lthough be segregal'ed of the transfonnation plan, means, who is utilising it 
would not be required to allegate lnput tax credit on unsold goods. 'fraders 
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and producers would be assumed 10 submit an online disclosure 1n si>.'ty days 
()n rhe OSTN i1 is applied for. 

Rate of duty applied 011 existence is the date a good is eliminated from a 
~varehouse. Therefore, if the rate vnries on goods have been clarified from a 
customs port, customs duty applied on a yeilow bili of entry is a Bill of .Entry 
for Hous ing paid on the value mentione<l on rhe green bill of entry would not 
be similar. 

Brought forward income losses occurs when the firm suffers a loss before 
going Jor depreciation, tl:ien all th<:: amount of depreciation is unabsorbed 
depreciation. If the enterprise sulfers a loss as a .("esu!t of depreciation amoum 
than the business loss will be negligible and balance of depreciation amount 
would be unabsorbed depreciation. 

b. Long Term Capital /,asses.- A Long lemi Capital Loss could be set off not in 
favour of the profits of any other long term capital profit, a !though short term 
capital loss could be set off not in favour of both, short. term and long tern, 
capital profit. Brought forward income losses or Unabsorbed depreciation is 
like iflhe company 5uffcr a .loss before claiming depreciation, then the entire 
amount of depreciation is unabsorbed depreciation. However, if the company 
suffers a loss as a result of depreciation amount than the business loss will be 
nil ~nd balance of depreciation amoum will unabsorbed depreciation. 

c. loss ji·om owning 011d main1oin111g race horses: This loss could be set off 
only not in favour of the income from owning and maintaining race horses. 
This maintains a fundamental step of financial conlrols of one's enterprise. 
The task needs tha,t one should have sufficient infomrntion and belter 
knowledge of principles of financial accounting and agreement which can 
authorise, mainl'ain financial data and distribute task among employees. Henc,e 
one can figure out to rev iew and invigilate such tasks to get result nearly. 
Stable financia! records eoabJe financial controls and ideas which mioimise 
the hazard of scam and vandalism, which investors have to monitor. 

A process well-known as double entry bookkeeping is also noted as "double 
entry accounting··. ,Every financial tra11sact:im1 made by a firm or company is 
being recorded in this entry. FiiHlncial accounting is known as double entry 
bookkeeping. The terminology "double entry" implies chat each transaction 
made, influ~nces t\\'O accounts. Benefits of double entry bookkeeping are al 
any point of time it ensures firm ·s asset accou nts balance would be equal to 
the liability and stockholders' equity accounts balance. 

d. Loss of spec:ified Bt1siness under ~-ection - Specified Business loss could be set 
off only against profit from such specified business, but loss from other 
business could be set off against the profit of the specified business. 

Inter~Jiead Adjumnents: The second step is set off.of losses. Tf it is not according 
for an Assesse to set off of losses in inter source adjustment they could set off rhe 
losses under i11ter head adjustments. Jn such condition an Assesse can set off the 
losses iacun-ed in one head against the profits ef\rned in other heads of lncorne in 
that financiol year. 

a. House Properry Losst?s: House Propeny Losses could be set off against profits 
from other heads. lt could be set off l'\()t in favou,· of firm's income, salary 
income. income from capital gain, and income from other sources by not 
including casual income. 

b. Non Speculative Bus iness L osse.v., Non speculative Business Losses can be set 
off under any other head except income from salary. This could be set off 



from income from house property, LDCome from capital gain and income from 
other sources not including casual income. In the following cases losses 
couldn ' 1 be set off under inter-head adjustments. 

But, this facility would be accessible only for high-end goods that priced over 
f 25.000, ·'are examinable as a different nl.lmber". TI1e document has to ~ 
rele.t.Sed in thirty dnys of 1st July the planned GST pulling dak The 
proficiency would, although be segregated of the trans formation plan. means, 
who is utilisrng it would not be required lo a llegate inpul tax credir on unsold 
goods. TI,e CBEC has evell notified various fines and utilising "prov isions 
fo r recovery 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 
goods. Traders and producers would be assumed to submit all ontine 
disclos,,re in s iMy days on the GSTN. 

c. Spacu/(1(/Vit Business loJses: Capital Gain Losses are both shore term capital 
loss and Jo11g term capital loss. TI1ese are the losses from owning and 
mainta ining rnce horses. To be utilised especially for non-fitm intentions or 
utilised specially for innuencing excluding delivery would be represented in 
FORM GSTR-2 would not be credited ro electronic creclil ledger; the value of 
input lax ir1 order of capital goods utilised or purposed to be utilised excluding 
for influ~ncirlg de livery other than excluding delivery however added 1cro
rated deli very would be represented in FORM GSTR-2 and would be credited 
to the dectronic credi1 ledger. 

Valu<> or inpul ta.'\ in order of capita] goods noc given in dauscs (a) find (b). 
represented as ' A·. would be c redited to the electronic credit ledger and the 
utilised life span or goods would be considered as five years from U,e date of 
the invoice for these goods. Given that where any capital goods previously 
mentioned in c lause after given in tJ1is clause. 1he amount of ' /\' would he 
given ,ninimising 1he inpu1 tax 111 rate of 5% for each quarter, hen~e the value 
'A ' wou ld be crediled to 1he electronic credit ledger. 

3. Carry forwunl of Lnsses: l his. is the third step in Set off and Ct1rry forward of 
losses. This is 110 1 possible for an Assesse to set off the tosses under intercourse 
adjustments and inter-head adjustments. f{e can carry forward the same to the next 
Assessment Years. Providers who supply goods and/or services are imposed wil'h 
tax under GST luw, and total tumover in a year succeeds the threshold beyond of 
twenty lakh rupees would be eligible to register himself in the State or the Union 
t~rritory of Delhi or Puc.Jucherry from the place he makes taxable supply. In case 
of e leven special category states (as mentioned in Art.279A(4)(g) of the 
Constitution of lndm), Lhis thieshQld limj t for registration liability is ten lakh 
rupees. Apart from It, Sec11on 24 of the Act implies classification of providers 
"ould be ft:asible fO register even if aggregate turnover is lower tl1e threshold 
limit of 20 lukh rupees. As per Secrion 23 of the Act a fanner in respect o f supply 
of his fannland production as individual specially dofog delivery of non-taxllble 
will 1101 be feasible for GST regisnation. Jncluding, t11e CBEC issued the draft 
t redit rransfer document to access further on full credit of excise duty to a trncler 
for not sold scock.s previous the last of the month. 

Bui. this facility would be accessible only for high-end good~ priced over 
~ 25,000 that are examinable as a different number. The document has 10 be 
released in chirty days of l ,, July the planned GST pulling dale. The protic.iency 
would, a lthough be segregated of the transformation plan, means, who is u.tilising 
it would no l be required 10 allegate input tax credit on unsold goods. The CBEC 
has even notified of a various fine .and utilising "provisions for recovery of credit, 
interes1 and fin~ in the CENVAT Credit Ru les, 2004" not in favour of producers 
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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 lhe GSTN. 

This maimai11s a fundamental step of financial conrro l~ of one's enterprise. The 
tasks need one should have sufficient information and better knowledge of 
principles of financial accounting and agreement which can authorise, rnaintaln 
financial data and distribute task among employees. Hence- 011e can figure out, 
Financial accounting pew it us to review and invigilate such tasks to get result 
11early. Stable financial records enable financial controls and idea which minimise 
the hazard of scam and vandalism, whicJ1 investors have to monitor. 

A proce~s we ll-known as double entry bookkeeping also 11oted by double entry 
accounting records every financial transaction made by a firm . 1t is impor1ant 10 

know Lhal Carry forward Losses can be set off only against that head of income. J t 
inust be noted that an Assessc must file the lncome Tax Rettirn within the due 
dare prescribed (under section l 39( 1 )) to carry forward the losses except in the 
cases loss aris ing unde1· the J1ead house property (under section 71 B) and carry 
forward of unabsorbed depreciation (undei- Section 32(2)). 

a Hou,w, Property lnc:ome Losses: According to (Section 718) of Income Ti1x 
Act, 1961 an Assesse could c,1rry forward the income losses incurred in rhe 
head house property up to 8 years immediately succeeding the Assessment 
year in which the loss has incun·ed. This could be adjusted only agains1 House 
propcriy lncome loss. 1n this case, an Asscsse could file the belatt!d retum. 

h. Non-Specula1ive Bu~iness losses: According to section 72 of Jncome Tax 
Act, i 96 1 an Assesse could carry forward non-speculative business loss up to 
8 yea.rs inst.anti)" succeeding the Assessment Year in which the loss has 
incurred then he should file fTR within due date prescribed under section l 39 
(J) of Income Tax Act 1961, tben he would not be able ('o cany forward the 
losses. This could be set off only not in favour of business income. 

c Speculatil'e Busine.~s losses: According to section 73, lttcomc Losses in 
speculative bus inesses could be ca.tried forward up to 4 years instantly 
forwarding 1he Assessment year in which it is incurred. 

An Assesse should tile the Income Tax Return within due date prescribed to carry 
forward the losses from speculative Business and can be adjusted only against 
income from speculation Business. 

ff goods where 1nregrated GST tlGST) is paid. a credit of thirty per cenl would be 
provided for those taxation ar eighteen per cent or above and twt!nty per cent for 
products which is taxed at ksser rntes. The rules were ultimate. by the GST 
Council in its nieering on third June and are supposed to provide some comfort to 
traders and establishine111 anained on the status of list at the period of GST pulled. 

Individuals with a taxable aggregate turnover over ~ 25 lakhs are requ ired for 
GST registration, The word «person" under GST law, is Hable to pay it. 
additionally proprietoi·ship, LLP, partnet·ship firms, Hindu Undivjded Family. 
Company. Society and any other legal business are also liable. GST registration 
should be received from 30 days if turnover increases f 25 lakh. 

Goods and Services Tax which would be levied by the state and cemral 
governments encompasses VAT, Service Tax, etc., as indirect. tax. Individual wiil1 
PAN no and person with threshold GST 1 O lakh/20 lakh o r GS1' limit are liable to 
make registration for GST. TDS payer, casual traders, etc., will be liable to 
tegister for GST. GST will be applied 0 11 supply of goods & services in {ndia. 
GST will be imposed on VAT, sales tax, excise dury. c1.1stoms, service tax. luxury 



tax e1c. GST registration is compulsory when supply of goods and serv ices in 
lndia tol<es place. 

Regis1ra1ion for GST can be preceded online through Central Govern men, or Stale 
Government. The individual has to provide an onlrne application for GS1 
registration by utilizing F'orm GST-l including information of the goods and 
services. Online payment required for the regis1nnion fee will be made under GS f 
registration. Number will be given on submission of applicution. A fler suhinission 
of the app!icarion, ,be applicant required to print a copy of 1hc form, includt the 
documents lisced ~nd send to the GST departmenL On inspection of the fortn (inal 
GST slip \,vould be rele-ased by the authorized ofli.cer. GS'T rc-gistration process is 
sum1iscd to be an entire online procedure like the service lax registration process. 

According to (Section 7 l 8) of income Tax, Act.196 I An Assesse could carry 
forward the income losses incurred in the head house properry up lo 8 years 
immediately succeeding the Assessment year in which the loss has incurred. Th is 
could be adjusted on ly against House property lncom.e loss. Iii this case, an 
Assesse could file the belated return. 

According 10 section 72 of lncome Tax Act, 1961 an Assesse cCluld carry forward 
non-speculative busiJless loss up to 8 years instantly succeeding tile A~l>cssment 
Year in which lhe loss has incurred then he should Ille ITR within due date 
prescrio~d under section 139 ( l) of Income Tax Act 1961. rhen he would not be 
:lble to carry forward the losses. This cou ld be set otf only not in favour of 
busm~ss 1nco1ne. 

According to section 73 , income Los5es in specu lative businesses could be earned 
forward up lo 4 years instantly forwarding the Assessment yeru in which it i~ 
incurred. 

An Assesse shou ld file the Lncorne Tax Return wi-thin due dilte prescribed 10 carry 
forward tht' losses from speculative Business a1td can be adjusted onl}' against 
income from !>peculatjon Business. 

According to section 73A, lncome Losses in Specified businel>S loss cou ld be 
curry forwnrd subject to the fo llowing conditions: 

❖ Speri/1.ed Business Loss. According to section 73A, fl)1.:0me Lo!'.Ses lh 
S,;ecified business loss could be carried forward. s11bjecl to the followi ng 
cood1tions: 

l. Any loss, computed in respect of any specified bt1si11ess reforred 10 in 
section 35AD shall not be set off except against pro(irs and gains, if any , 
of any other specified business. 

2. Income loss in specified business has not been wholly set off, so 11111ch of 
the loss as is not so set off or t11e whole loss where the assec;se h~ no 
iJ1eome from any other s'J)ecified business shall be carried forward to the 
following assessmenl year. 

i , This would be set off against the profits and gains. if any. of any 
specified business, carried on by him asses: able for that asse ·sment 
year: and 

ii. If the loss not be completely so sef off, the amount of loss not so set 
olT would be carried forward to the following assessment year 1111d so 
on. 

In case a person is uuable to set off the capital loss in the existiug year. both Long 
Term toss aod Short Term loss would be taken forward immediately for 
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8 Assessment Years. Capital Losses from a bus iness are allowed to be carried forward 
and carrying on of this business is not mandato:ry. The inputs. partially furnished 
goods would be sent to the job professional in cha llan released and such goods are 
sent straight lo a job prnfessional. 

T he challan released and sent to the job professional would constitute the 
regulat,ions ca.tegorjsed in Rule 55. Tnformation of cha flans in order of goods sent to a 
job protessional or obtained from a job professional or sent from one job professional 
to in quarter would be added in FORM GST lTC-04 completed for particular tirnc or 
previously the twenty-fifth day of the month proceeding the mer1tioned quarter capital 
goods. or inputs are not returned 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 capita l goods are sent and mentioned supply would be 
disclosed in FORM GSTR- l and would be permitted to pay the mx including 
applicable interest. 

As an importer or ex.porter should be registered, Terms of Sale is negotiated. Export 
formalities and responsibilitie!l towards sale proceed should be understood. 
Under.sta11ding of doc'Umencal1on on Custom duty Custom fonnalities to be completed 
Ml.d documents are obtained for exports. Subminecl 10 th~ Bank for onward 
transn1ission to purchaser Sale Proceeds is received. Accounting is an integral parl of 
accountability commonly known as recording the transaction. summarising, reporting 
and analysing the numerical figures to understand rhe linancial position of <1 

company/lini1 to monitor the progressive success b r bankruprcy of a business in terms 
of monetary measure. Certain steps are followed for keeping records in accounts by a-n 
accountant 10 maintain a steady ftinction of a running enterprise. Whereas Auditing in 
VAT means Value Added Tax is the difference of Value added rnx input and Value 
added TaK output. 

Countervailing duty is similar to ce.ntra l excise duty and is imposed OD imported 
a1iiclcs generated in (ndia. In CVD, the procedure of manufacture value to 
' manufacture' which is e;{p]ained in the Cencral Excise Act, 1944. CYD is dependent 
011 the total amount of goods incJusive landing charges. Inclusive CVD would be 
imposed equal 10 VAT or Sales Tax, not succeeding 4%. Suc.h dury t:.ould be refunded 
in case importer pays each customs. duties, the sates invoice implies the credit is not 
permitted. and importer pays sales r.ax/V A 1' on the sa le of the good. 

CVDs other than it would be levied on specialised im,porled goods to balance the 
impact of a subs idy in the nation of origin. A notificntion relea5ed by the central 
government on these s pecialised goods is valid for 5 years and majorly relate to late r 
expans ion of not succeeding 10 years. Subsidies relevant ro research movement. 
he!p,fi.JI to not advan tageous areas in the related nation, anc.J helpful in adjusting present 
faciliti es. to new environmental requisite are exempt. 

T he central government would levy an anti-dumping duty if it estimates a good is 
being impolted at lesser than market price, and an importer would be released. The 
duty could 1101 go beyond the difference in the export and average cost. It- i~ not 
applicable ro goods imported by units in Free Trade Zones (fTZs .Ex.pon Oriented 
Units (EOU)) and Specia l Economic Zones (SEZs). ln c.ase if importer is re leased by 
the central government then imposition of Anti-Dumping duty, the release would be 
valid for 5 years with the probability of being expanded to 10 years. 

Not like the Anti-Dumping Duty, the levy of Safeguard D\.lry would not requisite the 
central govemment to estimate a good is to be imported a1 lesser from market co.st. 
Safegua;d Duly is levied if tbe government declares on a sudden hike in exports 1s or 
claims to create risky hazard to a private sector. Release of notice relating ro the levy 
of Safeguard Duty has validity for 4 years with the probabi lity with expansion of 
IO years. 



Preventive duty is levied to protect privarc industry from imports. ln case, if the Tariff 
Commission r"leases an allowance for ti1e kvy of a Preventive Duty, the cemral 
government would selec1 to levy tl1ese at a rate which would 1101 be succeeded that 
prescribed 1·hrough Tan ff Commission. The central government cou ld spcciafae the 
time up to wl1ich tJ1e preventive duty would be implemented, minimise or rxpand the 
time. and fix the efficient rate. 

Education Cess is imposed al 2% and Higher Education Cess at 1 % of the total of 
custoros duties. lt is 1101 exclusive of Safeguard Du1y1 Countervailiog, Uuty on related 
articles, or Anti-Dumping Oury. 

On exporting or importing of goods from India, the enterprise or p~tso11 should 
receive on lmpo11 Expo1t Code or lE Code from the Direc1orn1e General of Foreign 
Trade. lE Code cou ld be received by the organisation on receiving of PAN and 
opening a hank account. 

As an irnportcr or exporter should be registered Terms of Sale is nego1.iated Export 
formalities and responsibilities towards sale proceed shou Id be understood. 
Understanding of documentation on Custom duty Custom formalities to be completed 
and docurne11ts are obUJinecl for expo11s. Submilled t'o t'he Bani. for 011ward 
transmission to purchaser Salt> Proceeds is received . 

Auditi11g of VAT is performed by a Tax auditor or authorised tax officer ro ascertain 
the traders who Me deceiving the 1ndian gov1. by nor paying tax thus co llapsing the 
Jndian economy. To such offenders penalties are applicable lO punish them ro operate 
the accuracy of accoun1s. bookkeepjng and documents relevant to it. Some1imes. 
traders who are crea1i11g e1 rors due to lack of 111fonmuion or slight n~gllgence, in such 
cases ta>1. ;,iuthori\ies help such dealers 10 rectify tht: mistakes and ass1s1 io VAT 
auditing so dial they can pro\-ide a valid explanation about their business details. 

Bringing ITC Rules for Common Credit 111 GST i.e. , taxable uclivel')'. organiauion 
n11d activity of a noo-firin has proved that new policies art: auached to vast exre11t with 
the present policies for claiming input tax credit in CENVA T Rules 2004, con~idered 
to input servic~s and inputs utilized for firm and non-organizanon activity i.e., for 
personal affairs giving taxable delivery. 

Value-ad<led Tax (VA n is paid by the manulacwrer of goods and services when a 
yearly aggregate iJ,coine is over of <5 lakh. For e-fi ling of VA r returns in lndia 
concerned person has to make registration for VAT which l'akes rime period of 20-40 
days for sru1clion. Once completed. individual can pay 011line. the amount received and 
can e-fiJe VAT returns on the Commercial Taxes website of respected sta1e VAT 
Returns are required 10 be tiled monthly once or quarterly (but it depends on aggregate 
income frc1m which stale you are belonging). The CBEC issued the draft credit 
transfer document to access further on full credit of excise duty 10 a rrader for unsold 
stocks before the lasf of rhe month. But, this facility would be accessible only for 
high-end goods costing over ~5,000. The- CBEC has non ffod various fines and 
utilising '•provisions for recovery of credit. interest and fine in the CENV AT Credit 
Rules. 2004" not i11 favour of product:rs who collect iax credit two tjrnes on u,e sitn ilar 
goods. Traders and producers wou ld be assumed to submit an onl ine disclosure in 
sixty days on th.e GSTN. 

GST will make n major reform i11 India Md bring In one common marker by 
eliminating 1he assorted tax and fiscal obstruction in 1he states. GST. as th~ name 
symbolizes would be tax imposed on goods and services at the point of sale or 
implementation of service. GST would be applied for every goods and services. 
excluding the imposed class of goods and service. Easy, simple procedt1re as taxes 
would be sitt1pler mojorly, and an eoterprise would realize the smooth flow of goods 
i.n cespected state. GST is a vital process for fair governance. Oring1ng ITC Rules for 
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Common Credit in GST i.e., Taxable delivery, organization and activity of a non-fam 
i1 is ptoved that new policies are attached lo vas1 extent with the present policies for 
claiming input tax credit in CENV AT Rllles 2004, considered to input se1vices and 
inputs utilized for fi rm and non-organization activity i.e., for personal affairs _giving_ 
taxable delivery. 

In each and every tax system, for identification of tax payers there is requirement of 
registration to safeguard tax consent in the eco11omy. Under the GST Law regiscrntion 
of any enterprise or firm signify co ltecting a unique number fro1n tax authorities to 
obtain Lax from governme11t side and to account lnput Tax Credit for the taxes on his 
inbound stores. I f a person is not registered under GST he can neither collect tax from 
his consumers 11or claim any input Tax Credit of l'ax paid by 1hem. Tf we will talk 
about nature of registration 1hen ii is State specific and PAN based; provided from 
where he is supply ing and thus has to register in particular State or Union territory. 

The provider is given a 15-digit GST identi fication number rnlled .. GSTIN .. under 
GST registration, and a certification of rtgistrnlion including GSTTN provided to the 
applicant on the GSTN portal. GST law suggests particular process for registration, 
a lso for the extension of the operation period of informal or Non-Resident taxable 
individuals. Such persons have t'o apply for registration before five days in advance to 
make any supply before it. And registra1ion is approved or operational 1imc period is 
increased only affer advance deposit of the progressive tax liability. Jf supplies to 
agencies like, multinational financ ia l i11st1tu1io11s, UN organization and orher 
organizations, a unique identitication number (tJ IN) is allotted. 

Set of loss in order of capital goods, which influence the provisions of sub-:.ections ( 1) 
and (2) of section 17, as pattially utilised for the intentions of linn and partially for 
other intentions or 11tilised for influencing taxable delivery inc luding zero rated 
delivery and partially for influencing exc luded supplies. "vould be given to the 
intentions of firm or for impact of taxable delivery in the perusing way. 

Value of inplll tax in order of capital good~ utilised ot preferred to be utilised 
especial ly for non-Jirm intentions or utilised specially for inO uenc ing excluding 
delivery would be represented in FORM GSTR-2 would not be credited to electronic 
credit ledger; the value of input tax in order of capital goods utilised or purposed to be 
utilised excluding for influencing de livery 01hcr than exch1ding, de,livery however 
added zero-rated de livery would be represenl~d in FORM GSTR-2 aod would be 
credited to the electronic cred it ledger: Value Clf input taX in order nf 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 considered as five years from 
the date of the invo ice for tbcse goods: 

Given that where any capital goods previously mtmLioned in clause (a) is after given in 
this clause, the amount of ' A' would be given minimising the 1npt1r tax in rate of 5% 
for each quarter hence the value 'A' would be credited to lhe e lectronic credit ledger. 

Steps of se1ting off of losses and d1eir carry forward would be covered in the 
fo llowing Steps: 

Jmer-Sottrce A.djus1me11t in the Same Heud of fncnme 

According to (Secti on 71 B) of Jncome Tax Act, 1961 an Assesse coulcl carry forward 
the income losses incurred in the head house rroperty up to R years immediately 
succeeding the Assessmt:nt year in which the lo:;s has incurred. This could be adjusted 
on ly against House property lncome Joss. lo this case, an Assesse could file the 
be lated return . 

Audit should be stric1(y carried in order with rules and procedures mentioned in 
APV AT Act and Rules. APVA T 59 Rules 2005 signifies the category of officers who 



are given authority to carry Aud1c-lnspection. According 10 11lentioned rule lhe 
particular j urisdiction within, Assistant Commissioner, (L TU) and CTO are accessible 
to carry inspection cum assessment Although for carrying inspection cum assessme.n1 
through Assistant Commissioner from their Tespective jurisdiction; or through any 
other authorised officer lower than the designat ion of CTO, inside jurisdiction or 
outside, taken authority frorn Deputy Commissioner, corporation tax is mandatory 
Au1horization should be received from Joint Commissioner in chnrge of cru a l state 
level$. Deputy C:011111,issioner in cuse may rel~sc authority in Form ADM I B are 
described below 

( l ) Provided a111hodty fo r ln5pec1ion only 

(2) Provided au1hority for Assessment only 

(3) Prov idcd authority fo r single amhorization i.e., inspec tion and assessment. 

Task should be systematic means audit must take full account of accessible data, 
approach the required skill and fact taken out in a, cer1ai 11 rnanner efficiently like: 

• Maki,,g l\tl audit programme 

• Making an appointment in a systematic wav except in pll\CC where audit is 
organised by sudden 

• Make a plan for pl'e-visic arrangement 

• E ·ecuting Ml imcrvit!w initially 

• Keeping the dnla obtaint!d 

• Ana lysing da1a. additionally b) verify ing possible risks. 

• Inspecting action and records, examining and identifying the obtained dnta 

• Keeping reports of checklist nnd their potential rcsulls 

• l11sptcting the 1ra11sactions done by an emerpnse relevant to disclosure in the tax 
returns 

• Keeping rcpo11s of WOl'k done 

Brought tb rward 1ncorne losses take place, if rhe firu1 sllffers a loss before go ing, for 
depreciation. then the entire amoun1 of depreciation is unabs.ol'hed depreciation. 
Although, if the enterprise suffers a loss as a result of depreciation amount than tht: 
bu:;iness los:; will be negligible and balance o f depreciation amount woulcl unabso1·bed 
deprectation. 

A well-defineu access assures that; 

• Efficiently 1>pen1 time 

• Decent tlpproach on won,. 

• Fonnal approad 1 i:; indicated 

• Strengthen audit officer's skill and confidence for 1he trader 

• Not wast as~ of 111ne 

• Proper answer should be given to audit o fficer for their queries 

• Queries relevant to tax. are rnajorly surmised and sen lcd on the mutual 
1inderstanding of officers and dealers 

Taxpayer units if large, VAT audit would be handled by Assistant Commissioner 
VAT audi( must be carried by circle offices by the CTO. Audit srnff numbers impl ies 
the number of audit1> which is integrated every year. Major VAT traders par1icularly 
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tran~actions complexity, stages of tax through inpul ;ind output tax, monthly paymenl 
or ,my other condition approved by Commissioner. from time after time would be set 
aside to major taxpayer system in an area. 

L TU must have 25-50 VAT traders ba.c;ed 011 rhe uaders' numbers in the area which 
fulfils the eligibility well explained in Appendix Xlf amended by Commissioner in a 
particular pe riod. 

The AC must be liable for their rerum in filing and tax payment and pc1·iodic audits 
wiU1 a time period of one audit per annum fo r all VAT traders in the LTU. 
Additionally the team has to prnv ide timely suggestions and accord with 1.be VAT 
trader's inquiry on priority. 

\I AT traders must be preferred fo r Audit placed on principle determined and amended 
by cominissioner-

Tbe preference of VAT traders for general audit is accorded by Deputy Commiss iont'r 
of patticular area. Deputy Commissioner would make monthly strategy for assessing 
of audit. The selected VA'J' traders for general audits would be done on some criteria 
defined in ( b) as amended by Commissioner from time to time. Below criteria would 
be taken as selccrion of VAT dealers for genera.I audit amended from time to tirne: 

I. I/12th ofLTU VAT trade r::; monthly so that LTLI VAT traders are audited at lea<;t 
on1.:e m a year. 

2. TOP 0.50% of rota I VAT 1rader$ in the category monthly depend on Tax. Payable 
of last financ ial year, eliminating LTU VAT dealers, hence min imum top 6% 
VAT traders in lhc zone alleviating L TU VAT IJ'aders are audited every year. 

J. VAT trader's work in sensitive goods displaying minimum rise by l 0% from 
genernl growth rate in that zone eliminating VAT trnders cho~en above SI. Nos. 

4. VAT traders display Jess growth by l 0% from general growth rate in the area last 
over year eliminating VAT traders preferred under above SI. Nos. 

5, V /\ T traders imrosed tine if exceeds f 25,000/- Ln lasr 5 years elimimning VAT 
traders chosen under above SI. Nm,. 

6. If default of more than 2 Rett1ms in pasl year eli.m inates VAT trnders selected 
under above SI. Nos. 

7. VAT traders layer credit returns for more than 5 months in past years eliminates 
\I AT traders selected under above Sl. Nos. 

8. Contractors, mitjorly who have not taken for composition eliminates VAT 1Taders 
selected under above St. Nos. 

9. VAT traders who have compli<.'ated transactions like Consignment sales, Branch 
transfers, expons, Transit sales etc ., elirn inate VAT traders se\ected under above 
SI. Nos. 

t Q_ VAT tra<lers wishing for Refunds e liminates VA T trn<lers selecte<l 1111der above SI. 
Nos. 

I 1. VAT traders who~e Sale/Purcha'le ratio if minimum then 1.0 over last year 
e-lirninates VAT traders selected under above SI. Nos. 

12. Depc11d on local skiJI and facts eliminate VAT traders selected under above SI. 
Nos. 

13. On ihird party details like Income Tax, 8a1Jk:i, Service Ta~1 Central .Excise, 
Manufactures, Government departments ere., eliminates VAT traders selected 
under above SI. Nos. 



14. VAT traders accessing sales ta.--:: holiday aJtered to defenno111 cases, in particular 
reference to cases in which the time limit for availability hos bee11 lapsed or the 
required amount is more. 

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

In the ione. the IJC would give power ro the audit authority as per rule 59 of APVAT 
Rules on Fo,-m 18 for VAT traders preferred for gener.tl audit. An individual 
authoriunion for inspection may be required. 

Ar State Zo11e, Joint Coll\mis!>ioner will implement or use these power~. 

(a) fhe preferred cases for particular audit visits is based on the valuable details, pre
requisite surprise audits ln some cases, slip of immediiite references and data 
abouL possible trader' s not registered for VAT. 

(b) The selecred Cllses for refund audit of dealers request refund of .su(plus VAT 
credit. 

(c) DC would permi1 the power lo the audit officer as per rule 59 of Al>VA r Rules on 
1-'orm ADM 18 fo r the VAT traders chosen for the special audit. A separate 
authorizMion fo r inspectmn, assessment or inspectioo cun, :issessme111 11s the case 
may be and dcpllty commissioner would exercise th!! power 

(d) Tht' sde<.:tcd cases for panicular audit visits would take place from olher audit~ 
where audit o fficers have investigated proof of serious fraud or dependent on data 
given by diffe rent ngencies whkh need investigation in depth. 

(e) Proof of inter-state fraud or internationaJ fraud or inquiry involving more than 011c 
zone \ \/Ould be passed on to Cl U. 

(.f) DC would give power 10 the audit officer (AC/CTO/DCTO) as per rule 59 of 
APVA T Rules on Porm ADM l B for the VAT traders chosen for Special aud11. 
Different autbo1•ization for Tnspection and assessment may be and at state zone 
JoinL commissioner would use this power. 

The Dcpufy Commissioner \11ould al lot the VAT traders specified for audit on the 
crew svuilable i11 the zone for audit where no trader is audited more than one time by 
snme audit officer in 5 years itself. No trader would be allotteci to audil officer having 
provinc,~l j urisd ic tton ove1· lh~ trader. At extens ion. attention should be given that 
VAT traders are not allotted to audit officers whose office is s iwattid at distant from 
trader's enterprise :11·ea to reduce difficulty to VAT traders. 

The power for audir would he given through system in Fortn ADM 113. At Head 
Quarter level, allotted of VAT traders for audit. dependent on mentioned g,uidelines 
would be done by Joint Commissioner. 

VAT traders for audit would be chosen on 1be basis of availability of crew members. 
The Drpu1y Commissioner would be liable for the smoo1h management of VAT audit~ 
in his division. Joint Commissioner at head quarter would assure SlllOOth funclioning 
of VAT i\udits. 

Audit aut.hori1ies make strategy for audit visi1s must complete Form VAT 309 when 
planning for audit appointments. On local infonnarion and skill and other mnlerial 
soucces DC would select in order to audit high-risk VAT traders. The divisional 
Deputy Commissioner would be answerable for the smooth functioning of exclusive 
audils. CJU I lead must be ans .. vcrable for the smooth functioning L>f exclusive audits. 

Raw dala 1s creiited l.>y recording data. Raw data of pages are of minimum use for nn 
enterprise for decision making. Due to this reason, accountants bifurcates data into 
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categories and are defined in the cha11 of accounts. W11en transactions take place. 
following lWo things happen; 

1. An indiv-idual record is made. 

ii. The sm11111ary record is updated. 

For example. ifa sale is made to Mr. Arnn for< I 00 will be shown as: 

1. Sale to Mr. Arun for~ l 00. 

ii. ll)crease in !he total sales from 500 to 600 and will be summarised. 

Th~ financial reports arc contcn,plated eXlr.!rnal as. it is provided to individ unJ's 
exterior of the corporate sector, while immediate receivers are proprietor/stockholders, 
lenders, 

lf a company ·s stock is enterprise civic, although its financial reports (mher financial 
statements) meant 10 be extensively dispersed and material is spread to secondary 
recipients like consumers, competitors. employees, organizations of labour, and 
investment analysts. 

This is or prime importa11..:~ to figure out the objective of financia l accounting. lt does 
not mean lo evaluate a corporate. Relatively, its goal is to administer abundant data for 
others to determine the value of an association for themselves. 

Ex ternal financial stalernents are practised by a sort of individuals in various means. 
Some common rules are followed in financial accounting noted as accounting 
slandards anu as generally accepted accouoring principles (GAAi.>). The FinanciaJ 
Accounting Standards Board (FASB) is the association in United States which adds in 
advahcing the accounting standards and regulations. Companies whose stock is traded 
publicly shou Id obey t11e reporti11g requisites of the Securities and Exchange 
Commission (SfC), is a bureau of the govt. of United States. 

As an owner of a firm, one can use financ-ial accounting to advances ratio analy ~is and 
prnctise these ratios to execute sign.iticant information of numerous d imension or an 
expansive firm. Cash position of an enterprise can be analysed by profit or sales ratio 
and by contrast to it wi1·h your past execution or the observation of competitors. 
Fi,,ancial accounting helps you forruulate your future course of action or strategy and 
measu re the su~cesS- of this strategy with the financial infomwt'ion produced from 
another period. To be purposeful, value-added task, financial accounting of a firm 
should follow some delegation. l t enables daca stakeholder domination. ['inane ial 
accounting rnuS1 be acceptable, so the cosl of presenting rhis information should not 
exceed its benefit. The information that you present must be consistent and you must 
meticulously follow the same accounting priflc iples for all records. ln eacb and every 
tax system, for identification of ta," payers there is requirement of registration to 
safeguard tax consent in the economy. Under the GST Law registrat'ion of any 
enterprise or firm signify col leering a unique number from tax authorities to obtain tax 
from government s ide and to account Tnput Tax Credit for the taxes on his inbound 
stores. If a person is nor registered under GST can neither collect tax from his 
consumers nor claim any inrut Tax. Credit of 1ax paid by them, 

{f we wilt ialk about nature of registl'ation then it is Stale specific and PAN ba,;ed. 
Provider from where Ile is supplying has to register in particular State or Union 
Territory. The provider is given a 15-digjt GST' identification number called ''GSTJN" 
under GST registration, and a certification of registration including GSTIN provided 
to the applicant on the GSTN portal. GST law suggests particular pr·ocess for 
registration, also for the extension of the operatio1, period of informal or Non-Resident 
taxable individuals. Such persons have IO apply for registration be fore five days in 



advance 10 making any supply before it And registration is approved or operational 
rin1e period is increased only after advance deposit of the progreS$ive tax liability. 

ff goods where fntegrated GST (lGST) is paid, a credit of thirty per cent would be 
provided for those ta.'<atioh at eighteen per cent or above and twenty J>er cent for 
products which is taxed at lesser rates, Require<l and registered pe1·sons are assumed to 
s urrender a dic;closure in ninety days of the value of input tax crc:dit to which thq are 
designated to. 

The final Reg1strolion Certificate would be notified or released in six months of 
1nspec1io11 of documents by Centre/State officials of the concerned Jurisdictionts) 
further on the appointed date. 

For registration individuals have to register within thirty days from lhe date on which 
he/she gets liable for regisrrntion. Informal Taxable jndividua1 and a 1100-1.:sident 
taxable individual will apply forregistration before 5 days ro (u1ther bt1siness. 

lnfom1al ta,xable individuals are ihose whose business is registered ln only some State 
of l11di3.i but wishing to effect s upplies frorn other State in which the persons have not 
set1led area of business. Aforesaid types of individuals have 10 register in the State 
from where they peruse to supply as informal taxable individuals. Tax paying 
lndividual who has nut residence in particular area can IX' foreign~r and rarely wishes 
to supply i1,cluding taxes from any particular State in India. and for th~se procedure 
individuals need to be registered under GST. 

GST lnw ~uggests par11cular process for registra,ion. also for 1he t:;<tens,011 of t.he 
operation pi?riod of informal or on-Res ident 1axable inclividuab. Such persons have 
to apply for registrat ion before five days in advance to maki11g any supply helort? it. 
And registration is nppro"cd or operational time period is increased only ,1fter advance 
deposit uf the progressive lax liability. lf supplies 1,0 i1gencie~ like, in11tuna1ional 
financial institutions. VN organization and other organizations. :i un 1qut! 1de11t1 fication 
number (UlN) 1s allot1ed. 

Following are lhe advantage:; of Registration under Goods and Service f ax {GST): 

• Recognised legally as provider of goods or services. 

• Accurate account in& of taxes paid on the input services or goods cou Id be used for 
GSTcompfeted on s uppJy of goods or services also by the bu~i,,ess. 

• Aul·horized legally ro levy tax from buyers and credit is passt!d, laxes prml on !he 
goods or services provided to recipientc;. 

• To get feasible lo get assorted benefits aod allurement ltllder the. GS f. 

Presen1 u.1xpayers cou ld ap~al to register and submit the;: mandatory documents. 
Registered taxpayers presently would be approved condi1ional rcg1s1rarion at an initial 
phase and will be mandmory to submfr inclusive documenl) i1, 6 months. It is 
surmised 11la( GST registration will be given according to your PAN nuinber Other 
main l>enefrts of GST are that GST regiS1ration number could be used in ever) state in 
Jndiil. Under rhe current VAT zone assisred by the State Governments. u VAT 1rader 
should receive VAT registration in particular State. including extra cos1 and comple1e 
rules and regu b11ions. 

Tax imposed 011 individuals or goods and services termed as ra~a1ion. Thi5 generates 
the revenue of a state or a country by which government works for the puhlic welfare 
by constructing ho:;pitals, schools, roads etc., for publjc comfort and required utility . 
But tax is not simpll.l as it seems and this is classified in nvo types, namely direct tax 
and indirect tax. Direct tax is a types of taxation imposed direclly on persons like 
income tax while indirect tax charged on the price of a good or services. GQ11ernmen1 
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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 might think that wha.t is service tax'! So let 's understand. Service Tax as the 
name symbolises is the tax imposed on particular type of services and this is a type of 
indirect tax. Transactions done at service providers levy serv ice ta:< who does earn 
more than ~ IO lakh per annum, as such businesses need registration of service tax. 
Once completed, customers will make payment 15% of tax on respective bill. Amount 
paid by service provider is ultimately paid to the government. That's why service tax 
is called an indirect tax, w·hich configures payment indirectly goes to the govt . 

The purpose of service tax is to minimise rhe load of tax on coi-porate and people. 
Service la., was implemented in I 994. The service Lax encompasses lhe mentioned I ist 
under section 65 of Finance Act, 1994. This type of ta '.\: is imposed on serv ices, 
excluding some those are added in negati ve list, like education services, some 
coaching classes, tr-list activities, clJltura l events. Section 66D of the .Finance Act, 
1994 1:onslitures negative list. In this technological era where we get evtrything on line 
like products, services. or we can do payments online for movie tickets, registration of 
forms etc. Bui what about calculating service tax online. Now you can compute your 
service tax on line and save your time and c11.tain accuracy. This is not so complicated, 
it is very simple and quick. only yo11 have to follow the stepv.ise 1nstrnctioos, so what 
are you waiting for, let's see the first step as fo llows: 

• first you nave to select service type 

• Next is abatement amount 

• Third you have to enter tax payabJe 

• Last stage you l1ave to fill Lhe total amoun.t_ 

ll is mandatory for all service providers to appeal for service tax registration in case 
the value of services exceeds t 9 lakhs in a single financ ial year, cov~red hy rt1les and 
regulntions laid by the- Government of India. But, if a case like value of services 
p.rovided by a service provider is lower than f 9 lakhs per annutn. tax payer has the 
alternative to choose whether or not they are inclined ro fo I ii I the service tax 
registration. 

The Servjce Tax Registra!'ion Application shou ld be filed using the ST-I Fonn. 11 can 
be submitted online. Clients or any persons who are registering for service fax for the 
first time should create an account hence informa1ion in ST-2 Form can be completed. 

After account creation, you will receive a password on your email id. The password 
can be altered by a custom password when you login to the account for the first time. 
It can be saved as a pem1anent accouot for service tax. 

lo complele Lhe ST- I Form, select 'REG' tab in which you have to choose the option 
'Fill ST· I'. AHer fulfilling the criteria one can be redirected to the ST-1, where one 
can fulfill the infom1ation required. ll covers Applicunt's Name, Address, PAN Status 
of client is needed to fill the fom, PAN (if alloned). Applicant's Name as in PAN, 
Constitution of Bus iness. Name of Trustee/Proprietor/HUF. Category of Registration, 
and Nature of Registration. 

The office address of central institution has to be entered in the form. ln case rwo 
premises, it can be regist~red in the same form. Select the option that directs for 
·Services Offered· and then select the services. lrtformation must be fuJJi lled while 
registering. 



When Service Tax Registradon is done online, you will get Acknowledgemenl Slip, 
sign it before completing the hard copy of the ST- I Form that 10 be forwarded 10 the 
com.miss ionera1e. 

When documents are sent ro the comm1ssio11er, those arc verified by the 
superintendent before allowing the Service Tax Registration Cen iticate or will 
intimate you for not accepting your Service Tax Registration, if any of the cases is not 
exercised wit11io two days the Service Ta,x Registracion will be 1hought as granted. 
You have lhe- option 10 choose to get the Service Tax Registration Cenificate tST-2) 
online or by post. When Service Ta,x Registration Certificate is granted, Service Tax 
Number one can get which is 15 characters long. The number obrnin_ed would be used 
in all invoices. 

When one is selected to receive the Service Tax Registration Certificate online one 
can see the ST-2 Fo,m on homepage. If you want at a ghmce, click 011 the 'REG ' tab, 
tl1e.n choose ' View', and lastly sell!ct ' Latest ST-2'. 

Table 4. I; Service Tax Registra tion Certificate 

Income helld II n(}l•r which l f loss could be set If LO$scs co u Id be T ime limit 
Loss ll 11s int urred off in the same year ciirried forward !Intl for carry 

se1 off in subsequertt forward ilod 
year·s set off of 

lone~ 

l 1ndcr l lnder lJntler Under 
tile same any thes.:w,t Any other 

Heird ot.her Henri Rud 
Hend 

I . Salaric\> Income NA NA NA NA NA 
2 House lncume Properly Yc!S Yes Ye~ NQ 8 years 

1 Profit from Bu:;mess 

ti, Busm::s~ whrch rs Yes Ye~ Yes No 8 years 
Non--spcculation I 

h. Sp0culn11011 Yes No Ye:- No 8 yea~ 
Bu~ine:,s 

c. Oeprcci1J1ion which Ye:5 Yes '\'e~ No N.A. 
:i,re un:1hsorl:icd 

d. lnve~tment which or~ Yes Ye~ Ye~ Ye$ 8 year:. 
Un11b~orbcd or 
Dc:velopmcru I 
allowom:c 

4, <.:aru:al protil Yes No Yci> Nu 8 year.~ 
( Shon-tem1 I 

5 C~pital Protir Yes No Yes No S yc.irs 
(Long-1enn) 

6 Other Sources 1111.'0nlc: 

0 Crosswonl Yes No No No NIL 
Puzz.lc. C\'lrd 
Games, Gamblmg. 
or belling uf 3ny 
form 

b. Luss fron, activily Yc.-s No Yb No ~ Years 
,,f owning and 

I maintaining ltacc 
Horse~ 

C. Other /ncornc Y~s Yes Nu No NIL 
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Non-Financial Asset 

Figure 4.J: T ypes of Capital Asset 

This loss could be set off on ly not in favour of the income from owning and 
maintaining race horses . This maiJ1tains a fundamental step of financial controls of 
one's enterprise. The tasks need one should have sufficient information and beITer 
knowledge of principles of timrncial accounting and agreem~nt which can authorise, 
maintain financ ial data and distribute task among employees. Hence one can figu re 
out, fi nancial accounting that permit us to review and jnvigilate such tasks to get 
result nearly . Stable financial records enable financial controls and idea which 
minimise tJ1e hazard of scam and vandalism, which investors have to monitor. 

The newly rules regulated by the Cenh·al Board of Excise and Customs (C.BEC) also 
pennit traders and producers of goods like this 10 demand as much as s ixty per- cent of 
the ioput tax credit on slacks kept 0 11 1101 sold up to JO June Much c redit would be 
pe1111itted for goods which favour GST at eighteen per cent or more than it. for goods 
other than it, credit of forty per cenr would be accessible. If goods where Integrated 
GST (IGST) is paid, a credit of thirty per cent would be provided for those taxa1ion at 
eighteen per cent or above ~nd twe\1ty pe:r cent For products wh'ich is ta))'.ed at lesser 
rates. The rules were ultimate by the OST Council in its meeting on th ird June and are 
supposed to provide some comfort to traders and establishment attained on the stacus 
of list at the period of GST pulled. Requirt:d and registered persons arc assumc.d to 
surrender a disclosure in ninety days of the value of input tax credit to which they are 
designated to. 

Present Ce111ral fa:cise and .St:rvice Tax individuals and VAT traders would be 
migrated to GST. GST migra1ors will be gfwo Provis ional ID and Password by State 
Com1nercia.l Tax Departments/CBEC. 

Provisional IDs will be released to indi viduals having a PAN relevant to their 
registration. An individuaJ would not be given a J>rovi~ional [(} in below cases: 

The PAN included with 1he registration 1s not valid. 

2. Registration of PAN with a State Tax authority and Provisional 10 should be 
provided by the above State Tax authority. 

3. Various registrations of CE/ST a l the same PAN in a State. fn such condition, only 
! Provisional ID would be re leased for 1he hi registration in order of alphabets. 

To include all, the function of JSD is not altered much from that of rhe conventional 
law to the new GST model. But excluding some vital alterations mentioned above. 
a not.her alteration is that the ISO in the GST law wou Id have to file eve,-y month 
returns by 13th of the succeeding month contrns1 ro prcviolls when they had to file 
half-annum returns. 

Providing vi1al relief to car aud customer durables producers it has released the 
ultimate rules and regulations for transformation 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. 

Jf goods where Integrated GST (IGST} is paid. a credit of thirty per cent would be 
provided for those taxation at eighteen per cent 01· ahove and twenty per cent for 



products which is r11xed at !es.c:er rates. The rules were ultimate by the GST Council io 
its meeting on tbird June and are supposed to provide some comfort lo 1rnders and 
establishrne-111 attained on the slatus of list at the period of GST pulled. 

Goods and Services Tax which would be levied by the state and central governments 
encompasses VAT. Service Ta.'\. etc., ru. indirect tax. Individual with PAN no. and 
pe,rson wi1hi11 threshold of GST is IO lakhfl0 lakh or GST limi1 are liable to make 
regis1ration for GST. TDS payer, casual iraders, etc., will be liable to register for OST 
GST will be applied on supply of goods & services in Jndia. CST will be imposed on 
VI\ r, sale,; lax, eKcise duty, customs, service tax, luxury tax etc. GST registra1ion is 
compulsory when supply of goods and services in Lndia takes pl3ce. 

Registration for GST can be completed online through Cenlral Govemmenl or St~ne 
Governrnem. Th~ individunl has to provide an on line application for GST registration 
by util izing .-or,n GST-l including infonnation of tho good~ and services. Online 
payme111 ,.equire<I for the registration fee wi ll be made under GST registrario11. 
Number will be givi:n on submission of application. After submission of the 
application, the Hpplicanr required to print a copy of the form. include the documents 
and send 10 !'lie GST department. On inspection, of the form final GST slip would be 
released by lhc alHhoriz('d officer. GST registration process is sunnised 10 be a,, entire 
on line procedure aljk.e 10 the service tax registration process. 

According 10 (Sect ion 71 0) of Income Tax Act, 1961 an Assesse could carry forward 
the 11,come lossei:, incurred in the head house property up to 8 years immedia1ely 
succeeding the Assessment year in which the loss has i1\curred. This could be adjusted 
only against House properly Income loss. ln this ca~e, an Assesse could file the: 
belated relurn. 

Accoruing to section 72 of Income Tax Act, 1961 an Assesse could carry forward 
non~speculat1vc business loss up to 8 years inSlantly succeeding 1he A ssessment Year 
in which the loss has inl!urred then he should tile !TR within dut> dnre prescribed 
under section 139 (I) of locome Tax Act 1961. then he would not be able to carry 
forward the los!>es. Tit is could be sel off only not in favour of business income 

According ll> secuon 73. Income Losses in speculative businesses could be carried 
forward up 1,0 4 years instantly forwarding the Assessmenl year in which i1 is incurred. 

An Assesse should file The Income Tax Return within due date prescribed 1·0 carry 
fo rward the losses from speculative Business and can be adjusted only against income 
fro1l1 speculation Business. 

According to section 7JA. tncome Losses io Specified business loss C0llld he canied 
forward sub.1cc.:1 to Che following conditions: 

L Income los~ in respect of any specified business refrrred to iii secrion 351\.D 
would not be set off except against prours and gains, 1f any, of any other specified 
bus111e~s. 

2. Jocome luss in specified business has not been wholly ser off. St> mucl1 of the Joss 
a.s b not so s¢l off or rhe whole loss where 1he assesse has uo income from any 
otlier spc,ci ficd bosiness shall be carried forward to 1I1e following assessment year. 

i. This would be set off against the profits and gains. if any, of any specified 
business, carried on by him assessahl.e for that assessment year; anti 

ii. lf the loss not be completely so set off, the amount of loss oor so set off would 
be carried forward 10 the following assessment year and so on. 

In case a person is trnao1e to set off the capital loss in the existing year. both Long 
Tenn loss and Short Term loss would be taken forward immediately for 
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8 Assessment Years. Capital Losses from a business are allowed to be carried forward 
and carrying on of this business is not mandatory. 

Brought Forward Income Losses 

Example: This is observed that Seema ·s enterprise 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, after claiming the deduction 011 

account of depreciation or t 1,00,000, there would be a loss of< I 6,000. This loss is 
on account of depreciation and, therefore, loss of · 16,000 would be Lenned as 
unabsorbed depreciation. 

The office address of central institutions has to be entered in the fonn. In case two 
premist:s ii can be registered in the same form. Select the oplion that directs for 
' Services Offered' and lhcn select the services. Tnformation must be fulfi lled while 
registering. 

When Service Tax Registration is done online, you wi ll get Acknowledgement Slip 
print sign iT before coinpleling the hard copy of the ST- I fonn to be forwarded to U1e 
commissionerate_ 

Set of loss in order ofcapi1al goods, which influence the prov isions of suh~sections (l } 
and (2) of section 17, a~ partially utilised for the intentions of firm and pruiially for 
other inlemions or utilised fo r influencing taxable delivery including zero rated 
delivery and pcirtia]ly fo r influence excluded supplies, would be given to the intentions 
of firm or for impact of taxable delivery in the perusing way. 

4.9 DEDUCTION FROM ANNUAL NET VALUE 
(SECTION 24) 

lJnder section 24(a), each assessee shalt be granted a notional cost equivalent to half a 
percentage of the net yearly value of the home for the nun1erous ex,penses incurred by 
hiin. Actual cost incurred by the assessee will not be taken into accounL 

lnterest on borrowed capital i~ allowed as deduction under section 24(b). 

a, I nterest payab1e on loans made for acquisition, building, repairs or facet ift co□ Id 
be claimed as the deduction. 

b. Interest payable on a new loan is taken to repay the initial loan increased sooner 
for the aforesaid function). can be admissible as a deduction. 

c Interest regarding the year of completion of building can be completely claimed in 
that season in spite of the date of conclusion. 

d. lnterest pnyable on borrowed fund!i for the rime before the preceding year where 
the home has been constructed or acquired, could be claimed as deduction over ,i 
span of Five Y~ars in deduction under section 24(b) to get interested can be found 
on an accrual basis. Therefore, interesr accrued but not paid throughout the year 
may also be maintained as t.he deduction. 

e. Where a purchaser agrees with a vendor to cover the sale price in installments 
together rhe purchaser becomes the debtor. In this scena rio, outstanding purchase 
price could be treated as funding made for obtaining property and attention pa id 
thereon could be allowed us deduction under part. 

f. Interest on outstand ing interest isn't deductible_ 



4.10 lNADMISSlBLE DEDUCTIONS-LOAN TAKEN FROM 
OUTSIDE INDIA (SECTION 2S) 

Jnterest Races under thi~ Act Lhat's payable outside fndia will nol be deduc1ed should: 

a. raxation has not been deducted or paid from these interests 

h. There isn't any individual in India who could be treated as a broker unde1 
Section 163. 

Category lU one house which is self-occupied or unoc-eupird property 
scc1iou 23(2} 

I . Whel'e the House is self-occupied to get house or unoccupied during the prcviow, 
yea,·, ils own annual worth is going to be Nil. No deduc1ion fo, high 1oxalion is 
pennitced with regard l o such lan.d. 

2. The advantage of exemptiort of a single self-occupied ho1t1e is offered only to an 
individual/HUF. 

3. I he say ing "Unoccupied land" identifi{'S a property that cannot l,e inhabiled by 
the proprietor because of his occupation, business or profes~ion in another 
locaiio11 and 11ta1 he resides in such other place ar n co1)scruction no, belo11ging lo 
him 

Cale~o, JH more than one bo w;e which are self-occupied (deemed lo be lcl out 
properly) Section. 23(4) 

a. Wh~re rhe usscssee possesses more than I Land for self-oceupation, rhen the 
earnings from any one of such rand. in the conclusion of tbe assessec. shall be 
calculated under the self-occupied land class and another self
occupied/unoccupied possession will likely be treated as "deemed rented out 
possess ions•·. 

h. This chuic~ could be changed the year later in a way beneficial to the ass~ssec. 

c. tn the event of deemed let-out land, the ALY/Expected Rent shall be accepred 
!-lm~c the GAV. 

d. The issue of consiciering real rer1.l received/receivable doesn't arise. Consequently. 
110 modification is essential due to land remaining vatu11! or unrealized lease_ 

4.11 NOTIONAL lNCOME INSTEAD OF REAL JNCOME 
Under this heat.I or earnings, there are cases. where notio11ol income is clrnrged 10 tax 
rather than actual incom('. For instance-

Annual worth of any one o f these pcoperties, in tl1e conclusion C'f the asscssee, will be 
nil and anolh~r poss~ssions are regarded as let-out . and income 111u&t be c!tlc\tlatcd on 
u notional basis by accepting the ALY/Expected Rent since the GAV. 

Category Tll 

House pr o1>cn y owne-d by the assessee and used for own busioe.s.'i/profession 
section 22h;ection 30: If any Individual owns any Home/house and it is being utilized 
by him within his business/profession, earnings of such construi.:tion won't be 
calculated under the head home property rather earnings shall be compu1cd under 
iniud bUl,1ncss/profession, no lease shall be pennined to be debited to the profit & loss 
account m relation with IJ,is kind of building. The enmings of business or profession 
wil l gc1 increased to this extent and eacb of them costs of this Home will probably be 
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debiled lo the profit anJ loss accounts anc;l deduction unde,t part the cost mjght be 
municipal taxation, repai rs, depreciation, property earnings, floor rent, etc. 

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

ln this case the assessee receives some amount using arrears of rent in respect of any 
house comprising buildings or property appurtenant r,o it. where he's rhe proprietor, the 
sum so received will be chargeable it will be charged to tax because the earnings of 
the prior year where such lease is obtained even when 1he assessee isn't anymore the 
owner of the land. In calculating the income chargeable to tax in resrect of the ir 
arrears therefore obtained. 30 per cent will be pennit1ed as the deduction also 
thcrefote 70% independently \Vil) be chargeable to tax, The deduction of .30 per cent is 
no manet the real cost incurred, 

Sub-felling of Rouse Property Section 56: Jf any Individual has sub-le( -any Home 
property, any earnings received will be rnxable under the head additional resources 
according to component 56 and addi!ional total income will be, lease obtained withou( 
expenditures incurred. 

li1come from House Propel'ty situated outside the territory of India. 

(i) In the event of a ,·esident in India (resideot and ordinarily resident in the event of 
indivkluals and HUF}, then earnings from land located outside India i:; non• 
refundable, if such revenue is brought to lndja or never. 

(ii) lf a gardener but not ordinarily resident in India, earnings from your home located 
outside Jndia is taxable only if it's obtained in India. 

Treatment r~l b,come from co-owned prvperry /Section 26/: Where Land is owned by 
two or more individuals, whose stocks are certain and ascertainable, lheo the earnings 
from such land can't be taxed as income of a11 AOP contained 111 his evaluation in 
which the Horne property possessed by co-owners is allowed outside, the more 
income from such prupeny will be calculated as though the house is owned by a single 
owner and afterward the income so calculated shall be apportiOn1xl among elctcb co• 
owner by the ir particular share. 

The owner of a Horne may sometimes gel rent on consrructiu11 and t1ddit io1ial 
resources lil,e state, plant, furniture and machinery for various services s~pplicd in the 
construcrion. The sum so obtained is called ''composite leasing." 

Where reserve rent includes lease of construction and foes for different services ( lifts. 
safety. e1c.), dun the composite leasing must be broken up in another manlier: 

(a) That rhe amount attributable ro utilize land is to be evalua1ed under section ?? as 
earnings from 'Home property ; 

(b) Thai the amount payable to the usage of service:-. would be to charge with tax 
u11der the head ''Profits and gains''. 

Where reserve leasing is obtained from letting, from construclion and other resources 
(such as forniture) and both lettings aren't !ieparable. 

(a) In the event, the setting from construction and other resources aren't separable. 
i.e., another party doesn't accept leasing from buildings with no other resources. 
and then tbe lease is taxahle either a~ company earnings or earnings ti'orn other 
sources; 

(b) That can be applicable even ,f amount receivable fo r !he two lett ings is fixed 
individually . 



4.13 WHO IS LIABLE TO PAY lNCOME TAX ON THE 
lNCOME FROIVI HOUSE PROPERTY 

According ro seccion 22, the uwner of house property will probably be responsible for 
paying income Taxarion as well as other facets are as supplied below: 

(a) The owner is the individual who's allowed to obtain income from your house in 
his very own righl. 

(b) Rewards comprise both free-holds along with lease-hold righh. 

(e) The individual who owns the construction shouldn't also he the person who owns 
the property on which it stands out. 

(d) The assessee has to be the owner of the ho1ne property during lhe prior calendar 
year. It's not substance if he's the proprietor in the evalua1ion yea,. 

(e) In the evem the name of the possession of this house is cun·enlly under dispute in 
a court of law, rhen (he choice regarding that, are the proprietor chargeable to 
income-tax under section :!.2 will function as those l nconie-inx Depurtmen1 until 
i:lie cow1 gives its decision into the lawsuir filed by th is lanc1. 

4.14 DEEMED OWNERSHIP [SECTION 27} 

According lO section ?.7, the following persons. aJtbough not legal offi~er~ of a house. 
are regarded as the owners for section 22 to 26. 

(i) Trn11s/er .ro (1 spnust> {section )7(i)J: ln the evem of transpon of Home propeny 
by a Person 10 his or her Spouse otherwise than for adequate cons ide,ation, the 
transferor is considered to be the owner of the moved real esrarc. 

Exccptiow But 1n the event of transfer to parmer about 1he a~reement lo reside, 
the transferor will not be re~arded as I.be proprietor. The rrnnsferee is the ow11er of 
the Home property. 

(ii) Trnm/er to" minor child {Section 27(i)/: lo the Trnnspon of I Jome property with 
someone ro his or her lillle child differenlly lhan for adequale con5idernrion. the 
transferor is considered lo be the person who owns this House property moved. 

Exception: But in tile event of transfer to some small married girl, the lra11sferor 
isn't r~g_arded as the proprietor. 

Event Notice: Where money is moved to spouse/minor kid along with the 
transferee acquires home froin lhis money, 

A fterw11rd the transferor v.~11 not be handled as deemed proprietor o f !ht horn~ 
property. Bui. clubbing provisions w ill be drawn. 

(i ii) H older of nn imp<1rtiblt! cst{Lle /Sec1io11 27(ii)j: The ,mpartiblc Property is a 
Home which isn't leg,ally divisible. The holder of an impattihle estate will be 
regarded as the person, owner of all P roperties contained in property , 

Habil is to be evaluated in tbe standing of an HUF. But, pan 27(~7) wi ll conlinut! 
to be relevant in tenns of impartible property by award or covenant. 

(iv) Member of a co-operf1tivl! society etc. /Sectio11 27(iii) /: A.11 Associale of a Socie1y 
tha t is co11ccrted. business or other association of men to whom a structure or part 
thereof is al located or rented under a House Bui ldi11g Scheme of a 
societ)'/coinpany/association. will be deemed to become owner of the building or 
Part thereof :illocated 10 him even though the arnaJgamated society/company/ 
i.nstitu1io11 is the lawful owner of the construction. 
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(v) Person in possession of a property [Section 17(llla)/: Someone who's pe11nitted 
to take or keep this would contain instances where the-

a. Owne.rsh ip of land has hecn passed over to U1e p1,1rchaser 

b. Purchase consideration bas been paid or guaranreed to be paid to the vendor 
from the purchaser 

c. Purchase deed has nor been implemented in favour of the purcha,;er. but 
certain other records like electricity or all attorney/agreement into sell/will ew. 
have already been implemented. 

l.n most of the cases above, the -purchaser will be regarded as the owner of the 
house though Jt isn't enrolled in his name. 

(vi) Pers,m having right i11 a property for a period not less llwn 12 years f Section 
27(iii)/: An In<lividu,al who acquires any rights in or to any other bui lding or a pan 
thereof, by any trade as is known in pan 269UA i.e .• move using lease for tlOt less 
than 12 decades, will be deemed to become whoever owns That building or 
component £hereof. 

Exception: Any rights using lease per month to month or twu .for a tirnt! not 
exceeding a year. 

4.JS INCOME UNDER THE HEAD HOUSE PROPERTY 
WITHOUT HAVING ANY HOUSE PROPERTY 

Occasionally an individual lrns the income below lhe head Home property although he 
doesn't have home property. Suc.:h cases art': 

1. Unrealised Rem - Section 25AA: Where the as.sessee can't realizt' rent by a house. 
let out into a renter and then. the assessee has realised any sum in respe<.:t. of the 
lease, the amount so realized ,,viii be det!med lo be income chargeable beneath the 
head ''Tncome from house property" and consequently billed to incoine-tax 
because the earnings of the pre~ ious year where such lease is calcu lated whether 
or 11ot the assessee is the proprietor of the property because of past 1.:akndar year. 

,., Arrears of rent -Sectio11 .258: Where !he assessee: 

a. Would be that the owner of any land comprising any lands or buildings 
appu1tenant to it tl1at is lei lo a renter and 

b. Has obtained soltle sum, by way or arrears of rent in such land, not billed to· 
income-tax to gel any preceding year, the an10unl obtained, after deducting an 
amount equivalent lo 30 per cent of the amount, will be required to be the 
amount of the previous year where such lease is obtained, iFthe assessee is Ille 
owner of the land in this year rather Lhan previous. 

3. Deemed Ownership - Sectio11 27(i): A Person who nrnves differently than for 
adequate Atte111ion any home property for their Spouse, not heing a move in 
connection with the agreemen\ to reside, or to your small child noL being a 
married girl. wi ll be regarded a!i the owner of the home proptirt)' so moved. So 
even in this scenario this individ111tl will be regarded as the owner of the house 
a lthough ht: doesn't possess the Real Estnte. 

That was a detruled report explaining all tht: major e lements of lnconw from 
House Property from section 22 to section 27. 

TJ1at is the only real head of revenue, which notional taxation earnings (except 
under specific conditions under-funding gains, income -fi-om various sources). The 
taxability may .oot always be of a11thentic rent or earnings acqufred> but the 



probable e,arnings that the property is capable of yielding. While self~occupied and 
renting, land is at the purview beneath this thougbr, income from vacant residenc1.> 
is dealt with below the brain earnings from various sources_ 

Check \ 'our Progres. 

Fill in the blanks: 

I. lncome from house property is just one of the taxable minds of ean,i11gs 
according to the -----------

2. The lsind should e-011sist of to it, ---------
3. ______ is the rent charged in circumstances where the assessee 

doesn't only ler-oul a ho111e, but also provides additional amenities . 

LI , A person sha ll be _ _____ of a house once the record of 1irlo to 
Lhe house is i11 his lillc. 

5. ______ , i.e., Prope1ty that's in the occupation of the proprieror 
with the goal of his res idence and he doesn'r derive a11y other advantage 
from it 

6. _____ _ , 1.e.1 rental value determined by tbt: municipality fot lhe 
purpose of charging Civ il taxation. 

4. 16 LET US SUM UP 

• Income from house property 1s j ust one of the taxable minds of earn ing.s according 
to the Income Tax action. It represen1s the income earned by a propeny by their 
owner. 

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

• Composite rent is the re111 charged in circumstanc~ where the assessee doesn't 
only (et,uul a home, but also provides addirional amenirie~. 

• lf from arrangement bctwet!I\ two parties, it had been obvious l'llllt the primary 
thing was LO let-oul portion of said Land with added right of utilizing furni ture and 
fittings and uther common ameniries, then rem billed from month 10 moo1h ·s 
revenue derived from said property and can be assessable as income from Home. 

A person shall bt' deemed as the owner of a house once the record of title to the 
house is in his title. 

• The yearly value of land comprising any construction or propcny appurtenant 
{belonging) to ii , excepl such land that's used by the assessee for both busjness 
and profes.i;ion, will be the taxable price. 

• Gross Annual Value (GAV) of land will likely be required to ascertain the yearly 
value, which can be grl!atc:r of the amount for wh ich 1hc land mny reasonably be 
expected 1CI let from year to yea r. 

• After amounts, will likely be deducted while ascertaining GA V: The quanrily of 
municipal tn.x accomplished from a renter. 

• Gross )'e:u ly worth usually means the fair rental value of a home. l f s computed 
with the supr,ort of 4 spares. 
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• When property taxes levied by a locaJ au.thority for a particular preceding year is 
not paid during this season. no deduction shall be allowed in the computation of 
income from house properry for this year, 

• In the event of land situated outside India, taxes imposed by local jurisdiction of 
the country where the house is located allowable. 

• If the house is partially le1 outside and partially vacant, in these instances expected 
lease should be calculnted for 12 weeks. 

• As per section 70, if any individual has loss from any home property, such 
reduct ion can be put away from earnings of another home propei1'y and iL1s known 
as inter-source modification or intra-head inodiftc:Hion. 

• Un realised rent means such !ease thar's irrecoverable and is regarded as red\jction, 
'i.e., poor debt and ,vhile computing rent received or receivable, for example, 
unrealised lease will probably be excluded, and GAV will be great.er of 
anticipated rent and lease receiv~d/rcceivablc (no particular treatment for exarnple 
vacancy). 

• Under section 14(a), ~ch assessee shall be granted a no(1onal cost equivalent to 
half a percentage of the net yearly value of the home for the numerous expenses 
incurred by him. Actual cos1 incurred hy the assessee will .not be taken into 
account. 

• Where the house js self-occupied lo get house or unoccupied during the previous 
year, its own annual worth is go ing to be- Nil. No deduction for high taxation is 
permitted with regard to such land. 

• Where the assessee possesses more than I Land for self-occupation, then che 
earnings from any one of such land, in the conclusion of the assessee, shall be 
calculated under lhe self-occupied land clasi; and another se)f .. 
occupied/unoccupied poss~ssioo will likely be t'feaLed as ''deemed rented out 
possessions" , 

• Annual worth of an:y one of tht!se properties, in the conclusion of the assessee. 
wi \I be nil and another possessions arc regarded as let-out, and income must be 
calculated on a notional basis b)' accepting the AL V /Expected Renl since the 
GAV. 

• If any lodividual owns any Home/house and it is be ing utilized by him within his 
business/profession, earnings of such construction won't be calculated under the 
head home property rather earnings shall be computed under mind 
husinesslprofession, no lease shall be permitlcd to be debited to the profrt & loss 
account in relation wit.h this kind of building. 

4.J 7 LESSON END ACTIVJTY 

Prepare a report on income tax laws for house property and give a presentatjon. 

4.18 KEYWORDS 

Income from housl! property: It represents the income earned by a property b)' their 
owner. 

Taxable value: The yearry valut: of lao.<l comprising any construction or property 
appurtenant (belonging) to it, except such land that's used by U1e assesse~ for both 
bus iness and profession, will be the t,1xable price. 



Unrealised reni: Unrealised rent means suoh lease that's irrecovecable and is 
regarded as reduction. i.e ., poor debt 

Gross yearly wortJ, : Gross yearly worth usually means the fai r rental value of a home. 
It' s computed with the support of4 spares. 

4.19 QUESTIONS FOR DISCUSSJON 

l . Describe how is income from house property is extracted as per secrion (22-27) of 
Jncome Tax Law, 

2, What is composile rt:nt? Discuss in detail. 

3. Explain the concept of taxable value, 

4. Wl1al is deemed ownership? Explain in detail, 

Check Your Progress: Model Answer 

1- Income Tax action 

2. IJuilding or Property Appurtenanl 

J . Co1nposite rent 

4. Deemed as an owner 

5. Self-occupied propett)' 

6. Municipal valuation 

4.20 SUGGESTED READINGS 
B.B. Lal. Income Tax, Pearson, New Delhi . 

N. Harihnran, Income Tax: Law & Pr-aL·tice 2£. Tata McGraw Hill, New Delh i. 

V. Balachandran, S. Thothadri, Taxa1ion Law und Practice, Volume 1, PHJ Learning.. 
New Delh i. 
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5.0 AIMS AND OBJECTIVES 

A fter studying this lesson. you should be able to: 

• Explain the meaning o f business 

• Discuss the methods for computing taxable income and calculating depreciation 

• Explain 1he specu lative business income 

• Describe the scope of business incom~ 



5.1 INTRODUCTION 

Dusiness is an activity of purchase a.od sell of goods with lhc intention of making 
profit. Profession is an occupation requiring intellectual skill E g. r>oc1or. Lawyer etc 
Vocation is an activicy, which requires a special skill. which is used to earn income 
e.g. Painter, Singer etc. For income la:< purpose there is no difference be1wcen 
business i.ocome. profession income and vocation income. 

Section 2 (13) Bu~iness includes any trade, commerce or mruiufocture or ,lfl)' 

adventure or co11c1:m in the nature of trade., commerce or ma.nu fac1ure. 

Thus business 1s any activity carried out with the intention Lo e.arn profit. whelher such 
an activity i~ continuous or temporary is immaterial. 111 determining whether a 
particular m1nsac1ion is an adventure in rhe nature of trade or not, total impression and 
effect of all relevant facts and circumstances of rhe transaction have to be seen. To 
hring a transaction within 1.he term "busi.ness", LIie transaction mus! he a " trade'' or in 
the nature ol '·trade". 1-Ience everything depends upon rhe facts arid circumstances o( 
the case. E.g. A. person making investment of surplus funds in shares or rlebenh1res 
cannot be dee,nt!d ro be carry i,1g on the business of trnding in shares although 
01.:casionally he may be selling "some .. shares or debentures and making gains thereon. 

5.2 WHAT JS A BUSINESS? 

Business, quite sin1ply rneans an occupation carried on by someone who has a view to 

bringing in profit. 

Business con loins any of the following. 

• Trade 

• Commerce 

• Manufacturing 

tven delivering services 10 otht r people is also considNed as bu~iness. 

For, l!.g .. hnving a store. nmnrng a hotel, transport, traveJ service, !>hare broking, de. 

Busi11ess dol!.sll'1 include income from profession or venture firm. 

5.2. t Business: Section 2 (13) 

As per rhe Sedion 2( l3), business has been defined as any system related to any trade, 
c;oinmerce or manufac1ure or any adventure or concem like lrade, co111111erce or 
manufacture, 

From the al>ovc: d~fi11ilion, we can make out that business meanc;. :\ny continuous or 

systematic way of carrying out a profession. 

Profossion can he described as a vocation, or even a project requiring some idea 
particular skill. and distinctwe understanding. 

So profession identities those ac1ions where che livelihood is made froru rhe men 
through their rnunual or it11ellectual skill as follow~: 

• Legal 

• Medical 

• Engineering 

• Chartered A.:countant 

• Architectural etc. 
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Any income earned by an individual from the above-l isted activities will be taxed 
under the head Income from Business and Profession. 

5.3 METHODS OF COMPUTING TAXABLE JNCOME 

Producl Sales or Gross penalties since the case might be are to be considered as the 
base when Receipt and Pay ment A/C are given. From this Gross Income costs that are 
specially allowed by the income, tax act would be deducted to arrive ar taxable 
earnings. 

ff profits & reducrion o r income and cost ale is Provided Net Profit bas b~en taken as 
the hasc, 

5.3.1 Basis of Charge; Section 28 

Unddr Sel'.'tion 28 the following would be- the earnings chargeable co income tax for 
business or profession: 

( I) Profits and Benefits of al most any business or profession that's taken on by th~ 
assessee at a11y time throughout rhe prior calendar year, 

(2) Any reimbursement or any payment due to or obtained by an asse-ssee for 
reducl ion of bureall due to conclusion or aJreration of provisions. 

(J) Income derived with a transactiort, professional or a comparable institution for 
c~rtain services perfonned because of its own members. 

(4) Any gain available on a perm1t given beneath imports (controllers) Order 1955 
made beneath Imports & Exports (controller) Act of 1947, 

(5) Any money help (with whatever name called) received or lien against ex.ports 
beneath. 

(6) Any obligation of customs or excise reimbursed or repayable as downside Lo soine 
individual against 

(7) /\ny gain on lhe move of this duty entitlement pass book scheme beneath export
import rolicy 

(8) A ny gain ,m the move of this Duly-Free replen,isbmcnt certificate uoder the: 
export-import policy. 

E.xercise or business of a livelihood, e.g., A ta.lent received by the lawyer from bis 
customer's. 

(9) Amount lien or received in money or kind under an arrangement for not carrying 
out any activHy regarding any firm or perhaps not discussing some discover the 
way. copyright. patent, commerce mark, permit franchise or anothet company 0 1 

business directly of similar character or techniqu~ or information prone to help 
the processing or manufucture of goods and supply of services. 

( ) 0) Any amount received for example bonus under Keyman insurance p Ian. 

( 11) Any amount obtained (or lien) in kind or cash, due to any capital asset (besides. 
land or goodwill or finc:inciaJ tool) has been demolished. destroyed, 10s1 or moved, 
in tl1e event, t.bc whole of this cost on such capital advantage was enabled because 
of deduction under S.ECTlON 35A D. 

( 14)Revenuc by a speculative organizntion. 



5.4 DEDUCTIONS FOR EXPENSES SPECIFICALLY 
ALLOWED U/S (30-43D) 

I . Rent, rares, ta.'C~S. rept1irs, a,ul im:ura11ce of building (Section 30): 

(a) If assessee lu1s occupied the premises as a tenant. rent of the: premises and 
when he has agreed to bear expense of fixes, such cos! is nllowcd as 
d~duction. given II isn't of Capiwl form. 

(b) Lf the assessee hos occupied premises as the owner: repairs, \Jropcny revenue, 
local ta.~es, insurance premium, ere .. arc allo\vc<l us deduction. But no 
expendirurl? in rite form o f funding spendjng is allowed. 

2, Repair.fl & Insurance of Machinery, PLam & Furniture (Section J !): Amount 
paid due 10 repairs and insurance premium against the danger of harm regarding 
machinery. plant & furniture are a llowed as deduction g 1vc11 that they're not of 
capital character, 

3. Deprect'i11io11 11/s 32: Under Section 32 depre..:iation on 11sscts is allowed as a 
deduction, wJ)ife computing income from business or profess ion. To claim this 
deduction after condiciuns should be satisfied: 

(a) Assessee should be the owner of the asset. 

(b) The asl\et has to be utilized for the b~iness. 

{c) Such use must maintain che previous calendo.r yea.I'. 

Depre..:1atioo is allowt:d I1o t o n individual asset items. but on block or propert) 
under tile followi11g categories: 

Furniture 

2. PIFtnr & .Machmery 

3, Buildings 

J . Intangible Asst:t'S acquired after March 3 1. 1998. such as - ~rndemarks, 
licenses. franchisci; or any olher business or commercial rigll'ls of similar 
MIture. 

The term · plant' includes sbips, vehicles. books. scientific devices a11d surgical 
equipment utilized for your own business but excludes tea plantations or live 
in ven101y. 

If ::my asset fa lling in block of tesources i, obtained during the yenr and place to 
use during the previous season for less 1han I 80 doys· depreciation on such 
strength shall be restricted lO 50 per cenl of the standard reduction, 

No d~preciation is permitted on the motor car which 1.s ma1111focturcd out of tndia 
and acquired 0 11 or after 1st March 1975 bu1 hefore 1st April 2001 Howc,·er, lhis 
(t:Sll iCtlOI\ does J\01 apply if: 

l Assessee carries on a bus iness ofrunning !he car on the hire for tourist. or 

2. If the assessee is using the car outside India becouse of h.is business in a 
tl iffercnt country 

J . If business is carried on in a building not owned by lhe assussee but acquired 
on lease or 

A ny addit\ona1 0t;eupa1H:y right and any capita l expendilure are incurred by him in 
respect of this co11struc.tion such expenditure will be considered as the cost of the 
asset as ifhe is the owner of tl1is property. 
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Depreciation 1s a process of systematic reduction in the recorded cost of a fixed asset. 
Fixed ass.ers coL1ld be depreciated are huildlngs, furniture, leasehold improvements, 
and office equipment. Land is rhe only exception, which is not depreciated. The usage 
of implementing depreciation is 10 cover a portion of the cost of a fixed asset to the 
revenue tha( it generates; this is compulsory under lhe matching principle, where we 
could record revenues wirh their associated expenses in the same reporting perfod jo 
order to give a complete pic ture of the results of a revenue-generating transaction. The 
aggregate effect of depreciation is a s low decline in tlte alrea<ly reporred available 
amounl o f fixed assets on the balance sheet. 

Steps to Calculate Depreciation io Business 

Following three methods used to compute depreciation. They are: 

I . S1.raight line method 

2. Unit of production method 

3. Double-declining, balance metlwd 

T hree main inputs are necessary to compute dcprecia11on: 

l , Ureful life: It is the 1i1ne period in which the company ponders the fixed asset 
to be productive. Apart from its usefu l life, the fixed asset is no longer cost 
effective to continue the oµerat ion of the assel Not /ikt! the Anti-Dumping 
Duty, the levy of Safeguard Duty would not requisite che centra l government 
to estimate a good is to be imported at a le!iser price of the market cost. 
Safeguard Duty is ltvied if the government dec lares a sudden hike in export.-. 
or claims to create risk.y hazard to a priv ate sector Release of notice relating 
lo the levy of Safeguard Duty has validiry for 4 years with the probabil iry with 
e.xpansion of IO years. 

Depreciation is co"trolled by commission rt'leascs an allowance for 1he levy 
of a Preventive Dul) . the central government would s~lect to levy these at a 
rate which would not be succe~ded tha,t prescribed ihrough Tariff 
Commission. The central government could spec ialise the time up to which 
the preventive duty would be implernen\ed minimise or expand the t·itne, and 
ftx the efficient rate. 

2. Salvage Value: After the useful life of the fi,xtu asset, the organisation should 
consider selling it at a reduced amount. This is lmown as the salvage value of 
the asse t. The document has to be re leased in 1hirty days of l st July the 
planned GST pulling dare. The profic iency would, although be segregated o f 
the lransformution plan, means. ·who is util ising it would not be required to 
allegate input tax credit on not sold goods. The CBEC has even notified of a 
various· fine and utilisi11g "provisions for recovery of credit, interest and fine 
i11 the CENVAT Credir Rules. 2004" not in fovour of producers who collect 
I.ax cre<lit two times on the similar goods. Traders and producers would be 
assumed to submit an on line disclosure in sixty days on the GSTN. 

ll provides financial data in such a way which depic1 smoorh business 
performance function . As an owner of a firm, one can use financial 
accounting to advances ratio analysis and practise these ratios to execute 
significant infonnation of numerous dimension of an expansive firm. Cash 
position of an enterprise can be ana lysed by profit or sales ralio and by 
contrast it with your past execution or the observation of competitors. 
Financial accounting helps you formulate your ti.Jture course of ac1io11 or 



strotegy and mens11re the succeSs of this $tra1egy with the financial 
infonn11tion produced from anotl1er period. To be purposeful, value-lldded 
task, financial accounting of a finn should follow some delegation. It should 
be pc!t1inent enables data stakeholder domination. Financial accounting must 
be acceptable, so the cost of presenting rhis information shou ld not exceed its 
benefit Tht' infonnation that you presenc must be consistent, and you must 
meticulously follow the same accounting prmc1ple!, for all records. In each 
and every ta;.. system, for identification of tax payers there is require,m:nl of 
registration to safeguard tax consent in the tlconoiny. Under the GST Law 
registration of any enterprise or firm signify collecting a unique number from 
tall. authorities to obtain tax from government side and 10 account Input Tax 
Credit for the taxes on his inbound stores. If a person is not regisltred under 
GST can neithc:( c:o llec1 ta,x from his cornrnmers nor c laim any input Tax 
Credit of tax paid by them. 

If we will talk about nature of registration then it is State specific i,nd PAN 
bl\Sed. Provider fro1n where he is supplying has 1u register in particular Stat~ 
or Union Territory . The provider is given a 15-digit GST identification 
numbec called ''GS1 JN'' under GST registralion. and a certilicatioo of 
registration including GSTIN provided to the applicant on the GSTN po nul. 
OST law c;ug~ests particular process for registration, also for the extension of 
the operation pt:riod of informal or Non-Resident taxable tndivicluals Such 
p~rsons have to apply lor registration before five dAys in advance to making 
any suppl) before it /\nd registration is approved or operational lime period is 
increased only after advance deposit of the progressive ta~ liability. 

Jf supplies to agencies like, multinational financial institutio11s, UN 
organization aod other organizations, a unique ide-ntificatio11 number (U1N) i!. 
allot1ed. fhe newly rules regulated by the Central Board of Excise and 
Customs (CBEC) also permit traders and producers of goods like th is to 
deina11d as much as sixty per cent of the input la'\ credit on stock.s kept on nol 
sold up to thirty J\lnc. Much credit would be permitted for goods which favour 
0ST at eighteen per cl!nt 01 much than it. for goods other tha.rt irl credit of 
forty pt!r cent would he accessible. 

lf goods whcrf" l111egrated GST (TGST) is paid, a c1·edi1 of 1birty per cent 
would be provided for lhose taxation at eighteen per cent or above and 1we111y 
per cent for products which is taxed at lesser rates. fhe rules were ultimate by 
lhe GST Council in its 111eeting on third June and are supposed tu provide 
some con1 fo11 10 trader~ and establishment attained on the sHi.tt,s of list al rJ1e 
pel'iod of GST pulled, Required and regisrercd persons are assumed to 
S\lrrender a disclosure in ninety days of the value of input tax credit to which 
they are designat<d to. 

3. n,e Co.w <>/ the AS!,~t: (c classifies taxes. shipping. and preparation/setup 
expenses. 

In each and every tax system, for identifica1ion of lax payers 1heTe is 
req uireine 111 of registration to safeguard tax consent in lhe economy. Under 
tlie OST L,ow registration of any enterprise or fim1 signify collecting a unique 
number from tal\ authorities to obtain tax from government side and to 
account lnpu1 fax Credit for the taxes on his inbound stores. If a person is not 
registered under GST can neither collect tax from his consumers nor claim 
r1ny u1put Tax Credit of tax paid by them. If we will talk about 11atUre of 
regh;tra'lion then it is State specific and PAN based. Provider from where he Is 
supplying hru. 10 register in particular State or Union territory , 
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The provider is given a l5•digit GST identific.arion number called "GSTIN'' 
under GST regisrration, and a certification of registration including GSTIN 
provided to the applicani on the GSTN portal. GST law suggests particular 
process for registration, also for the extension of the operation period of 
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 opcra110nal time period is increased only after 
advance deposit of 

It provides financial data 1n such a way which depict smooth business 
performance fun~tion. As an owner of a firm, one can use financial 
accounting to advances ratio analysis and practise these ratios to execute 
significant information of numerous dimension ofan expansive tinn . 

Cash position of 1111 enterprise can be analysed by profit or sales ratio and by 
contrast it with your past execution OF the observation of competitors. 
Financial accounting helps you formulate your fut-ure course of actio11 or 
strategy and measure the sucl:css of thi!) strategy with the financial 
information produced from another period. To be purl)oseful. value-added 
task, financial accounring of a firm s hould follow some delegacion. ll should 
be pertinent t:nables data 5lakeholder domination. Financial accounting must 
be acceptable, so the cost of presenting this information should not exceed its 
benefit. The infon11a1ion that y0\1 present must be consistent aod you must 
meticulously follow the same accounting principles for all records. Tn each 
and every tax syslcm, for identification of tax. payerS- there is requirement of 
registTation to safoguard tax consent in the economy. Under the GST Law 
registration of any enterprise or tinn signify collecting a unique number from 
tax aurhorities to ohtain tax from government side and ro account lnput Ta>: 
Credit for lhe taxc5 on his inbound stores. If a person is not registered under 
GST can neither collect tn/t frorn nis coosumers nor c laim any input Tax 
Credit of lax paid by them. 

Deprecicttio11 Problems 

lf we will lalk about nalur,e of registration then it is State specific and PAN based, 
Provider from where he is supplying llas to register in particular State or Union 
territory. The provider is given a 15-digit GST identification number called "GSTfN" 
under GST registration, and a certification of registra1ion including GSTfN provided 
to the applicant on the GSTN portal. GST law suggests particular process for 
regislralion. 

Non-Resident taxable individuals. Such persons have to apply for registration before 
live days in advance to ma.king any supply before it. And registration is approved or 
operational time period is increased only after advance deposit of the progressive tax 
liability. 

The newly rules regulated by the Cen lral Board of Excii:;e and Customs (CBEC) also 
pennit traders and producers of goods like rhis to demand as much as sixty per cent of 
the input tax credit on scocks kept 011 not sold up to thirty June. Much credit would be 
permitted for goods wh ich favour GST at eighteen per cent or much than it for goods 
other than it, credit of forty per cent would be accessible. }f goods where Integrated 
GST (IGST) is paid, a credit o f thirty per cent woiild be provided for those taxation a1 

eighteen per cent or above and twenty per cent for products which is t~xed ar lesser 
rates. 1l1e rules were ultjmate by the GST Council in its 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. Reciuired and registered persons are assumed to 



surrender a disclosure in ninety days of the value of input lax credit 10 which they are 
designated to. 

If supplies to agencies like. mulrjnational financial institutions, UN organization and 
oiher organizations. a unique identification number (UIN) is allotted. The newly rules 
regulated by the Central Board of E.xcise and Customs (CBEC) also perrni1 traders an<l 
producers of goods like this to demand as much as sixty per cent of the input lax credit 
on stock::. kepi on not sold up co thirty June. Much credit would be permitted for goods 
which favour GST at eighteen per cent or much than it. For goods other than it. credit 
of fony per c~nt would be a,cessible. 

tr goods where Integrated GST (!GS'() is paid, a credit of thirty per cent would be 
provided for those taxation at eighteen per cent or above and 1wenty per cent for 
producrs which is laxcd at l~sser rates. The rules were ultimate by the GST Co11nc il in 
its meeting on rhird June and are supposed to provide some comfort to traders und 
establishinenr attained on the !itatus of list al the period of GST pulled. Required and 
registered persons are assumed to su1Tender a disclosure in ninety days of the VHlue of 
input tax creel it 10 which tht!y are designated to. 

Types of f)epre<:iMiOn 

I. S,raighr /inc- Dcpreciution Me1hod: lt is vital method of all. Jt considers simple 
ul location or an even rate of depreciation every year over th~ useful life of the 
asse-t. Tht! formula for straighr line depr~ciat ion is: 

Annual Depreciation Expense : (Asset cost- R.esidu;il Value)/ 
Useful life of the asser 

Example: Let us n manufa~ruring enterprise purchases a machinery for 
f 100,000 and the useful life of lhe machinery are lO years und the remaining 
value of 1he machinery is~ 20,000 

A nnvul Oep,t:ciation Bxpcnse = ( I 00,000-20,000)/ I 0 : { ~.000 

f'hus tli~ enterprise can 1ake ~ 8000 as the depreciation expense every ye3r over 
the next ten years as shown in depreciation table below. 

Yeur Origin of eost - Rc-sidual Value Dcprt1da11on e~pcns~ 

I { 80000 f8000 

:! t 80000 ~ 8000 

.\ { 80000 f kOOO 

4 t ~wooo t 1!000 

5 ~ 80000 '{ 8000 

c; f 80000 t 8()()() 

7 f 80000 t 8()(1() 

8 t 80000 ? IIOOO 

9 <' 80000 { 8000 

I() '{ 80000 ~ 8000 

77 
Income (tom 8n, 111e"5 

~md Prof~SIOn 



78 
Income lru< l~w and Prnctice~ 

As per Section 23 oftb.e. Act. A fariner in respect of supply of his farmland production 
as individual specially doing delivery of non-taxable will not be feasible for GST 
registration. Includ ing, the CBEC issued the draft credit transfer document to access 
further on full credit of exci.~e duty to a trader for not sold stocks previous the last of 
the mo111h. But, this facility wou ld be accessible only for high-end goods costed over 
~ 25,000 that '·are examinable as a different number, like engine number of a car". 

T he document has to be released io thirty days of 1 M July the planned GST pulli ng 
date. The proficiency would, all'hough be segregated of the transformation ph,n. 
means. who is utilising it would not be required to allegate input lax cred it on not sold 
goods. The CBEC has even notified of a various fine and utilising. '·provisions for 
recovery M credit, interest and fine in the CENVA T Credit Rules, 2004" not in favour 
of producers who collect tax credit two times on the simih1r goods. Traders and 
producers would be assumed to submit an online disclosure in sixty days on the 
GSTN. 

The central government would levy an an ti-dumping duty if 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 ~nd average cost. It ts not 
applicable to goods imported by units in Free Trade Zones (FTZs Export Orien1ed 
Units (EOU)) and Special Economic Zones (SEZs). In case if importer is released by 
the central governme11t then impo~ilion of Anti-Dumping duty, the release would be 
valid for 5 years with the probability of being expanded to 10 years. 

Not like the Anti-Dumping Duty, the 1evy of Safeguard Duty would nor requisite the 
central g.overnrnenr to estimate a good is to be imported at lesser from market cost. 
Safeguard Duty is levied if the govern ment declares that a 011 a sudden hike in exports 
is reason. (H claims to create risky hazard to a private sector. Release of notice relating 
to the levy of Safeguard Oury have valid ity for 4 ye.ars with the probability with 
expansion of 10 years. 

Preventive duty ,s levied to protecl private industry from imports. lo case, if the Tanff 
Co1t1missio11 re leases an allowi)nce for Lhe levy of a Preventive Duty, the central 
government wou ld select to levy these at a rate which would not be succeeded that 
prescri bed tbrough Tariff Commission. The centrnl government could specialise rhe 
time up co which the preventive duty would being implemented minimise or expand 
the time. and fix the efficient rate. 

E.ducation Cess is imposed at 2% and Higher Education Cess at l % of the tota I of 
customs duties. It is not exclusive of Safeguard Dvty, Countervailing Duty on related 
articles, or Anti-Dumping Dul)'. although. 

On exporting or importing o-f gootls from India, the enterprise or person sho\ild 
receive an Import Export Code or TE Code from the Directorate General of Foreign 
rrade. IE Code t:ould be rect·1ved hy the organisation on receiving of PAN and 
opening a bank act:ount. 

As an importer or exporter slwuld be registered Terms of Sa1e is negotiated. Export 
formalit,es a,~d responsibilities towards sale proceed should be understood. 
Understan<li,lg of documentation on Custom duty Custom formalities to be completed 
and doc;uments is obtain~d for exports. Submitted to the Bank for onward transmission 
to purchaser Sale Proceeds is rt!ceived. Accounting is an integral part of accountability 
commonly known as recording the transaction, summarising, reponing and analysing 
1he numerical figures to understand the financial position of a company/firm to 
monitor the progressive success or bankruptcy of a business i11 terms of monetary 
rneasure. Certain steps are followed for keeping rec,ords in accounts by an accountant 
to maintain a steady function of a running enterprise. Whereas Auditing in VAT 



means Value added tax is the differem.:e of Vah1e added lax inpul and Val\Je added 
Tax Olllpul. 

This Auditing of VAT is performed by a Tax auditor or 1n1thorised tax officer to 
ascertain the traders who is deceiving the Indian govt by noc paying ta.X thus 
collapsing the tnd iao economy. To sucl1 offenders penalties are applicable to punish 
tbem to operate the accuracy of accounts, bookkeeping and documents tt>kv:mt to it. 
Sometimes, traders who is creating errors due to lack of in forma1ion or s lighl 
negligence. in such case la.\ authorities helps such dealers to rectify lhc mil\H1kcs and 
assist in VAT auditing so that they can provide a valid explanotion :ibou1 the-ir 
business detai Is. 

l t provides financial data in such a way which depict smooth business perforrnance 
function. As an owne·, of ll firm, one can use. financial accounting 10 advances ratio 
analysis and practise these ratios to execute significant information <.)f numerous 
dimension of an expansive fim1. 

Cash position o f an enterprjse can be analysed by profi1 or sales rntio und by contrnsl 
it with yom r nst execution 0 1 the observation of compe1i1ors. Financial accounting 
helps you fom1u lot~ your future course of action or strategy and mcnsure 11Jc c;uccess 
of this Sl1 ategy wi1h the financial information produced from another period. To be 
purposeful. vnh,e-added rnsk, Gna11ciaJ accounting of a tirm should follow some 
delegation, lt should be pertinent enables data stal-eholder dominution. Fimmcial 
accounting must be acceptable, so the cost of presenting this informarinn hould no1 
exceed its benefit. The information that you present must be consisttnl, nnd you rn\1Sl 
meticulously follow the same accounting principles for all rec<>rds. In each and every 
ta>. system. for identification of tax payers there is requirement of rcgi~lration to 
safeguard rax consem in the economy. Under the GST Law reg.is1ra1ioo of any 
enterprise or fi rm s ignify collecting a uniqoe number from tax amhoritiec; lo obrain tax 
from government side and lo account Input Tax Credit for 1he 1aJ1;eS on hi~ inbound 
stores. If a r,erso11 is not registered under GST can neither co!le<:1 la/\ from his 
consulllers nor clairn any lnplll Tax Credit of tax paid by them. 

If we "vii! talk about nature of registration then it is State spec ific and P/\N based. 
Provider from where he is supplying has to registel' in particular Stale or Union 
territory. 711e prov ider is given a I 5-digit GST identification number call!!d ··GSTIN" 
under GST registration, and a certification of registration including GS flN prov ided 
to the applicant on lhe GSTN portal. OST law suggests pMt icular process for 
registra1ion, olso for 1he extension of the operation period of informa l o, Non Resident 
lax.able individuals. Such persons have to apply for registrntion bcfort- fi ve days in 
advance 10 making any supply before it. And registratioll is approved or opera1io 11al 
1 ime period is increased only alter advance deposit of the progressive lai\ liahilily. 

If supplic$ lO agencies like, multinational financial institutions, UN organization and 
nther organizations, a uni4ue identification number (UlN) is allott~d. rhe newly rule$ 
regulated by tbe Central Ooa.rd of Excise and Cuscoms (CDEC) also permit traders and 
producers of goods fike this to demand as much as si.~1y per cenl ol the: inpur ta~ credil 
on stocks kept on not sold up to thirty June. Much credit would be perm1ued for goods 
which favour GST al eighteen per cent or much than il. for goods och1:r than it, i:redit 
of fony per cl!nt wou Id be accessible. 

(f goods where lntegra1ed GST (lGST) is paid, a credit of t.hirty per cent would be 
provided for those rnxat io n at eightt!en per cent or above and twenty per ec111 for 
products which is taxed at lesser rates. The rules were ultimate by lhe OST CotJncil in 
its meeting on third June mid are supposed to provide some comfort to ttaders and 
establishmen! attained on the status of list at the period of GST pul led. Required and 
registered persons are assumed to surrender a disclosure in ninety days of lhc v,ilue of 
inplll ta.x credit to which they are designated to. 
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If goods where lnteg,ra1ed GST (IGST) 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 rares. The rules were ultimate by the GST Council in 
its meeting on thjrd June and are supposed to provide some comfort lo 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 1n ninety days of the value of 
input tax credit to which they are designated 10. 

Building Depreciation Sched1tles 

It provides financial data in such a way which depict smooth business performance 
function. As an owner of a firm, one can use financial accounting to advanl'CS ratio 
analysis and practise these ratios to exec1,1te signifo.:imt information of numerous 
dimension of an expansive firm. Ca.o;h position of an enterprise can be analysed by 
profit or sales ratio and by contrnst it with your pasr execution or the ob~ervation of 
competitors. Financial accounting helps you fom111 late your future course of action or 
strategy and measure the success of lhis strategy with r.hc financial in formation 
produced from another period. To be purposeful. value-added Lask. financial 
accounting of a finn should fo llow some delegation. h should be pertinent enables 
dala stakeholder domfnarion. F.inancial accounting must be acceptable, so rhe co.st of 
presenting this information should nor exceed its benefit. 

Easy, simple procedure as taxes wollld be simpler majorly, and an enterprise would 
reali.,i:e the smooth flow of goods in respected state. The GST is a vital proce!>s for fai r 
governance and ont: have not to WOil)' about taxes at many times. I3ringing ITC Rules 
for Cornman Credit in OST i.e. Taxable delivery ,organization and activity of a non
fom it is proved that new policies are attached to vast el\lellt with the present policies 
for claiming input tax credi1 in C ENVAT Rules 2004, cons,dered 10 inpu! services and 
inputs utilized for !inn and non- organiza1io11 activity i.e. for personal affalJ'S giving 
ta.xahle delivery. Provider who su.pply goods and / ur serv ices are imposed to tax 
under GST law, and total turnover in a )'ear succeeds the threshold ~yond or rwenty 
lakh rupees would be eligible to register himse lf in the Stntc or the Union territory or 
Delhi or Puducherry from place he makes the taxable ~upply Eleven special divis ions 
this threshold limit for registration eligibility is abour ten lakh rupees. Apart from it, 
Section 24 of the Act implles c!assifica1iun of providers would be feasible to register 
even if aggregale cumover is lower the threshold limit of 20 lakh rupees. As per 
Section 23 of the Act. A fa1mer in respect of supply uf his fann land production as 
individual specially doing delivery of non-Laxable will not be feasible fo r GST 
registration. 

JJeprecimion on lnwme Statement 

Th~ document has to be released 10 thirty days of 151 July the planned GST pulling 
date. The proficiency would, although be segregated of the transformation plan, 
means, who is utilising it would no1 be required to allegate input tax credit on not sold 
goods. The CBEC l,as even notified of a various fme and u1ilising "provisions for 
recovery of credit, interest and fine jn the CENV AT Credit Rules, 2004·· not in favour 
of producers who collect La:<. credit two times on the simi lar goods. Traders and 
producers would be assumed to submit an onlinc disclosure in sixty days on the 
GSTN. 

In each and every tax. system, for identification of tax payer1 lhere is requirement of 
registration to safeguard tax consent in the e.conomy. Under rhe OSI Law rtgistration 
of any enterprise or firm signify collec1ir'1g a unique number from tax atrthorilies to 
obtain tax rrom g,overnrnent side and to account Input Tax Credit for the taxes 011 his 
inbound stores. lf a person is not registered under GST can neither collect tax from his 
consumers nor c laim any inpi1t Tax Credit of tax paid by them. Jf we will talk about 
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nature of regis1ratiot1 thi::n il is State specific and PAN based . Pro"idcr from where he 
Is supplying has to ,•egister iJ1 particular State or Union territory. 

Causes of Depredation 

Jt provides financial data in such a way which depict s1nooth business 
performance function of depreciation, As an owner of a firm, one can use 
financial acco\.lnting to advances ratio analysis and practise tJ1esc rntios to execute 
sig11ifica111 information of numerous dimension or an expansive firm. Cash 
pos,tion of an enterprise can be analysed by prolit or sales rntio 1rnd by contrac;r it 
w11h your pasr execution or the observation of competitors. Fi11anci1:1I accounting 
helps you formulate your future course of action or strategy and measure rhe 
success of this strategy with the financial informaLion pcoduced from another 
period. To be purpose ful , value-added task, finandal accounting of a flrrn should 
follow some delegation . It should be pl!rtinenl enables dal.i stakeholder 
domination. Financial accounting must be acceptable, so the cost of- presenting 
this information should not exceed its benefit. 

The inforn)ation thm _you present mu&1 be consistent. and you fl'\llSI meticu lously 
follow the same accounting principles for all records. lo each and every lax 
system: tor iclc11tifica1ion of tax payers there is requirement of registration to 
safeguard tax consent in th~ economy, Under che GS, Law registration of any 
enterprise or firm signify co llecti ng a unique number from ta., authonries to obtain 
ta.x from goveminl!rll sidt: and lo account Input rlUI Credit for the Laxes on his 
i11buund s tores. lf a person 1s not registered under GST can n~ither collect ta.x 
from his consumers ooc c laim any input Tax Credit of ta-.: paid by them_ 

3. Dnuhle Dedi11ing Method: ll is one of the two significant methods a corporate 
uses to account for the expenses of a fixed asset. lt i& an ~cctler:ned depreciation 
method, A.s the name indicates, it cnums expense twice as mucb as the book value 
uf the ass.el every year. 

tr we will lalk about nature of rcgistrarjon then it is Sturc specific and 1:>AN based. 
Provider from where he is supplying bas lo register in porticular Stale or Unioo 
territory . The provider is given a 15-digil GST identifrcution number called 
-'GSTIN'' under UST registration, nnd a ccnification of regiwation including 
GSTIN provided to the applicant 011 the GSTN ponal. GST law suggests 
particular process for registration, also for rhe extension of the ope1·acion period of 
informal or Non-Resident taxable individuals. Such persons havt!- to apply for 
registratioH before Jive days in advance to making any supply hefo1•e it. And 
regislraiion is approved or operational time period 1s increased only after advance 
deposit of the prog,t'essive rax liabili ty . 

If supplies to agencies like. multinational financial instirutions. UN org.a niuuion 
and other org,anitations. a unique ideoti.lication numher (UIN) is allotted. Th<' 
ne, ly rules regulated by the Central Board of E,-:cise and Customs rCBEC) also 
perm it traders and producers of goods like this t<' demand as much as s i,,ty per 
cetit of the input tax credit on srocks kept on 1101 sold up to thirty June. Much 
credit would be permitted for goods which favour GST at e1gh1e~n per cent or 
much than il. For goods oti'ler thnn it, credit of forty per cen t would be nccessible. 

a. Stage-s of nudit activity and intervals of audit would depend on the crew 
feasible in the VAT trader's community. Although it would be nlandatof)' ro 
assure the present crew set up lo achieve dual goals of increasing improvi11g 
voluntary rn · compliance by VAT dealers and collecttor'i of revenue. 

b. The goal attainment can generate a rivalry so01e1iines, direcrin~ of risk dealers 
must increase revenue collection, while broad audit coverage becomes 

81 
Income f;om llus!ncss 

tn<l Pro fi:ss1on 



82 
fncome T~it La\, D!ld l'rncl ices 

mandatory to anain peak voluntary compliance. Hence a balance has to be 
struck betwee,n the two. 

c. The goal of Audi t is to fill rhe gap where Tax is legally due to state and Tax is 
paid ac tually by the tax payers, 

Major goal of audit is to expand revenue collectioo and upgrade tax compJic1nce 
by the trader. During this process1 legal rights of traders should be safeguard and 
dignifie-d. Process of audit should be handled efficiently to introduce the Law in 
effect. 

4. Uni£ Qj Production M ethod: Jt is a 1,.vo-step process, not like straigh1 line method. 
It equal expense rates are given to each unil produced. It makes the method very 
useful ju assembly for production lines. Hence, the calcu lation is based on output 
capability of the c:1sse1 rather than the number o f years. 

The tasks needs one should h1.1ve sufficient' information and better knowledge of 
principles of financial accounting and agreement which can authorise, maintain 
financiaJ data and distribute task among employees_ Hence one can ligure out, 
Financial accounting permit us to review and invigilate such tasks to get result 
nearly. Stable financial recoros enables finantill l controls and idea which 
minimise the hazard of scam and vandalism, which investors have to monitor. 

A process well-known as double entry bookkeeping also noted by "double entry 
accounting''. Every linancial transaction made by a linn that a company is being 
recorded in this entity. Can you tell me why Financia l accounting is known as 
double entry bookkeeping. The lerminology ''double entry" implies that each 
transaction made intluence two ac(;ounts at last. Benefits of double entry book 
keeping is ar any point of time1 firm 's ' asset accot1nts balance would be equal to 
the liability and stockholders' equity accounts balance_ 

Step 1: Calculate per unit depreciation; 

Per unjt Depreciation = (Asset 1.:ost - Res idual value) / Useful life in units of 
production 

Step 2: Cal cu late Lhe to1al deprec,arion of actual units produced: 

Total Depreciation 1-:,xpense ""- Per Un it Oeprec.iat1on " Units Produced 

Exr~mple: ABC enterp1ise purchm,es a printing press to print flyers for t 40,000 
with a useful life of 1, 80,000 units and residual value of ~ 4000. Tt prints 4000 
flyers. 

Step I: Per unit Deprecialion == (40,000-4000)/180,000 = t 0.2 

Step 2: Total Deprec iation expense = ~ 0.2 * 4000 nyc;rs = f 800 

So the total Depreciation expense is ~ 800 which is accounted. As per unit 
depreciation is found our, 1·his could be impleme11ted to future outpltt runs. 

But, this facill"ly would be accessible oQly for high-end goods costed over 
'{ 25,000 thm "are examinable as a different nu111bet, like engine number of a car". 
The document has to be released in ihirty days of l 51 July the planned GST pulling 
date. The profic iency would, although be segregated of the transformation plan, 
means, who is utilising it would not be required lo altegate input tax credit on not 
sold goods. 1'tie C'BEC has even notified o f a various fine anJ utilising 
"provisions for recovery of credit. interest and fine iJ1 the CENV AT Credit Rules, 
2004" not ii) favour of producers who collect tax credit nvo tjmes 011 lhe similar 
goods. Traders and producers would be assumed to submit an online disc.Josure in 
sixty days on the GSTN. 



Capital Gain Losses. (Both short term capita l loss and long term capital 10s<1). 
Losses from owning and maintaining race Horses). To be utilised especially for 
noo-fin11 intentions or utilised specially for influencing excluding delivcl')' would 
be reprt'stnted in FORM GSTR-2 would not be credited 10 eleclronic credit 
ledger: ch~ va.lue of input tax in order of capital goods utilised or purposed to 
be utili~ed excluding for in fluencing delivery other than excluding delivery 
however added 1ero-rated delivery woultl be represc,ned iu FORM GSTR-2 and 
would t,e cr<:dited to the electronic credit ledger. 

ln<lividual with a taxable aggregate turnove1 of over ~ 25 l:.ikJ1s are requisite for 
GST regis1r:1tio11. A procedure accessible (or GST registra1ion to assist input tax 
credit The word ·'person·· under GST la\.\, is liable 10 pay it. additio11ally 
proprietorship. LLP, parinership firms, Hindu ·u ndivided Family, Company, 
Society and any olher legal business. GST registration should be t'eceived from 30 
days i f mcrcases { 2S lakh turnover, Business with present service tax 01 V /\T 
regis1rn1io11. the rroccs!'- for VAT or Service Tax registralioi, as a OST registration 
noti(ication would be released. 

Value t'>f 111pul tax in order of capi1al goods not given in clauses (a) and (b), 
rep1eSt!l1l~d as ·A' . WDltld be credited to the electronic credit ledger and the 
utilised life span of goods wou ld be considered as five yearS from the date of 1he 
invoic~ for 1J1ese goods. Given that where any ..;apital goods previously m~nlioned 
in elausc Arte, given in this clause, the amount of ' A' would be given minimising 
1hc input 1a., in rute of 5% no. for each quarter or core hence the value ·A· would 
l>e credil~d to the elec1ronic credit ledger; 

This 1s 001 possible fo1 an Assesse to set off the losses u11der intercourse 
adjustmenrs and intt:rhead adjustments he can carry forward Lhc same to lhe next 
AsscssmenI Ye.ars. Provider w ho supply goods and / or servjces are imposed to 
tax undur UST ltm. and 1otal llcrnovcr in a year succeeds lhc threshold beyond of 
twenty lttkh rupees would be eligible to register himself in the State or Lhe Union 
cerritory or Delhi or Pudt,cherry from place he makes the t3xable supply Eleven 
special divisions rhis 1hres!it) ld limit for registratio11 e ligibility is about ten lakh 
rupees. Ap~1r1 from ii. Section 24 of the Act implies classification of providers 
would be teasible to register even if aggregate turnover is lower the threshold 
lim1I of 20 lnkh rupees. As per Section 23 of the Act. A farmer in respect of 
supply of his farmland production as individual spel1ially doing delivery of non
taxable will ,,ot be feasible fo,· GST registration. IJ\cluding, the CBEC issut:d the 
draft credit transfer docu111ent to access further on full credit of excj1.e duty to n 
trader for not sold <:tocks previous the last of the month. 

But, this facility would be accessible only for high-end goods costed over ~ 25,000 
l11a1 "are cxaminnble as a different numhcr. like engine number of' a car··. rhe 
doc\lment has to be released in thirty days of Isa Ju ly the planned GST pulling date. 
The proficiency would, although be segregated of 1he transformation phrn, rne-ans. 
who is utilisi"g It would f\Ot be required to allegate input tax credit on rtot sold goods. 
The CBEC hal> even notified of :i various fine and utilising " provisions for recovery of 
credit. interest and fine in 1be CENVAT Credit Rules, 2004" not in favour of 
producers who collt:ct tax credit two times on the ~,milar goods. Traders and 
producers would bl! assumed to s ubmit an online disclosure in s i:,cry days on rhe 
GSTN. 

M ethods of Asset Depredaticm 

This ma11nains a fundamental step of financial controls of one's enterprise. The tasks 
needs one shou ld have suflicienr infonnation and better knowledge of principles of 
fmancial accounting and agreemen.t which can authorise, maintain finfln~iaf data aud 
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dis tribute task among employees. Hence one can figure out, Financlal accounting 
permit us to review and invigilate such tasks to get result nearly. Stable financial 
records enables financial controls and idea which minimise the hazard of scam and 
vandal ism. which investors have to monitor. 

A process well-known as double entry bookkeeping also noted by ''double entry 
account.ing'1• Every financial transaction made by a firm that a company is being 
recorded in this entity. Can yo,L te.lJ me why Financial accounting is known as double 
entry bookkeeping. The terminology "double entry" implies that each transaction 
made 111fluence two acco1.1nt:s at last Benefits of double entry book keeping is at any 
point of ti me, firm' s ' asset accounts balance would be equal to the liability and 
stockholders' equity accounts balance, 

It is important ro know that Can}' forward Losses can be set off only against that head 
of im:ome, It must be nored that an Assesse must file the Income Tax Return wjrhin 
the due date prescribed ( under secl ion L 39( I)) to carry forward the losses except in the 
cases Joss arising u11cler the head house property (under section 7 l B) and carry 
forw:-trd of unabsorbed depreciarion (under Section 32(2)). 

According to :-ection 73, Income Losses in speculative businesses could be carried 
forward up lo 4 years instantly forwarding the Assessment year in which it is incuJTed. 

An Assesse should tile the Income Tax Return within due date prescribed to carry 
forward the losses from speculat ive Business and con be adjusted only against income 
from specu lat io,1 B usinesj. 

lf goods where Integrated CST (lGSn is paid, a credit of thirty per cent would he 
provided for those taxation fl'! eighteen per cent or above and twenty per cent for 
products which is taxed at lesser rates. The rules were ultimate by the GST Coun~il in 
its meeting on third June and are supposed to provide some comfort to traders and 
establishment attaiJ1ed on the status of list at the period of GST pulled. 

Apri l 1, 20 l 7 implies cu_riosiry to l1nders.1and new rules and regulations implemented 
by GST Council. Understand the Regjstration Requirement: lnd1vidual with a taxable. 
aggregate turnover or over { 25 lnkhs arc requisite for GST registration. A procedure 
accessible for (jST reg.istra1ion to assist input lax credit. The word ' 'person'' under 
OST law. i'> liable 10 pay it, additionally proprietorship, LLP, partnership firms. Hindu 
Undivided Family, Company, Society and any other legal busine-Ss. GST registration 
s hould be received from 30 days if i11creases f 25 lakh turnover. Business with present 
service tax or VAT regi~trntion, the process for VAT or Service Tax registration as a 
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 indirect tax . Individual w ith PAN no, and 
person with TI1rcshold GST 10 lakh/20 lakh or OST limit are liable to make 
registration for GSJ. TDS payt'r, casual traders, etc., will be liable to register for GST. 
GST w it! be applied on supply of goods & services in India. GST will be imposed qn 
VAT, sales tax. excise duty, customs, service tax. luxury tax etc. GST registration is 
compulsory when Stipply of goods and services in .India takes place. 

Regis l'rntion for UST can be proceeded online through CeMral Government or State 
Government. lhe 1nd1vidual has to provide an on!ine application for GST registration 
hy utilizing Form GST- l including i.nfonnation 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 applicatiort. After submission of rhe 
application, the applicant required to print a copy of the form, include the documents 
listed above and send by courier to the UST departme11t. On inspection, of the fo.rm 



final GS1 slip would be r~leased by the authorized officer. GST registration process is 
surmised to he an entire onlinc procedure al.ixe to the service tax registration process. 

According 10 (Section71 B) of Tocome Tax Act, 1961 An Assesse could carry forward 
the income losses incurred in the head house property up to 8 years immediately 
succeeding th~ Assessment year io which the loss has incurred. This could be :tdjusll!d 
only ag:iinsr House property Income loss. In this case, an Assessc c@ld file th1: 
belated reltlrn. 

According lo section 72 of I 11come Tax Act, l 96 l An Assesse could carry forward 
Non specu lative business lose; up to 8 years instantly succeeding th<! Asscssme111 Year 
in which lbe loss hos incu1Ted then he should file lTR wirhirt due d<1tc prescribed 
under section l 39 (I) of Income Tax Act l 96 I, then he would not be able to carry 
forward the losses. This cou ld be set oiT on ly not in favour of business income, 

According to section 73, lncorne Losses in speculative businesses c<.1u lcl be carried 
lo,·w.-ird up ro 4 years instantly forwarding the Assessment year in which i1 is incurred. 

An Asscsse should file the Income Tax Rerum within due date pres~ribed to cany 
forward the losses from spel:Ulative Business. and can be adjusted only against lllCome 
from spl!cula1ion Business 

According to ~cction 73A. income Losses in Specified business loss could Ix carry 
forword subject ro the following conditions: 

£xumple: On Apnl l, 2011. company A purchased an equipment for? 100,000. ll ,~ 
e.xpectt:d to have 5 usefu l life yean;. The salvage value is t 14,000. Company A 
consider.; dt:preciation expense for the oear whole month. Compute the depreciation 
expenses for 2012.2013, 2014 using declin ing balance method. 
Useful lifr .. 5 

Straight line depreciation pcrcenr = 1/5 == 0,2 or 20% per year 

Deprc:da1ion rate ==- 20¾ * 2 = 40% per year 

Depreciation for the year 20 l2 = f 100,000 * 40% " 9/12 = <' 30,000 

Deprcc1a.tion for the year 20 l3 = (< 100,000-t 30,000) * 40% • 12/ 12 
= ~ 28,000 

beprcc1at1on for the >'ear 20 J 4 = (~ I 00,000 - ~ 30.000 - f ::!8.000) • 40% 
* 9/12 = f 16,800 

When Servic:e Tax Registration is done ontine. you will get Aelrnowledgemcnt Slip 
prinl sign it before completing che hard copy of d1e ST- I form to b~ forwarucd h> lhe 
comm,ssionerate 

When documcms is $ent ro the commissioner a1e ,it is verified by tl1e superinteodern 
the ST- I Fonn before allowing the Service Tax Registration Certific111e o.t will 
intimate you for not oc,epting your Service Tax Registration., if any of the cases i~ not 
exercised within two days the Service Tax Registration will be tf1ou11.ht as granted. 
You have the oprion lCI ehoost> to get the Service Tax Registration Certificate (ST-2) 
Online or by post. 

Tax D<tprtciati.011 

According to secl ion 73A: 1ncome Losses in Specified business loss could b<' carry 
forward subject io the following conditions: 

1. Income loss in respet:t of a11y specified business referred to in section 35AD 
would not be set off except against profits aod 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 set off 0 1· the whole loss where the assesse has no income from any 
other specified business shall be carried forward to the following assessment year. 

1. This would be set off against the profits and gains, jf any, of any spe.c ified 
bu5iness, carried on by him assessable fo r that assessment year; and 

ii. lf the loss not be completely so set off~ the amoun1 ofloss nor so set off would 
be carried forward to the following assessment year and so on. 

In case a person is tmable to set off the capita l loss in the existing year. both Long 
Term loss and Shon Term loss would be taken forward immediately fo r 
8 Assessment Years. Capital Losses from a business are allowed to be carried fo rward 
and carrying on of this business is not ma11datory. The inputs0 partially furnished 
goods would be sent 10 the job professional in cha I Ian released constitutes and su<.;h 
goods are sent stra ight to a job professional. 

The cha ll an re leased and sent to the job professional would conslilllte the 
regulations categorised in ru le 55. Jnformation o f challaos in order of goods sent 10 a 
job pmfessionaJ or obtained from a j ob professionaJ or s1:nt from one job professional 
to in quarter would be add~d in FORM GST ITC-04 completed for partjcu lar lime or 
previous ly the twenty-fi fth day of the month proceeding the mentioned quarter capital 
goods or inputs are not returned in particu lar tiine men1ioned in section 143. would be 
considered like capital goods and inputs supplied by the job professional on part icular 
day when mentioned inputs or capital goods are sent and mentioned supply would be 
disclosed in FORM GSTR-1 and would be pem,it1ed to pay the ta;-. including 
applicable interest. 

As an importer or exporter should be registered Terms of Sale is negotiated. bxporl 
formalities and responsibilities towards sale proceed should be underslood. 
UnderstanJing of documenrn1ion oo Custom duty Custom formalities to be complered 
and documents is obtained for exports. Subm itted to the Bank fo r onward transir,ission 
to purchaser Sale Proceeds is received. Account ing is an integral part of accoun1ability 
commonly known as recording the transaction, summarising, reporting and analysing 
the numerical figures to understand the financial position of a company/lirm to 
monitor the progressive success or bankruptcy of a business in terms of monetary 
measure. Certain steps are followed for keeping records in accounts by an accountan1 
to mai11tain a steady function of a running enlerprise. Whereas Auditing i11 VAT 
means Value added tax is the difference of Yatue added lax input and Value a.dded 
Tax output. 

Countervailing ducy is sirnilar to central excise duty and is imposed on imported 
articles generated in India. In CVD, the procedure of manufacture value to 
' manufacture' whi<.;h is ~xpla,ned in the Central Excise Act, 1944. CVD is dependt::nt 
on the totnl amount of goods inclusive land ing charges. lncl1,1sive CVD would be 
imposed equal t.o VAT or Sales Tax, not succeeding 4%. Such duty could be refunded 
in case importer pays each customs duties, the sales invoice implies the credit is not 
pennitted, and importer pays sales tax/VAT on the sale of the good. Individual wit'h a 
taxable aggregate tumovcr of over ~25 lak.hs are requisite for GST registration. A 
procedure access ible for GST registration to ass1sl input lOX credit. The word "person'' 
under GST law, is liable to pay it, additionally proprie torship, L LP, part.nership firms, 
Hindu Undi vided Family. Company, Soc iety and any other legal business. GST 
registration should be rece ived from 30 days if il)creases t 25 Jakh turnover. Business 
with present service rax or VAT registration, the process fo r VAT or Secvice Ta>: 
regisiration as a GST registration notifi.ca1ion would be released. 



Formula of Depretifltion 

The formula is: 

Depreciation <= 2 • Straight line depreciation percent • book valu1a: at the hcginning or 
the actounting period 

Book value = Cost of the assel - accumulated deprec:iation 

Accumulo1ecl depreciorion is the total depreciation of the fixed oss~, :iccuniula1ed up 
to a !<pecitied time. 

CVDs other than it would be levied on specialised imported goods to balance the 
impact of u subsidy in the nation of origin. /\. notification released b_y the central 
govern111e11 t on tht:se specialised goods is valid for S years and majorly r~late to laler 
expansion of not succeeding 10 years. Subsidies relevniu w research movement, 
helpful to not advant11geous areas in the related nation, and hel pful in adjusting present 
facilities to new environmental requisite are exempt. 

The ce nt ral gove111rnent would levy an anti-dumping duty if it estimates a good is 
being imporled at lesser from market price, and an importer would be relcnsed. The 
dury could not go ~yond l'he difference in the export and avemge cost. It 1:r; not 
applicable to goods imported by units in free Trade Zones (fl Z:. I ..... port Oric111ed 
Units (EOU)) and Special Economic Zones (SEZs). ln case if impo,·1er ,s released by 
1he ccn1ral gov~rnmcnl lhen imposition of Ann-bumping duty. U1c relensc would be 
valid for 5 year<; wilh 1he probability of being expanded to IO years 

Not like the Anti-Dumping Duty. the levy of Safeguard l)uty wou ld not requisite the 
ccutral go ernment to estimate a good is to be imported at lesser from market cost . 
Safcguord Duty is levied if the government declares that a on a sudden lliJ...c in exports 
is reaso11 , or claims to crentc risky hazard to a private sec1ur. Release of notici:: relating 
to the levy of Safeguard Duty have validity for 4 )ears with 1he probabiHty with 
expansion or IO years. 

Preventive duty is levied to protect private industry from 11nports. ln cose. if 1he Tariff 
Com mission reltases an al lowance for the \evy of n Preventive Duty, the central 
government would select to levy these at a rate which would 1101 bt sucl..'e0ded thar 
prescribed through Tariff Corn1nission. The ce1wal government cou ltl spechtlise the 
time up to which the preventive duty would being implemented m i11i1nise or e;<pand 
l'he time, and frx the efficient rate. 

Depret iaJion a111/ Accuunti11,: Tools 

The newly niles regulated by the Central Board of Excise a11d Custom~ (COEC) also 
permit traders and producers of goods like this co demand a!. much as sixty per cent of 
the input tax credit on stocks kept on not sold up to thirty Jun!!_ Much qc(J,t would be 
pennined for goods which favour GST at eighteen per 1.:ent or much than it. For goods 
other than h. credit of forty per cent would be accessible Jf goods whe re llneg.rared 
GST (IGST) is paid. a credit of thirty pc.-r cent would be prov,ded for those taxauon at 
eighteen per cent or above and twenty per cem for produds which is la)l.ed al lesser 
rares. The rules were ultimate by the GST Council in its meeting on third June and are 
supposed to provide som~ comfort to traders and establishment artarned on the status 
of li~t nt 1hc period of GST pulled. Re.quired and registered persons arl? assumed to 
surrender a disclosure ln nin<'lY days of the value of input iax credit 10 which they arc 
designated to. 

Education Cess is irnposed at 2% and Higher Education Cess at I o/o t'>f the roral of 
customs duties. 11 is not exclus ive of Safeguard Duty, Counterva il ing Duty on related 
nnicks, or Anti-Dumping Duty, although. 

87 
Income (rom Busines$ 

:ind J>rofnsion 



88 
foco~ Tax 1.aw and PT'.tc\il-es 

On ex,pQrting or importing of goods from India, the e11terprise or person should 
receive an lmpo1i Export Code or lE Code from the Directorate General of Foreign 
Trade. IE Code could be received by the organ isation on receiving of PAN and 
opening a bank accourn. 

As an imponer or exporter should be registered Terms of SaJe is negotiaied. Exporl 
formal ities and responsibilities cowards sale proceed should be understood. 
Understanding of documentation on Custom duty Custom formalities ro be cornpleted 
and documents is obtained for expo1iS. Submitted 10 the Bank for onward transm issjon 
lo purchaser Sale Proceeds j5 received. Accounting is an integral part of' accountability 
commonly known as recording the transaction, summarising, repo11ing and analysi11g 
the numerical figures to understand the financial position of a compariy/ fim1 to 
moniror the progressive success or bankruptcy of a business in terms of rnonetary 
measure. Certain steps are followed for keeping records in accounts by an <1ccountant 
lo mau\tain a steady function of a running enterprise, Whereas Aud iring in V AT 
means Value added rax is the difference of Value added tax input and Value added 
Tax output. 

This Auditing of VAT is perfonned by a Tax auditor or author ised tax officer to 
ascertain the traders who is deceiving the lndian govt. By not paying tax thus 
coUapsing the Jndian ecouoiny. To such offende1's penalties are applicable to punish 
them to operate the accuracy of accounts, bookkeeping and documents re levant to it. 
Sometimes, traders who is creating errors due lo lack of information or slight 
negligence, in such case tax autborit1es he l1'>s such dealers to rectify the mistakes and 
assist in VAT auditing so that they can provide a valid explanation about their 
business details. 

In each and every tax system, for identification of ta, payers there is requirement of 
regisiraLion to safoguard tax consent in the economy, Under the GST Law registration 
of any enterprise or finn signify collecting a unique number trom tax 1:1uthorities 10 

obtain ta;x from government s ide and to account f nput Tax Credit for the taxes on his 
inbound stores. lf a person is not n:gistered under GST can neither collect tax froin his 
consumers nor claim any input Tax, Cred it of tax pa id by them. If we will talk about 
nature of registration then it is State- specific and PAN b~ed. Provider from where he 
is supplying has to register in particular State or Union terrilc,ry. 

Overview of Depreciatio11 with TlL~ system 

Deprecial'ion, simple procedure as taxes ·would be simpler majorly, and an enterprise 
would realize rhe smooth flow of goods in respected srntc ihe OST is a vital process 
for foit governance and one have not to worry about taxes at many times. Bringing 
lTC Rules for Common Credit in GST i.e. Taxable delivery ,organization and acti vity 
of a non- finn it is proved that new pollcies are attached to vast extent With the present 
policies. for claiming input tax credit in CENY AT Rules 2004, considered to inpul 
services and inputs utilized for firm and non- organization activi ty i.e. for personal 
affairs giving taxable delivery. Prov ider who supply goods and / or depreciation are 
imposed to ta.X under GST law, and total turnover in a year succeeds the 1hresbold 
beyond of twenty lakh rupees would be e ligible to register ~irnse lf in the State or the 
Union te1Titory of Delhi or Puducherry from place he makes the taxabk supply. 
Eleven special divisions 1hjs threshold limit for registration eligibil ity is about ten lakh 
rupees. Apart from it

1 
Section 24 of the Act implies c lassification of provider's would 

be feasible to regis~r even if aggregate turnover is tower the threshold limit of 20 lakh 
rupees. As per Section 23 of the Act. A fanner in respect of supply of his furo1land 
production as individual specially doing delivery of non-taxable will not be feasible 
for GST registra1ion. 



TI1is means ro carry a systematic way of inquiry of accounts by a tax officer or an 
auditor to analyse the infom,ation and details to understand the accounts sLrucrure of a 
business or eJltctprise by applying skill and from other relevant sources. VAT stands 
for value added tax. payment of VAT is tbe difference in rntal VAT ou1put and VAT 
i11pu1. 

Value-added ta_x (VAT) paid by manufactures of goods and ervices if a yea rly 
aggregate income over oft ) lakh. For e-iJling of VAT returns in ludin concerne<I 
person has 10 make registration for VAT which take time period of 20-40 days for 
saoction. Once completed, individual can pay online th~ amount received and t'an e
file VAT returns on the Cunimercia( Taxes website of respected state. VAT Returns 
are required to be tiled monthly once or quar(~r (but it depends 0 11 aggrego'le income 
from wllich stnl.e you are belonging) 1ncludiog, the CBEC issuC:ld 11tc draft credit 
trans fer document to access further on full credit of excise duty to a rrader for not sold 
stocks previous tl,e last of the momh. But, this facility would be acce~sible only for 
1,igh-cod goods costed over~ 25,000 that "are examinable as a different number, like 
engine number of a car•·. The document has to be released in thirty days of I '1 July lhe 
planned OST pu ll ing date. The proficiency would. although be segrt:gated of lite 
tra11sfonnation plan, mea11s, who is utilising it would no1 be require<l 10 allegate input 
tax credil on no1 sold goods. The CBEC has even notified of a various fine and 
utilising ··provii-ions for recovery of credit, interest and fine in the CENVAT Credi1 
Rules, 2004'' not in favour of producers who co/leer tax credi1 two tunes on the similar 
goods. Trnders aud producers would be .issum~d 10 submit au ooline disclosure in 
sixr)' doys on the GSTN 

Tile depreciation has lo be releast!d in thirty days of I"' July lhe planned GST pulling 
date. TI1c proficiency would. although be segregated of the transformation plan, 
means. who is 01ilising i1 would not be required to allegate input tax credit on not sold 
goods. ihe CBEC has even notified of a various tine and utilising "provisions for 
recovery of credit. interest and tine in rite CENV AT Credi1 Rules, 2004" 11ot i.n favour 
of producers who colleci tax credit two time> on lhe similar goods. Traders and 
producers would be assumed to submit an online disclosure in six(y days on 1he 
GSTN. 

In each und every tax system., for identificatio11 of tax payer$ there is n::quirement of 
registration 10 safeguard fa,'I: consent in the economy. Under the GST Law regisw11ion 
of any enterprise or firm s ignify cof\ecting a unique number frolll tax a11thorities to 
obtain tax from govemment side and to account lnpuc Tax Credit for the 1axes on his 
inbound stotes. ff a person 1s not registered under GST cui; neither collect tax from Jt is 
consumers nor cla im any input Tax Credh of tax paid by them. If we will talk about 
natul'e of registration lhen it is Stnte specific and PAN based. Provide, frorn where he 
is supplying h~s to register in purlicular State or Union territory. 

Se\ of lo% in order of capital goods, which in nuence the pro \< is ions of sub-see1jon~ (I) 
and (2) of !iCCl1o n 17, as part1illly utilised for the intentiom, of firm and partially for 
other illlentions or utilised for influencing laxable delivery including z.ero ra1ed 
delivery an<l ponially for infll,ence excluded supplies. would be given to the imentions 
of ftm1 or for impact ofta,xable delivery in the perusing way. 

Th is loss could be ser off only not in favour of tbe income from owning and 
maintaining race hor::.es. Tim n1aintai11s a fondamental step of fi11.a11cial controls of 
one's ente rprise. The tasks needs one should have sufficicnL infonnaHon and better 
knowledge of principles of financial accounting and agreement which can authorise, 
maintain financial data and distribute task among employees. Hence one can figure 
ou1, fi nancial accounting permit us to revjew and invigilate such tasks to get rcsuh 
nearly. Stable tinancial records enables financial controls and idea which minimise the 
hazard of ScAm and vandalism, wbicb investors have to monil'or. 
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So now we know the meaning of depreciation, the methods used to calculate them, 
inputs required 10 calculate them and a lso we saw examples of how to calculate them. 
Let's find out as to why lhe small businesses should care to record depreciation. 

As we already know the purpose of depreciation is to tnatch the cost of the fixed asset 
over its productive life to the revenues tbe business eams from the asset. [t is very 
difficult 10 directly link 1he cost of the asset to revenues, hence, the cost is usually 
assigned to the number o f years the asset is producti ve. 

In the useful life of the fixed a~set, I.he cost is moved from balance sheet to incoJ)'le 
statement. Corn:spondingly, it is just an allocation process as per matching principle 
instead of a technique that allocates the fair mal'ket value ofthe fixed asset. 

Companies whose stock is traded public ly shollld obey of the reporting requisites of 
tl1e Securities and Exchange Commiss ion (SEC), is a bureau of the govt. of U11ited 
States. 

Brought forwanl income losses is almost like 1f the firm suffer a loss before going for 
depreciation. then the all anIoun1 of depreciation is unabsorbed depreciation. 
Although, i f the enterprise suffers a Joss as a result of depreciation amount 1han the 
business loss will be negligible a.nd balance of deprocial1on umount would unabsorbed 
depreciation. 

Tl provides finimcial data in such a way which depict smooth business performance 
function. As an owner of a firm, one can use financia l accounting to advances ratio 
analysis a nd practise these ratios to ext:cute significant information of numerous 
dimension of an expansive firm. Cash position of aJl enterprise can be analysed by 
profil or sales ratio and by contrast it wirh your past execution or the observation of 
con1petit'OIS. Financial accounting helps you fo rmlllate your future course of action or 
strategy and measure the success of this slrategy with the financial iflformation 
produced from anot"cr period. To be purposefuL value-auded task. fi nancial 
accounting of a firm should follow some delegation. It should be pertinent enables 
data stakeholder dom inat1011. Financial accounting must be acceptable, so the cost of 
presenting this informa1ion should not exceed i1s bene fit The information thal you 
present must be consistent. and you mus( mcliculously fo llow the same accounting_ 
princi ples for all records. 

In each and every tax sysl1;:m, for idenctficarion of tax payers there is requiremenr of 
registration to safeguard tax consent in Lhe economy. Undt:r the GST Lav registration 
of any enterprise or finn signify coJtecling a unique numbt:r from tax authorities to 
obtain tax from govemrnenr side and to accounr Input Tax Credit fo r the taxes on his 
inbound stores. Jf a person is not registered under GST <,;an neithe t· co llect tax from his 
consumers nor claim any input Tax Cred it of tax paid by them. 

Tf we will talk about nature of registration then it is Slate specific and PAN based. 
Provjder fro111 where he is supply ing has to regiscer in particular State or Union 
territory. The provider is given a J 5-digil GST identification number called "GSTJN '' 
under GST registration, and a certification ofregi'>tration including GS'ITN provided 
to the applicant on the GSTN portaL GST law suggests particular process for 
registration, also for the extensk>n of the opera1 ion period of informal or Non-Resident 
taxable individuals. Such persons have co apply for registration before five days in 
advance to making aHy supply before i1. And registration is approved or opera.tional 
Lime period is increased only after advance deposit o.fthe progressi ve ta.x liability. 

If supplies to agencies like, multinational financiaJ institutions, UN organization and 
other organizations, a unique identification number (UJN) is allotted. The newly rules 
regulated by the Central Board of Excise and Customs (CI3EC) alr.o permit traders af\d 
producers of goods like this to demand as much as sixty per cent of the input tax cred i.t 



on stocks k.ept 011 not sold up to thirty June. Much credit would be permiuecl for goods 
which favour GST at· eigh1een per cent or much than it. For goods other than it. credi1 
of forty per cent would be accessible. When documents is sent to the commissioner 
atc1 it is verified by the superintendent the ST- l Form before allowing the Service Tax 
Registration Cut1ficate or wi ll intimate you for not accepting your Service Tax 
Registratioc, .. if any of the cases is not exercised with[n two days the Service Yax 
Registration will be thought as granied. You have ctie option to choo:.e to get the 
Service Tsl( Regjsrration Certificate (ST-2) online or by post, When Servi~e Tax 
Registration (ertiticate is granted, Service Tax Number one can get which is 15 
characters long. The number obtained would be used in all invoices. 

When one selected to receive the Service Tax Registration Certificate ordine one can 
see the ST-2 Form on homepage. If you want at a glance, click 0 11 the ' REG" tab. then 
choose · V lt'W' , and lastly select ' Latest ST·2'. 

This loss could be set off only no1 in favour of the income from owning and 
maintaining race horses. This maintains a fundamental step of financial con.trots of 
one's enlt'rprist>. The tasks needs one should have sufficient informurion and better 
knowled!:',e of principles of fir,ancial accounting and agreement which can authorise, 
maintain (inancial <lala and distribute task among employees. Hence one can figure 
o ut, Financial accounting penni1 us lO n:view and invigilate such tasks 10 ge1 rcsull 
nearly. Stable linancial records enables financial controls and idea which minimise the 
hazard of <.c:un nnd vandali:;m. which investors have to monitor. 

The 11ewl)' rules r~gulated by the Central Board of Excise and Customs (CBEC) a lso 
permit trndcrs and producer:. of goods like this to demand as rnucJi ~ si>..ty per cent of 
the inpul tax credit on stocks kept on not sold up to thiny June. Much credit would be 
permitted for goods which favour GST at eighre-cn per cent or much than ir. For goods 
other 1ha 1l iL c:redil of forty 11e1 cent would be accessible. 1f goods where 1,,tegrated 
GST { IGS1") i!. paid, a credit of thiny per cent would be provided for 1uose taxation at 
e ighteen per cent or abovt: o.nd twenty per cent for products which is raxed at lesser 
ralt!S The rules were ullima1c by the GST Council in its meeting on Lhi.rd June 311d a.re 
supposed to provide some comfort to traders and establishment attained on the status 
of list ,11 the period of GSl ' pulled, Required and registered persons ar~ assurned to 
surrender 11 disclosure in ninety days of the value of inplll rax credir to whiclt they are 
designated 10. 

To include all, the funclion of ISD is not altered much from that of the conventional 
law lo the new GST model. But excluding some vita l alrerations mentioned above, one 
,mother aheraliun is 1ha1 the ISD in the GST law would h8ve to 'file t.::vcry month 
returns by I J'h of the succeeding month contrast to previous when they had to tile 
half.annum returns. 

Providing vital happme~s to car and customer durables producer-;, the Finance 
Minister has re-leased rhe ultimnte ruks and regulations for 1rm1sformat1on luw in the 
Goods and Services Tax (GST), permitting them lo bring further input tax credit for 
ninety days. not in favour or the previous arrangemeot of sixty days. 

The newly rules regulated by the Central Board of Excise and Customs (CBEC) also 
perm it traders a11J producers of goods like this to demand as inuch as sixty per cent of 
the input lax credit on stocks kept on not sold up to thirty June. Much credit would be 
permitted for goods which favour GST at e ighteen per cent or much thilll Jt. for goous 
other than it. crc:dit of forty per cent would be accessible. 

If goods wh~re In tegrated GS1 (TGST) is paid, a credit of thirty per <:em would be 
provided for lhose taxation at eighteen per cent or above and Twenty per cent for 
produci-. which is 1axed :i t lesser rates The rules were ultimate by the GST Council in 
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ils meeting on third Jun¢ and are supposed to provide some comfort to traders and 
establishment attained on 1he status of list at the period of OST pulled. 

April l , 2017 implies curiosity to understand new rules and regulations implemented 
by GST Council. Understand the Registration Requirement: Individual wilh a taxable 
aggregate tu mover of overt 25 lakhs ar~ requisite for GST registration. A procedure 
accessible for GST registration to assist input tax cred it. Tl1e word "person" under 
GST law, is liable lo pay it, addil'ionally proprietorship~ LLP, partnership firms, Hindu 
Undivided Fam ily. Company, Society and any other legal business. GST regislTation 
should be l'eceived from 30 days if increases ~ 25 Jakh turnover. Business with present 
service ta,x or VAT registratio11, the process for VAT or Service Tax registration as a 
GST regisr:ration notification 1,vould be released. 

Goods and Services Tax which would be levied by the state a\1d central governments 
encompasses VAT, Service Tax. etc. as indirect tax. Individual with PAN no, and 
person with Threshold GST l 0 lakh/20 lakh or GST limit arc liable to make 
rcgistrarion for GST. TDS payer, casual trade rs, etc., will be liable to register for GST_ 
GST will be applied 0 11 supply of goods & se1vices in India, GST will be imposed on 
VAT, sales tax, excise duty, customs, service tax, luxury 1ax etc. GST registration is 
compulsory when Supply of goods and services in lndia takes place. 

Depreciation Reg11/a1ions and Policies 

Depreciat'ion for GST can be proceeded online through Central Government or State 
Govenu11ent. The individual has to provide an onlinc app]icarioo for GST registration 
by utilizing Fotm GST- 1 inc luding information of the good and services. Online 
payment required [o ( the registration fee wi II be made under GST registration. 
Numher will be given on submission of application. Alter submission of the 
application, the applicant required to print a copy of the form, include the documents 
listed above ancl send by courier to the GST department. On ins pection, of the fo rm 
final GST slip would be re leased by the authorized officer. GST registration process is 
sum1ised to be an entire on line procedure alike to the service tax registration process. 

This loss could be set off only not in fa,vour of the income from owning and 
main1aioing race horses. This maintains a fundamental step of financ ial controls of 
one·s enterprise. The tasks needs one should have sufficient information and better 
knowledge of principl~s of financial accou nting and agreement which ca11 authorise, 
maintain financia l data and distribut.e task among employees. Hence one can figure 
out, Financia) accounting pennit us to review and invigilate such tasks to get result 
neal'(y. Stable financia l records enables 1111ancial controls and idea whicb minimise the 
hazard of scam and vandalism, which investors have to monitor. 

The newly rules reg11lated by the Central Board of Excise and Customs (CBEC) also 
permit tradet·s and producers of goods like this to demand as much as $ixty per cent of 
the input tax credit 011 stocks kepi on not sold up to thirty June. Much credit would be 
pem1itled for goods which favour GST a\ eighteen per cent or much than it. For goods 
other than it. c redit of forty per cen1 would be accessible. If goods where Integrated 
GST (IGST) is paid, a credit of thirty per cent would be provided for those taxation at 
e ighteen per cent. or above and twenty per cent fo r produc1s which is raxed at lesser 
rates. The rules were ultimate by the OST Council in its 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 pu!'led. Required and registere.d persons are assumed to 
surrender a disclosure in ninety days of rhe va lue of input tax, credit ro which they are 
designated to. 

According co (Section 718) of lncome Tax Act,1961 An Assesse could carry forward 
the income losses incurred in the head ·house property up to 8 years immediately 



succeeding the Assessment year in which the loss has incurred. 171is coi1ld be adjtJsted 
only against House property ll1come loss. In this case, an Assesse could tile the 
b(llaled return 

This loss could l>e set off only not in favour of I.he income from owning and 
maintaining race horses. This maintains a fundamental step of financial ~ontrols of 
one·s enterprise. The: tasks needs one should have suffic ient infonnat1on and better 
kno\\ ledge of principles of financial accounting and a&ret:me111 which can authorise. 
maintain financial dot.a and distribute task among employees. 1 le11ce one can figure 
out. Financial acoo1.tnti11g permit us to review and invigilale such cas"-5 co get ,esllft 
nearly Stab!<' financial records enables financia l i;on!rols and idea which miniJ11ise the 
ha.1nrd of st:am aud vandalism, which investors have to monitor. 

The newly rules regulaled by the Central Board of Excise nnd Customs (CBEC) Also 
permil trader!i and producers of goods like this to demand as much as sixty per ~ent of 
l'hc inpu1 tax credit on stocks kept on not sold up to thirty June. Much credi1 would be 
permitted for goods which fa vour GST at eighteen per cenl or much 1han it. For goods 
other than it, credit of forty per cent would be accessible. l f good$ where lntegra1ed 
GST (IGSTJ is pa.id, a credit of thirty per cent would be provided for those taxation al 
eighteen per cent or shove and rwenty per cen1 for products which is taxed al lesser 
rntes. The rules were ultimate by 1he GST Council in its meeri11g on third June and are 
supposed to provide some comfort to traders and establishment .irtained on the status 
of list ar the period of GST pulled. Required and registered persons art assumed lO 

surrender a Jisclosur~ in ninety days of the value of input tax credit tu which <hey are 
dc~1gm1ced to. 

a ccouuting (rntry - DEBlT depreciation expense account and en EDIT 
accumulnted tlepreciation 1:1ccouot. 

I f one is 1101 using depreciation in accounting> then 011e have to charge all assets 10 
expense once rhcy are purchased 1r will result in huge losses in the transaction 
period and in high profitability in periods when the relevant revenue is taken 
without an offset expense. Thus, enterprises, which do not use the deprecia tion 
~xpensc in their acco0t1ts will incur front•l.oaded expenses and highly variable 
!'inane ial resu Its. 

lf we wil I talk about nature of regislrntion then it is Stnte spec,tic a11d PAN based. 
Provider from where be is supplying has to register in pi~rticu lar State or Union 
l'erritory. The provider is given a 15-digit GST idenLiftca1ion !lumber called 
·'GS1 tN'' under GST regist1,11tio11, and a certification of registrut,on inc luding 
GSTrN provided to the applicant on the GSTN portal. OST law suggests 
particular process for registration, also for the extension of the uperntion period of 
informal or Non-Resident taxable individuals. Such persons have to apply for 
regi'stration before five days in advance to making any :.'\lpply before it. A n<.l 
registration is approved or operatiooal time period is increased only after advanee 
<l~po.)ir of the progressive ta.x liability. 

b Stnies of audit activity and intervals of audit would depend on rhe crew teasible in 
the VAT trader's community. Although it would be mandatory to assurn Lhe 
prese11r crew set up to achieve dual goals of jncreasing improving voluntaf") 111 :< 

compliance by VAT dealers a11d collection of revenue. 

c. The goo! attainment can generare a rivalry sometimes, direc ling of risk dealers 
m11s l increase revenue collection, while broad audit coverage becomes mandatory 
Lo attain peak voluntary compliance. Hence a balance has to be sr1·uck between the 
two. 

9) 
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d. The. goal of Audjt is to fill the gap where T ax is legal ly due co stl\te and Tax is 
paid actually by 1.he tax payers. 

Major goal of audit is to expand revenue co llection and upgrade tax compliance by the 
\fader. During this process, legal righlS of traders shou'ld be safcg\Jard and dignified. 
Process of audit should be handled efficiently to introduce the Law in effect. 

Final Notes of Depreciation 

Pepreciation is a vital parl of accounting records which helps ente rprises maintain 
their income statement and balance sheet m an oppropriate manner with the right 
profits recorded. 

Sci of loss .in order of capital goods. which influence the provisions of sub-sections (l) 
and (2) of section 17, as partially util1sed for the intentions of firm and partiaJly for 
other intentions or util ised for inflt1encin:g ta.xable tlelrvery inc lud ing zero rated 
delivery and partially for intluence excluded supplies, wuuJd be given m the intentions 
of firm or for impact of taxable delivery in the perusmg way. 

This loss could be set off only not in favour of the incorne fro111 owning and 
maintaining race horses. This maintains a fundamental step of financ ial controls of 
onc:'s enterprise. The tasks needs one should have sufficient information aod better 
knowledge of princ iples of financial accounting and agreemenc which can authorise, 
maintain financial da.ta and distributt.: task among employees. Hence one can figure 
olll. Finandal accounting permit us 10 review s nd invigilate such 'tasks to get result 
nearly. Stable financia l records enables financial controls and idea which minimise the 
hazard of scam aod vandalism, which investors have lo monitor. 

Countervailing duty is sin.1ilar 10 central excise duty and is imposed on imported 
arricles generated in lndia. In CVD, the procedure o f manufacture value co 
·manufacture· which is explained in th~ Central Excise Act, 1944. CVD is dependent 
on th~ lora l amoont of goods inclusive landing charges. Inc lusive CVD would be 
imposed equal to VAT or Sales Tax, not succeeding 4%. Such duty could be refunded 
in case in,porlcr pays each customs duties; the sales invoice implies the credit is nor 
pem1itted, and importer pays sales taxN AT on the sale of the good. Jndividual with a 
laxable aggregat~ turnover of over f 25 lakhs are requisite for OST registrntion. A 
procedme accessible for GST registration to assist input 1ax cred it. Tile word "person'' 
under GST law, is liable to pay it, additionally proprietorship, LLP, partnership fim1s, 
Hindu Undjvided Family, Company, Society and any other leg1;1I business. UST 
registration should be re-:eived from 30 days if increases ~ 25 lakh tum6ver. Business 
with present service tax or VAT registration, the process for VAT or Service rax 
registration as a G ST rt!gistration noli fication would be released. 

The newly rules regulated by the Central Board of Excise and Customs (CBEC) also 
pennil traders and producers of goods like this to demand as much as sixty per ce1lt of 
the input tax credit 011 stocks kepi on 1101 sold up to thirty June. Mi1ch credi1 would be 
permitted for goods whic h favour GST at eighteen per cent or much than it. For goods 
other than iL credit of forty per cent would be accessible. lf good~ where Integrated 
GST (JOST) is paid, a credit ofthjrty per cent would be provided for I.hose taxation ar 
eighteen per cent or above and twenty per ce11t for products which is taxed at lesser 
rates. The rules were ultimate by the GST Council in its meeting on third June and are 
supposed to provide some com fort ro traders and establishment anained on the starus 
of list at the period of OST pulled. Required and registered persons are assumed to 
surrender a disclosure in ninety days of the value of input tax cred.it ro which they are 
dcsignared to. 



5.6 METHOD OF CALCULATING DEPRECIATION 

1. Contemplate total W.D.V. of assets faJling in a particu lar block of resources at the 
start of the year. 

2. Add the cost of assets purchased during the previous calendar year. 

3. Deduct Sale Price (or Scrap value) of streogtb so'Jd, discarded, demolished or 
destroyed tbrough the year. 

4. On the equilibrium amounr, i.e., l + 2 - 3, calculate depreciation at the specified 
rate. 1f WDV becomes the drawback, no depreciation is permitted. Jf aJl resources 
in the block are offered depreciation Isn't enabled even if the block. has any 
balance WOY. 

5. ln the first year if asset obtained is used for less than 180 days depreciation 1s 
limited 10 50% of normal deprecjation. 

6. W.e.f. A.Y. 1998 - 99 a job engaged in produc tion/supply of e lectricity has an 
option to claim depreciation on Straight Line Method. After option is exercised, it 
will apply to all suc,ceeding years. 

5.6.l AdditionaJ Depreciation 

It can be claimed on new plant & 1nachine1y acquired after Jlst March 2005 by an 
assessee in the previous year ir1 which it starls manufacturing or producing. 

ll1e rate of additional depreciation: 20 percerll o[ ac tual cost. 

5.6.2 Unabsorbed Depreciation (Section 32) 

If gain for the year is nol sufficient to absorb depreciation either entirely or partially. 
unabsorbed depreciation could be deducted from any other head of income. 

If it remains unabsorbed it can be can-ied forward to subsequent assessment years to 
be adjusted against futu re taxable inco1r1e. lt can be carried forward for the unlimited 
period. 

5.7 UNDERSTANDING ABOUT THE SPECULATIVE 
BUSINESS INCOME 

First of all. we must understand wba( speculative transaction is in order tc understand 
lhe Speculative Business income. When a contract for sale or purchase of any 
commodities (including stocks and shares) is occasionally settled without the actual 
de livery or transfer of the commodities, it's called a risky trade, and when your 
business is t.o earn int o me out of such risky trade, then tha t wil I be your income from 
Speculative Business. A1nong the example of Speculative Business is StC1ck broking, 
in which the agent earns money by way of buying and sell ing the com modities 
without even taking delivery of the same. Incomes from normal business and 
speculative business should be calculated and maintained separa1ely s ince they're 
treated d ifferently wbik e-filing the Income Tax Yield. 

Here is a Couple of examples of incomes w hich are chargeable under this head: 

• ,Daily- gain from general actjv[ties as per profit and loss report of Businesl;l/ 
Profession. 

• Evet1 though profits from the speculative business (e.g., Share trading) are 
chargeable under thi~ head, it is crucial tO maintain and display them separately 
wl1ile e-filin_g the income tax return. 
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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 from 
Other Sources. 

• The worth of almost iiny edges whether conve1tible into 01011ey ot not derived 
from business/professional activity. 

• All income generared by way of interest. cornm1ss1011. wages. remuneration, 
earnings, etc. Taken from the partner with t\1 is L:on,pany is going to be treated as 
income from business/profession underneath lhe hands of their partner. On the 
other hand~ the share of profits from the venture firm will probably be exempt 
beneath the control of their partner. 

• Money rcoovered because of poor trades which were corrected againsr the 
proceeds of the earlier decades. respectively. 

• Allowable Expenses from Busioess/ Profession Income 

• Each of the expenses .that are incurred wholly and entirely regarding the business 
and profession will likely be a llowed from the income from such bt1si11ess and 
pi-ofession, 

Here is a list of Few of the expenses That Are permitted: 

• Payments for Professional and Lega l so!utions. 

• Wages, interest, and ren,uneration to "vorking partners !>ubjected 10 certa in 
ailments. 

• Traveling ru,d conveyance costs. 

• Fees for membership. 

5.7. 1 Payment for Know-How, Patents~ Copyrights, Trademark, Permib 

~xpendi1ures on a scientific search for business goals. 

• J11itial expenses in the Event uf a Provider. 

• Communication expenditures 

• Discount permitted for client.s. 

• Ad expenses regarding promotion of business solutions. 

• Fiscal Fees (e.g. Tnterest on loans). 

• Entertainment/Business Promotion expenses, 

• Postage costs. 

• The remainder of the expenses concerning business/profession. 

These expe11scs are enabled on the grounds 01 actual payments in ac.ldinon to the 
accrual basis oo the day of finalization of their balances. For, eg. Employee's wages 
for March 201 7 is going to be soon paid for the month of April 2017. Nevertheless. as 
the wages Me associated with This Financial Year 2016--1 7 (that linishes on 31st March 
2017), 1hen this can be asserted from the inco.rne by business/profession income of this 
Financial Year 2016-! 7. 

But, certaiJ) expenses are pem1itte.d only on the fee basis. Here Are Jus1 Some of the 
cases of these expenditures: 

( 1) Any taxation, duty, cess or penalties with whatever name called. 



(:2) Expenses towards participation co Provident finance, Workers' nation insurance 
policy premium, the Gcatuity fund or alternative funding for the welfare of their 
employees. 

{3) Interest on loan by public banking institutions say financial corporation:. or banks 
lhat are scheduled. 

Now le{ us take a look at a f ew of the expenses which aren't a llowed to be deducted 
out of the: business/profession income whatsoever: 

( 1) ExpendiLu~ on any kmd of ad vertisement campaigns for politico! parties. 

All the interest, royalty or fees for technical services or every other amount that 
are pay11ble out site the geographical territory of India or from Jndia to some 
nonresident or an overseas company on which taxation hasn't yet been dedl1cted or 
later deduc(ion. maybe nol deducted prior to the presct il>ed rime. 

(2) All the interest. c;ommission. rent, royalty, technical or professional fees payahle 
or paid to any individual in lndia on which taxation hasn't yet been deducted and 
should de(ltlC-l af\el'ward pt"rhaps not deducted before the e>s.pected date of e• filing 
the yie ld. 

(3) Any taxation caJcul,ue<I on s uch basis as this benefit of this business/profession. 

(4) Ont other remuneration paid for not working panner. 

(.5) Any iottrest to panners if not gjvcn ,, ithin the agr<etntml an<l not over 12 percent. 

(6) Any payment in cash exceeding ~ 20.000 (t 35.000 if oblig,ations. lor instance. 
hirmg or renting goods carriages) subject to certain exceptions according to 
principle 600 of lheir Indian income Tax Act. 

5.8 SCOPE OF BUSINESS INCOME (SECTION 28) 

Time throughout the calendar yt:.ar profit made by business and profession. 

Any reimbursement or any payment due to or oblained by: 

(J) Some other i1\cliv1dual for conclusion or alteration of conditions of bureau; 

(2) Some uilter pe1'so11 on laking over of resources of the busines.c; enterprizc by th~ 
authorities. 

(}) fncome del'iveJ with a transac1ion, profossional or comparable i11 t-titurio11 by a 
method or making of special services for the associates. 

(4) Income gains mndc by !>elling impor{ licc:nses. 

(5) Any refund of excise or customs tluty under some duty drawback., 

(6) Any amount received by an assessee under some lnsmance coverage. 

(7) lncoml! by a speculat,ve organi.L.ation. 

Where Insecure transactions performed by on assessee are of such a characlcr as to 
represent a firm, the business enterprise shall be regarded as different and different 
from any additional business enterprise. 

An insecure business 1s a company where purchase or sale of a commodity containing 
shares nnd stocks will occasiooally be or ultimately settled differen!ly 1hnn by the 
actual shipping of or transport of goods or safety 

The e.g .. payoff of trade through sp~ed gap in cash. 
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INCOME TAX ACT 

According to Jncome. Tax law, no specific ,ricthod or procedure is define<l either in the 
Act or the rules. 

However, as per Section 145 that an assessee is needed to specify the system of 
accounting oft~n followed by him. 

And this section specified two meth0ds: 

(1) Mercanti le System 

(2) Cash system 

When Cash System is adopted, assessee provides Trading Account and Profit and 
Loss Account. 

l11 th is situation, we use "Negative Scrategy." 

5.9.1 Nc:gative Approach 

For computation of business income according to this technique, Debir part of profit 
and lo~s account is thoFoughly inspected, and Lhe e;..penses mus1 be categorized under 
tJ1e following thoughts: 

(a) Expenses a llowable in the amo11111 i11 which they are debited to Profit and Loss 
Account, e.g .. lease, it1ti;'rest, repairs, and audit fees. etc. (no alterarion is to be 
made), 

(b) Expenses disa llowed, e.g., private expenditures, drawings, proprietor saJary, 
i11come taxation, etc .. Because these costs are disallowed they should be added 
back to the net gain. 

(c) Expenses allowable at a different amount than debited al the P & L accounts, e.g .. 
deprccia1ion, p(eliminary expenditme~, household planning costs, scientific 
re~earch expenditures. Primarily they're added to the interest gain and then they're 
deducted at allowahle volume. 

(d) Expenses allowabk as deduction under other heads of revenue or by total gross 
income, e.g., fixes to home property. collection fees, contributions, etc. Primarily, 
all these are needed 10 be inserted back to the net ga in, ru1d after that, they' ll be 
subtracted from the various heads of reven11e or by Gross Total lncome as the case 
will concern the credit side of profit and Loss Ale. 

This strategy is adopred when Gain and Loss Aci.:ounl or Income and Expenditure 
Account is granted. In rhc same way. on che obligations side, different payments are 
granted irrespective oflhe fa~t if they're pertaining to the Busin.ess/Profession or not. 

As a beginning point, we take just receipts that arise from Bus iness or Profession. 
From lhose receipts, these obligations are deducted as 'Allowable Expenses' that are 
incurred for the purposes of both Business or Profession. Depreciation allowable can 
also be dcd1Jcted in accepta,hle rates because though it's not a payment: it's allowable 
deduction under Section 32. 

The equilibrium is the- Company J ncorne/lJlcome out of Profession. People payment 
tJ1at isn't about the business or p,·ofession isn't. contemplated for computarion of 
Busi11ess/Profession income. A number of the payments might be wholly disallowed_. 
and therefore they shOLl ld be discounted. Regarding others either they might be 
qualify-ing for deduction under section VJ -A such as Donations etc., or beneath 
different heads of revenue. Examples of this payment are mw11cipal ta.:-:ation, in the 
evenr of property, set fees in the event of interest income, elc. 



5.9.2 Investment AJlow~nce for Investment in 'New Plant and Machinery 
[U/s 32ACj 

TI1ts deduction is permitted fo r A. Y. 2014 - 15 &. 2015 • 16 just to a Compa11y 
participaLed jn Production and invests over ' LOO crores in new plant and machinery 
during the spa.n. TI1is deducfion is pennitted along with ordinary and Additional 
depreciation. 

Actual deducf1011 in A..Y. 2014 · l 5 l 5 percen1 of real cost of new resources acquired 
and installed in the past year 2013 - 14. 

In A.Y. 2014 - 15 15 percent of the real c.ost of new asse ts obtained from Jst April 

201) to 3Jst Mal'Ch 2015 as decreased by deduction pcrmined in A.Y.20 14 · IS. 

5 .. 9.3 Expenditut'e on Scientific Research jU/S 351 

Scientific Research means some actions for the growth of know ledge in the relevant 
fields. 

The fo llowing e:-.penditure on scientific research has been allowed as a deduction: 

(a) Revenue expenditure incurred for sc ientific study associated with assessee.'s fi rm 
will be completely allowed. This n1ight be the payment of any wages into the 
people engaged in scientific research or purchase of substances for use in th is 
scientific study. 

(b) Capital expenditure incurred on sclentific research associated with assessee's 
company will be pertnit1ed in full; nevertheless, purchase of property iso'l 
allowed. No depreciation is permitted u/s 32. 1n regard to these strengtli during the 
prior year and following the calendar year. 

(c) Contribution des igned to accept sc ientific study institution or u11iversity or college 
or otJ1e r authorized institutions for sc ientific study and to approved college or 
Institution 10 get the usage of scientifit: study is permitted . This may 01· might not 
be related to assesseets company & u weighted deduction of 1.25 instances of 
sums paid is allowe.d as a deduction. 

(d) Contribution designed to approve college, college or association for study in 
social statistica l or sc ience study ,s permil1ed. This may or might not be related to 
assessce's company & a we ighted deduction of 1.25 instances of sums paid is 
a llowed as a deduction. 

(eJ A ny amour\( paid into a "National lab'' or even J.I.T. or a college or a speci fied 
individual accepted by prescribed j urisdiction, for use fo r scientific study under an 
approved program, will probably be permiited deduction of two times of the sum 
so paid. 

(D In the event of a firm engaged in produc tion or manufacture of uny medicat ion 
pharmaceuticals. (exclt1d ing the cost of land and construction) or io - house 
development and research centet as accepted by (he prescribed authority, a 
weighted deduction o f two times of this expenditure shall be leL The weightetl 
deduction that was penn ined in respect of such cost U/s JS(AB) may not be 
considered for· almost any deduction under another provis ion oflhe Act. 

This optional deduction is pennitted subject to the condition which the study and 
development centre is approved by the prescribed authoiity and the firm has entered 
into an a.gl'e.ement of collaboration and also for audit of their accounts maintained with 
this the prescribed authority shall submit the record of the acceptance of the said 
facility into the manager General in such fomJ and such pedotl as may be prescribed. 
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5.9.4 Deduction u/s 

I. Insurance: Section 36(1 ) (I) : Premium paid to cover the risk of ham1 or 
destruction of Stocks, shops, cows and on lhe health of workers under rhe 
approved strategy. Society around the Jives of cows owned by tJ1e Members of the 
Main Milk Co - op, Society connected t o it. Section 36(]) (a). Premium for 
insurance on health of employees according to plot framed by GJC & Accepted by 
Central Govern,ment or some other insurance company & approved by the 
Insurance Bonus or commis!;ion paid for Workers: Section 36(1) (ii); This is 
allowed as deduction up to Now Since they aren't paid as gain or dividend. 
!merest on [)(mowed funds; Section 36(l) (ii i): It's allowed as deduction. 
llowever. Curiosity paid by the company to its partners is granted subject to terrns 
of St'.ctions 40(b). lgnore on zero coupon bonds is allowable by issuing Business 
OI\ pro rata Basis Contribution 10 recognized Provident fund or a Licensed ,;uper 
c1onotation fund department. 

J6(J )(iv).) A n_y amount paid by the assessee as an employer using contribution 
towards Retire111ent strategy. 

2. Contribution ro Pension Scheme: Section 36(l)(Fig a) Any participation by an 
employer by the method of contribution towards a pension scheme to get a worker 
up to 10 percent of salary will be allowed as deduction. 

_1. Contribution to <1ut/w rized GtaJuity Fun.II Sectfon 36(/)(v): Number contributed 
to the finance which. will be for the exclusive benefit of these workers ·will be 
a llowed as deduction. 

4. Ctmtributinr,s rec-eivedfrom Employees (if deposited) Section 36(/)(VA): A ny 
Contribution obtained from workers towards any capital for the welfare of their 
workers. 

Lg .. P.F. will be allowed as deduction if such dona.tion is credited to workers ale 
before or on the due date. lt's allowed as deduction not because it's a cost of the 
assesse~. l11 acluality, it's not in any way a cost of the assessee. However, if this 
amount is deducted from wages of workers, it's treated as income under section 
2(24)(x). 

Thus. the deduction is permitted if payment is made by the due date. 

5.9.5 Animals used for your Firm Qt· Busiocss: Section 36 (1) (vi): 

J. Deduction is Enabled when Creatures have expired or have become permanently 
use less. Number of deduction will be gap between the real price of these animals 
and quantity renlized if any regarding carcas~es of these animals, 

2. Deduction is permi11ed on ly if animals are employed for the purpose of company 
bUT less inventory in Deduction is allowed with this account if l)ebts have 
-emerged from a business transaction. It's the res ponsibility of the assessee to 
prove to the satisfaction of earnings tax officer that these debts are irrecoverable. 

Expend iture for encouraging family planning: Section 36(1 )(ix): 

l. Jusl a company can claim any cost incurred by a company to promote fami ly 
planning among its work~rs are allowed as deduction entirely, provided its 
revenue expenditure. 

2. Any capital Cost on this account is allowed as a deduction in 5 equal instalments. 
If gain is not enougl1 lO consume this cost it could be carried forward to be set off 
in the future. 



3 . No Depreciat ioo can be maintained under section 32 on capita l resources utilized 
for l>oosting family Preparation and allowed as a deduction under section 
36( I )tL,). 

4. Any quantity of banking cash transaction tax paid throughout the year. 36( I J 

Check Your Pro<Trcs, 

Fi II in the blanks: 

I. ____ means any continuous or systematic way of carrylllg ou1 o 
profession. 

2. Amount paid Due to _ ___ _ _ _ agains1 the danger of harm 
regarding machinery, plant & Furniture are allowed as deduction given 
that they're riot of capital character. 

3, Under ___ ___ depreciation on assets ls allowed as a deduction 
while computing income from business or profession. 

4. J 11 tbe fi rst yeur if asset obtained is used for less than ___ clt:preciatiou 
is limited to 50% of normal depreciation. 

5. Cenain expenses are permitted only on the ------
6. A n _____ is a company where purchase or sate of a commudify 

containing shares and s1ocks will occasionally be or ultm,arel) set1lcd 
differently 1hon by tbe actual shipping of or transport of ioods or safety 

7. As pt!r ______ an assessee is needed to specify the syskm of 
accounting often followed by him. 

8. A _______ migh1 be wholly disallowed, and rherefore thq 
should be discount~d 

9. ______ incurred for scienlific :,;tudy associated with -assessee·~ 
llrm will be compldely a llowed. 

5.J O LET VS SUM UP 

• Busines.~, quite simply, means an occupation carried 0 11 by someone who has a 
v iew to brlng in,g in profit. 

• As per the Section 2(13). husiness has been de.fined as any system relared to any 
trade, commerce or manufacture or any adventure or concern like trade. commerce 
or manufacture. 

• Product Soles or Gross penalties s ince the case might be an! 10 he con:-iderecl us 
lhe base when Recerpl and Payment AIC are given. f rom this Ciros~ Jncome costs 
1hal arc specially allowed by the income, tax act would be deducted to nmvc at 
taxable earnings. 

• If assesse.: has occupied the premises as a tenant. rent of lhe premises and when 
he has agreed to bear expense of fixes, such cost is allowe<l as deduction. iiven it 
isn't of Capital form. 

• Under Section 32 depl'eciaLion on assets is allowed as a deduction while 
compu1ing income from business or profession. 
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• The tem1 'plant' includes ships, vehicles, books, scientific devices antl surgica l 
Equipment utiJjzed for your own business but exclude tea plantations or live 
inventory. 

• Additional depreciation can be claimed on new plaor & macbinery acquired after 
31st 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 cost. 

• If gain for the year is not sufficient to absorb depreciation either entirely or 
partially, unabsorbed depreciation could be deducted from any other head o f 
income. 

• When a contract for sale or purchase of any commodities '(including stocks iu1d 
shares) is occasionally settled without the actual delivery or transfer of the 
commodities, il's called a risky trade, and when your business is to eam income 
out of such risky trade, then tha1 will be your income from Speculative B usincss . 

• An Insecure business is a company wl1ere purchase or sale of a commodity 
containing shares and stocks will occasionally be or ultimately settled differ~·ntly 
than by 1he actual shipping of or transport of goods or saf'ery. 

• As per Se~-tion 145 that an assessee is needed to specify the system of accotinting 
often followed by him. 

• The strategy of negative approach is adopted when Gain and Loss AccolJnl or 
Income and Expenditure Account is gran1ed. 

• DecJu1:tio11 1s permitted only if animals are employed for the purpose of company 
but less inventory in !)eduction is a llowed with this account if Debts have 
emerged from a business transaction. Ir's the responsibility of the assessee to 
prove to the satisfaction of earnings tax officer that these debts are inecoverable-. 

5.11 LESSON END ACTIVITY 

Prepare a report on compulation of business income under income tax act and give a 
presentation on it. 

5.12 KEYWORDS 

Btt~·i11ess: business has been defined as any system related to any trade, commerce or 
manufacture or any adventure or concern like rrade, commerce or manufacture. 

Plant: this term in business includes ships, vehicles, books, scientific devices and 
surgical Equipment utilized for your own business but exclud~ tea plantations or live 
inventory. 

Spect1lative Business: When a contract for sale or purchase of any commodities 
(incloding stocks and s11ares) is occasionally sertled wi1houl the actual delivery or 
transfer of the commodities, it's cal led a risky trade, and when your business is to earn 
income out of such risky crade, then that will be your income from Speculative 
Business. 

Negative Approach: Debii part of profit and loss account is thoroughly inspected 
while computation of business income 

5.13 QUESTIONS FOR DISCUSS(ON 

I . What is business as per section 2 (l 3 J? 



2. Describe the methods of computing taxable income 

1. What is the method for calculating depreciation? 

4. What is the scope of business income? 

5. Describe computal 1011 of busines.c; income under income lax act. 

Check Your Progre s: Mode) Answer 

I. Business 

2. Repairs and insurance premium 

3. Secl'ion 32 

4. I 80 days 

.5. fee basis 

6. Insecure business 

7. Section I <15 

8. Nt11nber of the payments 

9. Rt!vt:nue expenditure 

5.14 SUGGESTED READINGS 

llB Lal, Income Tax, J>earsol\, New Delhi 

N.Hariharan, income Tax: law & Practice 2£, Tata MacGraw Hill, New Delhi. 

V Balachandra11, S. Thoth<lari, Ta.xwion Law and frG1ctic:c. Volume I. Pl 11 I.earning. 
New Delhi. 
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6.3 1 Suggested Readings 

6.0 AIMS AND OBJECTIVES 

A fler studying this lesson, you should be a ble to: 

• Ex.plai11 accounting and its needs 

• Discuss the concepts of accounting 

• Explain the accou111mg convenrions 

• Describe the concept of' double entry system 

6. l 1NTRODUCTION 

As per recommended by Prof Caldor for levying laxes on profits earned by selling or 
transferring a ny specific. non-inv<;ntory asset, w e can find the origination of capital 
gain (ax: in 1ndia in the year, 1956. 

As capital gain tax evolved constantly , now-a-days tl1ey are levied on transferring the 
capital assets except those held as stock-in-trade. The computation mechanism of 
capital gain rax has been prescribed under seclions 45-55A of Tncome Tax Act. 

Since last two decndes. incorporation of vario us exemptions has been incorporated in 
the s tatute in order ro give a rational view on. levy ing taxes. It is done to a7\eviate 
•u,,due hardship' for the tuxpayers. Since lasl few years, the profits taking place by, 
transferring of capita! market instrument lias taken place as an effective way for 
increasing the growth (')f capital market due 10 levying of capital gain taxes. 

6.2 CHARGING (SECTION 45(] )) 

As per section 45 (I ). ir has been rne11tioned if the income earned by a person is 
chargeable as tax on the basis of receipt or on tbe basis of accrual, a ll heads of income 
arc charged on diJTerent basis. The capital gains can be charged on the following 
bases: 

• There must be a Capilal asset owned by the .assesse. n,e assessee must have 
transfen-ed the Capital asset. 

• Such rransfrr should have taken place during lhe previo us year. 

• Profit or Loss arises from such traasfer. 

• Such Capital gains should not be exempt u/s 54. 54B, 54D, 54EC, 54F, 54G or 
54GA 
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Any profits arising on the Transfer of any Capitai Asset shall be chargeable to tax 
under the head Capital Gains in the year of transfer. 

6.3 CAPITAL ASSET 

1t means property of any kind movable or immovable, tangible or intangible does 1101 

include the fol lowing: 

a. Stock in Tratle: E.g.: X is a dealer in house property for him. house property is 
s tock-in-trade. Any profit earned by him on sale o f stock-in-trade (i.e., house 
property) would be taxable a!> Ausiness income). 

b. P erso1111I Ejfew·: Personal etfocts can be defU1ed as any Article or Comniodity or 
Propeny, which is used in daily life by a person and can be considered as a 
movable p1·operty. Ce11ain m.scts such as jewellery, archaeolog.ical collections. 
drawings or any other worls. of cJft arc excludt;)d from personal effects. These assets 
can ·t be considered as a capi1al asset nnd any surplus taking place fol' transferring 
them is not subjected to tax under Capital Gain tax. 

i. Agril:ul1ural Land: Agricu ltural land which is not situated iii the '·Specified 
Area" (i.e .. agricullural land situated in specHied area is called capital asset). 
By specified area it means the. area which is located within the limits of 
Municipality, having a population more rhan or equal lo a number of l 0, I 000 
as per the last census conductr:d. lt al:'io includes the area rhat is within the 
distance ul'around S km~. from the limits of such Mun icipality. 

11. Agricultural land which is 1101 located in any specified area. 

1u. Special Bearer Bonds, 1991 (No more in existence). 

iv. Gold-Bonds issued under Gold Deposit' Scheme, 1999. 

Issues: 

• Gold. silver coins and bars use<l for pooja are ··Capital assets". Mah~raja Rana 
Heman'!' Singhij1 vs. Cff ( l 976). 

• A property intended for personal or household use (may for ct:remonial occasion 
only), is always a personal eftect. 

• ln order to qualify for -'agricullural land i11 India-'. it is not necessary that land was 
once agriculrural land. lt must be agriculrural land at !he time of sale-T.S.M.O. 
Mohamed Otbuman vs. CIT. 

6.4 WHAT IS A TRANSFER? lSECTION 2 (47)1 

fl includes: 

a. Sale 

b. Exclrnnge (Must be of two capital asse'ts) 

c. Relinquishment of an Asset 

d. Extinguish1nen1 of an Asset 

e. Compulsory acquisition by Government 

C Conversion of an asset inlo Slock-i)Hra.dc 

g. Any transfer covered by Section 53 A o f the transfer of Property Act 

h. The maturity or redemption of zero coupon bonds 



Issues: 

• If there is any case of relinquishment, then the person's interest in a property will 
be considered to be abandoned or surrendered. Yet the property will continue to 
be owned by some other perso11 and hence it will remain existing. Here, the 
extinguishment refers lo losing of holder's right to the assets. 

• When an amalgamation takes place, the rights of tht: assessce in tbe shares held in 
the arnalga1nattng company stood extingt1ished and therefore there is a " transfer"_ 
Cl T vs. Grace Collis (200 l ). 

• Whe1J tlLerc is a reduction in the fac~ value of the shares a11d consequent payment 
by the company to the shareholder towards such reduction, the transaction results 
in exti1)gtnshment of right in the shares held by the shareholder Consequently, the 
n :ductio11 of the share capital wou ld be subject to capital gains ta.x. Kartikeya vs. 
Sarabha1 vs. err, ( 1997). 1n this case, the Supreme Court compared the decision 
in the case of Anarkali Sarabhai refetTed to above and held that in that case the 
preference shares were redeemed in entirety whereas in the present case it was 
partly redeemed by reduction of share capital. Therefore, lhe analogy is the same. 

• When a partner of a firm retires and the amount of his share in the partnership 
assets, afler deduction of liabilities and prior charges is determined on taking 
accounts as per the partnership law, ihere is no element uf l'ransfer of interest in 
the partnership assets by the retired partner to the continuing partners. The amount 
received by the reriring partner towards settlement of his share is not liable lo tox 
as "Capita! Gain" , ClT vs. R. Lingmallu Ragbukumar (1997). 

• Amount received by a retiring partner i11 respect of J1is share ill the pllrtnershrp 
including goodwill is not assessable as capital gains. Addi. CJT vs. Mohanbhai 
Pamabhai, ( 1987) 

6.4.1 Transfer When Completed 

a. Jmmovr1.ble Property wizen Docume11ts are Registered: Ownership of immovable 
assets will not pass till the Litle deeds are registered in the name of purchaser. 

\). Jmmovah/e Property when .Dncu.me.nts llre not Registered: Even if ihe documents 
are not registered bo( when the conditions of Section 53A of the Transfer of 
Property Act are satisfied, ownership is •'transterred"_ 

c. Movable f'r1>perly: Ownership passes at the time when property is delivered 
pul'sunnt to a contract to sell. 

6.5 TYPES OF CAP]TAL GAINS 

I. STCG: Capital gains arising on transfer of c1 short-lerm capilal qSSet are called 
STCG. 
JJ,Jtmner of Compuu11io11 - Section 48 (For Non-depreciable assets) 

Full value of Considcra11on XXX 
LF.SS: T ran~ft:r b ,;pense:; Ner XM 
Con~iderin,on XXX 

XXX 
LESS: XXX 
~ ,st of A~uisiti<Jn Ct1~1 ol ~ 
lmprovemcn1 xx 
Gro!\S Capital G ains/) ,os~ XXX 
I.E"SS: £:<>empttvnU/s.54 etc_ Nd xx 
STCG/L 
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2. L TCG: Capital gains arising on transfer of a Long term capital asset are called 
LTCG. 

Mtmner of computation: Replace Indexed Cost of acquisition and lndexed Cost 
oflmprovernent for Cost of Acqui~ition and Cost oflmprovement. 

Note: 

a. Capital gains are chargeable on accrual basis: It is not necessary that 1he 
consideration should be received in the year of transfer itself. 

b. Receipt of consideration in installments: Even in that case also the entire 
consideration has to he taken into account for compuling the capital gai11s. 

c. Transfer expenses are: Sales commission paid for brolc_er, cost of stamp, 
rcgistrmion fees borne by the seller, traveling expenses incurred in cunnectio11 
with transfer. 

6.5.1 Long Term Capital Asset [Section 2(29B)I 

lr is to be dec ided based on the period of holding by the assessee. 

a. Otdillary Asset: A capital asser held by an assessee, before the date of its transfer. 
for >36 months is a Long term Capital Assel. 

h. Shares ere. : in case of shares held in a company, Sec,urities (listed). Units of LlTJ 
& Units of a mutual funds specified U/s. 10 (23D), Zero coupon bonds will be 
treated as Long Tenn Asset if the period of holding is > 12 months, before lhe date 
of its transfer. 

6.5.2 Short Term Capital Asset lSection 2(42B)] 

11 is a capital asset orherthan Lhc long-term capital asset. 

/s!,'Ue.,·: 

• Jf land is held for more than 36 mo111hs but the building constructed U1ereon is less 
than J6 months old as on 1he date of lranslet. land becomes long term whereas 1hc 
bu ilding is short term. 

• In the case of transfer of a depreciable asset, capitaJ gain is taken as short-term 
capital gain, irrespective of period of holding. 

6.6 SPECTAL CASES IN COMPUTATION 
OF PERIOD OF HOLDING 

Sec1io11 49(1). Previous owner: If the capital asset is acquired by the assessee through 
any of the ways/modes spei:ified U/S.49(1) then the period for which the previous 
owner held the asset should also be included fo r computing the period of holding of 
the assessee/person who sold it. (i.e., the word he ld by assessec means held by the 
assessee (i.e. , the word held by assessee means held by the assessee and by the 
previous owner). 

a. Primary Market: ln case the assessee purchased any shares etc., in primary 
marker, the period of holding shall be calculated from the date of allotment of 
such shares e tc., and not from the date of application for shares etc., was made. 

b. Amalgumation: In the case of a shareholder who received the shares in the 
amalgamated company in e,xchaoge of shares held in amalgamating company, in 
computing the period of holding of shares of amalgamated company, the perfod of 
holding of the amalgamating shares s11all also be included. 



c. Demerger: ln the case of a shareholder who received the shaies 111 rhl! resulting 
compo.ny in exchange of the shares heJd in the demerged company, in computing 
1be period of holding of shares in resulting company. the period of holding of the 
demerged company shares shall also be included. 

d. Righr Rt tto1111cemehl: If the right to subscribe to shares is re11ou11ced to any other 
person the period of holding of the asset ( Right Henouncemcnt) ::.hall be calculated 
from 1he date of the offe r of ~uch right by the company up ro the dare of 
renouncement. 

e. Liquillatlmr Jo case the company in which sh»res are held by th(' assc.~see gels 
liquidntecl~ while cornputing the period of holding of such sh~res. the period of 
holding subsequent to the date of liquidation sha ll not be taken into ,1ccount (i .e., 
exclud1:c.J). 

f: Spec(ficd Secur;1y/Sweat Equity Shares: Tbe period of holding fo r any specified 
secu rity 01· swea1 eq11ity shares allotted or transferred. by the emrloyer free o f cost 
or at concessional rote to his employees shall he reckoned from the date of 
allolmeot or transfer of such specified security or sweat equity shares. 

g. Exclt,mge of :,lock e.l:cltange members/tip card with shares issnc:d by stock 
exchange in lhe process of corporatisatio11 of stock exchange - the JNriod of 
holding of such shares shall be calculated from the date: cif ncquisition of 
membership card. 

h. Wh~n the assessee is owner of an asset rece ived under H mode: SJ)CCified urtdt!r 
section 49(1) and thereafter the assel is converted b) the assessct: mto II new 
asset. lhe ~riod of holding would commence form the date of conversion 

Pruhlem J; Dett,tmiJie whether the asset held was short rerm or long terin copital 
asset. 

a. R holds I 000 shares in G ltd., which goes tnto liquidation oo 31-10-2008. R 
purchased tbes~ share::. on 3 1-1-1008_ The company ,nade the payment to R on 
31-3-2009, 

b. R go1 a diamond ring by way of gift from his uncle on 1 · 1-2007. fhis ring wa~ 
purchased by hi!i uncle OJJ 29-12-2005. R so ld this ring on 31 l 2-2008. 

c. R acquires I 000 shares in G ltd .• on 2.9-3-2008. He is a llotted 500 shares of a 
res1llting com pany S Ltd. on 1-4-2008. Ue transferred 1hese on 30-J-2009. 

6.7 COST OF ACQUISITION 
I. Direcr Owner~-/Jip · The cost mcurred to purchase II capita l asset shall be the cost 

of acqllisilio11 of that nsset. 

1. Jmlircct Ow11ersltip • Previous Owner: In case t.he properly is acqu ired tn any of 
lhe modes mentioned in Section 49 (1) the cost of acquisition is 1ht \;Ost to lht: 
previous owner. 

SEC110N 49 (J): 

a. Property acquired by way of Gift or inheritance. 

b. Property ncqu1reu on partnion of H.lJ.F. 

c. Property acquired by the amalgamated Company of the omalgamating 
company. 

d. Property acquired by the resulting company from the de111erged company in 
derncrger. 
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e. Property acquired by the amalg. banking instit ution of the amalgamat ing 
banking co. 

f T ransfer from a ho lding Co. to its 100% subsidiary Co., & Vice-versa. Both 
the Companies must be Tndian/doinestic companies. 

g. Liq uidation of a company & distribution of assets t0 its share holders. 

h. Acquis ition of a property by HUF where one of its members converted his self 
acquired property into j oint family property. 

1. On a transfer in a business reorganization, o f a capital asset by !'he predec~ssor 
co-o perative bank to the successor co-operative bank. 

Who i.s a Previous Owuer? 

A person who acquired the prnperty other than by any of the modes given in 
Sec1 ion 49 (I). 

FMV. Where the cost for which the previous owner acquired the property cannol be 
ascertained, the FMV as on the date of tram;fer shall be tak-en as cost. 

6.8 COST OF ACQUISITION-SOME SPECIAL CASES 

Amalg11111ation-Sectio11 49(2): When an assessee acquires any shares in the 
amalgilrnated company in exchange of shares held in the amalgamati1ig company, in a 
scheme of amalgamation. then the cost of acquisition or shares rece ived frorn che 
amalgamated company sha ll be the cost a t which the shares in the amalgamating 
company was acquired. 

Com•er:;irm of J)ebe11t11res Sect/011 49(2,4.) : In the case of conversion of dcl:>enh.lres 
etc., or a company into shares of that company, the cosr of acquis ition of such 
debenn.ires etc., shall be taken as the cost of acquis ition of the shares obtained on 
conversion. ,further. 1t provides that cost of acquisition of FCEBs wil I be deernt!d to be 
the cost of acquis ition of the shares, debentures issu~d pursuant to the convers ion of 
FCEBs. This is not applicable for conversion of preference shares into shares. To find 
out whether or not shares are long-tetm capi ral asset or short-term c.ipital asset, che 
period of holding shall be determ ined form the dare ur allotment of shares. The 
indexation wi ll start from the date of conversion uf debentures into shares 

£SOA/Sweat Equity Shares Section .ef9(2AB): As pt!r the amended p rovisions, issue 
of shares under ESOP/Sweat equity shares is now taxed as Fringe benefit tax. For the 
purpose of computing capital gain on tbc transfer of such secoritie:; in future, the cost 
of acquisition shall be the fair market value which has been taken into account w hile 
c-ompufing the value of fringe benefit. 

Demerger - Section 49 (2C) & (2D) 

a. Cos, of ac11uisitin11 of the share.,· i11 the resulting company: Cost of acquis ition of 
shares held by tl1e assessee in the: 

Co~L of a~iqub ition of shar<!~ 
held by 1he flSSC!>see in the 

Dcmergc:d Compaoy 
" 

Nel Worth lram,rerred in a demerger 

Net wonh of1hc ,kmerged Co_ immediately 
heforc <lemerger 

b. Net Worth: ·raid up share capital + General Reserves. 

c. Cost of acquisition of the shares iu demergcd co. (Post demerger): Cost o f 
acquisition of the original shares (in demerged co.) minus cost of shares as 
obtained in 'a' above (resulting co.). 



6.8.1 Reorganisat ion of Co-operative B~nk 

Section 49(2E): Sectio11 49(2). 49 (2C)~ 49 (2D) are also applicable in relation to 
business reorganization of a co-operative bank (i.e., the cost o( the shares of t11e 
successor co-operative bank received by the shareholders of a predecessor c-o
operntive 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.fU Sha res (Origina l & Rights) (i.e., Financial Assets): 

a. The CO$t ofacquisition (C.O.A.) of original shares - Amou11l actually paid. 

b. 1he C.0.A. of1be right sha res -Amount actually paid. 

c. Right Renouncements - While computing capital gains C.O.A. 10 be taken as 
Nlt. 

d. Cost to tlte p11.rclw.ser of right shares: Amount paid ro the company for acquiring 
the shares + the nmounI paid to the owner towards rights renouncement. 

Prnhlem ) : X holds 1,000 equity shares in A Ltd. Since 1978 (cos! of acquisition: 
f J0,000 fair market value on April I, 19&J f 16,000). /1. Ltd. Offers 2,000 rights 
shares of t IO each to X on May 1, 2008 at a premium oft 50 X subscribes for 800 
rights shares and renounces 1,200 shares in favour of C by 1ransforri11g the right 
enritlement for a cor\Sideration oft 4,800 . X selfs 1,800 shares 111 A ltd. on March 
30, 2009 @ t 90 per share. C also transfers his 1,200 shares @ { 91 per shnre on 
March J 1. 2009. Compute Capital gains. 

6.8.3 Bonus Shares (i.e., Financilll Assets) - Cost of Ac<Juisltion 

lf O.riginul Sl1nres 
(O.S,) & Bonus 
shares arc nllolled 
before l-4-81 ( I ) 

Bonus Shares 

j 
lfO.S. are acquired 
before J ..il-81 & BOl'JUS 
shnres are allotted on 
or after 1-4-81 (2) 

l 
!f'O.S.& Bonu:i 
sh,ircs ;ire acquired 
on or ii fler J -4-8 1 
(3) 

ln case of Original Shares . FMV as on 1-1.1-1981 or C.O.A, ( whichever is 
higher). 

In case of Bonus Shares FM Vas on 01-04-1 981 . 

2. In ca.<;e of Onginal Shares • l MV as on 1-4-1 98 l o r C .0 .A. 

In case of Bonus Shares N l L. 

3. In case of Original Shares - Cost incurred. 

ln case of Bonus Shures N l L 

6.9 FAIR MARKET VALUE 

Direct Ownership: If ·U1e Assessee acquired the nsset before 01-04-198 1 then the 
l·.M.V. i.e., fair market value as on Ol -04- 1981 lllDY be adopted as the cost of 
acquisition. 
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Indirect Ownership: If the previous owner acquired the asset before 0 1-04-1981 then 
the f.M.V. i.e., fair market value as on 01-04-1981 may be adopted as the cost of 
acquisition. (e.g.= X purchased a house property on Ll.75 for 30,000 and the property 
was passe<l on to his son Yon death of X 0 1) 15.6.86, the FMV of it o.s on 1.4.8 I being_ 
1,20,000. Y may opt 1,20,000 as the cost of acquisition). 

Nute: 

a. This facility is not availab le in cas~ of depreciable 1:apital assets. 

b. This facili ty is not ,wail.able 11, case of Section 55 asse.ts. 

6.10 COST OF ACQUISITION IN CASE OF SPECIAL 
CATEGORY ASSETS {SECTION 55] 

Supreme Court held that only if an asset cost s0111e1hing to the assessee in tenns of 
money the provisiom relating to levy of capital gains tax are applicable, To 
overcome/nullify this decision an a,1Jendment to Section 55 has been brought. 

GoodwiJ/: 

a. Self-Gene.rated Gootlwill. Take Cost of Acquisition as NIL & Compute Capital 
gains. 

b. Pim:lwse,J Goodwill. Cost incurre-d to purchase becomes cosl of Acquisition. 

C.B.». T. Circular: 

a. Transfer of Goodwill by professional firms will not attract Capital Gains. 

b. Notional transfer of goodwill is no1 chargeable to Capi·tal Gains. 

Certni11 Other An·ets: Tenancy Rights, Permits. Right to manufacture. (e.g., Patents, 
Copyrights). Right to carry on business .. Loom hours. 

But in case any price is paid for acquiring any of thes~ assets the cost of acquisition 
shall be taken as such. 

Note · In the case of these types of ~ssets 1;ost of improvement shall be taken as nil. 

6.11 FORFEITURE OF ADVANCE (SECTION 51) 

a. During the past, tht> asse1 now transferred, Wa!:> prop0sed co be sold and on such 
proposal the assesse has taken some advance, and 

b. The advance so taken was rernined (Forfeited) by the assessc as the buyer failed to 
remaining money. 

c. Any such advance amount received and retained by the assesse shall be reduced 
from the cost of acquisition or the FMV or 1he WDV as the case may be for the 
pufl)ose of compulation of capital gains wh~n such asse1 is transferred. 

Note: If advance money forfeited is more than the cost of acquisition, the excess of 
the advance money forfeited over the cost of acquisition of s uch asset shall not be 
tax.able in t.he previous year in whi1;J1 advance money is forfeited as there 1s no 
transfer. 

Cost of Jmpr011em enl 

a, It is the Capital Expenditure incurred for the improvement of Capirnl Asset. 

b. Any cost of improveme01 incurred by the assessee or by the previous owner, 
before l -4-81, shall be ignored. 

c. Jo relation to Section 55 assets, it sha ll be raken as Nil. 



6.12 IN.DEXATTON 
S1a:rting from A.Y 93-94 th~ cost of acquisition and cost of improvement of a long 
term capital asse1 ca,, be indexed. 

C OJil Juflatin11 index: 

Finnncml Year cu Financial 'r'e:1r cu 

1981,82 ) 00 1999-00 389 
I 1J82-R3 109 2000-01 ·106 
198)-84 116 2001-02 42{i 
I9/M-85 125 2002-03 447 
1985-86 1:33 2003-04 463 
11)86-87 140 2004-05 480 
1?117-88 )50 2005-06 1~97 
I 988-R9 161 :2006-07 .5 19 
19~?-90 172 2007-08 551 
1990-91 182 2008-09 582 
l \)lJ l -1)2 191) 2009-10 632 
1992-93 223 2010- 11 711 
1993-94 244 201 1-12 785 
1994-95 259 2012-13 852 
1995-96 281 201J-14 939 
1996-97 305 2014-15 1024 
J09M8 33 1 2015-l(i 1081 
I l)l)8-IJ(J 351 20 1(1- 17 1125 

This bendi1 is available t::ither from the year of acqui!>i tion o f 1he asset by 1hc 
A ssessee (Ir frnm the base yt•nr 198 1-82 whichever i:. later. 

J. Jndexcd Cost of Acquisition = l / 2 x 3 

Where. 

• Cos, of Acquisition [or] FMV as on 1/4/81 as the case may be. 

• Indexed faclor for the base year 8 I -82 or for the firs1 year in which the usset was 
he ld by th~ assessee, whichever is later. 

• I ndexal'ion factor foi (he year of tr:ansfer. 

lssuc: B inherited a property fror\1 A on I -7-2004. The property wns acquired by A on 
1-7-86. This was sold in t!te curre nt year hy B. Is it a Long Tenn Asset or Short 1 erm 
Asset? From which year B can get the benefit of indexation'? 

2. l ndexed Cost of Jmprovement = J/2 x 3 

Where. 

• Cost of Improvement incurred after 1/4/8 1. 

• I ndexatio11 factor in 1he year such cosr of improvement was incurred. 

• Index.it ion factor for the yenr of transfer. 

Note· Bonus shares illotted prior to 1-4-8 1 - Indexation can be taken from the year 
l 981- 82 up to rhe yea, of sale. 

p,.ovisc ·~ Tu S ectlo11 48: 

a. Pru11h,•q 2: Indexation facility is available in compu1a1io11 of LTCG. Jt 1s nol 
available 10 Non resident. 
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b. Prnviso 3: Indexation is not available lo bonds or debentures. But it is avai.lab!e to 

capital indexed bonds issued by the Government. 

c. Proviso 5: No deduction (Either as transfer expenses or as cost of acquisilion) 
shall be allowed in respec1 of any sum paid 011 account of Securities Transaction 
Tax. 

6.13 CAPITAL GAINS EXEMPT FROM TAX 

Se<.:tion l t 2 - Tax on Long Term Capital Gains 

UIS 10: 

Exemption of c.g's 011 rr1111.vfer of 1111irs of us-64 - Section 10(33): Jt provides that 
any ini;ome ari~ing from the transfer of a capital asset being a unit of OS 64, if .such 
transfer take!; place 011 or after 1.4.02, shall be exempt fron1 tax. This is applicable 
whether the capital asset (US-641 is long-term capital asset or short-term capital asset. 

Exemption of CG. on compulsory .ACQ. of 11rhall AGR. Land - Section 10 (37): 
Capital gains will be exempted if the fol lowing conditions are satisfied: 

a. The asscsse is an iJ1di\tidual or a 1-iUF. 

b. He or ii ov.-ns an agric11 lture land situated in specified area. 

c. There is a rransfer ofthe agricu lture land by way of compulsory acquisition. 

d. TI1c agriculture land was used by the asscssec (and/or his parents if the land was 
owned by an Individual) fo r agricultural purposes during 2 years immediately 
prior to the date of transfer. 

e. The assets may be long term capital asset or short term capital asset. 

f_ Capi1al gain arises from compensation which is recejved on or after 1.4 .. 04 (the 
dtttc ofcompuls.ury acqui~ilion may be before 1.4.04): 

g_ Even enhanced compensation which is received on or after 1.4.04 is e ligible for 
such exemption. 

~ If par1 of the compeosation is received before 1.4.04, then exemption shall not be 
available even though balance compensation is received on or after 1.4.04, 

Exemprion of L rcG on Tram.fer of.Securities S1tbject To STT -Section 10 (38): 

I. fu general c:ases: Taxable at the rares .at which the other im:on1e is chargeable to 
tax. 

2. In case of Section l lJA: 

a_ H will be taxable at a Oat rate of 15%. 

b_ In the case of individuals & Hl!f (Other than Non resident 's), if the basic 
extimp11on is 1,1ot ex.hausted by any other income then the sllurt-terin capital 
gain shall be reduced by the unexhaosted or unavailed basic exemption limit 
and only the balance shall be taxed at 15%. 

c. Ded11c1io11s under Chapt,er VJA are not availabl~ in computarion of Taxable 
STCG. 

d. Surcharge is 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%). 



c. When Section 11 i A gets attracted? 

♦ The asset transferred is equity share in a company or units of equity 
o rie11led mutuol fund. 

• The 1ransaction of sale is ente1ed into on or aAer 0 1.10.04 

♦ Such transaction js chargeable to securities transaction ta."<. 

• TI11s is !lpplicahte to nil the assessees. 

Sectiou 45 ()A): 

I . Budground· To nullify Lhe judgment given it) Yannia Silks Ltd, which snys 
that the destruction of capital asset does not amount to transfe11 45 ( IA) ha~ 
bc<'n introduced. 

'1 Event: Damage or Destruction of any Capital Asset as a resu It of: 

a. Typhoon. llurricane, Cyclone) Earth Quake etc. 

b. Riot. c ivil dis1urbances. 

c. Accidental fire or explosion. 

d. Action h)' an enemy (or) action taken in combating An enemy 
( with/without declaration of war). 

3 Year of Chorgeability: Previous year in which compensation or the asser i:; 
received from tlle Insurance Company. (This is agarn!.t 10 chargin~ Se1.:1ion) 

4. C'omiderution. Value of money received or f.MV of lhe asset received on the 
dare of the receipt. 

5. Indexation Fuc;/;tr: It is available only up to the year of destruc1ion etc 

Nnre: 

a. 11 is againsr m 1l1e charging Section as there will be capital gain even without 
trans for. 

b. /\. ::;hip. being overweight. is sunk and assets art! lust. The receipt of insurnnce 
compensa1io11 in such circumstances is not chargeable to tax under Section 
'1:5(1A}. 

c. tnsmance c,,mpensation for rheft of stock- in-trade is 1101 taxt1ble urH.lt r Sect ion 
45( I/\.) but ii will be taxable as business income under Section 28. 

d. In rhe castt of Oeprecfable capital assets, Section 50 is applicable. 

Section 45(1) - Conversion of A Capita.I A~·se1 Into Su>ck in Trod<!: 

a. Bockg-rolf11tl· The Supreme Court in CIT vs. Bai Shirinbai K. Kooka I l 96:!) 
had held lhal no transfer was involved where the asses ee. holding by way nf 
investment shares in companies, commenced a business in shares conv~rting 
the share~ into i.tock-i1Hrade of the business. 

b. 1:.·vent: Con\'('l'Sion of a capital asset into stocls. in trade. 

c. Vear o/Charg,mbiliry. The year in which such stock•in-trndt: wac: ~old, 

cL C<Jnsiderorion: FMV as on the date of conversion. 

e. Indexarion faci lity is ovai lable only up to the year of conversion. 

f. ln the yeor it1 which such SJT is sold both capital ga.ins and business profits 
will result. 
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Note· If stock-in-trade is sold in parts in different years, rax on capital gain on 
conversion of capital asset into stock-in-trade as per Section 4 5(2}., can be said to 
arise in parts in different years and n<)t in one year in which last of SIT i~ sold, 

Section 45 (3) - Tm11-efer of A Copira/ Asset iltro Capital Contributio11: 

a, Evem · i ransfor of a Capiu:I Asset by a panner 10 the firm or by a member 10 

the AOP by way of capital contribution. 

b. Vi.?ar o.f Cliargeabi/ily: Previous year in which transfer takes place. 

c. Consideration. The value of lhe Asset recorded in the book::. of the tirm or 
AOP. 

d. Assessee charJc:et1ble to tar. The partner or memher. 

No1e: 

a. These rules are not applicable when a member 1ransfers a capital asset to a 
company or a co-operative society . 

b. As per Section 45 (3) there is no requiremenl thar in the case of t ransfer of an 
asset by a partner to the fim, in wJ1ich he is a partner, the amount of sale 
cons iderat ion has got to be credited 1o his capital account: crediting of 
purchase consideration Lo current account -of the partners is sutlkient--
Mafatlal Holding Ltd. V. CIT [2004). 

Section 45 (4) - Distribution 011 Dissolutio11: 

a. Event. Transfer of a Capital Asset by way of distribution on dis.solution of .:i 

firm or otherwise. 

b. Asses.see chargeable In ta.x- Partnership Firm. 

c. Year qf Chargeabiliry: Prev ious year in which transfe r takes place from firm 
to the partners. 

d. Consideration: FMV as on date of transfer. 

e. Cost of acquisition of the firm is the value of the Asset recordeJ in the buuks. 

Note.· 

a. These ru les are not applicable w11en an asset is transfcu ed by a company or a 
co-operadve society, 

b. If a firm distribu1es a depreciable asset. the capital gain/loss shall alway5' be 
sho(t-term capital gain/ loss. 

c. Section 45(4) is not applicable where some partners retire and the firm 
continues to carry on die busj11ess with remaining partners and with new 
partners or without new partners-CIT vs. G.K. Enterprises [2003]. However, 
1,hc Bombay High Court in CIT vs, A.N. Naik Associates [2004] has held that 
the word "otherwise·• appearing in Section 45(4) not only includes cases of 
dissolution bnt also included the cases of retirement of partners even though 
there is no disso lution and the business is a continuing one. 

d. Amount credited in capital account of retired parrner upon revaluation of asseL 
of 1km is nottaxable as capita l gain as lhere is no transfor-lTO vs. Ramesh M. 
Shah [2004). 



Section 45(5) - Compulsory Acquisltirm: 

a. Event: Transfer of a Capital Asset by way of Compulsory Acquisition, under 
any law or when a capital asset is transferred (not by way of compulsory 
acquisition) and the consideration is approved or detem1ined by the Central 
Government (not by a State Government) or the Reserve Bank of India. 

b. Year of Chargecibility: ln the previous year in which compensarion is received 
(Ful 1/J,Jarr). 

c. Consideration: Compensation. 

d . Indexation is available only up to the y ear ofrnu1sfer, 

Note: 

a. lf the Compensation is received by the legal representative of the deceased 
person from whom the Asset was acquired, the recipient s hall be chargeable to 
tax. 

b. Enhanced comper1satio11/consideration: SomeLimes, the as.sesscc is not 
satisfied with the compensation determined and may go in for an appeal 
against the amount determined. ff on appeal the compensation ts enhanced. 
the add itional compensation 1s called enhanced compensation. Such enhanced 
compensacion shall be fully taxable as capital gain in the year in which ic is 
received. The cost of acqu isi1ion and improvement therelo will be taken as nil, 
s ince it has a/ready been deducted at the time or ooinputation of capital gain 
for initial compensation. 

c, Capital gains originally computed in respect of the compensation or the 
cnhar\ced compensa1 ion received shalt be revised if such (;Ompensation or 
enhanced compensation is reduced by any courr etc. 

d. Interest on enhanced compensation is chargeable under income from other 
::;ources. Interest on enhanced compensation cannot be taxed a ll io lump Slim. 

The interest has to he spread over on a.n a.nnual bas is ti ll the date of the order 
of the Court 011 a time basis---K. S. Krishna Ra(l vs. CIT [1990]. 

t'_ Expenses incurred fo r getting the enhanced compensation is a llowable as 
expenditure. 

6.14 TRANSFER OF SECURITY TN DEMAT FORM 
[SECTION 45 (2A)] 

J, Section 45(2A) is applicable if shares/securities are cransferred in "<lemaf' form. 

2. lf shares/securities are trans ferred in ··demat'' form, beneficial owner of shares/ 
securities is chargeab le to tax. 

3. For computing t:i¼pital gain chargeable to tax, the cost of acquisition and period of 
ho lding of any security shall bt' determined on the basis of first-in-first-out 
(FIFO) method. 

The Board has iss1~ed the fo llowing clar~fi.c11tio11 vide Circular No. 768. June 24, 1998: 

l . FIFO method will be applied only in respect of the demateria lised holdings. 

2. Ln the depository system, the investor can open and hold multiplt' accounts. In 
such a case, where an investor hus more than ont> security account, f ffO method 
will be applied account wise. 
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3. lf in an existing account of dematerialized stock, old physical stock is 
(lematerialized ru1d entered a1 a later date, under the FJFO method, the basis for 
determining lhe movement out of the account is the date of entry i.nto the accowlt. 
TI1is is illustrated by the following example: 

Da.te ◊f C r<-dit Pa rticulMS Qty 

June l, 1997 Purchased directly i11 dcmatcrializ.e<l form on 2.000 
May 25, 1997 

June 5. 1997 Ocma1eria.l iw.J share (nriginatly rurchased in 5,000 
Nov, 1985) 

June IO, 1997 Purcha~ed dir.:i:lly 111 demacer,aJi;,ed l'orm 0 11 4.0U0 
lune 10 1997 

June 15, 1997 Demattdaliied snares originally purchased in 3.(l0O 
May. 1962 

lf say, 2,500 shares were sold from out of this account, t.hen the p~riod of holding 
and the cost of acquisition of !he fi rst 2,000 shares shou \d be as from May 25, 
1997 and the cost thereof. whereas the balance 500 shares will be treated as 
having been acquired iu November 1985 at rhe relevant cost. TI1is is the effect of 
lhc FIFO method. 

6.15 DISTRIBUTION OF ASSETS BY COMPANY'S 
LIQUIDATION- [SECTION 46] 

I. When assets are transferred by way o f distribucion tu rhe shareholders of a Co. on 
account of liquidation, such disrribution shall nol be regarded as transfer in the 
case of tl1e company. 

, 
In the case of shareholders of the coinpa11y . capital ga•ins shall be chargeable to tax 
on such distribution. For the purpose of computatio.(l of Capital gams, the 
consideration shall be determ111e<l as follows 

a. Distrihution in cash: Amount received less deemed dividend u/s.2(22) (c) 

b. Distribution in kind: Fair market value of the asset on the date of distribution 
less deemed dividend u/s,2(22) (c). 

6.16 BUY BACK OF SHARES AND CAPITAL 
GAINS !SECTION 46A J 

a. Mruuier of Computation: Where a company purchases its own .shares the 
difference between the cost of acquisition & consideratio11 received by the 
shareholder shall be taken as C.G. ·s. 

b. lndexation: If the shares are long term capital assec- indexation fac ility is 
available. 

c. Year of chargeability: Jn the year in which such shares are purchased by the Co. 



Section 50- CompJttatian of C. G 1s In Case of Depreciable Asset's 

C.G't. Jn Case of Depreciable Asset's 

C.G. 

! 
Oo Sale ofNon 

Depreciable A.w 
On SaleofDepreciable Am 

Section 48 

Conditions.for claiming depreciation~ Depreciation U/s. 32 can be claimed provided 
as on the last day of the previous year, the following two requirements are fulft[Jed·. 

a. There must be at least one asset in ihe block & 

b. There must be, some value for the block on which prescribed percenJage can be 
applied. 

Section 50 comes into picture: 

I. 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 STCT,. 

2. Section 50 thus gets attracted under the following circum;;tances: 

a. When one or some of the assets in the block were sold for a consideration 
which is more tban the valt1e of the block (STCG). 

b. When all the a:55ets are transferred for a consideration which is more than 
(STCG) orlessthanthe value ofthe block (STCL) 

6.17 SLUMP SALE 

Slump sale means the transfer of wbole business for a lump sum consideration without 
values being as~igned to the individual assets & liabilities. This system is very popular 
among professionals. 

It is the value of total assets of the bt1siness as reduc.ed by the value of outside 
l.iabi lities 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: Tf the business that was trausferred underthe slump sale is owned & 
held for more than 36 months, the capital gains shall be treated as L TCG. 

b. Cost of Acquisition + Cost c~f 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 assc.ts, for this purpose, shaU be: 

• Tn the case of depreciable assets - the written down vaJue of.assets as per I.Taxact. 

!19 
Capital Gains and Income 

trorn Other Sources 



120 
lncomt: Tax Lnw :ind Practices 

• In the case of other assets - the book value (Other than revalued figures). 

a. AC.A, report certifying the computation of Net worth robe enclosed. 

Advamages; 

a. 20% lax, in case the undertaking transferred is he ld for more than 36 months. 

b. Even if some of the ass1::ts transferred ,vas held for less than 36 months they 
will be charged as L TCG. 

6.18 SPECIAL PROVISIONS FOR COMPUTATION OF 
CONSIDERA Tl ON [SECTION SOC.I 

\ , Wltat it says: Where the considerntion for the transfe r of land or building or both 
(LTC'A/STCA/Oep./Non-Dep.), is < the value adopted by stamp duty authorities 
for the purpose of payment of s1a111p duty (Called stamp duty value), the value so 
adopted shall be taken as consideration. ( i.e .. Stamp duty vulue = Consideration). 

2 . Refer to valuation officer: Where the assesse c laims that the s tamp duty value > 
FMV of the property, the assessin~ officer may refer the case to a Valuation 
Officer. 

3. Such reference shall nm be made, if the ~lamp duty value has been disputed in any 
appeal before any in1thority or court or the nigh c ot1rt. 

4. Action can be taken on report: 

a. If the value determined by the Valuation Officer > the stamp duty value.. the 
Assessing Officer shall take stamp duty value = Consideration. 

b. lf the value determined by the Valuation Officer< the stamp duty value, the 
Assessing Officer may take such determined value = Consideration. 

c. ff 1he value determined by the Valuation Officer < the sale consideration, the 
Assessing Officer shall take Actual consideration ce Cons ideration , 

5. C,G. 's;: Consideration as per '4th· poirlt - Cost/Indexed Cost 

6. Subsequent to the making of a!>sesSrnt!nt (Where the stamp duly value was 
adopted as consideration), if such value is revised in any appeal, the assessing 
officer shall amend the assessment order to recomputed the capital gain. 

Note: Unless property trnosferred has been registered by a sale deed and for that 
purpose valu~ has been assessed and stamp duly has been paid by parties, section 
50C canno1 come into operation. If a property is transferred under a power of 
attorney transaction and value has not been assessed for the purpose of stamp 
duty, section 50C has no application. 

6.19 EXCEPTIONS TO TRANSFER-[SECTION 47] 

a. Gift or will: T ransfer of a capi1al asset b) wa)' of gift or under a will. 

b. Partition: Transfer of a capital asset in a partirion of a H.U,F. 

c. H to SIS to H: Transfer of a capital asset by hold;ng company to irs subsidiary 
company or vice versa if the following two conditions are fulfilled: 

J. The holding company & its nominee shou ld hold tl1e whole of tbe share 
capital of the subsidiary company. 

2_ Tile transferee company should be an J ndian Company. 



d. Amnlr:. - As~·e,.\·: Transfer of a capital asset in a scheme of amalgamation, 1f tl1e 
amalgamated company is ao Indian Company. 

c. Demerger - A.!SelS: ·1 tansfer of a caprtal as.set by the demergcd company in a 
scheme of den1erge1 10 lhe resulting company. if the resulting company is an 
Indian company. 

f. Amalg. - Shores: Exchange of shares held by the shareholder of the amalgamating 
company in lieu of the shares issued by the amalgamated company if the 
u1,11algumated company is an Jndian Company. 

g. Demerger - Share.~: Transfer of shares by the shareholder of a demergcd conipany 
in a scheme of demcrger in co11sideratiou of the shares issued by the resulting 
company. 

h. Transfer of capital asset be ing any work o f art1 archaeological or sc ientific or art 
collecrion, MY book manuscript, painting, drawing, etc., to the Gove.rnment or 
Univers ity or notified Museums, Art Gallery or approved institutions. 

1. Conversion or debentures and deposit certificates into shares. 

j Conversion of 1-'CEC3s into shares or debentures of uny company. 

k. Cr.mvcrsior1/Gnul11atinn of firm m10 company: Transfer of capital asset$ made 10 

che compauy by the pa11nership fi rm where a firm is converlcd into company is 
not tal-en as transfer, ,r rhe following conditions are satisfied: 

❖ AJJ the c1ssets anJ liabilities of The firm shall be taken over. 

❖ A If the pa11ners shall become the shareholders of the co. in the same 
propo11ion in which their capital a/e's stood in the fim,'s books on the date <) f 
succession 

❖ The consideration to the pa11ners shall he paid only io the form of hares. 

❖ Th~ total short! holding or tht! partners ,n the company shall 110 1 be less thau 
50% of the toWl voting nuwer in the company a.od their sh;ire hold ing 
continues ro bt' as such for a period of 5 years from the date of the succession. 

I. Co11versiu11/Ciradua1ion ofpropriefo,y concern into Cu.: Si1nilat' to pointj . 

m. A111algamc11icm nf banking compwtv 111irh a banking institution: Any 1rnnsfer or a 
capital asse1 by a hanking company to a banking institution in a s1~heme of 
amalgamation of such banking company with such bnnking institution sanctioned 
by the central government shall not be regarded as transfer for rhe purposes of 
cap,rnl gains. 

n. In case of re-organismg a business, any such transferring of a capital asset by th~ 
prcdt:CC!tsor C<H>~ra1ive bank to its successor. 

o. ln case of re-orgamsing a business, 1.he transfer of a capital as-set by the 
shareholder which was held by him as he owned to the predecessor co-operative 
bank. Then transfer must be made considering the allotment of shares lo bim in 
the successor co~operative bank. 

p Any transfer involved i11 a sc.heme for lending of a securities under an agreement 
or arrangement subject 10 the guidelines issued by The SEBI or RBI in this regard. 
which rhe assesSCt! ho~ entered into with Lhe borrower of such securities. 

q. Tornsfer of a capital asset, being bonds and Global Depository Receipts referred 
10 in Section 115 AC, made outside India by a non-res ident to another non
resident. 

121 
(a,mnt Oains~nd Income 

fro1T1 Oihc, Sources 

http:drawi.ng


122 
lncomo Tax Law and Practic<:) 

r. Any transfer of a capital asset be ing a membership right held by a member of a 
recognized stock exchange in fndia for acquisition of shares and trading rights 
acquired hy such member in that recognized stock exchange in accordaJJce with a 
scheme for demutualization or corporatisation which is approved by S EBI. 

s. Transfer of land of a s ick industrial company under a scheme sanctioned u/s l 8 of 
lhe Sick Jndustrial Companies (Special Provisions) Act. 1985, where such sick 
industrial company is being managed by its workers' co-operative. 

6.20 WITHDRAWAL OF EXEMPTION [SECTION 47AJ 

l. Where 1'he capital gairJ arising on the transfer of a capital asset from the holding 
company to the suhsidiary company or vice-versa was exempt from capital gains 
tax by virtue of Section 47 and any of the follow ing events occur within a period 
of S years from the date of transfer, the capital gains so exempted would be 
chargeable to tax in the year in which lhe transfer took place: 

a. The holding company does not continue to hold the whole of the share capital 
of the subsidiary company; or 

b. The trans feree company converts or treats the capital asset into/as stock- in
trade. 

2. IJ1 the ca<,e of a transaction between holding company 1:1nd subsidiary company. 
the following additional points need to be home in mind: 

a, Ir the provis ions of section 4 7 A are appl'icable to a transfer, then the 
assess111en1 shall l:>e reopened in respect of the assessment year relevant to the 

previous year in which original transfer took place u/s. 155(7B}, 10 amend the 
order so as to charge the capital gains to tax. 

l>. Jf the transferee company subsequently sells the asset without artraclil\g the 
prov isions of section 47/\ thell for computation of capital gains 1he cost to the 
transferor com pany shall be adopted as cost. to the transferee co111pany
Section 49( 1 ) 

c. lf the asset is sold aJter artracting the provisions of Secrion 4 7 A, then the cos1 
to the transferee company shall be the actqal cost incurred by that company to 
acquire the asscr from the transferor company- Section 49(3). 

3. The capit'al ga in aris ing on 1ransfer oC a capital ilsset in the nature of membership 
of a recognized srock exchange ext:mpted by virtue of Section 47. shall ba 
chargeable to lax if the shares allotted to the transferor in eKchat1ge thereof are 
transferred before the expiry or a period of J years. The capital gain shall be 
deemed, in such a case, as the income chargeable during the previous year in 
whicJi the shares are transferred . 

. i, If the conditions stipulated regarding the succession ofa proprietary concern or a 
firm by a company are not complied with, the benefits availed by the sole 
proprietor or the firm. as the case may be, shall be deemed t o be profit and gains 
of the successor company chargeable to tax in the year in which infringement 
takes place. 

6.21 SPECIAL PROVISIONS FOR NON-RESIDENTS 

In the case of an assessee who is a non-resident capital gains arising from transfer of 
capital assets being Lhe 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 s<1me foreign currency as was utilized for the purchase of shares-



or debentu res a~ indicated below. 11,e capital gains so computed in such foreign 
currency shall t>e reconverted into Indian currency for the purpose of funher 
computation- First proviso to Section 4 8 and Rule 1 15A. 

hems Con"uted/ Rate of Conversion/ 
Reconverted Re-conversion 

('oSl of acq111:.1 tion ·111e average ol telegraphic uansfcr sc:lling rate and bu) ant 
rare ~ on the dare of acqu1.si1ion. 

l.11.pv11s<;s 1ncurreJ fortransler The average of t<!lcgraphu: lrun:-fer sd llng rute ond buying 
rate as on the tla1e oftraus t"er, 

Sak con~idern1ion l'hc average of telegraphic transfor selling ri1tc and buying 
rate ns on the date of tr:insfcr. 

(.'.;ipi tal gains ( Re-c(invcrsion) The buying rate for telegrnphic ll':1nsfer as 1)n th.: J att: 

The conversion and re-conversion shall be made on the bas i!. of the rate of exchange 
adopted by the State Bank oflndia. 

The aforesaid manner or computation of capital gains sh al I be applic11ble in respect of 
~opital guins arising from every reinvestment thereafter in the shares or C'k benwres of 
an Indian company on the sale of such assets. 

In these cases ind~xation, will oot be available in the computation of capital gains. 

6.22 SPECIAL PROVlSIONS TN THE CASE OF A NON
RESIDENT INDIAN fSECTION 11 SF] 

If the fo llowing conditions are satisfied. one cal) take t11e benefit of Sl!ct1un l 151 : 

The tnxpuyer is ,, 11011-reside111 Indian (i.e., an individual being a cilm:n o( India 
or a perso,, of ludian origin who is non-resident. A person shall be deemed 10 be 
of lndian origin if lie, O I' either of his parents or any of his grnncf-parenls, w~ born 
in undivided India) al the time of sale o f capital asset. 

2. He- has transferred a specified asset [i.e., shares in an Tndifln company. debentures 
of an Indian public limited company, deposits with an Indian public limiLed 
company or Central Government securities (hereinafter referred to as ''original 
asset'') which has been acquired or purchased with or subscribe<! to in. conver1ible 
foreign exchange. 

3. Such asset is a /011g-ter111 capital asset. 

4. Within 6 numths of transfer of original asset, The taxpayer has invested the 
wholeipart of net consideration 111 any of lhe following (hereinafter referred as 
'·new asset"'): 

a. Share.s in an Tndia company: 

b. Deposit of an Indian public limited company; 

c. Deposit with on lodian public limited company; 

d. Central Government securities or 

e. National Saving Certificates VI and VIT issue. 

5. 1 r all the above conditions are satisfied, exemption is available as fol low~: 

Amount in"cslcd in 
ntw Asset 

Capital garn 

Net sale consideratio n 
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6. ln case the new asset acquired by the assessee is t.tam,ferred or converted into 
mon~y within a period of lhree years from the date of its acquisition, the capital 
gains exempted by virtue of the provjsions gi"en above is deemed to be income by 
way of long-term capital gains of the previous yeur in which such new asset is so 
transfen ed or converted into money. 

7. A non-resident 1ndian may elect 1101 to be goven,etl by the provision of 
Section l I 5f for any assessment year by giving a declaration the recurn of income 
to th is effect. 

6.23 REFERENCE TO VALUATION OFFICER 
[SECTION SSA} 

For the purpose of ascertaining the fMV, the Assessing Officer may refer the 
valuation of a Capita.I Asset to a vahiation office,r under the following circumstances: 

a. Alretidy valued: Where the assessc already referred the matter to a registered 
valuer and lhe value as claimed by him is 85 per that valuation report - if the 
Assessing Officer is of the opin ion ihat the value so claimed iS' less chnn its 
FMV . 

b. If not so, i.f the Assessing Officer is of the opinion: 

❖ That tl1e FM V of the asset ex-ct:leds the value of the asser as claimed by the 
Assessee by more than 15% of the value c laimed or by more than :25,000 o r 

❖ Tbat haviug regard IO the nature of the Asset & relevant circumstances it is. 
necessary to make the reference. 

The va luation ref)orl uf the Valuation Officer sha.l! be binding, 011 the As~essing. 
omcer. 

6.24 ZERO COUPON BONDS 

\ . /11enui11g of zero coupon bonds: "Zero coupoll hontl'' mea11s a bmu/: 

❖ [ssued by any infrastructurt' capital company or infr-astrucr11Tc capital fu11d 01 
public sector company on or after 1.6.2005, 

❖ Jn respecl of wl1ich no payment is received before maturity. and 

❖ Which the cenhal government by notification, speci fy in this behalf. 

2. R etlempliou of zero c1mpo11 bond~· lo he regarded n~· lronsfer: The payment of 
zero coupon bonds shall be received from the issuing company/ fund only at the 
time of maturity or redemption. Consequen1Jy, Section 2 (4 7) is amended to take 
redemption of zero coupon as a trans fer, 

3. Transf e.r of zero coupon bonds taxuble as capital gains: 

a. The profits aris ing on the transfer of such zero coupon bonds shall be 
chargeable under the head ··capital gains". 

b. If zero coupon bonds are not he ld for more than 12 months. such ca.pita I asset 
shall be treated as short te1m capital asset and hence shall snbjecl to short
term caplral gain. On Lhe other band, where these bonds are held for more than 
l 2 months, ~uch capital gain sha l I be treated as long-term capital gain. 

4. Taxability of long-term capital g"in: Definition of specified security as given in 
Section 112 is ~mended. Therefore the option scheme is also available ( i.e., 20% 
tax with indexntion or 10% tax. without indexation}. 



5. Tax treatment in the ha11ds of company issuing such bo11r/.o;: Discount on issue 
of zero coupon bonds to be allowed as deduction on pro rata basis, having regard 
to the maturity period of the bonds, under Section 36 '-'hile computing business 
income. 

6.25 SERIES (SECTION 54} 

Section 

.54 

548 

HD 

5!F 

ln<l1v1duaJ & 
HUF 

Conditions 

Rc>1dential bou~e (L0.P or S.O.P. / to 
be transferred. 

It must he a I, rcA 

Willun l year before or 2 years <1f1er. ~ 
re~idenmil house is purchased and/or 
wi1h1n a period vf 3 years. a resiJential 
house is consrruc1cd. 

Quantum or £:..emption 

Amount l'f lnv.i~1me111 ur 
C11p1tal gain which ever i:
lowcr 

Individual Agncultural and situated i11 ~peci{icd Same as Section 54 
a,,e:1 lV be trnnsfcrred. 

lt must have heen used In the 2 years 
immcdHltcly preeedin!! the date 111 
1r1.111.~rer for ag,riculn,ral purpose,; cu ber 
by 11te assessee or by his parentr-.. 

Wnhin 2 veal"S from I.he: dat<: of transfer 
another Agric. land is purchased 
l C11pi1:.I asset or ncn). 

Any Asse~ There must be a compulsory acquisi11on 
of .i ~'npital a~ et 

Jnd1v1dual & 
IIUF 

The property acquiro:I i:; lond anti 
huil<ling funning part of nn indus,rial 
undcr1akmg 

Tb~ /1.Ssct must have been used in the 2 
yenrs lmmediattly ptteeding the date ol 
tronsfr.:r, 

Wnhin n period or 3 years any other 
land or huiltl,ng is purcha.-.ed or/and 
constr11c1cd for the ind'UStrial 
unJt1tuking e.xis1ing <lr nc:wly setup. 

The as:sc:t tmnsfcrrcd is n L TCA ~•th~r 
lhan a residential house: 

Within a period of 7 )'l!l/r before or 2 
years after the d~rc of 1rao5fe{". ;; 
1 i:sr\)cntuil hou se is ll' hc: purchased 
or.lnnd within a perin<l uf 3 y ears :t 

rt~idential hou~e ls to be constructed. 

The assc:.~e do-:s nOI own more l}ian one 
residential house on 1he date uf lr'<U\sfer. 

Ass-:ssce docs nut within a period of I 
y~r putdta'le or docs 1101 within a 
pcnod of 3 yccJri, consrn.ict any 
r~~iden,ial house 01hcr than lhe new 
asset. (*) 

If lhC COS\ <11' lhc n~w 
rc>•denlml house is cquol 10 

01 mote 1han the net 
con.side,-auon then the whok 
of the e-0pitol guin, Other 
1, 1se the cap,taJ g:un 1.s 
e >.cmp1ell proponion-atcl;,, 

Comd,,, 
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lnc.)ml! Tnx l..lY. nncl Practttt< 

Any 
asscssee 

54G;t Any 

5'EC 

As~es.see 

Any 
Ass.:sse:: 

AS.(CI tr.msferrcd is a LTCAISTCA. Same as Section 54 

Machine~. Land & buildini or 11ny 
right if) I .and &. building usc:<l tor i.hc 
bus1n~ af an indusrrial undenal..ing 
siru111ed in d n urh1m iU~J 1s ltun<,fcrred. 

Trans.fer L~ due to )hlfhng 10 lill} area 
mhcr thau an urban arc:1. 

Within a pcnod of J y t'ar httfore or 3 
years ailer the dale uf ll'an~fcr the 
asst~~c has purchnsl.'d ma.:h1ncry. 
building or land and/or ..:oostruc1cd 
building & complctell shirting 10 1he 
new are11 

As~tt m,n~fc!'rcd i$ a I. TCA/STCA, 

·Do• 

I rnnsfer is due 10 shi fl ing M 5171/. 

·Do· 

Inc 11$.<;et tmnslem=d i~ :1 I. r'<..A "'•. 

Within :i perlllll of 6 tnuulh.s after lbc 
dair ol transfer. invc1o1mcni shall be: 
made III Bnnds rcclt'.cmablc atlcr 3 }'C8~ 

bqucd by NHAI vr b:r thi: Rum\ 
£.le«.:tritic.111011 C-orpor·at1nn 

C::ame ilS Section 54 

5amc: as Section 54 
( l-tl\\\Cllet, lh~ invc:,lmi!nl 
nwJe on <1r atler 1.4 (17. 
can' t C).c;eed G O Lal..hs 
during any finuncia! yeur 

Capilal gain which was exempt u/s S4F shall he deemed to be income by way of long· 
Lenn capital gain of the year in which another residen1ial house is purchased or 
constructed. 

** Exttmption 11/s 54EC in l'e:ipect of deprecir,ble tJ.fSet : If conditions necessary under 
Section 54EC are complied wi1h by the assesec on the tranc:fer of a depreciable asset, if 
conditions necessary u/s 54EC arc complied with by the assessee 1s eligible for the benetil 
u/s 54EC /CIT vs. Assam Petroleum Industries (J>) Ltd, (2003]}. 

6.26 SOME CLARJFICA TIONS ON SECTJON 54 SERIES 

a . For rhe purpose of Section 54 and S4F, cos1 of (and acquired by the as.sessee will 
also be eligible for ext'mption along with lhe ..:oSt of construcrion or acquisition. 
(Circular No.667. dated 0~1ober 18. 1993). 

b, For Se.ction 54/54F, the word house property means building or land appurtenam 
there to. 

c. Conversion of joint ownership into • ingle ownership by payment being made to 
orher joint owners amounts to purd 1ase. 

d. House property does no1 mean an independent house property only, it includes 
flats in apanment &joint ownership as well. 

e. Purchase of the house propcny which is alre::1dy in occupation of the assessee in 
the capacity of the tenant is taken as an eligible purcl1use. 



f. Sale of > J house property & purchase/construction of a single propeny is 
permissible. 

g. Sate of l house property & purchase/construction of> I property is permissible. 

h. Construction of2nd floor on existing property is valid. 

L For lh~ purpose Section 540 & 54D usage as a tenant is also to be considered. 

J. In case of Section 54D & S4G/GA, the assets 10 be sold are depreciable assets, Lhe 
resuhing C.G. con on ly be either STCG or STCL. 

k Expe11:ses incurred for registrn1io11 of properly will be considered as investment. 

l. Expenditure incurred for conslruction before the dale of transfer of the asset 
becomes eligible for cxempt1on u/s.54 or 54F. 

m. The construction of the new house may start before the dale or transfer, but it 
should be completed after the date of transfer of the original house. 

n. Construction need not he completed in full. 

o. Where a person who sold 1hc house property lias died, evi.:n if his legal 
representatives fulfil I the condrtion as to purchas<' or constructton of a nttw 
residential house within the slipulated period. the benefit• of Sec1ion 54 can be 
taken l>y such reprcs~nratives. 

p. If the assessee complies w ith the conditions given in Section 53A of the transfer 
of property act within given time. he is eligible for exemption even if 1he sale deed 
was not regiscered. 

q. The wor(b "assessc:e or a parent of his" occu1Ting in Section 548 of the Act, 
wou ld clearly indicate thar only an "individual assessee'' ,s e ligible. 

r. Expenses incurred for shjfting wHI be considered as investment u/s 54G. 54GA. 

s. The cost of the bonds pu,'chased under eligible issue or capita l fo r which 
exemption under Section 54EC is c laimed, will nor qualify for deduction under 
Section ROC. 

1. Newly c1cquircd or constructed property may be in India or outside 1'11dia. 

u. For c !aiming exemption uh, 54{1 ), construe lion of house need not be made by the 
asscsse himself, as it can be consrructcd by a third party for the assesse CIT vs. 
U111a Budhia 12004), 

v. Tilcrc is nothing 111 provis ion of section 54 to warrant establishing a direct nexus 
or live- link between the amount of capital g,ain and 1he cost of uew usset Ajit 
Vaswaoit vs. CIT. 

w. For purpose of claiming exemption u/s 54~ invesnnenc in residential l!ouse would 
no1 only include cost o f purchase of house but also cost incurred for making house 
habitable• Saleem f.uelbhoy Vl'>. CIT{2006J. 

Capital gatn.'I account:, .\cheme: Under Section 54, 54B, 54D, 54F. 5'1G. 54GA (54 EC 
110 1 covered) the l.:ap11al gains is exempt if sucb gains or c.011sidera1 ion. as the case may 
be, are invested in new aSSets within the time allowed in 1he respective sections. lf 
such invesrment is not made before the date of furnishing rhe income tax renim then 
1he amollnt of capit;il gain or the net consideration. as the case may be is required to 
be deposited in an ac~ou11t under capital gains accounlS scheme. The relevao1 points 
are: 
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a. Da1e for deposir: The deposit shall be made on or before furnishing rhe return of 
income or within 1J1e due date for furnishing the retum under Section l39(1 ), 
whichever is earlier. 

b. The deposit can be made in any purlic .sector bank or approved institution. 

c. Proof The retum of income shal l be accompanied by proof of such deposi1. 

d. Withdrr;1wn: The an,ount deposited can be withdrawn fot making the investments 
as specified in the reh:vant sec,ions. 

e. Unutilised: Ir the amount deposited )s not utilised for acquiring rhe new asse1 
withi.n the given period, the capital gain related to tbe unutilised amount shall be 
treated as the C.G. of cite previous year in which the period specified in relevant 
sections expired. 

f. The unutiliscd deposi1 amount in the Capital Gains Accounts Scheme, in I.he case 
of an individual, w·ho dies before the expiry of lhe two/three years stipulated 
period under secrion 54, 54B. 54D, 54F and 54G, cannot be truced in the bands of 
the deceased (Circular No.74J dt. 06.05. 1996). 

What happens if the newly ac-quired asset is sold? 

a. Sale ,if new asset: Under Section 54, 54B, 54D, 54G and 54Gt\ if the newly 
purchased asset is rrunsferrcd within a pe·riod of 3 years from the date of i1s 
acquis ition. th~ cos! of such newly purchased asset shall be reduced by the amount 
of capital gains previously exempted and the short tem, capilal gains arising on 
the transfer of newly purchased asset s.haJI be computed by us ing. such reduced 
cost of acquisition. 

b. l r the newly purchased asset under Section 548 is not a C,A, then "a" will not 
arise. 

c. Sale of 11ew asset: Under Se,tion 54.F, if the new asset is transferred within a 
period of three years then the capital gain exempted carljer shall Ix taxed as the 
capital gain in lhe previous year in which such asset is transferred. (In addition w~ 
shall calculate C.G's on 5ale of new asset). 

d, Sale of lllll(!Slme11ts lf the spt:cificd bonds U/s 54EC so invested are transferred 
or converted within a period of J years from the date of ac4uis1tion, tbe amount of 
capital gain previously exempted shall be deemed to be long-term capital gains of 
the previous year in which such transfer or conversion takes place. (ff the assessee 
takes any loan or advance ot1 the secuf'ity of such spec ified bonds ot debentures, 
he s haJI be deemed to have effected conversion). tin addition we shall calculate 
C.G 's on sale of new asse1). 

Section 54H: Extension of tbne f or ucqt,irilJg new a.,·ser or depo.viting amom,t: 
Where the transfer of the ,1rig inal as~ct is by way of compulsory acquisition and tlle 
amour\1 of compensation is not received by the assesscc on tbe date of c;uch lcansfer, 
the period available for acquir.ing new asset or investment by the assessee as referred 
ro iJJ Section 54, 54 B. 54D; 54EC and $4F in relation to such compensation, shall be 
calculated from the date of receipt of such compensation and not from date of transfer 
of the origioal ass-et. The extension of time as per section 54H is not available for 
section 54G/GA, 

Exemption under more tlran QtU! provision.- it is possible to avail exemption under 
more tJ1at1 one section in respect of capital gains arising on transfer of a capital asset. 
For e.g., an assessee inay sell a i·csidential house, jewellery, 1and, shares etc,, arid 
invest the capitaJ gains or net consideration as the case may be in another residen1ial 
house whereby exemption can be claimed both u/s. 54 and Section 54F. 



Some Generlll Issues 

I. Where a person obtains a capital asset from a Co-operative housing society by 
vuiue of his membership, the date of acquisition of such capitol asset shall be 
reckoned from the date of allotment of share ill the society and not the date of 
delivery of possession of flat. (CrT v.s Jindas Panchancl Gandhi) 

~- Where land ond building are sold and land is long term but the building is a hon 
term capital asset, eith~r because it is newly constructed or it is so treated by 
virtue of Sett1on 50. the sale consideration can be split up so as to compute long 
term capital gains with reference to land sepnrately and to avail in such 
computation 1he benefit of indexation. ln respect of building, short term capirnl 
gain/loss can be cornputed separately CIT vs. Citibank. 

3, Any payn1t'nf mode by an assessee to obtain vacant possession of the property, as 
a pre-condition for affecting the sale shall be considered 10 be expenses in 
connection with IJ'ansfer·. Accordingly, such payments arc eligible for deduction 
from salt consideration. But for incurring such expenditure, the tronsfor cl:lnnot be 
completed and therefore, the expenditure is allo.,,vahle u/s 48( I) of the Income-tax 
Act, (Cff vs. A. Ver,ka1araman, 1982). 

4 Ar,y .m~ount paid to morhe1'/tat11er having right of residence in the property is 
entitled co dcducrion as rransfor expenses. 

S. Any legol e~penses incurred in connection with transfer of property are allowed as 
deduction. for e.g., Legal expenses incurred for obtaining the compensation, 

6. Where a p1operty inheritc<l by the assessee was placed under mongage b)' 
previous owner and where sut.:h mortgage is discharged by rhe assessee, the sum 
paid by assessee for discharg,e is to be treated ns cost of acquisition. It ,s 
dcduc1 ihle in lhe computation of capital gains - Amnachalam vs. CiT ( 1997). 

7 Any amounl mi!)appropriateo by 1he power of attorney holder out of the salt! 
consideration 1s not e ligible for dt:duction while computing the capital gain of che 
ciwner of the property. (Naoza,· Cbenoy vs. CIT. 1998). Again, the a~sessce cannot 
c laim such a111ov111 as incomt: diverted at source by overriding tit le. 

Check Yout' Progress 

Fill in rht• blanks: 

l. The comp11la1ion mechanism of capital gain tax has been prtiscribcd under 

2. Any profiL'- ari~ing on the Transfer of any Capital Asset shall be 
chargt:able to tax under the head _ _ ___ in the year of trans fer. 

3. Ownt!rship of irnmovable assets will not p~ss 1iU the title det:ds are 
registered in the _____ _ ___ _ 

4. Transfrr of _ _ _ _ by professfonal firms will not a11racr Capital Gains. 

S. A non-reside,, , ln(lian may elect not to be governed by tbe provision of 
for any assessment year by giving a declaral'ion tht! return of 

income 10 this effect. 

6. Discoum on issue of _____ to be allowed as deduction on pro rata 
basis, having regard to the maturity period of rhe bonds, under Sect ion 36 
whilt! computing business income. 

7. Purchase of the _____ wbjch is a!Ieady in occup,uion of 1bc 
ussessee in tlte capacity of the 1enant is taken as a11 eligible purchase. 

l2Y 
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As capital gain tax evolved constantly, now-a-days they are levied 011 transferring 1he 
c(lpiral assets except those held as stock-in-trade. 

As per section 45 ( l ), it l1as been mentioned if the income ea.med by a person is 
chargeable as l a."\ on the basis of receipt 01' on the basis of accrual. 

In order to qualify for ' 'agricultural land in India'', it is not necessary that land was 
once agricultural land. 

Amount received by a retiring partner in respect of his share in the partnership 
including goodwill is not assessable as capita.I gains. 

Jf land is he ld for more than 36 months bu1 the building constructed thereon is less 
than 36 monrhs old as o.n the date of transfer, land becomes long term whereas the 
building is short term. 

In case the cuinp,111y in which shares are held by the assessee gets liquidated, while 
computing the period of holding of s uch shares, t.he period of holding subsequent to 
the date of liquiJat\on shall not be Taken into account (i.e., excluded), 

In case of dirccc ownership l'he cost incurred to pnrchase a ca-pita) asset shall be the 
cost o f acquisition 0f tha t asset. 

SECTJON 49()E): Section 49(2), 49 (2C), 49 (2D) are a lso applicable in relation 10 

business reorgani7.alion or a co-operative bank. 

Supreme Court held that only if an asset cost something to the assessee in terms of 
rno11ey the provisions relating to levy of capiml gains tax are applicable. 

As per Section 45(3) there is no requirement that in the case of transfer of an asset by 
a partner to the firm in which ht:! is a pnrtner, the amount of sale consideration has got 
co be credited to his capital account; crediting of purchase consideration to current 
account of the partners is su fficient. 

ff advance money forfeired is more than the cost of acquisition, the excess of the 
a<lvance money fod i:: ited over the cost of a cquisitio n of such a'iset shall not be taxable 
in the previous year in wh ich advanc~ money is forfeited as there is no t.rnnsfer. 

Slump sale means the transfer of whole business for a lump sum consideration withom 
values being assigned to the indivjdual assets & liabilities. This system is very popular 
among professionals. 

The Total shareholding of the pal'tners in the com pany shall not be less than 50% of the 
Lota/ voting power in the company and their shareholding continues to be as such for a 
period of 5 ye.ars from the date of the succession. 

In the case of an assessee who is a non-resident the capital gains so computed in such 
foreign currency shall be reconverted 1nto Indian currency for the purpose of further 
computation• First proviso to Section 48 and. Rule 115A. 

The valuation report of rhe Valuation Officer shall be binding on the Assessing 
Officer. 

"Zero coupon bond" means -a bond issued by any infrastructure capital company or 
infrastructure capital fund or public se<.:ror company on or al;kr 1.6.2005, jn respect of 
which no payment is received before mat\lrity and which tbe cenfral government by 
notificat ion, specify in th is behalf. 



For the purpose of Section 54 and 54F, cost of land acqu ired by the assessee will also 
be elig ible for exemption along with the cost of construction or acquis ition. (Circular 
No 667. dated October IS, 1993) . 

Under Section 54, 54B, 54D. 54F, 54G, 54GA (54 EC not covered) the capiral gains is 
exempt i f such gains or consideration, as the case may be. are invested in new assets 
within rhc time allowed in the respective sections. 

Any amount misapp1opriared by the power of attorney holde r out o f lhe sale 
consideration 1s not e ligible for deduction while co1ttputi11g the capital. g11in of the 
owner of the property. 

6.28 LE SON END ACTIVITY 

R acquired agricultural land in Delh i, on 15.5.94 for < 4,00,000. The land is 
compulsorily acquired by the De lhi government on 15.4.03 and the compensation 
fixed was t 2S,00,0O0. ? I 0,00,000 was received by R on 15.1.2004 and the balance on 
6.4.2005 R w11s not satisfied wit11 the compensation and fi led a suit in the court. The 
compensation was enhanced by ~ 5,00,000 which was received on 25-3.09 Compote 
the capitol gains taxab le in the hands ofR for the various tlssessment year.s. 

6.29 K EYWORDS 

S TCG: Capita l gains aris ing on transfer of a !>hort-tenn capital as~cl are called STCG. 

LTCG: Capital gains arising on tra11sfe1 of a long-tenn capi1al asst!t nn: called I TCG. 

Ordinary o::.·.,·et: A capital asset held by an assessee, before the date of its transfe r, for 
> 36 mo111hs is a Long-tenn Capital Asset. 

Previous cmm~r: A person who acquired the property othe1 tho11 by any of lhe modes 
g iven in Section 49 (1 ), 

Cost nf lmprtJ 11eme11t: It is the capita l expenditure incurred for the improvement of 
capitnl as~e1. 

E11honced f OmpmsM /011: lf on appeal the compensation is e11hanced. the additional 
compensatiun is called enhanced compensation. 

Slllmp .ml<!.: Slutllp sale means the transfer of whole business for a lump sum 
consideral ion without values being ass igned to the individual :issets & liabi li ries. 

6.30 QUESTIONS FOR DISCUSSION 

1. Define account ing. What is the need of accounti ng? 

2 What are 1he hnsic c-011cepts of accounting? 

3. Whot are 1hc key conventions of accounting:? 

4. Describe 1hc objectives of accounting. 

5. What are the different types of accounts? 

6. Whnt arc the di fferent branches of accounting'! 

7 Discuss the concept of double entry system of accoun1111g. 
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Check Your Progress: Model Answer 

J. 45-55A of Income Tax Act, 

2. Capital Gains 
-, 
J. Name of purchaser 

4. Goodwill 

6. Zero coupon bonds 

7. House property 
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7.0 AIMS AND OBJECTIVES 

After studying this lesson, you should he ah le to: 

• Ex.plain lnc.ome Tax Act, 1961 

• Discuss 1he basic concepts of Income Tax Act. I <>6 ! 

• Ex.piain the meaning of agriculmral income 

• Describe the concept of gross income and total income 

• List thc-exernpuons under section IO oflncon1e Tu.x Act 

• List di fferent types of losses 

• Discuss the Jiw it of carry forward and ser off against income 

• Describe precondition to c.ariy forward Joc;es 

• Define r.ole proprietorship it1 Tax Liability of an lndi v1dual 

• Cornp11tc the tax liability of individuals and f--lUF 

• Explain the key s<1vings under Section SOC 

• State the allowable tax deductions LO individuals and HUF 

7.1 INTRODUCTION 

Section 14 of the lncome~tax Act has classified rhe income of a taxpayer under five 
different heads of income, viz.: Salaries. Income from house propc11y and Profits and 
gains of business or profession . Total Income is rhe income on which ta.~ liabi)icy is 
dt:terrn.ined. It is necessary to compute to1al income to ascertain tax liability .Section 
SOC to SOU provides ce1tain deductions which can be claimed ,from Gross Total 
lncome (GTIJ. After claim ing these deductions from GTI1 the income remaining is 
called as Total Income. In othet words, GTl less Deductions (under section 80C 10 

80U) = Total Income (TI). Total income can a lso be understood as taxab.le income. 



7.2 COMPUTATION OF TOTAL INCOME 

Although Section 14 of the J ncome-ra:x Act classifies income under five distinct heads. 
lax is not jmposed Oil each of the heads separately. Under Section 4, which is the 
charging section nn<l the backbone of the Act, rhe charge is on a single tax base 
called- total income. Section 4 thus provides that: 

(a) The charge of tax shall arise in respect of !he total income of every person defined 
in Section 2(3 I); 

(b) The subject matre1• of tax is the total income of the previous year: 

(c) The tax is to be charged at tht: nue or rates in force: 

(d) The provi5ions of section 4 are subject to the other provisions _of rhe Act. 

Sections 15 to 59 of the Act lay tfown the procedure ofcomputation of income under all 
the five heads mentioned in section 14. The sum total of income under all the five heads 
is known a!- Gross Totai Income. Total income is obtained aft.er subtracting from the 
G'l'T the petmi!-siblc deductions under Chapter Vl-A of the Act (Sections 80C -SOU). 

Comput.tlto11 ofTolJII Income 

I. lncume und~r lhc he11d "Snlarie:i.": 

Vanou, compoocms ol :..ilary dclioc:<l u/s I i(I) 

. Pt1y. "ogcs. r cn~1on. annuity. ~•.c 

. T c1x:ibk atlowao,;-e, 

. Pc:,quisit4 

. l'roli ts in lieu ur ~ lary limss Sl\lnry 

les.r Ucdul'liMS U'~ 16 . 

l)cdu~1100 for en1c1Ta111mc:111 allmu,ncc 

. l)edoctton 1i1r profc:.~~ional la., 

2. Income from house proper ty: 

Oross an1111ol \ illuc: 

l1!9S Mu111c1p1il tnx Nc:1 annual \ ttluc 

leis Dcducuon ui~ 24 

S1and11rd dcducllM u/~ 24 (a) 

h11c1cst on horrowcd copHal urs 24 (bl 

Income from hous~ propcny 

3. P ro fits and goins from busiriess or profossion: 

Net prolil a.~ per l'rolil anct Lt•~ A~counr 

Add. ltllldmiss,hh: c'l:pen.ses 

Les.•: lncom\' credu~d to 1hc: l'roti1 and Loss Accounl but not taxal>lc under 
rhc head or cxc:rnpt f'r,) n, ra.~ ln~on,c from business or profession. 

Contd ... 

Lb 
Computation of'I otnl Inc.om.: 

http:provisions.of


136 
Income T.v. I.aw and Prac1ic<:s 4. Capit<tl gains: 

Short-Lem) capital gains: 

Con!iidcration recc1 ve<l on transfn of shMHerm capital usse1 

J.ess: Expenses inc1den1al to 1ran~!er 

Less. Cos1 (lf acquisiliuniiinprovi:mcm of cap11al as.-,cr 

/,ess. Exi:mptinns u/ss54B. 54D. S<I G. 54GA (A) 

. l.ong•term C<tpirnl ga111s; 

Con~idcnu1on r~ccived on 1rw-~li:r nfking-11:rm capital asset 

l.o!,·!i. E~f)C'n~es incidental lCI transfer 

Less: Indexed cosl of acqu1sit,on/11nprovemcnt (lf c.1pital asset 

l.1tss.· Excinption u/ss 5-1.54B. 54D. 5-'IEC. 541-'. 5.JC. 54CA and 54<.i RIB) 

Ta..'<ablt: capllrtl ~Gins f.'\ -'- R] 

5. fncomc from other sn,1 rces; 

Gross incvmc 

Les~: Oe<luct\1)0S fol' inckk ntal cxpe11s.:s U/s 57 

Income from other sources 

Gross 101al income 

&.ss: Deduction ut~s SOC - SOl.1 

Total income or taxabk incwn,'. 

Compnlal!On ol'urx liab!lit~" 

Tax on weal income I ro1al ,n.:01111: x Rate of tax! 

Less: llcba1c u/i; 87 A 

Total 1ax alier rebate 

Add: S11rcharge 

Tax imd surcharge payablt: 

Add· EJuca11on Cess on incomc-tas; r'[!_ 2% of tux and surcharge 

Add: Secondary and higher i:duca11on Ct:ss ((]t 1% of l:IX and surcharge 

Less· Tax relic! f 

I Tax payahlc 

Income of the previous y ear: The general rnlc is rhat only income of the previous year 
shall be liable to tax durjng the assessment year. 



7.2.J Rate of Taxes 

The income 1ax is charged ac the rale or rates prescribed by the Fi.nancc Act for lhat 
assessment year. The rates mentioned in tbe Finance Act arc the normal rates of tax. 

The rnte$ of tax are mentioned in the First Schedule of Lhe Finance Act. r or example, 
Financ-.e Act 2016 contains the normal rates of cax in three part-;. Part f of the first 
Schedule contains the nonnal rates of tax as applicable to the assessment ye111 2016-
17. Pa,'t IT of the First Schedule contains che nom1al rates o( tax to be dcduc1ed at 
source on certa in incomes for d,e financial year2016-2017 Part II( contains the rc1tes 
of tax for deducting i1lcome Lax from income under the head salades and computing 
advance tax. Th1: ra1es mentioned in part Dr wil l be same as lhe rate to be mc111ioned 
in Part 1 of the First Schedule of the Finance Act 20 17 and will be applicable for the 
assessmcill year 20 l 7- 18 

Pa11 IV con1ain::, rhe rules for computation of net agricultural inl:ome. IL is to be noted 
lhat, if on the I st Apri\ every year the new Finance Bill is ool placed in the statule 
book, the provision in force in the preceding year or the provisions proposed in the 
new Finance Bil l, whichever is beneficial to the assessee, shall be applicable until the 
new provis10115 become effective (Section 294). 

The fo llowing general rules should be kept in iniod: 

1. The law to be 3pplied is that Jaw in force in the Assessment Year. 

11. A hhough tax i~ paid in respect of the income of the previous year. the tax rate tu 
be applied is thin m force 111 the as!-essment year. 

iii. T he Income-ta.\'. Act as it stands amended on I st April of a financfal year most 
:\ppl) 10 the as~essmcm for l11a1 year. 

1v Any amendmenl that come:; into force after 1st Apnl of the rinancial year, would 
not apply TO 1h~ nssessment for that year. even if the assessmcnl 1s made after thi: 
:.1111endmcmg ..:ome into force. 

7.2.2 Sp<'cial Ra l~s 

Speci.il 1·c11es are the rates which are mentioned in the Income-tax Act itself. Chapter 
XlJ (Scc1ions I 10-l 15BBE) of lhe Income-tax Act contams the spec.:ial rules of tax to 
be applicllble in c.:err.ain ..:ases. For example. u/s 11 tA. short-term capit.al gai11s from 
securities is rci be charged to lax @15%; long-term capital gains c1rc to be d 1Mged uls 
l 12 @20% and lonery i11comc is to be charged u/s I I 5B,B @ 30%. 

7.3 CLUB81NG OF l NCOME 

Under the lm:orne-tax Act 1961. an assessee is generally liable 10 pay u1x tn rc:;pect of 
his o""n income. However. there are certain circumstances where the incomes of 
others persons are also included in his mcome. TI1is is .known os clubbing. of 1nconie. 

The clubbing prnvi:.ions are necessary because in a taxation :.-y stem whe1·e the tax 
hurden increases with Lhe increase in the slab of income, there is always a possibility 
on the part of the asse~:,ce 10 dive11 income, at leaS1 partially. in fuvour of the spouse. 
mino, children or other persons, co minimise the tax burden. but al the same ume, 
retaining comrol over Lhc income. 

For example. if a male individual below the age of 60 years has a total income of 
~ J ,00 000, then his tax liability is t 5,000. B\1l if the assessec diverts a part of the 
income. say t 50,000, in favour of his minor son, then the assessee·s own income 
becomes t 2,50,000 and bis son's income become..s < 501000 and hoth his son and he 
himself can avoid paying any tax. Chapter V of the lncome-tax Act (i.e., Sections 60 
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to 65) <:.ohtains deterrent provisions whereby si.Jch incomes of the other persons are to 
be clubbed with the total incon1e of the assessee. The various situations where such 
cluhbiog is done are discussed below: 

7.3.l Transport of Income without Transfer of Assets {Section 60j 

AH income arising to any person by virtue of a transfer shall be chargeable to income
lax as the income of Che transferor sh,dl be included in his total income, provided that 
the following condit ions exist: 

(a) There is a transfer of income by the assessee. 

(6) Tht: income so transferred may be revocable OJ' irrevocable. 

(c) Such income is transferred either before or after the commencement of the 
Income-tax Act, l Q6 i . 

(d) The assessee does not transfer the assets from which such income arises. 

A. Revoc11ble Transfer of Asset.)' /Section6JJ: As provided in section 6 l, all in~ome 
aris ing 10 any pcrsun by vi1tue of a revocable transfer of assets, shall be 
chargeable to income-tax as the income of the transferor shall be included in his 
lotal income. 

B. Exceptions when Transfer is lrrevocable for Sp{!c/fied Period {Section 62(/)/: 
Section 62 provides the exceptions to the rule contained in seclioa 61 1ha1 in the 
case o f revocable transfer of asset, incorne arising from such assel.s shall be 
included in the tntal income of the transferor. The fo llowi l\g are the exce.p-iio.os 
where income arising to any person from transfer of assets, .shall not be included 
in the (otal inc.:ome of tJ1c tronsforor: 

(a) Such income arises tO any person by virtue of a tran$fer by way of a trust 
which is not revocable during the lifetime of the beneficia1y, and in the case 
of any other transfer. il is not revocable du1ing the life lime of tbc 1ransferee: 
or 

(b) Such income arises by virtue of a tram,fer made before 1st April, 1961 and 1s 
not revocable for a period exceeding six years. 

(c) ln bo1h tl1e cases. the transferor should not derive any direct or indirect benefit 
from such income. The i11come in this case shall be chargeable in rhe hands of 
the transferee. Settion 62(2). however, provides that. a~ and when the power 
to revoke the transfer arises, the income shall be chargeable \11 Ll1e bands of 
the transferor. 

Example 1: On 1.4.20 IO X transfers a house property to a trust with the explicit 
direction that till the life time of Y, his widowed mother, the income from the house 
shall be applied for the maintenance of Y. Y dies on 1.5.20 16 and thereafter X 
continues to receive tbe in<.;oine from the house. Discuss who is liable t.o tax in respect 
of the income from the house property: 

Answer: By virrue of Section 62(1 ), from 1.4.2010 to 1.5.2016, the trustees shall be 
liable 10 tax in respect of the income from the house for lhat period, Under Section 
62(2). income arising from the property after 1.5.201 6 shall be assessable in the hands 
ofX. 

C. .Meaniug of Transfer and Re11ocable Transfer /Sec:tion 6.1]: For the purpose of 
Sections 60. 61 and 62, the expressions -transfer and -revocable transfer shall 
mean the following: 



(a) TrLnLifer· ll includes any settlement, tnis1, covenMt, agreement 0 1 

amingement. 

(b) Revocable lransjer: A transfer sbaJI be deemed 10 be revocable i f; 

( i) It contnins any provision for the re-transfer directly or im.lirectly of the 
whole or any part of the income or assets 10 the lransf eror; or 

(ii) lt, in any way. gives the transferor a right lo re-as:iurne power directly or 
indirectly over th~ whole or any pan of the income or assets. 

7.3.2 Income oflnd ividual to Include Income of Spouse, Minor Child. etc. 
(Section 641 

a. l n computmg income of an individual. tbe incomt:: of the under 111cntioned persons 
shall be included in the total inc.ome of the individual; 

Ren,unero1ion receh1ed by spouse [Section M (J)(ii)] {ncome arising to the spouse 
of ,irt individual by way of sahuy. commission. lees or an) other foim of 
r~muneration, whethe1 in cash or in .kind from a concern in which such individual 
has substantial interest, shall be included in the total i1,come of such .in indiv idual. 

b Exceptio11~·: Where tbe aforesaid income arises io the spouse by virtue of 
possession of technica l or professional qualifications and rhe income is solely 
nuributable to the application of his or ber technical or professional knowledge 
and expericncc, the income of the spouse shall not be clubheu with the total 
income of the 1nd1vidual [Proviso to Section 64( l )( ii)] 

Whe11 hot/, the l,11sha11d and wife have suh.ttanfinl interest;t /f:xp/u1101irm I 10 
Section 64( 1)/: When both husband and wite have subsramial inte rests in the 
concern amt both of them are tn receipt of remuneration, the remun~ra1ion shall b~ 
clubbed with the lot.al income o f the husband or wife, whose rota l income 
(excludirtg such r~munera11c,n) is grealer. Once any irnch income i~ included in the 
mtal im:ome of e ither spouse, such income arising in any succeeding year shall not 
be included in rhc total income oftht: other spouse. unless the Assessing Officer is 
satisfied, a.fter giving that spouse an opponun ity of be111g heard. that it i~ 
necessary lo do so. 

c. Mermi11g of subsmntial interest {Explu11ation 2/: For tht' purpose of Section 
64( I )(ji), an individual shall be deemed to have a substantial in1cresl in a concern: 

li) In a case where the concern is a company, 1f its shares (nOl being shares 
entitled to :t fixed rate of dividend whether w ith or without a further right H) 

participarc in profits) carrying not Jess than 20% or the vo1111g power arc, at 
any time during the previous year, owned b1meftcially by su.:J, penmn or 
partly by such person and partly by one or more o f his relatives: 

{ii) Jn any other case, if such person is entitled or such person a11d one or tnOrl: of 
his relatives, are CJHilled lo the aggregate. at any lime during the prevtous 
year. to 1101 tess than 20% of the profits of such concern 

!Lwmtple 2 

(a) Mr. X and Mrs. X are employed in X Ltd., where bolh of chem are holding equity 
shares to the extent of 20% and 25% respectively. Salary of Mr. X is t 20.000 
p.m. while that of Mrs. Xis t 24.000 p.m. Ocher incomes of Mr. X and Mrs. X are 
t l .20.000 and f 1,00.000 respecuve!y Compute the total inc.ome of Mr. X and 
Mts. X. 

(b) What will be the total income of Mr. X and Mrs. X if both of them nre e1nployed 
in X Ltd. as chartered accountants? 

1)9 
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Answer: 

(a) Since the remunerations received by Mr. X and Mrs. X from X Ltd. are not owing 
to possession of any technical or profess1onal qualifications. under Section 
64(1 )(ii), read with Explanation} , salary of Mrs. X shall be clubbed with the total 
income of Mr. X and the lotal income of Mr. X and Mrs. X will be as under: 

Computation of total income of Mr. X and Mrs. X 

t t 

Mr. X i\.frs. X 

fncome undt:r the head ''Salarte~": 
Mr. X r 2,40,000 lt:ss deduction u/s 161 2.40.000 Nil 
Mr:;. X I t 2.88.000 kss deduction u/s 16) 2.88.0()0 Nil 
Jnc:om.: from o(IJer sources: 1.20.000 1,00,000 

Gross 1otal im:ome 
Le~· Dcduclions u/ss t\OC to X(\U 6Alt000 1.00.000 

Nil Nil 
Totnl income 

6,48,000 1,00,0rtO 

(b) Since both Mr. X and Mrs. X arc chartered accountants and the remunerarions 
received by them, are in exercise of their professional skills. the provision of 
Section 64(1 )(ii) for dubbing of income shall not be applicablt'. Accordingly, the 
total income of Mr. X and Mrs. X shall be as under· Ccimputation of lotal income 
of Mr. X and Mrs. X. 

t t 

Mr.X Mrs. X 

Income under the head Sola1it:s /as abovt) 2AO 000 2.R8,000 
Income from c,thcr source 1,20,0()0 100000 

Gr()~$ tollil income 3.60.000 3.88.000 
I ,i.:ss .Deduc1 ion u/~ SOC lo 80! I Nil Nil 

Total income 
J,60.000 J,88.000 

7.3.3 Income froll') Assets Transferred to Spouse {Section 64(1 )(JV)] 

fncome arising to the spouse of an individual from any asset (Other than house 
property) transfeiTed directly or indirectly to the spouse of such individual, otherwise 
ihan for adequate consideration or in connect.ion with an agreement lo live apart, shall 
be included in the total income of such individual. House property transferred to tlJe 
spouse. otherwise than for adequate consideration, is outside the ambit of Section 
64( I )( iv) because, i11 the case of such transfer (nol bein~ a U'llnsfcr in conneclion with 
an agreement to live apart), the transferor is deemed to be the ov.rner of tJ1e property 
and is accordingly chargeable lo tax for income arising from such propet-ry . 

7.3.4 Inco,me front Assets Transferrccl to Son's Wife [Section 64(1)(Vl)J 

Income arising to the son's wife of any individual from any asset transferred directly 
or indirectly on or after Isl June, 1973, to the son' s wife.. otherwise than for adequate 
consideration, shall be included in the total income of such individual. 

7.3.5 Clubbing of Income when Transferred Assel is Invested in Business 
[Explanation 3 to Section 641 



Where rhc assets transfen·ed di,·ec1ly or indireccly by an individual to his spouse or 
son•s wife (i.e .. the rransferee) are invested by the traJ,sferet!, income arising from 
such investments shall be included in the total income of Lhat individual for that 
previous year as under: 

When tJ1e 1ransfe1 red assets are invested in any business, (such investment being not 
in the narun.: of the contribution of capital as pa11ner in a firm or for being admined to 
the benefits of partnersh ip in a fi m1 ), the part of 1J1c income arising out of business to 
the transferee in any previous year, which bears 1he snme proponron to !he income of 
the assets 11foresaid as on the fi rst day of th~ previous year bears to the lOWl 
investment in the business by the transferee as on the first day of the previous yeor. 

When the transferred assets inv~sted by th~ tran~feree are towards the contribution of 
capilal as a partner in a fir111 , the part of the interesr receivable by the E.1Ssessee from 
the firm in any previous year, which bears 1he same proportion to the inrerest 
receivabll! by the transferee from the ftnn as rhe v,1lue of investment nforesnid as on 
the first day of the previol1S year bears to the tocal investment by way of capita l 
con1ribution a5 a partner in the fi rm as on the sail.I da~ 

ll may be noted Lhat U1e provision of Explanarion 3 to Section M applies lo onl)' 
interests receivable from the lirrn. ft does not appl) to share of proCits from the firm, 
as such incume 1s exempt under Section l 0(2AJ. 

7.3.6 Jncome from Ass ets Transferred to other Person or AOP for fhc 
B enefit of Spouse (Section 64(1 )(VU) I 

Jncome arising ll> ilny persnn or a<.sociation uf persons from assets transferred <l1rcctly 
or indireetly hy any individua l, otherwise lhan for adequate consideration. to the 
person or association of persons. shall be included in the total income of such 
indiv idual to the ex1cnl to which income from such assels is for I.he immed iate or 
deferred benefit of the spouse of the individual. 

7.3.7 focou1e from Assets Transferred to other Person or AOP for the 
Ben cm of Sp()use {Section 64(1)(Vll)I 

In the case of any ll'ansfer of asset by ao individual on or after I SI lune, I 97J Lo any 
person or association of peri::ons, otherwise than for adequate consideration, any 
income arising II.) the per501, or associaLion of persons from such ussets shall be 
included in rhe total incon,e of the individuaJ to the extent to which such income 1s for 
the immediate or defeJTed benefit of the son's wife of Lhe individual. 

7.3.8 Income from Accretion to "Property Transferred or Accumul:ued 
lncom(' of such J>roperty 

When any assel is 1ran ferred by the individual under clauses (iv). (v1), (vii) and (vtii) 
of Section 64( I), any jJ1come arising from accumul.ited income or froin accretions to 
such assets shall not be included in the total income of 1he indivjdua.1. [C I T. v!;. 

Saraswathi 133 ITR 31 Sl 

7.J.9 Clubbing of Income of Minor C hild 

In computing the local income of any individual, all such income as l'lrlSC$ or accrues 
to a minor child shall be included in the total income o f such mdiv1dual. 

When clubbmi:; is not appl icable: 

The income of the minor child shall not be included in the total income oftht: parent 
ofthe minor when: 

1,1 
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(i) 11Je minor chi Id is suffering from any of lht! disabilities specified in Section 800 
(e.g., permanent Pbysical disability including bl indness, mental retardation. etc.): 
or, 

(ii) The income arises to such minor on accoum of any manual work done by him; or 

(i ii) The income arises to the minor from octiViLy involving application of his skill, 
talent or specialised knowledge and experience. 

7.4 DEDUCTIONS FROM GROSS TOTAL INCOME 

Nuture of Deduction: In computing the taxable income or total income of an assessee. 
Chapter Vl-A of lhe lncome~tax Act a llows certain deductions. The various 
dedi1ction.s available to differen1 types of asse;:ssees are specified in sections 80 C to 
80U, [n order to claim deduct.ions under this Chapter of the Act. the following 
conditions are to be complied with : 

a. OveraJI Dediic:tiom.· /Sections 190A; .S(JAB]: Deductions under this chapter can be 
c laimed only with respect lo d,e income wh il·h is included in the gross total 
income [Section 80/\ Bl The agg,regace deductions under Sections 80C to 80U, 
however, shall not exceed the gross total income of the assessee [Secti,on 80A(2)], 

Further, multiple deductions for the same mcome/profit arc not allowed under this 
section. As a result, tf any <lcduc1ion has already been allowed to the assessee 
under the provisions of Section l 0 /\ or Section I 0A A or Section JOB or Section 
I OBA or under any provisions of Chupter VI -A under the heading - C.
Deductions in respect of certain incomes (i_e, u/s 80H to 80U) in any assessment 
year, no deduction sha ll again be allowed under any other prov isions of the 
aforesa,id sections. Besides. it is mandatory for t he assessee to c laim these 
deductions in the return of income. 

b, Deduction in Certain Cases are Subject to Furnishi11g of Returns [Section 
80AC}: No det.l.uction shall be ,1llowed u/s 80-IA or 80-lAB or 801B or 80lC or 
Section 80-ID or Section80-IE unless the asst'ssee furnishes a return of his income 
for such assessment year on or before the tfue dc1te specified under Section 139(1 ). 

7.4.1 Deductions Available to Non-corporate Assessee 

The deductions under Sec11uns 80C to SOU available 10 a non-corporate assessce may 
be classified into two groups: 

a. Deductions in respect of cer1ain payments and expenses. 

h, Ded uctions in respect of certain incomes 

Deductions avo1ilable u/s 80C to 80U for non-corporate assessee: 

Section Nature of Deduction 
Ma.xim1w1 Amount of 

Detluc,ion 

A. Dedm:m>ns in respee1 11f certa111 
pa) mcm~ 

~soc Deducuon in re;;pcc, of 111".- insuranc.: t l ,S0.000 
premium ru1d cc11ain other sa..,1rigs. 

tgoccc.: Oedudi1"1 m respect of ,ertwn pension r 1,so.000 
funds, [• Aggregate lll00l1tlt of 
deductions u/ss. lWC. 80CCC: an(i 

80CCD(I) shall n111 cxcec:d f 1.50 . .000 
[Section SOCC.£1-

Cmw:£. ,. 



*80CCD(I) Deduc1ton for contribulions to the 

80CCl)(18) notifteJ_ pension scheme for the 
employees of the Ccntrnl Government 
or any 01her employer who have Joined 
.~erv1ce on or af'ter ts\ January, :!004 or 
contributions by any jelf c:mployed 
person 

80L:l'G Dcd 1m ions in 1·e..-.1">'.::c1 () ( in vcstm ents 
mad:: under an equlty savings sch~mc. 

80D Detluc1ion in respect of medical 
insuram:c premium. 

80[)1) Oeduc1ion in re~-p.:ct o( ma111tcna11cc. 
including medical n~.irrnent of 
handicapped denendem. 

irnorm Deduction in respe~t of rnedical 
trdlrmenl of sorne specified dlst:ascs. 

80F Deduction in respect o t pa;ment of 
interest on loan takt:n ror hiiher 
edu~atio11. 

8()E[ lriterc:,1 on loan taken from lin,mcial 
ill)11tmiOl1S lur ;i.:qui~ilion () f 
rc:si,k 11tial h1'msc propcny fur 
asse.~~ees \.\hO do nor 11\\'tl aoy 
l'c.~idt'otial hotise pn;pen y on lhc dale 
of sw1c1ion Clf the loan 

8 (}(, lkducuon in respe1:1 of Jo11a 11on lo 
certain funds and dwritable 
111smu11ons, 

SOG<.j f)cducuon in respec1 of rl!n l paid. 

8O0G/\ Deducuon in respect or cerrnin 
do11utions for sci.:ntific research or 
rural development. 

8OU(i8 Dedt1ctH)ll in re~pcct of 1;.ontr1trnrions 
give~ by an l.ndian com))any to 
politic"l parties. 

80GG(: lJcducuon fo1• contrlbu1ion~ It.) 

pulitical part1e5 by any person, 
~xccp1 lo-:,\1 a\nhority and an 
ar1ifrcial jt1t1di ca I ,m1hori1y wholly 
and partly funded hy the. 
Government. 

Contributions made by the 
employer and eruploy~e are 
deductible ro the extent of I 0% 
of salary [80CCD ( I)] 
Additional arnounl up lO f 
50.1)00 [80CCO( 113)). 

Su~jecl to the ceiling 011 
investment of f 50,000, actual 
tleduclloo i~ 50% ol' the ~1101 
acwally invesrcd, provi<lcd that 
the GT! of the usscssec does not 
exceed r 12 lakh. 

(a) for Senior citi1.ens ~ 30,000 
anti (b) t 25,000 for other$. 
Max1111um r ossiblc deduction 
f60,000 ta+bJ. 

t 75.000: r l,25.000 in case ot 
severe <lisabili;y. 

1\ ~tual amoun1 5pen1 or. 
~80.000 for very seniol' 
ci\l'leOS. ~ 60.000 for senitll' 
citiicr•s and ? -40.000 for 
\llhcrs, whi~tie~·er is lower. 

Actual amount paid. 

Fixed at f 50,000 d11rin_g the 
assessment }'car:; 2017- 18 and 
subsequent as~essment years 
Amount of hian shouli.l 111)1 
exceed~ 35 lakhs and 

value Qi" 1be propeny ~hould not 
cxctcd ~ 50 lakhs. 

I 00% of Jona.lion~ to $pccificd 
funds and 5{)% in other cases. 

25% of wtal income. S\lbjccl. to 
a n,axin1ur11 oft 5,000 p.m. 

Acrual amount paid. 

Actual amount contribu~(\ 
( other lhan cash) during lhe 
previous year. 

Acn1al amount con\flQlllCd 
(otht:r 1hnn cash) <llll'ing the 
prcvi,,us year. 

Contd 
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incomes 

1;0\t\ Oeducunn ill respec, of profits nnd I 00% of prolits. 
gains from industrial unt.le1tak i ng~ 
M enterprise engaged In 

infrastnrcturc development. 

80-l/\fl Profits ~nd gains of an undc:rtaking 100% ur profit for 10 
t:llgagt:d Ill the development of a~Sc.5l>mcnt years 
Special E conomic Zone:. 

8018 Deduction in respect of profits and IOU% of prorits for industries m 
gains from cc11ain industrinl backward st.ates; in othc:r ca$e.~ 
1111dc11akings 01ha than 25% of profil (30% for 
infrai:tnittllrc dcvtlnpmcnl under- corporate a,scssee), 
tak mgs. 

8()JC Deduction for undertaking!; In I 00% of pmfits. 
Spt:c1al Cu.lCgmy ~"UIICS 

80JJA Dc:tluctim'l in n:.-,pe~I or prnfits J 00% of profits. 
from lite business of collecting and 
pm1:c.s<;mg of hiotlcgrnduble WllS!.e. 

RO.I.IA ,\ fk d1li.:IIOn jn rc~pect of 30% of 1he wiiges paid lo n~\\ 
t·.mpluymt'nt of nc\\' workman in workmen for three years 
lhc C:t5C of a company aSSe!SSt: indudin,g the ye.ir i11 which 
ha,•,ng b11si ,,1:5-~ income from employment is provided_ 
manufacture ot' goods 1n factory 

SOLA Dc:<.luc1ion in respect of rnc1,mc: oJ !00% of income for lhC first 
uffshore bunking units. five conse..:utivc years and 50% 

of the income for the next live 
yea~. 

ROQOB n eduction io respect of ruy11hy In ,:use uf lump sum payment 
income uf a111ho~ of ccr1ain books runoont :1c1ually rccd vcd or 
other than text books ~3.00,000, whichever ,.,, lov,er: 

in other c~scs 15% of the value 
of b1>1,k.s solJ or ~ 3,00.000. 
whichever is lower. 

80KRfi Deduct1<)1l in re:;pcc1 of royalty 011 l 00% of royalty or <' 3.00,000. 
p;ncnl. whichever is luwcr. 

ROU lkduc1io11 in 1hc case- ol ~ person ~ 75,000: t I ,25.000 lll Cl!St of' 
\\ i1h disability. sevcrt" clisahility 

7.5 SET OFF AND CARRY FORWARD OF LOSSES 

7.5.1 Set off of Losses 

Set off of losses means adjusting tl1e losses against the profit/income of that particu.lar 
year Lossi::s tha.t are not set off against income in the same year, can be ca1Tied 
fo1ward to the subsequent year~ for set off against income of those years. A set-off 
could be: 

a. An imra-head set-off 

b. An inter-head set-off 

a. f ntra-head Set Off 



The losses from one source of income can he sel off against income from :mothe1 
source under the same head of income. 

For eg: Loss from 8\Jsiness A can be set off againsl profit front Bu,incss B wher~ 
Business A is one source and J3usiness B is another source and 1he common head of 
income is ''Business". 

Exceptions to an ,mra-head set off: 

I . Losses from a Speculative business will only be sel off ag1:1insr th~ profit of 1hc 
speculative l>usiness. One cannol adjust the losses of speculative business with the 
,ncome frolll any othef business or profession. 

2, Loss frl)1n af\ acuvicy of owni·J)g and maintaining race-horses will he set off on ly 
ag;iinsc tl1e profit from an activi-cy of owning and m.:iintaining race-horses. 

3. Long-term capital Joss wi ll only be adjusted towards long-lenn capital gains. 
lt1teresLingly. a short-term capital loss can be set off against long-1crm capital gain 
or short-tcnn capital gain. 

11 . Losses from u specified business will be set off only against profic of specified 
businesses. -8111 the losses from any other businel>ses or profession can be set off 
against profits from the specilied businesses. 

b Tnter-head Se, Off 

After the intra-h~ad adjustments, I.he taxpayers can set off rema1omg losses agninst 
income from Olher heads. 

Eg. Loss from house property can be set off against salary income 

Givctn below are few more such instances of an inter-head set orr or loi.~es. 

I , Loss fro m 1 louse property can be set off against income under any he.ad 

2. Businec;s loss orher thao speculative business can be set off ag:1111st any head of 
income c~cept income from salary 

One need~ 10 alsu note that the following losses can' t be set offog.ains't any othi.: r ht:ad 
of income: 

a. Speculative Business loss 

b. S f)eciJie<I bu.~incss loss 

c. CapiLal Losses 

d. Losses from an Activity of owning and maintaining race-horses 

7.5.2 Carry Fon,·ard of Losses 

Aner making U:c appropriate and pennissible intra-head and inter-head ~djustments, 
there could still he unadjusted losses. These unadJUSled losses can be carried forw:ird 
to future years for aujustments against income of these years. The 1ules as regarJs 
carry forward differ s lightly for different heads of income. Jt is imporrnnt lO know 1ha 1 

Carry forward Losses c.-in be set off only against that head of income. h must b~ noted 
that an Assessec must tile Lhl' lncome Tax Return witl1i11 the Jue dale prescribed 
(under section 139(1 J) to carry forward the losses excepl in cbe cases Joss arising 
under the head bouse property (under section 71 B) and carry forvvard of 
unabsorbed depreciarion (under Section 32(2)). 
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Similar to the classification of ,he capital, capital loss also falls in the following two 
caregories: 

• Slum Term Capital Loss: If the capital loss arise from ~ellirig the short term 
capitaJ assetS is short tem1 capital Joss. If the property is hold for less than three 
years then i1 is considered as the short term capital assets. l f Shares in a company 
or any other security listed in a recog11ized stock exchange in India or a unil 01 a 
Unit Trust oflndia or a unit of a mutuul fund specified 11nder section 10(23 D) hel<l 
for not more than 12 month is considered as short tem1 capital ass~r.s. 

• Loug Term C11pitul Loss: If the capital loss arise from selling the long term 
capital assets is long term capital loss. lf tne property is ho.Id fo r more than thret' 
years then iris considered as the long tem1 capitul assets. lf shHres in a company 
or any other security listed in a recognized slock exchange in India or a unit of a 
Unit Trust ofl ndia or a unit of a mutual fund specified under section I 0(23D) held 
for more than 12 month is considered as long term capital assets. 

• loss under 1/,e head Income from House Property: J.11 so fa r as income from a 
self-occupied property is concerned and in respect of a property away from 
\vorkplace. the annual value is taken at nil, no other deductions an;: allowed excepl 
for interest on borrowed capital upto a maximum of Rs.30.000. ln such cases, 
lhere may be loss uplo a maximum of Rs.30,000 (or Rs.1 ,50,000 as the case uiay 
be), In (eSpect of other type of house property. name ly a house property that is let 
oll1, there are no restrictions on deductions und therefore. there can be loss under 
this head. 

7.7 LCMIT OF CARRY FORWARD AND SET OFF 
AGAINST INCOME 

Section 72 of the Income Tax provides tbe limits for the cnrry forward and set off 
against income. According to it, 

l . Where for any assessment year. the net result of the computation unde, the head 
--Profits and gains of business or profession" is 11 loss to the assessee, not being a 
loss sustained in a specular.ion bt1siness, and such loss cannot be or is nor wholly 
set off against income under any head of income in accordance with the 
provisions of set.:tion 71 , so much of the loss as has not been so set off or, where 
he has 110 income under anv other head, the whole loss shall, subject to the. olber 
pl'ovisions. be carried forw;rd to the following assessment year, a~d-

( i) it shall be set off against the profits and gains, if any, o f any bm,i11ess or profession 
carl'ied on by him and assessable for that assessment year; 

(ii) if the loss cannot be wholly so set of(, the amount of loss not .so set off shall be 
carried forward to the following assessment yea1· imd so on 

Provided that where the whole or an)' patt of such loss -is sustained in any such 
business which is discontinued in the circumstances specified it) that section, and, 
thereafter, at any time be rore the expiry of the period of three years referred to in that 
section, such business is re-established, reconstructed or revived by the assessce, so 
inuch of the loss as is attributable to such business is carried forward to the assessment 
year relevant to the previous year in which the business is so re-establ ished, 
reconstructed or revived, and-

(a) it shall be s~t off against the profits and gains, if any, of that business or any other 
business carried on by 11im and assessable for that assessment year; and 



(b) if die loss canooc be wholly so set off, the amount of loss not so set off shall, in 
case the business so re-established, reconstn,cted or revived cori1inues lo be 
carried on by the assessee, be carried forward co lhe following assessment y~ar 
nnd so on for seven assessment years immediately succeeding. 

2. Wbere any allowance or part thereof is. to be carried forward, effccl shall first be 
given to the provisions of this section. 

3 No loss (other than the loss referred to in the proviso to ~ub-section ( I) of this 
seer ion) shall be carried forward under this section for more chan eight assessment 
y ears immediate ly succeeding the assessment yea1· for which 1he lo~ wa!i first 
co111 puted. 

7.8 PRECONDJTION TO CARRY FORWARD LOSSES 

The preconditions to can-y forwa(d losses are as under: 

1. V11obsorbed loss must have bee11 carried forward wilhout ll1lerruptio11: fhe 
unab orbed losses must enter lhe assessment of every 'following year' for 
ascennining whether they could be set off against the profit~ ond gains of any 
business, profess1011 or vocation It is only when it is found in each yeur that they 
could not be so absorbed lhen they arc allowed 10 be carried forward to the next 
follow mg year and so on. 

2. A.~sessee does um /lave 0 11y oprfon: Section T1 provides for cany forward of loss 
onl)' when such loss cannol be set o ff aga insr income under any other head. Under 
the Act, the11: is no provision which give option to me assessee 10 show the pro111 
as income from one source and carry forward 1he lo'lS from another source of 
income 10 the nexc year. 

3. Lnss f rom e.wtmp1 SOtlfCf' cflmrot be carried f onwml; If the loss arisi t1g in the 
previous yenr was under a head not chargeahlt lO tax. it could no, be n\lowed to be 
cm, ied fo rward and absorbed against income ,n a subsequent ytar fro1ll a urxabk 
source. 111 such cases, neither lhe assessee is required to sl10"' lhe saine in the 
return nor is the ITO 1111der any obligation 10 compute or ai.sess il. mucl1 less for 
the purpose vf 'carry forwartl ' 

4. Los.\· can be ~·el off ,,~oinsr income Included under section 64: Whe re section 64 
operates, the profit or loss from a business of sr,ouse inc lulled in rhe total income 
of the assessec shol.l ld be lreaced as profi1 or loss uf a busine::.s 'carried on· by him 
for th~ purpose of carry fo1-ward and set off or ,.uch loss unde1· &ecLion 72 

5. Loss due U> 1/epreci11tio 11 is 11m co ,,ered: h is wrong Lo assume rliar section 72 al.so 
deals with the carrying forward of depreciation. This carry fo rward having been 
provided in section 32(2) in a different man11t1 , section 72 deals with losses other 
than losses due to depre\:ialion. 

6. Loj·.r can be .f~t off Dgdillsl income from a.JI)' business: The condi1 ions in proviso 
(i) of s~ction 72( I) requiring continuatroo of che carrymg on of the same business 
by the assessec du not provide- that the unabso, hed loss shaJI be set off ag:\iast 
income from the same business. Jf the assessee continues to do 1he some business, 
then carried forward unabsot'bed loss may be sel off against 1he income of the 
assessee against any business 

7_ Current depredtllion 11111st be deducted jir<;t: Current depreciation nmst be 
ded11c1cd fir5t before deducti11g the unabsorbed carried forward business losses of 
earlier yeurs. Such losses cannot be given preference over current depreciation in 
the matter of set off in computing an assessee ·s income lor any part.icular 
assessment vcar 
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S. ITO must allow set off even if ir i,; 1101 clttimed: There is a duty cast. on !J\e ITO to 
apply the relevant provisions o f the Ac1 for the purpose of dete,mining the true 
figure o f the assessee's taxable inco1ne and the consequential ta:( liability. Merely 
because tbe assessee fails to claim the benefit of a sel of( ii cannol relieve the ITO 
of his duty to apply section 72 in an appropriate case. 

9. ITO de.aliug with a.,·Jessment of .rnbsequenl Jll!flr should decide the issue: 
Whether the loss in any year may be carried fo1ward to the fo llowing year and _se~ 
off against the profits and gains of lhe business. profession or vocation under 
section 72 has to be detennined by the lTO dealing with the assessment in the 
subsequent year. 

I 0. Loss under the h ead Income from House Properly: Once loss is delc1mined in 
respect of house property, the next question would be regarding to be given 10 
such losses. The loss from one house property can be set off against the income 
from another house prope1ty . The remaining loss, if any, will be set of against 
incomes under any other heads like salary. Jn cose the loss doe:, not get wiped out 
completely, the balance will be carried foiward to the next assessment year to be 
set off against the income from house property of that year. However, such ca,ry 
forward is restricted to eight assessmen! years only. For example, 

a. 'A ' has a p ropcrt) 1
1 wbich is setr-cx:cupied. The net loss frorn th is property is 

Rs. I 5,000. · A' has income from salary ofRs.60.000. The loss can be sel off from 
salary income (after standard deduction ), 

b. 'A' a Si.l laried employee (salary Rs.85,000/- aflcr standard deduction) has two 
properties which are let. out. The net lo.ss from one prope11y •x· is Rs.20,000 The 
income from the other property ·y• is Rs. 14.000, The loss from property •x· can 
be set off against income from property ·Y '. 

I I . Losses under the head capital gains: Where the assessee has suffered loss on 
transfer or certain capital asset and earned profit on lransfor of otht:r capital assets, 
be is entitled to h1:1ve the amount o f such loss set off against such gains. Any loss 
remaining unadjusted under the head 'capital gains', however. cannot be se1 off 
agc1inSt income under the other heads. e.g. salaries, hou$c property, busfnes!> or 
profession and other sources, bur shall be carried forward for set off against 
capital ga ins in the subsequent assessrncnt year. However. no loss shall be carried 
forward for more than eight assessment years from the year for w hich 1he loss was 
first computed. 

Example: for the A.Y. 200 1-2002. 

A resident individual has income under ''salaries" of Rs. ) ,80,000/-, capital loss on 
sale of shares of .Rs 1,50,000 and capital gains on sa le of a res1d0ntial unit of Rs. 
50,00Q/ •. He has no other jncome. 

Income under 'capital gain.s' 

Loss on sale of shares 

Gains on sale of residentia l un its 

Loss under 'capital gains' 

Total income 

),80,000 

t-) 1,50.000 

50.000 

(- ) 1.00,000 

1,80,000 

(since loss under capital gni11s cannot be set off against che tncomt.: under any other 
head) 

Loss u:nder 'Capital Gains' 1.00,000 

to be can-ied for'-va rd for eight years (i.e. upto A. Y. 2009-20 l O) 



Tf in A.Y. 2002-2003, the assessee has income under 'Salaries' of Rs. 2.30,000/-, 
Capital Gains on snle of shares of Rs. S0,000/- and no income under any other head. 

lncome ur1der 'Salaries' 2,J0,000 

Tncome tinder 'Capital Gains' 

Capital gains on sale of shares 

Less Loss under c.api1al gains 

Brought fo1ward from A Y. 2001-02 

Jncome fron1 Capital Gains 

Total income 

Income under Salaries 

lncornc under 'Capital GR ms' 

Total fncomc 

Loss undet Capital gaim, to be earned fonvard 

Loss in A.Y. 2001-2002 

Loss set off ch,s year 

Loss co be carried fomard 

(upto A.Y. 2009-2010) 

7.9 TAX LIABJLITY OF AN INDIVIDUAL 

50,000 

50,0UO 

Nil 

2,30,000 

NU. 

2.J0,000 

1,00,000 

50,000 

50.000 

A tax liability is the lora] (ln1ouo1 of tax debt O\-ved by an individual, corporaticm or 
other l!nrity to a ta.xi11g au1hority like the lntemal Revt'nue Service (IRS). Jt is the total 
amount of 1ax you'rt: responsible for paying to the tax.man. Tax liabilities are incurred 
due to earning income, a gain on the sale of an asset or other taxable events. 
Individuals are subject to income tax . l ncome tax is a direcl tax levied on the income 
earned by individuals, corporations or on other fom1s of businesli entities. The Indian 
co11stimtion has empowcl'ed only the Central Government to levy and collect income 
tax. The Income ·rax depart111en1 set up hy the Govemrnenl is governed by the Central 
Board for Direct Taxes (CBDT) The CBDT is a part of Department of Revenue in !he 
Ministry of Fina11<.:e It has been charged with all the matters rel.ni11g to various direct 
taxes in l.ndi11. Jr provides cssentia I inputs for policy and planning of di1 ect taxes in 
Tndia nnd is also responsible for administration of direct tax laws through the lncome 
Ta.x Depai1me111. For all the matters relating to Income tax, the Income Tax Acl, 1961 
ts the umbrella Act wl11ch empowers the Central Board of Direct Taxe to formulate 
rules (The Jncome Tax Rules, 1962) for implementing the provi-sions o f 1he Act. 

Tax liabilit) is the a,noun1 of money you owe ro tax authonties. such as your local, 
state., and fodcral govcrnmem:. (e.g .. the IRS). When you haw a 1ax liobiliry. you hnve 
a legall)' binding debt to your c redi1or. Both individuals and bustJ'lesscs can hove tax 
liabilities. 

The gcwt:mmem uses ta,\ payments 10 fund social programs and administrative roles. 
for example, Social Security tax funds retirement and disability benefits. T,ix 
liabilities are cu1rem liobili1i1:s. Current liabilities are sho11-cenn debts you mllst pay 
within a year. Generally, you incur short-term liabilities from nomrnl bus-iness 
operations. 

The Income Tax Act provides thaL in respect of the total income of Lhe previous year 
of every pt:rson, income tax shall be charged for the corresponding assessment year Rt 

lhe rates laid down by the Finance Act for that assessment yenr. In c>thcr words, the 
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income earned in a year is toxable in the next year and the income-tax rates prescribed 
for an assessment Year are applicable i11 respect of income earned dliring the previous 
Year. 

Note that: T}1e financial yt.'.ar in which 1hc income is earned is known as the previous 
year. The financial year following a previous year is known as the assessment year_ 
The assesSment year is the year in which the salary eamed in the previous year is 
t,rxablc. Any fin,ancial year begins from I st of April of every year and ends on 31st of 
March of the subsequent year. 

In case of a busioess or profession wh ich is newly started, the. ptevious year 
cothmcnces from the dare of commencement of the new business or profession up to 
the next 11st March, unless the person is an existing asscssee. 

The Income Tax Act is subjecteu to annual amendm~nts by the Union Budget eve1y 
year. The Finance Bil! in Lhe b\Jdget contains various amendments which are sought to 
be made in direct and indirect taxes 1e,,icd by lhe Central Government The bill also 
mentions the rates of income cax an<l otl1er taxes. The bill once approved becomes a 
Finance Acl and provisions in it are incorporaled in the Income Tax Act. 

7.10 SOLE PRO.PRIETORSHJP 

lt is 11 business owned by one person. The individual is entitled to a ll profits and losses 
-and is liable for a ll obl iga1 ions of the business. Proprietorship represents the largest 
number of businesses and is nom,a lly the first form of setting up a business. 

7.10.1 Merits of Sole Proprietorship form of Organisation 

(i) A sole proprietorst1ip ts ensy ~o establish bec,iuse of the little interference of 
government regulations. 

(ii) The cost of adopting Lhis form Qf organisation i1, small because there being no 
leg.al requirernenr. 

(iii)AI! the profits ofrhe business go to the p roprietor himself. 

(iv) In case of a person carrying on small sc,ale and having small income from other 
sources, this form of organisation would be suitable because the proprie1or can 
avai I of the ceiling of exempt income as given below. · 

7.J 0.2 Demerits of Sole Pr opr ietorship 

( i) The liabi lity of the proprietor is unlimited and can extend even to his personal 
assets. When the prorrietor i11curs tosses and the business assets are not suffic ient 
enough to meet the liabilities of business, his personal assets can be used for 
discharging the business liabilities. 

(ii) The proprietor does not get deduction on account of remuneration payable- to him 
attributable to the rendering of services and interest on account of capital 
contributed by him, 

(iii)Another main drawback of- chis form of ownership is that it does not provide 
oppo11un ities to finance the expanding business activities. 

(iv) ln case of a businc:ss growing at a higher speed and yielding higher profits. the 
sole proprietor organisation may not be beneficil'll. As salary paid to the 
proprietor, and jncerest paid on capital 1~ not allowable. the profits are higher and 
the tax incidence goes high er. 



7.11 ASSESSMENT OF SOLE PROPRIETORSHIP OR 
AN IND JVIDUAL 

f or income-tax purposes, the sole proprietor is considered as an individual. An 
individual means a natural person i e. human being. Trtdiviuual includes a male, 
female, minor child and a lunatic or an idiot. 

Jn the case of male/female who is a major, income-tax wi ll be levied on his/her total 
taxable income separate ly. un less the income is to be clubbed under provisions of 
Sections 60 -64. 

As regards a minor ch ild. the income of a minor after giving exemption up lo Rs. 
1500/- per minor child, wi ll be clubbed with the income of that parenl whose total 
income~ before clubbing such income. is greater. However, there are certain incomes 
which are not to be clubbed. Such income of th,e 111inor, which is nol fO be c lubbed, 
will be assessable in the hands of the representative assessee on behalf of the minor. 

Income of a lunatic o-r an idiot will be assessed in the hands of the representalive 
asses see. 

An individual 1s liable to pay ta,'< in respect of the fo llowing incomes: 

I. lncome earne,I by an i11dil•it111«L himself i.e. incomes earned by an individual in 
bis individual capacity. 

2. llzcome earned as a partner of a firm assessed as a firm: The fo llowing types of 
incomes ~an be earned by an individual as partner of a tinn: 

(a) Share of profit of the firm, The share of profit from a partnership lirm 
assesst:d as such, is exempt from tax at the time of i11dividual assessment of 
the partner; (Section 10(2AJ]; 

(b) The remuneration by way of salary, bonus, commission, 1::cc-. received hy n 
partner. is Luxable as business income in the hands of a partner [Section 
28(v)]; 

(c) lmerest on capital/loans to a finn, in which he is a partner, is ulso assessed as 
income from l)us iness. 

Interest or salary will be taxahle u/s 28(v) in the hands of a partner only to the 
extent such salory/interesi is a llowed as a deduction to the firm. [Section 
40(b)) 

3 As a member of an association of persons, etc. : When:: an individual is member 
of an association of persons or body of individuals, his share of income from such 
AOP/B01 shall be taxed as under: 

(a) Where. !he income nf AOP or BO/ is chargeable at maximwn marginal 1·t1le 
Share of income of a member from such AOP or BOJ will not be inc luded in 
his taxable income at al I. 

(b) Where (he income cf AOI' or ROJ is mxed at normal rates i.e. the roles 
applicable to an i11divid1ial: Share of income of a member from such AOP or 
BOT will b<:: included in Ihe taxable income of the individual only for rare 
purposes and a relief under Section 86 shall be allowed. 

(c) Where. no income Jax is chargeable or,. the income nf the. AOP 01· BOT: Share 
of income of a member from su.ch AOP / BOJ will be chargeable to tax as part 
of his to1al income. 

4 Share of income from HUF: A HUF is a separate assessee. Therefore, any share 
of income received by a member from such HUF will be exempt in lhe hands o f 
the individual and wi ll not be included in his total income. [Section 10(2)) . 
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5. /11come from impartible esuue of HDF: Any income from an impanible estate of 
Hindu Undivided Family is taxable in the hands of the K.arta. 

6. income of the ot!ter per.'IO/t included in the income of the indfridual (&ctio1ts 
6() ro 65): As a lready discuSse'd under the chaptet on 'clubbing of income ', the 

income of other persons will also be included in lhe individual's total income 
under respective heads of income. 

7.12 COl\llPUTATTON OF TOTAL INCOME AND TAX 
LIABILITY 

An individual not only has to pay income r.ax on his total income ar a graded scale of 
tax rares rul ing <luring the concerned assessment year. ln addition to his own income 
under different heads, an individual may a lso get share of income fro1n his 
membership in d ifferent institutions ond some income of others are a lso clubbed in 
his tota l income. 

Finding out your tax liubility is a fairly simple process, once you have understood tht.' 

different incomes to be inc luded in income of assessee. Tl's relative ly simple to 
compute his total income and tax liability. Steps given below wi ll help y ou in the 
same. 

Step 1 : 

Step 1: 

Step J: 

Step 4: 

Step 5: 

Compute the income of an individual under 5 heads of income on the basis 
of his residential status. 

Income of any o ther person, if includible under Sections 60 to 64, will be 
included under respective heads. 

Set off of the losses if permissible, while aggregating the income under 5 
heads of income. 

Carry forward and sel. off the losses of past years, if permissible, from such 
income. 

The income computed u nder Steps l to 4 is known as Gross Total Income 
from which deductions undt:r Sections 80C to SOU (Chapter VJA) will be 
allowed. However. no deduction un<lcr these sections will be a llowed from 
long-lenn capirnl gain/wioning of lotteries, etc., though these incomes are 
parl of gross total income. 

Step 6: The balance income after ii.I lowing the deductions is known as tota l income-
which will he rnundeJ off w the nearesi: R!.. lO, 

Step 7: Compute tax o n such cotal income at Lhe prescribed rates of tax. 

Srep 8: A llow rebate of im:ome tax under section from the tax computed in step 7. 

Step 9: The ba lance tax shall be inureased by a surcharge if applicable. 

Step 10: Allow relief under Sec tion 89( 1), if any , and the balance lax shall be 
roundt:d o ff lo nearest Re. l . 

Step 11: Deduct the TDS and advance tax paid for the relevant a..c:;sessment year. The 
balance is the net tax payable. which must be paid as self-assessment tax 
before submitting the retum of income. 

7.12.1 Special Provisions for Persons Covered Under Portuguese Chil Law 

The persons who are governed by the Portuguese Civil Code of 1860 and are residing 
in the state of Goa, Union Territories ofDadra & Nagar Haveli and Daman & Diu, are 
!!OVerned by the system of communi1y of property. But the total income will not be 



assessed as that of such community of property. Income of husband and wife UJ1der 
each head of income other than salary shall be apponioot:d equally between the 
husband and wife a nd the income so apportioned shall be included separately in the 
Total Income of the husband or wife respectively. lncon1c from salary will, however, 
continue to be assessed m 1he hands of the husband or wife who actually earned the 
salary. 

7.13 SPECIFIC A VINGS AND INVESTMENT 

The government encourage:, certain types of savings - mostly long tenn savings for 
re tirement a11<l therefore. offer tax breaks on such savings. 

Seclion 80C of!ncome tax Act is the section that deals wjth these rax breaks. It slates 
that the qualifyi11g inveslJlleut upto a maximum of I lakh are rtedu<:tible l'rom i11come. 
This means that iucome set reduced by this investment amounl Figure 3. 1 will help 
you to get a quick review of all investments under the Section 80C. 

Figure 7.1: Qualifying lovestments under Section 80C 

Details of various qualifying inveslrnents under Sec Lion SOC are as follows: 

Prm•id,mt Fur,d (PF} mu/ Voluntary Provide11t Fund (VPF): PF is outo111a1ically 
dedu~ted from your sa lary. Both you and your employe1 contribute to it. While 
employer's contribution is exempt from tax, your contributior1 (i.e., employee·s 
contribution) is counted towards Section 80C investments. You also have the option m 
contribute additional amounts through voluntary contributions (VPf). Current rate of 
interest is 8.5% 1,er annum (p.a.) and is ta.-x-free. 
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Public Providem Fund (PPFJ; Among all the assured returns small saving schemes, 
Public Provident Fund is one of the best. Cun-ent rate of interest is 8% tax~free and the 
normal maturity period is 15 years. M inimum amount of conmbution is Rs. 500 and 
maximum is Rs. 70,000. A point worth noting is lbat interesr rate is assured but not 
fixed. 
Life Tnsurau,e Premiums~ Any amount that you pay towards life insurance premium 
for yourself, your spouse or your children can also be included in Section 80C 
deduction. :Please note that life insurance premium paid by you for your parents 
( father/mother/both) or your in-laws is not eligible for deduction under Section 80C. 
If you are paying premium for more tban one insurance policy, all the premiums can 
be included. Jt is not neccss~_ry to have the insurance policy from Life Insurance 
Corpon.H.ion (LIC) - even insurance bought from private players can be cons1clerecl 
here. 

Equity linked Savings Schehte (ELSS): There.: are sorue Mutual Fund (MF) schemes 
specially created for offering you tax savi11gs, and these are called Equity Linked 
Savings Scherne. or ELSS. The investments that you make in ELSS are eli~ible for 
deduction under Section 80C. 
Home L oa11 Principal R epuyme11t: The Equated Monthly lnscalhncnt (Eivll) that you 
pay evtry mont.J-i to repay yuut home loan consisl..5 of'two Qrnnpontmts - prwcipal and 
interest. The principal componenL of the EM( qualifies for deduction under Sect ion 
80C. Even the interest component can save you significant income 1.ax - but that 
would be UIHler Section 24 of the Income Ta;< Act. Please rend --income 'fax (IT) 
Benefits of a Home Loan/Housillg Loan/ Mongage", which presents a full analysis of 
how y ou can save income tax through a home loan. 
Stamp J)uty and R egistration Charges for u Ht>me: The amount you pay as stamp 
duty wllen yon buy a house and the amount you pay for t11e registration of the 
documents of the house can be claimed as deduction under Section ROC in the year of 
purchase of the house. 

National Savings Certificate (NSC): Notional Savings Cm ificate is a 6-Yr sma\l 
savings instrument eligible for Section 80C ta~ benefit. Rate of interest is eight per 
cenl compound~d half-yearly, i.e .. the effective anm1at rate of interest is 8.16%. If you 
invest R.:,. 1,000, it becomes Rs. 160 l after six years . The it)terest accrued every year 
i~ liable to tax (i.e., to be included in your taxable income) but the interest is also 
deemed to be reinvested anti thus eligible for Section SOC deduction. 
ifl/rusrmclt/re Bontls: These are also popu larly called Infrn Bonds. These arc issued 
by infrastructure companies, and not lhe government. The amount that you 111ves1 in 
these bonds can also be included jn SectioJ1 80C deductions. 

Pe11sio11 Funds - Section 80CCC: This section - Se1.~tion 80CCC - stipulates that an 
investment in pension funds is eligible for deduction from your income. Section 
80CCC investment limit is clubbed with lhe limir of Section 80( - it means that the 
total dt:ducrion available for 80CCC ,H1d 80C is Rs. J lakh. This alsll means thal ynur 
investment in pension fund!. upto Rs. l lakh can be claimed as deduction u/s 80CCC. 
However. as mentioned earlier, the total deduction u/s 80C and 80CCC can not exceed 
Rs. 1 lakh. 
5-Yr Bank Fl-.:ed Deposirl· (FDs): Tax~saving fixed deposits of l>chedu!ed banks with 
tenure of 5 years are also entitled for Sectfon 80C deduction. 

Seuior Cilizer, Savings Scheme 2004 (SCSS): A recent additioh to Section SOC list. 
Senior Citizen Savings Scheme is the most lucrativi: scheme among all the sinall 
~avings schemes 1:-iut is meant only for senior citizens_ Current rate of mterest is 9% 
per annum payable quartedy. P lease ooh! that the interest is payable quarterly instead 
of compounded quarterly. Thus, unclait)1ed int~rest on these deposits won' t earn any 
fonher interesL fnterest income is chargeable to tax. 



S~Yr Post Office Time Di!posit (POTD) Sclteme: POTDs are s imi lar to bank fixed 
depos its. Although available for varying time dura1ion like one year, two year, three 
year and five year, only 5-Y r post-office time deposit - which cun·en1Jy offers 7 .5 per 
cent rate of interest - qualifies for tax saving under Section 80C. Effective rate works 
out lo be 7.7 1% per nnnum (p.a.) as lhe rate of interest is compounded qual'tcrly but 
paid annually. The interest is entirely LaXablc. 

NAB A RJ) Rural Bonds: There are two types of Bonds issued by NA BARD (Nationa I 
Bank for Agriculture and Rural Development) NABARD Rural Bonds and Ohavishya 
Nim,an Bonds (BNB). Out of these two, ooly N ABAl<J) Rura l BoHds qu.ili[y under 
Section ROC, 

u,,;, L/11ki!d J11s11r1111ce P/1111: ULIP stands for Unit linked Saving Schemes. UUP 
cover li fo insurance wiU1 benefits of equity investments. They have attracled the 
attention of investors and tax-savers not only because they help us save tax but diey 
also perform well to give J ecent returns in the long-tenn 

7.14 ALLOWABLE TAX DEDUCTIONS AND RELJEF 

n,e deductions are available to an individual under Chapter V1A u1·e depicted m 
Table 7. 1: 

Tnblc 7. 1: Allow11ble hi >. drductions and relea f 

Section Naturt of Deduction To which 1ndividu11I Allowed 

MOC' Dcducllon in rt',f«l of hk insurance premium, deferred Rt"Sident 11nd No,w<sicknt 
11nouiiy . conlribvli11n to PF, :.ubscnrtion 10 cq1..11{) sha~s 
ttr dcben111rc:~. etc. 

succc C<mtributil\n h> ccruin funds ROR 

80<:CD Oc:dU<'lmn III r(~ptl'l of contrtbuuon 10 pension ,c:hcmc of lndh·1dual employed 0)-' 

80CCC C..:n1ral Guvcrnmc11t C:cn1111I Govl 

Lim11 011 dcuttchon u/sec 80C.80lCC,liOCCD 

80D l'avm<11t ol medical insul'an~e pn:mia Resilient & Noo-rcsuknt 

80r)l) tvfeJ lcal trca1mcnl of handicapped dep..:11den1s dl1d 1<.c,idc1\l unly 
dcposils m:idc for maintcmmcc ()f handicapped 
dc:ocndc: 111s 

S0DOB E:.ocnd1t11rc on nH•lfical treatment ofccrti,in disease~ Rc5rdenc only 

!IOI: Reoavrnr.nL of Joa11 take11 for l112her ~dm:ation Resident & no1Hes1dc:n1 

800 Donation~ to ce1tuin funds/chanrJblt: inslirutions, etc. Resident & nnn-rc:~idcnt 

l!OG<.i Di:ductlon u1 r c~pec1 of rcncs oo,d Res1tk n1 &. non-re~idc:ni 

MOGG Certain Jooa11ons for scien1ific research 01' niral Resident & nN1-1csidc:nl 
I\ dcvcloD1llen1 

801 A Profi ts and gainq of new industrial undenak.ing> or Rc:.,ident & non-rc~1d(tll 
enterprise~ cngnged Ill in ti ttSIJUC tu re de,.,d opmco1 
umkrtak.ine.s 

80 I Deducrinns IO respect ttf pmfir and gain~ by l\n Re.ident & n1111•rcmkn1 
AB under1aki11g ll cr.Lerprisc engaged Ill dcvdoplllent 11f 

SDuinl t-:conomrc Zone 

80111 Profits and gain:< from cc:rtaln 1odumi:il undertaking~ Residtnl & non-rtsulc111 
otht:r lh~m infr:1struct11ri: dc:vdopmt:nt undertaking., 

l>O lC l)cduction 1n re.specl of profils and gains from Resident & Non resu.knt 
undi:nak.1ogs in s1a1cs of H,machal Pradesh, Utta.rnnchi1I, 
Sikkim anti North Ea~1ern stutes 

ronrd.. 
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ho1els and convcnti\ln centres in specifi«I area. 

BO IE Special provi~i<,ns 1n respecl of certain nndcrtaklngs in Resitlcnt & Non resident 
North Eastern states 

80 lJA Deductions in r~~pcc:1 of profil and gains from busin.:ss 111' 1<.es1dcn1 & Non resident 
collecting and proc.:.ssi ng of bio-dtgmdahle wasfc 

Rates of income tax for tlte financial year 2010-1 J 

For Individuals, Hindu Undivided Families, Association of Persons and Body of 
lmlividua1s 

Total lncom e Tnx Rat~ 

Up to INR 160,0001•~hl NIL 

IN!{ 160,001 to INR 500.000 10% 

INR 500,00 l lo lNR ~00.0ClO 20% 

INI{ 800,00 I and abovc" 1 30% 

(a) In the case of a resident woman below the ag1t of oS years. the basic exemption 
limit is TNR 190,000. 

(b) fn the case of a resident indivitluaf of the age of 65 years or above, the basic 
exemption limit is INR 240,000. 

(c) Surcharge is nol applicable. 

(d) Education cess is applicable @ 3 pe-rcent on inourne-la~. 

7.15 HINDU UNDIVIDED FA~1.I.LY 

Under Section 4 of the (ncome Tax Act. income ll:lX is payable by ·eve1y person'. 
' Person' 11s defined in Secrion 2(3 1) includes~ Hindu Und ivided family. 

'fbe expression ' Hindu Undivided Fam1(y ' finds ,reference in the provisions of the 
196} Act but tha1 expression is not defined in the Act. The reason of the omission 
evidently is that the expression has a well-known connl.)lation 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 Undivid~d Family' must be construed in 
the !.ense in which it is understood under the Hindu law [Suijit Lal Chbabda v CIT 
\0 1 !TR 776 SC]. 

A Hindu Undivided Family or a joint Hindu Family bo1h lenns speak of the same 
enti1y, It consists of a il males lineally descended from a common ancestor, their 
wtves and unmarried daughters and daugh1ers-in-law. A daughter is a member of the 
family till her marriage and on being married. she ceases to be a member of the HUF 
in whi, h she was horn only to become a member of the HUF o f. her husband 011 her 
marriage . 

7.15.J Assessment of Hindu Undivided Family 

HUF is a separate and distinct tax entity. The income of a H1 JF can be assessed. in the 
hands of the HUF alone and not in the hands of any of its 1nembers, unle.ss specifica lly 
provided by law. 

However, any sum received by an individual as a member of a HUF. where such sum 
has been paid out of rhe family or income of the impartibly estate belonging to the 
family shall be exempt in the hands of the member of the HUF as per ,Section 10(2). 



The liability or income tax in cAse of HUF aJso depends upon its residential starus in 
India. As olready discussed. HUF can be (a) resident and ordinarily resident in India: 
(b) resident but not ordinanly a resident of India; or (c) non-resident in fndin. 

The scope of totnl income i.e. which jncomes will be taxable in the case of residentS 
and which income!, will be taxable in the case of non-residents etc. has a lready been 
discussed. 

7.15.2 Compotation of Total 1ncon-.e of Hindu Undivided Family 

Before discussing the steps for CClmputation of total income of llUF, the following 
points sJ,ould be considered: 

I. As per Secuon 64(2), already discussed under c.lubbmg of iocomc. income fron, 
the transfer of a self:acquired asset, without r1dcquate consideration or conversion 
of The some into joint family property, shall not l,e treated ns the iocome of the 
HUF. It shall be con1111ucd to be taxed in the hands of the transferor who is a 
member of the HUf. 

2. Simil8rl)', income from an impartibJe estate is taxable in the hands of the holder of 
the ~rate and 110c in the hands of the HUF. 

3 Any fee or rcmuncrat1011 received by a ,ne,nbcr of rhe l.JUf as a director or ,, 
panner 111 a company o,· finn which is as a result of the investinerJI made in such 
concern oul of tJ,e fo nds of 1he HUF, shall be treated a income of the HUF. 
However, if -,uch fee <.1r remuneration is earnt.>d by the rnember as a direcror or 
panner for services rendered purely t.n his personal capacity. it shall be treated as 
lhe income of the individual and not the HUF. ln a recent case decided by the 
Supreme Court it has been held that remuneration and commission received by the 
Kana on HUF on accoum of his personal quali(jcations and exertions and 001 on 
account of 10VC!$lllle111s ol the family funds in the company cannot be treated ns 
incollle of lfl1f . [Subb1cih Pillai (K.S.J v C/7'(1999) 103 Ta.~nrnn 400 (SC)] 

4. If remuneration is paid to the Karta uf a lnJf under a valid agreement which 1/i 

bMalide and in the intercsr of. and expedient for lhe business of the family und 
the payment genuine and not excessive, such remuneration paid wholly and 
exclus,vejy for the busirit:ss of the family, shall be allownbk as an expenditure 
while computing the inco1J1e of the HUF. rJugal Kishore Baldeo Sahai v Cl'r 
(1967) 63 lTR 238 (SC) See also Ashok Kumar v C1T(2000) 246 ['TR 26 1 (J & 
K)l 

5. As already discussed al,c.we, the son is no1 a coparcener in tht! Oay:ibhaga school 
of law. Thercfol'e. if the farl1er does not have a brother as o coparcener. income 
arising frutn anct:S1ral propen)' is urxable as his individual income. 

7.15.3 Steps for Computation of Income Tax of Hindu Undivided Family 

After underswnding the points given in 3.7.2, its relatively easy for you 10 comp\lle 
income rax of HUF b) following the steps given below: 

Step 1: The Gross Totnl locome of HUF, like any other person. shall be computed 
under four heads of income, on lhe basi~ of their residencial statUs There 
can Ix no in..:ome und..:r the head income from salaries 111 the case of HUF. 

Step 2: Sec1io11s 60 to 63 relating 10 income of other person Included in the 
assessee' s totnl income are applicable in case of HllF but Section 64 is not 
appltcable to f{Uf as it is applicable in case of individual ossessee only. 
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Step 3: 

Step 4: 

Step 5: 

Section 

811C 

SOD 

80DD 

800Df3 

80G 

80<.iGA 

80GGC 

801A 

801B 

~0-lC 

80-10 

80-11? 

80.IJA 

Step 6: 

Step 7: 

Step 8: 

Step 9: 

Step JO: 

Step Jl: 

Set off of losses is pem1issible while aggregating the income under 
different heads of iocome. 

Ca1T)1 forward and sec off of losses of past years, ,f pem1issible, is allowetl. 

The income compuccd in steps I to 4 is known as gross total income from 
which the deductions u/s 80C to 80 \ J will be allowed which are given in 
Table 7,2, 

T.1bk 7.2: Total Gross fncome 

N11111re or Deduction 

Ded~ctinn in re5pect of ltl'e insumm:c premia. detetTeJ arnmi ty. c(lntribution to l'F, 
e11.: 

Paymc:ni of mcdiClll insurnnce prc1111a 

M<!dical 1rc111111cnt of ham.licnppt"<l dcpenden1s and deposits matle for maintenance or 
handii:a.ppcd 1kpendcm~ 

lkdt1C11on in respect of medical !reaunent. elc. 

Donalton~ !O c~nam fund$ ' d1arit,1bk ins11tutions, elc. 

Cen,ain Jt>1111rions for scientific research or rur11I developmem 

Con1nhu1ion~ u, political part•e~ 

Pn,lirs and gaitts of new industrial underrnking~ ur c11lerpriscs engaged 111 

inlrastrm:tun; development, Cle. 

Profits ;imJ gain~ from .:errnin industri.il undenalcings olh.:r rhan infrastructure 
de, c:topmcm unJcrtaking!-1 

Deduction In n:.'\pect ol proli\i, and gains from undertakings in states of Himacilal 
PraJcsh. ll!l11rnru;h.1l. Sikkim and North Eastern state~ 

Ocducno11 in ,·cspcrl of profits and gains from busi11ess of hotel$ and convention 
centres in specified area. 

'ipe.·inl provi.,11.>ns 1n rtspccl of ccnain uudcrtaking_.s m Norlh E.a~1crn slates 

D~dL1cuon in n::spccl of p1•ofits and gains rrom business of colkcting and proce~ing 
of hio-degrudabk \\'USU 

The balance income after allowing the deductions is known as Total 
lncomt· which will be rounded off to the nearest Rs. I 0/-. 

Compute 1he tax on StJch total income at the prescribed rates of tax. 

Allow rebate u/s 88 and 88E. 

The balance is the total Lax payable which w ill be inm:Ased by a surcharge 
at I 0% on such income tax if the rota! income exceeds Rs. 1,000,000. 

F,ducation cess (a),3% on the tax plus SHEC @ 1% on the tax plus 
surcharge if any shall be allowed, 

Deduct the TUS and advance tax paid for the relevant assessment year. 
The balance is the net tax payable ·which musl be paid as self-assessment 
lax before submining the return of income. 

le may be observed that in computing Lhe income under the head capital gains, the 
HUFl is a lso enti1led to the fo llowing ex.emptions: 

J. Capital gain on .,ale of property used for resjdcnce (Section 54). 

2. Capital gain on compulsory acquisition oflands and buildiJ)gs (Section 54D). 

3. Capital gain on transfer of long tenn capitaJ assets (Section 54EC). 



4. Capiuil gain on transfer of c~rtain capital assets where investment is made 111 3 

residenliRI house (Section 54F). 

5 Capi1al gain M transfer of assets on shilling of an industrial undertakin~ from 
urban area (Section 5dG). 

Exemption in respect \ ) f capital gains on transfer of agricultural lar1d covc:rt!C.1 u/s 54B 
isootalluwed co f-lUF. 

--- ~ - ~ -
Check \''our P1·ogress 

Fill in the blanks: 

1. Income from hour-e property 1s just one of the taxable kinds of earnings 
»ocording to the ____ ___ _ _ _ _ 

2. The land should consisr of to it. --- - -----
3. ______ is the rent charged in circumstances where the assesscc 

doesn't on ly le1-out a home, buc also provides additional amenities. 

4. A pN~Lln shall be ___ _ __ of a house once the record of tillc 10 

the hC\use is in lus title. 

5 ______ . , c , property that's in the occupa1io11 of' the propJ'ie101 
with lbe goal o f his residence and he doesn't derive any (1thc:r advantage 
frotn ll. 

6. ______ . i .~., rental value detemuned by the municipaliTy for t.he 
purpose of ch:nging Civil taxation. 

7.16 LET US SUM UP 

• The sum Lota I of income undt:r a II the five heads is known as Gross Total Income. 
Total incvme is obtained after subtracting from the: GT( the permissible 
d~duc1ions under Clrnpter VJ-A of the Act (S~ct1ons 80C-80U). 

• The chc1rge o f tax under Section 4 is at the rate or rates in force for the lime bemg. 
The income tax is charged at the rate or rates prescribed by the Finance A-:t for 
thitl assessment ye.ir. The rates mentioned in the finance Ac1 a,e rhe normal rates 
of tax. 

• Special rates ore the rates which are mentioned in tht: l11come-lax Ac1 hselr 
Chapter XI I (St'ctions l l O • 115 BBE) of the lncome-tax Act 1:onca111s the l>i)(!cial 
rates of tax. co be applicable in certain cases 

• Under 1hc lnconie-tax Act 1961. an assessee is generally liable 10 pay t..ax Ill 

respect of his ov,,i it1comc However. I.here are certa in circumstances where tJ,e 
111comes of others persons are also included in his income This i~ known a:. 
dubbing of income 

• All income arising 10 any person by virtue of a transfer shall be chargeable 10 

income-tax as the 111co111e ufthe transferor shall be i:ncluded in his 10 1111 inconw. 

• Income arii:;ing to the spouse of an individual from any asset (other than house 
property) ·1ran~ferred din.:ctly or indirectly to the spouse of such individual. 
0U1erwise than for adequate consideration or in connection with an flgreement ro 
live apart. shall be included in the total income of such individual. 

159 
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• Tt may be noted U1at the provisjo11 of Explanatio11-3 to Section 64 applies to only 
interests receivable from the firm. ft does no1 apply to shal'c of profits from the 
fim,, as such income is exempt under Section I 0(2A). 

• ln computing the total income of any individual, all such income as arises or 
accrues 10 a minor child shall be included in the total income of such individual. 

• The deductions llnder Sections 80C to 80U available lo a l)On-corporate assesscc 
may be dassified into rwo groups: Deductions io respect o f certa in pay ments and 
expenses and Deduc1ions in respect of certain incomes. 

• Income-tax is a composite t;ix on t.he total income of a person earned during a 
pc1·iod of one previous year. There might be cases where an assessee has different 
sources of income under 1he same head or income under differerH heads of 
income. Tt might nlso happen 1hat the net result from a particular source/head may 
be a loss. T his loss can be set off aga inst other sources/head in a pa1ticulor 
manner. When <.he !osse!> can 't be set-off during the same assessrnenl year in 
which they occurred, so much of the loss as has not been so set-off (only cc11ain 
specified losses) can be carried fo rward for being set-off aga inst his income in the 
succeeding years. 

• Set-off can be inter source and Tnter-heat.l. If both the adjuslments are 110 1 possible 
then ce11ain losses namely loss from house property 1 loss from bus im:ss indt1ding 
speculation husiness, capital loss. and loss from activity of maintaining race 
horses can be carried forward. 

• A good plan is one which takes the rnaximurn advantages of various incent ive b 
offered by the income tax law of the cou.nt1y . Tax planning is a too l lo reduce tax 
liahiliry through the tinest use of a ll accessjb{e allowances, exclusions. 
deductions, exe mptions, etc. 10 trim down income a11d/or capital profils. Salaried 
individuals in India are not fully aware of tbe tax planning and various options 
available to plan the tax, Still, many individuals are paying lot of tax without 
knowing the various available options and also oot plan in 1.he beginning of the 
year. M ilny of us are ,1lways plan at the end of r ebruary or Marcl1 because of 
which we end up imo wrong decisions. 111e plans may vaiy foi: different persons 
dept:nd on the financial status o f a person and income. 

7.1 7 LESSON END ACTIVITY 

Prepare a repo11 on clubbing of income and give a presentation. 

7.18 KEYWORDS 

Special .Rutes: Special rates are the rates which are menti<.med in the Jncomc-tax A cl 
itself. Chapter Xll (Sections 110- 11 5BBE) of lhe Income-tax Act contains the special 
rates of tax to be applicable m certa in cases. 

Cluhbing of Itu.:ome: There are certain circumstances, where the incomes of other 
persons are also included in one same- income, TI1is is known as clubbing of income. 

Asse.\')"ee: A person who is pa)1ee of income-tax 01· any other sum of money undt:n-
1 ncome Ta'-! Act. 

Income: There is no spec ific definition of income but for statutory purposes there are. 
certain items which are listed under the head income. These items iuclude those beads 
also which normally will not be termed as income but for taxation we consider them 
as 111come. These ilems are inc luded under seer ion 2(24) of the Income tax Act, I 96 I. 
As per the definition in section 2(24), the term income means and include profits and 
gains~ dividends ; voluntary contributions received by a trusl created wholly or partly 



for chanmble or religioU5 purposes or by an institution established wholly 0 1 part1y for 
such purposes; the value of any perquisite or profit in lieu of salary taxable under clause 
(2) and (3) of section J7 of the Act~ any special allowance O/' benefit. orher than lhost> 
included above; any allo"'ance granted lo die assessee e ither to meet his personal 
expenses al the place where the duties of hjs office or employment ()f profits are 
ordinarily perfonned by him or at a rlace where he ordinanly resides or to compensate 
him for the increased cost of Jiving; capital gains ; any sum chargeable ro income tax 
under section 28 of the Income tax Act; any winnings from lotteries, crossword puzz.Jcs, 
races, mcluding horse races, card games and games of any son or from gumbling or 
betting of any form or nature whatsoever: any received as contribution to the assessee's 
provident fund or superannuation fund or any fund ror the welfare or employees or any 
01her fund set up under the provisio.ns of the employees state insurance act an<l: profits 
on sale of a licence granted under the lmpons (Control) Order, [955 made under the 
Imports and 1-::xports (Control) Act1 I 94 7 

Specified Asset: This includes shares in an Indian company: debentures issued. by an 
Indian company which is not a private company as detined m the Cornpanres Act, 
1956; deposits with an lndian company which is 1101 a private company: an) security 
or the Central Government~ units of the unil trost of India and; such other assets as the 
Ceima\ Governm~ru n,ay specify i11 this behalf by notificat,on 111 the official g,11cttte 

Sole Pl'oprietorshlp: ll is u business owned by one person where the individual owner 
rs entitled to all profits and losses rtnd rs liable for nll obl1ga1iuns of the business. 

RUF: le consists of all males lineally descended from a common anci;Stor. their wives 
and unmarried daughcers and daug),rers-in-law. 

Equity .Linked Savings Srlreml!: These are some mutual tirnd (MF) schemes specially 
c reated for offering tax S<1v1ngs. 

As:;nciation nf l'er.fo,is: It means two or more persons joining for a common purpose 
for the purpose of earning income. 

7.19 QUESTIONS FOR DlSCUSSlON 

I. Describt:: how is income from house properly rs extracted c1s per seclion (22-27) of 
Income C'ax Law. 

2. What is cor,tipositc rent? Discuss in detail. 

3. Explain the concept or taxable value 

,I. What is deemed ownership? £xplain m detail. 

5 Following are the ptirticulars of nel incomes and losses ~)f X for th..: year ending 
31st March 2009 Find out his total income. 

Rs. 

la) Income from sulary (111::t) 1.60,000 

{b) lnco.11,e from house property; 

(i) Income from house A 6.000 

( ii) Losll frotn house B 8,000 

(c) Income from business; 

( i) Profit fro111 cloth business 20,000 

(ii) L,oss fro.m hardware business 45,000 

(iii) Profit from speculaLion business \ 6,000 

I bl 
C"ompulat,on ofTotal lncomi: 
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(d) Income from capital gains: 

(i) Short-term capita l gain 

(ii) Long-tem, capital gain 

(iii) Loss from another long-term capital asset 

l 0,000 

5.000 

l 9.000 

6. Can non-speculative (regular) business losses can he sci-off again!:>t speculation 
business profits? Why/why no1? 

7 When inter-source adjustment exhausts, inter-head adjustments bt:gin. 
Righc/wrong? Wl1y? 

8. Define the merits and de-merits of sole-proprietorship. 

9. Whal is the other income which i~ inc luded in individJl!l\'s income to 1,;alcula1e 
their tax liability? 

I 0. Whac are the key steps to calculate the tax liability of an individual? 

11. Define the key investmencs which are tax free under Section 80C M the lncome 
tax AcL 

12. What are the considerable points in calculaling tax liability of HUF? 

Check Your Progress: Model Answer 

I . Income Tax action 

2 Building or Property Appurtenant 

~. Composite rem 

5. Deemed as a owner 

6. Self-occupied property 

7. Municipal valuation 
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After studying ch is lesson , you shou ld be able to: 

• Explain how income rnx is assessed 

• Discuss 1he assessments under sections-143(2). l 47. 143(3) 

• Explain the i·ixtificmion of mi stake 

• Describe notice of demand under sccrion J 56 

• Explain the assessment of HUF. F jrms and AOf' 

8.1 INTRODUCTION 

Although assessment is Ml important step, the tt:nn has not been defined in the Act, 
excepL that under seclio11 2(8), i~ includes reassessment. 1-luwever, generally it means 
the whole procedure- laid down under the Act for imposing liability upon the assessee. 
Under the Income-tax law. there are five major types of assessments as mentioned 
below: 

• Sun,maryassessmcntundersection 143(1 ) 

• Scrutiny assessment under section 143(3) 

• Besl_judgmcnt assessment unde-r section l 44 

• Income escaping as~essmerll under section 147 

• Assessment rn case of search or requisition under section l 53A 

8.2 ENQUIRY BEFORE ASSESSMENT [SECTION 142J 

Section 142 dea ls wjth the general procedure t)f assess1nent as under: 

o. Js.-.ue of Notice: Thi;' a.ssessmem can be 1m1de by an Assessing Officer or by lhe 
person who had rnadt a return as per Section 11 SWD or Section 139. Moreover, 
-any person whose time a,s per allowed m Section 139 ( I) for providing retum has 
been expired a notice in case of purposes given c1s follows. 

i. When the person did not make a rew1;1 a~ per tl1e limil of time allowed under 
Section 139 (I) or he fails to provide a ren1rn or his income or any other 
person's income to wh ich he is assessable, before ending of the assessmenl 
ye:.=1r, in the ronn as prescribed for time prov ided in the notice. 

ii. For producing or cau!ling to produce the docuo1ents and accounts required by 
the Assessing Officer. 

iii. To provide a written and ven tied information in the manner as prescribed in 
such fonn an<l on certain points such us statements related ro assets and 
liabilities nf an assessee, as per reqi1 ired by the Assessing Officer. 

b. Power to make inquiry /Sectiom; 142(2), 142(3)/: An Assessing Officer has Lhe 
liberty to carry out any enquiry which J1c considers important in case he wants to 
obtain infomrntion regarding income or loss of any person. 

Jn the case of best judgement assessmeJ1t as per Sect ion 144. it is exce~nional that 
assessee can be provided with the opportun iry Lo be heard regarding the material 
that was coJlectcd , in the inquiry as per the Section 142 (2) or based on any-audit 
that which was inquiJed under Section 142 (2A). The collected materials and 
information collected frotn any audit can be projected for using in the assessment 
process as p~r Sectioll 142 (3). 



c. A udit of Acco1111ts /Seclio11s U 2(2A) to 142(:)DJ: Having regard ro Lhe nature and 
complexity of the accounts, volume of Lhe accounts, doubts about correctness of 
d1e accounts, mulliplicil) of tran.saction<. in !he accounLS or specialised nature of 
bu:.iness activity of the assessee, with the previous ar>provaJ of the Chief 
Commissioner or Commissioner, I.he Assessing Officer may, after giving the 
as~essee a reasonnhle opportunity of being heard. direct che assesscc 10 get the 
accounts audited by an accountant lO be nominated by the Chief Commissioner or 
Commissioner and to furnish a report of such audit in fonn No. 68 duly s igned 
and vel'i lied by such accountant [Section J 42(2A)l. The audit under Section 
142(:!A) ,s independent of any audit unJer any other law [Section 142(2A>]. 

❖ Tlte audit repor1 under Sectiol\ I 42(2A) shall be furnished by I.he assesscc to 
the Assessing Officer. 

❖ Within suth per'iod as rnay be specified by Lh.e Assessing Officer. However, if 
!,her<: is sufficient reason, the Assessing Officer, either suo moru or un an 
application n1adt by the assessee in this behalf, may so extend the time that 
the aggregate of 1he period originaJly fixed and the period so extended does 
nut exceed 180 days from the date on which di recrion llnder Section I 42(2A) 
was received hy the asscssee [Section 142(2C) as amended by the Finance Act 
2008. w.e f 1.4 200RJ The expenses of such audit, including t'he 
remuneration of the accountant shall be detennined by en (C)-lfl 

❖ fhe Chief Co111mi:.sioners or Commissioner is to be paid by the assessee. ln 
default of l>ttch payment by the asscssee, it s hall be recovered from the 
assess~e in the manner provided in Chaprer XVl l-D of the lncome-rn.x Ac1 for 
m .:overy of arrears 0f tu .. However. in relation 10 any direction for audit 
under Section 142{2/\ ). whid1 is issued by lhe Assessing Officer on or after 
I st June, 2007. the e::<penses of, and incidental to, such audit (i1,cluding lhe 
remuneration or rhe Accountant) shaJI be determined by the Chief 
Commiss ioner or Commissioner in accordance with such &uidelines as may 
bi: prescribed an<l tht! expenses so detem1ined shal l be paid by the Cc:ntral 
Govem,ncm rsection t 42(2D)l-

8.3 UMMARY ON THE BASIS OF RETURN 
SECTION 143 (1) 

Where a rerun1 has bt!en sub111 itted unJer Section 139 or in response to a notice u,,der 
Section 142( I), the Assessing Officer can complete the assessment withouc passiug a 
regular assessment ord~r or calling the assessce. The assessment l'lnder sec11on 143(1 ), 
which is abo known as summary assessment., is subject 10 the following conditions 
arid propoMtions: 

a. Correctin11 ,if arilhmeticnl m istakes amt "djustmelll of incorrect claim through 
ce111rafise<I proces.\'ing <Jf retur11s /Seclio11 /43(J)(a)/: In order to correctly 
compute the total incom~. all returns submilted under the provis ion of Section 139 
or in response to a notice under section 142(1) shall be subjected to centralised 
processing in order to check for: 

1. Any anth_me1ical error in the rt:turn~ 

11. An incom:ct claim which 1s apparent from any inforn1ation in the return: 

111. Oi~allowance of loss claimed, if return of the previous year for which sec off 
of' loss is c lc1imi!d was fu rnished beyond the due date specilit:d u11tler sub
section ( 1) of section 139; 

1(15 
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iv. Disallowance of expenditure indicated in the audit report but not taken into 
account in computing the total income in the return: 

v. Disallowance or deduction claimed under sections l OAA, 80-IA, 80-IAB, 80-
TB, 80-IC. 80-ID or section 80-IE, if the return is furnished beyond the due 
date specified under sub-section (1) of section 139; or 

vi. Addition of income appearing in Form 26AS or Fonn J6A or Fonn 16 which 
has not been included in computing the to1al rncome in the return 

The aforesaid adjustments will be made only in the CO\lrsc computerized 
processing without any human interface. bat with prior intimation to tbe assessee 
either in w,itiog or in electronic mode. 

b . Computation of tll.x (Ind imerest due {Section J43(J)(b)/: On the basis of 
compulation of total income as above. Lhc tax and interest, if any. shalJ be 
computed. 

c , Determination of sum payable by, ot refund due to, the assessee [Sectio11 
l 43{1)(c) : The sum payahle by, or the amount of refund due to, the assessee shal l 
be· determined after a<ljusnnent of the tax. and interest, if any, [as computed in (b) 
above] by any tax deducted at source, any tax i:.:ollccted at source, any advance tax 
paid, any reli~f allowable under section 90 or section 90A, or any relief allowable 
under section 9 1, any rebate allowable under Chapter VUl-A, any tax paid on self
assessment and any amount pajd otherwise by way of tax. or interest. 

d. lutimatio11 to the as.ressee /SectifJn 143(1)(<1)/: An intimation shall be sent to the 
assessee when; 

i. On the basis of adjustment made in (c) above, any sum is payable by, or any 
refund is due to. the assessee [Section 143( l)(d)]; 

ii. The loss declared in the renirn by the assc:ssec is reduced but no tax or inrer-est 
is payab le by, or no refund is due to, him [First proviso to Section 143( I)). 
Where any sum is dt?1cr01ined robe payable by the assessee, intimation to this 
effect shal I be t.leeined Lo be a notice of demau.d issued under Section 156 and 
all the provisic>ns of the Act shall apply accordingly 

e. When 11f1 illtimatiou is required /Expla11utfon (b) to Section UJ(J)J: Where, on 
the basis udjustmc111s made in (a) or (c) above, it is found that n o sum is payable 
by, or refundable lo. the assessee, no intimation is required to be sent to the 
assessee. ln such a case, the acknowledgemen! of the relum shall be deemed to be 
the intimation. 

f. Time limit for l111i111ation {Second proviso to Section )43(1)}: The time lin1it for 
sending intimacion under sec1ion 143 ( I) to the assessee is one year from the end of 
the financial yeat in whtch the return is made. 

8.4 ASSESSMENT IN RESPONSE TO NOTICE UNDER 
(SECTION 143(2)J fSECTION J 43(3)j 

An assessment under th is .section can be either (A) an assessment through limited 
scrnliny or (B) assessmenl through comprehensive scrutiny 

a. Assessment tlzrough limited scrutiny /*Section 143(3)(i)J: Assessment 
through limiced scrutiny applies where a relum has been furnisht::d under section 
139 or in response lo a notice u11der Section l 42( 1 ). TI1e assessment in this t:ase 
involves the following proced11re: 



1. l he Assessing Officer has reason to believe that any claim oJ loss. exemption, 
deduction, al lowance or relief claimed in the return. is inadmissihl~. 

u. A notice \1/s l43(2)(i) is served oo. Lbe assessce requiring him, on a date 
specified in the 1101ice, to produce or caused IO be produced e\'idcnce or 
particulars of such claim of loss. exemption. deduction. allowance and relief 
in support or his claim. n,e time limit for sending notice under this section is 
6 months (as amended by 1he Finance Act 2016: Vide section 143(2)] from 
the end of the 1nonth in which lhe return is furnished. 

111. Aftl!r the assessec has produced such particulars, they can he wken into 
account by the Assessing Officer is free 10 allow or r~ject the daims as 
specified, by ordering in writing. He can make an assessmcnl in which, the 
10101 income or loss and the sum to be paid by the nssesse, are determined 

b. Assessmem tltrough Comprel1e11sive Scrutiny /Section l43(J)(ii)J: The scht>mt'. 
of assessmcnl through comprehensive scrutiny 1s applicable where a return is fi led 
under .section 139 or in pursuance of a notice under Section 142( I). The procedure 
involved in Lhis case is as under: 

1. It can be considered important and convenient by the Assessing Officer for 
ensuring 1h01 the income has not been understated by Lhe assessee or no huge 
loss has been calculated by the assessee or he has not under-paid the tax in 
any way. 

1i. A notice u/s 143(2)(ii) is served on the assessee re;:.quiring hun, on a date 
spe<:ified 1n the notice. either to attend Lhe office of the Assessing Officer or to 
produce or cause to be produced any evidence on which the asscssee may rely 
in suppon of his rttum. Tile lime limit for sending notice under Section 
143(2)(i1) is 6 mo1Hhs from the end of the month in which the relum is 
furnished 

iii l"he As~essing Officer can give a written order. only after hearing 1hc 
evidences produced by lhe assesse on the specified day in the no1ice. He ca11 
cot lect all the relt:vant material from the evidences and rnke them ioto account 
for making an assessment. The assessment lhus made, includes the total 
income or loss of tlte assesse and it detem, ines a sum Iha< has to be paid by 
him or rdirnd any amount which was due to him. based on this l'ISSt'Ssmenl. 

iv. The time litnit for completion of assessment under section 143 shall he with it, 
2 yi.;:ars from the end of the relevant assessmenl year. 

8.5 BEST JUDGElVlENT ASSESSMENT !SECTION 1441 

An assessment carried ou1 by appl_ ing the wide discretionary power of 1he Assessing 
Officer is known as Bes1 Judgment Assessment. This assessment is carried out in 
cases when: the l'axpayer fail, to comply with the requirements of section 144. 

n Rttosm1s /v,. heJr judgmem assessment: TI1e best of his judgn1ent 1s carried out in 
th~ following cases: lhe assessee fai ls to file the remm required withJO Ute due 
U:tle prescribed under section 139(1) or a belated rcwm under sect ion 139(4) 0 1 a 
revised return under section 139(5)~ or tlle assessee fail !> to comply with all the: 
terms of a notice issued under section 142(1) or the directions under section 
142(2A)~ or having made a return, the assessee fail!l to comply with nil Che terms 
of notice issued under section 143(2). 

b, Procedure o( ass(;!ssment under section 144 
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Best judg ment assessment cannot be made unless the assessee is given a notice 
calling upon him 

❖ To show cause1 on che date and time to be specified in the notice., w}1y the 
assessment sho uld not be cowpleted to the best judgment of 1he Assessing 
Officer. No notice as given above is required in a case where a notice under 
section J 42( I) has been 

❖ Issued prior to lJ1e m~king of an assessment under section 144. If the 
Assessin g Officer is not sat:isfted by the arguments of the taxpayer and he has 
reason to 

Believe that the case demands a best judgment. then he wil l proceed to carry 
out chc assessm~nt to the best of his knowledge, If 1he criteria of the best 
judgment assessment are satisfied, then the Assessing Officer. after taking 
into account all relevaot material which the Assessing Officer has gathered, 
shall make the assessmem of the total income or loss to the best of his 
j udgment and determine the .sum payable by the assessee on the basis of such 
assessment. Under section 153. 1he time limit for completion of assessment 
under sectiQn 144 is two years from the end of the relevant a~scssment year. 

a Refund: No refund can be granted in the case of best judgment assessment 

b. Remedies 11vnilable to the flssessee: In the case of best j udgment asscssmeJ1t, the 
following remedies are available l◊ the assessee: 

i. The assessee can file an appeal under Section 246A. 

11, He can make an application 10 the Joint Commissioner for revision under 
Section 264. 

8.6 ASSESS'MENT OR REASSESSMENT OF INCOME 
ESCAPING ASSESSMENT [SECTlON 147] 

Where the Assessing Officer has reason Lo believe that any income chargeable to tax 
has escaped assessmenL for any assessment year, then, subject to the provisions of 
Secti,ms 148 to 153, 153A and 153 B, he may: 

a. Asst:ss or reassess such income; 

b. Re-compute the loss or depreciation allowance or any other allowance for the 
rele..,ant assessment year; 

c_ Assess any other income chargeable lo tax which has escaped assessnient and 
which comes to his notice subsequently in the course of assessment proceedings 
und~r Section 147: 

d. Assess oi- reassess such income, ocher than the income invo lving maHcrr. which 
are the subject matter of any appea~ reference or revision, which is chargeable to 
lax and has escaped assessmem [Second proviso to Seclic,n 147]_ 

*When! income deemed to bave escaped assessment [Explanation 2 to Section 1471: 

For the purpose of Section 14 7, 1he following shall a lso be deemed to be the cases of 
income escuping assessJ11ent: 

a. Where no return of income has been furnished by the assessee, although hi$ 
taxable income exceeded the exemption limit; 

b. Where a return has been furnished by the assessee, but no .assessment has been 
made and 1t is noticed that the assessee has understated the income or has claimed 
excessive loss, deduction, allowance or relief in the reLuni; 



c. Where rhe assessee has failed to :furnish a report in respect of any international 
transaction which he was so required under section Q:?E: 

d. Where an a.ssessmenl bas been made but: 

Income chargeable to tax has been under-assessed; or 

ii. Such income has been assessed at too low a rate; 01· 

iii, Such income has been made the subje<.:I of excessive relief: or 

iv. Exccs~1vc loss or depreciation allowance or any other allowance under the Ac1 
lrns been compmed. 

e. Where a return of income has not been furnished by the as:sesscc or a return of 
incomt ha:- been furnished by him and on the basis of in fornwl'iou or document 
receivc:d from the prescribed income-tax aulhority. under section I J3C (2), it is 
noticed by the Assessing Officer that the income of tht: assessee exceeds tbe 
maxi111u111 11mount not chargeable to tax., or as the ca!ie 111ay be. the assessee has 
understated the income or has claimed excessiv~ loss. deduction. allowance or 
relief in the return; 

f. Where a person is foun<l 10 have any asset (in.;ludmg financial in1ercst in any 
en{ity) loca1eu oulsidc lndia. 

Procedure of 11ssess111en1 under sectim , 14 7; 

• An assessment under secllon 14 7 cannot be proceedeJ wilh unless the Assessing 
Oflicc hus served upon the :issessee a nouce and on oppor1unit} of beiog heard. 

• If the 1\ sscssing Officer has reason to believe that any im.:ome chargeable to rax 
has escaped assessment for any assessment yeor, chen he may as~ess or reassess 
such incorne .ind also any ocher income chargeable to tnx wh ich has escaped 
assesstnt-:nt and which comes to his notice ~ubs~quenrly 111 lhe course of lhe 
proceedings under th is section.. He is also empowered 10 recompute lhe loss or the 
depreciation ullowance L)r any other a llowance, as the case may be, for the 
asses!>mcnt year conct.'med. 

Time-/iuu·t for completio11 of assessment under .\'el'tio11 /47: As rrovidcd i11 section 
I SJ, assessment under secr1on 14 7 shall bt made within a pe1 iod of one year from the 
end of the filiflncial year in which notice under section 148 is served on the asscssee. 

Time-limit for lssuanc:e of 1101ice under section 148: Nol.ict' under sectio11 148 can be 
issued within a p~riod of 4 years from tbc end of tht' relt<vanr assessment yea,,. 

8.7 ASSESSMENT lN CASE OF SEARCH OR REQ UISITION 

This section applies in the case of a person where a search is in11iatcd under Seetion 
l 32 or books of account, other documents or any assets are requ1sit1oned uoder 
ection 132A. In this case the Assessing Officer shat I: 

a. Jssue notice to '-Uch person requiring h11n to furn ish within 5uch period, as may be 
specified in the notice. th~ return of income in respec1 of each assessment y~ar 
falli,1g within six assessment years in the prescribed rom1 l'lnd verified in the 
prescribed manner and setting fortb such other paniculars as rnR)' be prescribed. 
and the provisiot1s of t~is Act s hall, so far as m»y l>e. apply accordingly as if such 
return were a return required to be furnished under Section 139: 

b. Assess or reassess the total income of six assessment years imm~diately preceding 
the assessment year relevaot to the previous year in which s uch search is 
conducted or requisilioo is made. ln this case, assessment or reassessment, if any, 
relating to any assessment year fall ing within the period of six assessment years 
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referred to in this section pending on the date of inillat.ion of the search under 
Section 132 or making of requisition under Section I 32A, as the case may be. 
shall abate [Second proviso 10 section 153 A ( t )1. 

c. 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 anything contained in l 53 A ( I) or Section I 53, 
the assessment or reassessment relating to any assessment year which has abated, 
shall stand revived with effect from the date of receipt of 1he order of !iuch 
annulment by the Commissioner [Section 153 A(2]. 

Time limit for completion of assessment under section 153A: The time limit for 
completion of assessment uoder section 153A is 21 months from the end of the end of 
the financial year in which the la:.t authorization for search undel' section I 3 2 or for 
requisition under section was executed. 

8 .8 ASSESSMENT OF SCIENTIFIC RESEARCH 
ASSOCIATION, NEWS AGENCY, ETC. [FIRST 
PROVISION TO SECTION 143 (3)] 

for the assessment of the following in:-titutrons/funds: 

1. Scientific research association refened to in Section I 0(11 ), 

ii . News agency referred to in Section 10(220) . 

111. Association or institution !'eterred to in Section ·10(23A) or Seclion I 0(23 B): and 

rv . Fund/institutioa/trust/universiry or other educational inst.iturion/hospitnl or other 
medical institution as referred to ~n clauses (iv). (v), (vi) and (via), respectively, of 
Section J0(23C), which are required lo submit return of income under Section 
l39(4C), an assessment ordct can be passed <1fter giving effec.ls to the provisions 
of Section J 0. However·, the Assessing Officer can make an assesso1en1 order 
without giving exemption under the prov isions of Section lO, provide<l the 
following conditions are satisfied: 

a. Where, 10 his view. any contraveotion ha,1, cake-n place of the provisions of 
Section 10(2 1) or Sec110 11 10(22B) or Section 10(23A) or Section \0(23B) or 
clause (iv) or (v) or (vi) or (via) of Section 10(23C) by the aforesaid 
instinitions, the Assessing Officer has inti mated 1hc Central Government or 
the prescribed autJ10rity of the fact of s11ch contravention, 

b. The approval granted 10 such sciei1Lific research association or other 
association or fund or lrust or institution or university or other educational 
institution or hospital or other medical institution ha~ been withdrawn or 
notification issued in respect of such news agency or fund or trust or 
institution has been rescinded. 

c. Where the i\ssessing Officer is satisfied tha1 the activitie$ of the University, 
«,:ollege. or other instirution referred Lo in clauses (ii) and (iii) of Section 35(1) 
are not being carried out in accordance with all or any conditions subject to 
which the University, college or institution was granled approval, he may, 
after giving reasonable opportuniiy of showing causes against the proposed 
withdrawal to the concerned University, co]lege or other institution, 
recommend to the Cen1raJ Govemmem to w1thdraw the approval. On such 
recommendations, the centnil Government 111ay, by an order, withdraw the 
approvaJ and forward a copy of the order to the concerned University. college 
or other institution and the Assessing Officer. 



8.9 RECTIFICATlON OF MIST AKE 

With a view to rectifying any mistake, which is apparent from the record. an income
tax authority rcfe1Ted to in Section 116 may do the fo llowing: 

a . Amend an order passed by it under the provis ions of this Act 

b. Amend any intimation or deemed intil)lation L\nder Section 143( I) or Section 
200A. 

c. Amend any intimation under Section 200A ( 1 ). 

d. lo relation to an order. where any matter has been considered and decided in any 
proceed ing 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 rectified under Section 154. 

e. Rectification under Set.:lion 154 shall be made by: 

1. The income-tax authority on its own motion. 

11. The income-tax authority, if it is brought to i1s notice by lhe assessee or the 
deductor or collector. 

iii. The commissioner (Appeals), if the lnis.take is brought to ils notice by the 
Assessing Offict-r. 

Order of rcctiHcatioo: 

An order of rectification is subject to the following conditions: 

a, Where an amendment is made w1der this section and if such an amendment has 
the effect of enhancing or reducing a refund or otherwise increas ing the liability of 
the assessee, a notice specifying the intention to do so is necessary. The assessee 
shall also be allowed reasonable opportunity of being heard [Section 154(3)]-

b. ( n the:: above '"llse, tht! Assessing Officer shall serve on the assessee a notice of 
demanding the prescl'ibed form specifying the sum payable. Such a notice of 
demand shall be deemed to he notice under Section 1 56 and the rrovisions of 
Section 156 and the provisions of the. Act shat.I apply in this case [Section 154(6)]. 

c. An order shall be passed in writing by the income-tax authority conct:med 
[Sec1jon 154(4)J. 

d. Where any such amendmenl has the effect of reducing the assessment, the 
Assessing Officer shall make any refond which may be due to the assessee or the 
deductor or the collector fSection 154(5)). 

e. Where any such amendment bas the effect of enhat1ci11g the assessment or 
reductng a refund already 1nade or othe1wise increasing. the liability of the 
assessee or the deductor or the collector. the Assessing Officer shall serve on 
the assessee or the deductor, as the case may be, a notic.e of demand in the 
prescribed form specifying Lhe sum payable, and sucJ1 nolicc of demand shall be 
deemed 10 be issued under Section 156 and the provisions of tlllS Act shall apply 
accordingly f Section J 54(6)). 

f. Except for cases corning 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, whet·~ an application for amendment under Sect.ion l 54 is made by the 
assessee on an income--tax authority, the authority shall pass an order (either making 
the amendn,ent or refosing it) within a period of six tnon1hs from the end of the month 
in which the application is recejved by it [Section 154(8)]. 
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A s a consequence of any order passed under this Act. the tax, penally. fine or any 
amount that is payable on part of assessec, the Assess.ing Officer can acl upo.n the 
assessee by sending a notice demanding the s pec ified amount that has to be paid. The 
notice of demand must be sent as prescribed form (form N o . 7 or, as per the 
requirement of case, Fonn No. 28). 

Jn case of the determined amount w hich has to be pa id by the assesse or deductor as 
per the sub-section ( l) of Section l 43 or Secc,on 200A ( l ), the warnings under these 
sub-sections will be considered as a no tice of demand for fu lfilment of the purposes o f 
this section [prov iso lo Section 156 as amended hy the Finance A ct 2 105, w.e.f. 1.6. 
2015]. 

8.1 I CNTlMATION OF LOSS [SECTION 157] 

In case, during the process of asse1;;s ing the to ta l income of an assessee. if' ii is found 
that -a loss had been taken place and the assessee was allowed lo have carried forward 
under the provisions of Sections 72( I). 73(2), 74( I), 74(3) and 74A (3 ), then the 
Assessing_ Officer has lo put the assessee under a notification in a written order 
regarding chc amount of loss as ca lculated by him for the purpose of carrying forward 
these sections . 

8.12 COMPUTATION OF TOTAL INCOME 

The computation of total income of ao individual involves the foJ lowing three steps: 

Step 1: Compute income under each of the five heads in accordance wid1 the 
prov is ions of Sections 15- 59. i.e .. 

• Income under the head-Salades [Sections l 5- l 7]. 

• Income from house property fSections 22-27J. 

• Profits anJ g ains of busi ness or pro fess ion [Sec tions 28-44] 

• Capital gains (Sections 44-55 J. 

• Income from other sources [Sections 56-59 J. 
In computing jocome 1111der 1he fi ve heads mentioned above, the following should be 
cons idered: 

1. Income of aoy other person in respect of which an iodividuil l is. chargeable to tax 
under Sect ions 60-64 , s hall be included under the respective heads. The other 
person'5 incomes in respect of which an individua l is chargeable to 1ax are: 
rransfer of income where rhe re is no tnmsfer of assets (u/s 60), revocable transfer 
uf assets (u/ss 61 -GJ ), and income of spouse. minor child. t'tc .. (u/s 64). 

ii. ff the net result of compulation in res pect o f one source of income shows a loss, ii 
can be set off aga inst income from anothe r source under lhe same l)ead (Sectio n 
70). l n .setting o ff income of one source against income from another, restrictions 
imposed under Section 70 should be conside red . 

iii. If the net resuJt of computation under any head .sho\vs a loss, this can be set off 
against income under olher J1eads (Section 71 ) . TI1e rcstricr1ons imposed u/s 71 in 
resr,ect of such inter-head adjust111ents shou Id be cons idered. 

iv. J(1here is any unabsorhed Joss in the earlie r previous year or years. these shall be 
set off in accordance with the provis ious of Lhe Act. 
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Step 2: The aggregate of income under all rhe five heads in Step No. 1 is called gross 
cotal in~orne. Allow deductions from gross total income under Sections SOC to BOU. 

Sl<'P 3: The balance of income after allowing deductions u/ss 80C to SOU is called 
total income. Under the provision of Section 288A, the total income so dete1111ined 
shall be rounded olTto the nearest multiple oft J 0. 

Cnmpurorfou of Gross Ta.xability: Once the 1ocal income is detennined, the gross 
tax liability l)f an individual assessee shall be computed in accordance wi1h the 
rate or rates ::.pccified for the assessment year. 

ii . Tt1.x Rehutes: For FY 20 l 7-18, the Finance Minister bas prov ided a maximum 
Rebate uf~ 2,500 lLnder Section &JA. 

Scccion 87A rebate provides for income tax rebate 10 individuals cam1ng income 
below the specified limit. lt is being provided lo reduce the tax burden of lower 
income brai;ket. 

8.13 SURCHARGE 

Surcharge is levied on Income Tax and is levied if Income is more than t SO Lakhs in 
cas1: of Ind ividuals and f I Crores in case of Companies. The rate of Surcharge has 
been increased in 1he Finance Al:I 2017 which is applicable for Financial Year 20) 7-
18. Different rates of !>utcharge are applicable for different categories of taxpayers and 
the eurreul rates of Sul'cltaige are as follows: 

Individual:;, TnJF, Associatwn of Persons, Body of Individuals. Arlificial Judicial 
l'cr,;ons. 

Level of lncott1e Surcharge oo Jncotne 

I css tit.an 50 L.tkl1 Nil 

t .SO Lakh ro I Cl'o rc: 10% 

Mvrt- lh 11n I crcm: 15% 

Firms. co-operative wcicties and Local Authorities 

Level ot' Income S urcharge on lne<,mc 

I. e.-:~ lhan I ~rorc Nil 

More: than I c1 ore 12% 

Dom11srlc Company 

Level or Income Surchar ge on lncomP 

Less 1han I nurc Nil 

t I cr, ,n: L() l O crorc-- '/% 

M,m: than 10 crorc 12~0 

Foreign Company 

Level of Income Surchnr ge on I ncome 

Lc!>S than I c:rorc Nil 

~ I crorc: Lo IO crorc~ 2% 

Mo,c than IO crorc 5% 
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i. Educatio11 cess: Education cess 2% and Secondary education cess l % 

ii. Relief:i: From the amount of tax )iability computed above (i.e., gross tax liability 
plus ed11cation cess) an individuaJ can clai1,11 the following reliefs. 

8.14 ASSESSMENT OF HINDU UNDIVIDED FAMILY 

8.14.1 Meaning 

Ah hough the definition of-Person under section 2(31) includes a Hindu undivide<l 
fa111ily. the term bas not been defined in the Income-tax Act. ft is expression of the 
Hindu Law and denotes a Hindu family consisring of all male members who have 
lineally descended from u common ancestor and includes their wives and unrnarried 
daughters [CIT vs. Laxminarayan ( 1935) Bom. 618j. It is a relalionship which arises 
not from any contract. but from sral11s, 

l. A.few e.w1mpl.e1· of Hindu w,dividedfttmily: A J--lindu undivided family requires 
at least rwo members [Krishna Prasad vs. CIT 97 ITR 493 (SC)!. Such member.; 
111ay be all males or all females or a combination of both. TI,ere is, however, no 
requirement that the number of the cor,arceners is more rhan one. The following 
arc 5ome examples of Hindu undivided family: A-a male Hindu, B-wite of A, C
unman-ied daughr.er of A [Gowli Buddanna vs. CIT 60 ITR293(SC)l 

❖ A- n male Hindu, B widow of deceased brother of A (Sitabai vs. Ramchandrn, 
AlR l970S. C.343). 

❖ C and D, the widows of A and B respectively the. two deceased brothers [CTT 
vs. Vcerappa Chertier 761TR467]. 

❖ A family consisting of mother and hart domino sons [Champa vs. Board of 
Revt:.nuc 46 lTR8 l) 

2. Silih and Jnin families: Sikhs and Jains are not governed by the Hindu law. For the 
purpose of the Income-tax Act, how~er, such families are treated as Hindu 
undivided fainllics lCWT vs. Surajil Singh 138 fTR 186; CWT vs. Champa 
83TTR7.201. 

8.J4.2 Assessment of HUF 

for the purpose of a~sessmt:nt of a Hindu undivided family to Income-tax. the 
following points may be co1lS1dered as relevant: 

I. Co11ti1111ed status: Once a Hindu undivided family is assessed dissect. it shall 
continue to be assessed as a Hindu undivided family except where a pr;1rtition is 
c laimed by the members anc.J the findings of a partition are re(;Qrded [Section 
17 1(1)]. 

2. Residential stams of the HUF 

3 Income received as a m ember of lhe Hindu tmdivi<led funtl~p: Under Section 
J 0(2). any sum received hy an individual member out of the income of the Hindu 
undivided family is exempt from tax. 

4. Income oj impartibfe e:;tate: In the case of income from impartible estate. such 
income belongs solely and exclusively to the holder of the estate, even though the 
impanible estate is owned by the joint family . Therefore, the holder of an impartible 
est.ale Js liable to be taxed on lhc 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 JO (2). 



5 Family income anti individual b1come of a memher: As men1iMed above, amounts 
received out of the income of the Hindu undivided family are not taxable in the 
hands of Lhe members. But individual income or income arising 10 a member out of 
the separate and self-acquired property of tlte member is taxable ns income of tbe 
rnd1viJual and not as the income of the Hjndu und1vided family. 

6. Snlary ro thtt members and Karta of the HUE: Sa la1y paid hy the HUF to the 
Kana or any member under a valid agreement and as n matter of commercial 
expediency, shall be allowed as a deduct ton in com puring the income of the HUF 
[Jugal Kishore Baldeo Sahaivs. CJT63 lTR238lSC)J. 

8.14.3 Computation of Tax Liability of a HUF 

Step J. Find oul !he gross tax on total income at the prescribed rotes (See Study Note 
I 11 J. 171e total income has to be rounded off to the nearest~ 1 O. 

Sre.p 2 n,c amount of tax and sw·charge is to be furt.her enhunced by education cess@ 
2% of lhe tax and surcharge und secondary and higher education t:ess @ 1% tax and 
surcharge. The amount of tax thus aniveJ al is to be r<'llltH:led off u/s 2888 to the 
nc..arest < I 0. 

Stap 3 · Deduct the .:amuunt of tax deducted at source (TDS) and actvan1.:1: \U,\ alre.ady 
paid. The balance is the net tax payable at the time of submission of rcrurn 011 in1;ome. 

8.15 A ESSMENT AFTER PARTITION OF HUF 
!SECTION 171) 

The assessm~'nt of a Hmdu undivided family rs governed by ectaon 171 . This 
sectioned cognizes two distinct types of partitions, e.g., 

a. Total or complete partition. and 

b. P,1rttal pl\rtition . 

The consequence of partition of a Hindu undivided fomily, whether tota l or pan_ia l, is 
discussed below: 

a. Tott,/ or Complete Partition; Total partition means a partition of rhe HUF' where 
all the properties of the fami ly are divided among the members and the family 
ceases 10 exist as an undivided family, 

Su1.:h partition unde1 explanation (a) Lo Sectio1, 171 has been referred Lo as 
mere-pan i1 ion-and means. 

i. Where 11te property admits of physica l division., :.t physica l div1s1on of the 
property; but a physical division of the income w11hou1 i1 physical d1vi~ion of 
the properly producing the income shall not be deemed to l>c a r>artition; or 

11. Where the property does not admit of a physical division. then -;uch div_i,:;ion 
:I!- the property admi1s of: but a mere severance of st.atus slu1ll not be Jcemed 
ns n partition. 

b P(lrtinl partitio1t. According to Explanation (b) to Section 17 1, - partial partition 
means partitiou which is partial as regards 1.he persons constit11ting lht' Hindu 
umlivided family. or the properties belonging to the Hindu undivided fami ly, or 
borh. 
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8.15.1 Consequences of Partition 

The consequence of a total or partial partition is as follows: 

1. A Hindu undivided family hither to assessed as undivided shall continue co be 
assessed as such unless the finding of part\tion has been recognized by the 
Assessing Officer under St'(.;fion l 71 [Section l7 l ( l)J. 

11. Where, at any ti.iue of making an assessment under Section 143 or Section 144, 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 
family, it is incumbent upon the Assessing Officer to make an inquiry into it an 
record a finding as to whether there has been a total or partial partite 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 Secti-on 17)]. 

11 1. Where such a partition has taken place during the previous year and the finding 
has been recorded by the Assessing Officer. the total income of the joint family in 
re.s;pect of the per(od upto the date of partition shall be assessed as if no partition 
had taken place, and each member or group of members shall. in addition to any 
tax for which he or it may be separately liable, be jointly and several ly liable for 
the 1ax on the income so assessed [Section 171(4)). 

1v. Where the partition has taken place after the end Qf the previous year and the 
finding has been reconlcd by the Assessing Officer, the tota l income of the 
previous year bf the joint family shall be assessed as if no pa11.ition hml takeo 
place f Section 17 1 (5)). 

v. Where the Assessing Officer finds after the completion of the pr!:'vious year that 
the family has already effected a partition, the Assessing Offict:r shall procevd to 
recover the Lax from every person who was a member or the family before the 
partition and every such person shall be jointly and scvel'ally liable for the tax on 
the income so assessed [Section I 71 ( 6)]. 

vi. For the purpose of Sectioo 17 l. the sev~ral liabilities of any member or group of 
n,embers shall be cornpuled according to the panitio11 of the Joint family properly 
allotted tu him or it at the time of partition [Section 171 { 7)]. 

8.15.2 Consequence of a Partial Partition after 31st December, 1978 
[Section 171 (9) 

The consequence of a partial partition after 31st December, 1978 ism; fo l lows: 

i. Such a partition is not recognized and no claim thal such a partition has taken 
place shall be inquired into and recorded by the Assessin~ Officer. 

11. Such family sball conrinue to be liable to be assessed as if no such pa1tial partition 
had taken place. 

ii i . .Each member or group of members of sucl, fam i ly immetl iately before such 
partial partition and the fami ly shall be jointly an<l severally liable for any tax, 
penalty, interest., fine or other s um payable by tJ1e family in respect of any period, 
whether before or after such pa1tial pa1tition. 

iv. The several 1 iability of any metnher or group of members shall be computed 
according to the po1tion of the joint family property allolled lo him or it at such 
partial partition. 



8.16 A ESSMENT OF FIRMS AND ASSOCIATION 
OF PERSONS 

Under Section 2(3 1) (iv) of the lncome-t1Lx Act. a firm is a distinct unit of assessment. 
Before we proceed with u,e assessment procedure of firms, the fo llowing points need 
to be underscored: There will be no distinctiun between registered and unregistered 
nrms, 

The i1\come of the fil1'Jl under the head- Profits an<l gains or business And profession 
sha ll be· 

• Computed in accordance with the provisions of Sections 30 to 38, Besides, Lhe 
firm can cloiin special deduction, snbjecr to the limits prl!scribtd under Section 
40(1;1), on account of rem uneration to the working partner~ a11d interesl on ca pital. 
The shine of R r artner in the income of the firm will 1101 be tnch1d~d i11 hi!> Lot.al 
income. Such income is exempt under Section l 0(2A). However. rernuneration 
and interest, which are allowed u/s 40(b) in computing business income of the 
lirm, shall be taxable in the hands of the pa,1n.ers in lhl!ir individual assessments 
under lhc hcud -Profils and gains of bus iness or prort!ssion. Under the new 
scheme of taxation of firrn s, effective from the assessment year is 1993- 1994. 

• Parrnership fi rms will be of the followmg lwo lypt!s (a) Partnership linm 
as.sessd as such (PF AS)~ and (b) Partnership finns as:,essed as association nf 
person lPFAAOP] The in~ome of the finn ~hall be charged to tax at a Oal race of 
3()% ~20% for long-term capical gains~ 15% for short-tt:nn capital gains specified 
11/ lJ JA. For the asm,sment year 2017- 20 )8, for an income exceeding ?I crore, 
surchar&e shall be 12¾ and education cess and secondary and higher education 
ccss @ 2% and t o/o respectively shall bt! charged on the amonm of income tax 
compuled abow. 

8.16.1 PartJlersbip Firms Assessed as .such [PFASI 

A firm shall be asscsse<l us u 11m1 if the following conditions ate fo l ft lied· 

n. Tht: partnership is evidenced by an instrument [Se<:tion 184(1 )(i)J. 

b. The individual shares of the pan ne~ are speci lted in 1hal 111s1r11mem fSecLion 
184( l )(ii)l 

c. A cupy includi ng the instrument of parlnership must be cercified anJ utlaohed with 
Lhe 1·etum of income ea111cd by the fim1 in the year that previous an<l relevant for 
nsse~sment ye<1r which was commenced on or after 1st April, I Q93 regarding 
which the assessment as a firm is firsl pursued [Section l84(2)l, 

• Conseqmmce of f (ll/11re 10 company with the provi.ti1m of Section 141/: TilJ 1.he 
a:-sessnieut year 2003-2004, the failure to comply with lhe provision of Section 
144 wus a re~:,on of a finn to be assessed as an association of persons un<ler the 
provisions of Section l67B [which means that interest/salaries, etc .. paid to the 
partners shall be disallowed and the fi rm shall be taxed either at the rate applicable 
to 1m individual or at <he maximum marginal rate (JO% plus eductHion c~s) if any 
of Lhe parrners has income above che taxable I imil) , With effec t from tJ1e 
assessment year 2004-2005, due to the amendment of Section 184(5) and Section 
185. a firrn shall continue co b~ assessed as such even if there is failure on the pan 
o f the lirm to comply wilh lhe provisions of Section 144 However, in this case 
pn)'mCnl of interest, salary, bonus, commission or remuneration made by the firm 
lo any partner shall 1101 be aJlowed in computing the income of the firm under the 
head • Profi ts and gains' of business or profession. As a result, these 11mounts will 
1101 be taxable in the assessment of the partners. 
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I. Continued Stntus as a Firm: Where any (im1 is assessed as such for any 
,1ssessment year, it shall be assessed in the same capacity for every subsequent 
year, if there is no change in the constituf'ion of the firm or the shares of lhe 
par1ners as evidenced by the instmment of partnership on the basis of which the 
assessment as a firm was first sought [Section I 84(3)]. Where, however, any 
cha(lge had taken place in the previous year, the firm shall furnish a certified copy 
of the revised instr\lment of partnership along with the return of income for the 
assessment year relevant to the previous year. 

2. Computation of Businel'S Income: When a film is assessed as such, its income 
under the head-Profits and gains of business ol' profe~s ionl shal l be computed in 
!.he usual manner after c laiming deductions under Sections 30 to 38. But in respect 
of payment of interest and remuneration, the following should be considered: 
hllerest paid Lo a partner is allowable as deduction u/s 36 . 

••• Remuneration paid to a working pa1tner is a llowable a!'i deduction u/s 37. 

❖ The payrucnt of interest and remuneration to a partner of a finn assessed as 
such is subject to the restrictions under Sections 40(6) and 40A_ 

a_ Restrictions rm payment of i11teres1 am/ remuneration t () 1mrtne.rs {Sectiou 
40(b)/: The payment of inter~i and remuneration to the partners of a firm 
assessed as such is subject lo the following rules: 

1- Any paymenL of sala, y. bonus. co1nm ission or remuneration ro any partner 
who is not a wor!.. ing partner is to he disallowed fSection 40(b)( i)]. 

u , Any paym1:;nt of ren1uneralion to any partner who is a working partner or 
any payinent of inrerest to a partner w hico. in either case, is not autJ1orised 
by, or is not in accordance with, the l~nns of the partnership deed, is to be 
disallowed [Section 40(b)(ii)), 

111. Any payment of remuneration to any working partner or payment of 
interest to any parn,er which is authorised l>y Lhe r a1tnership deed but 
which relates to a perio<l prior to the dnte of such pnrtnership deed shall 
not be allowed as deduction [Section 40(b)(iii)J. 

iv. Any payment of interest l<> any partner in accofdance with the partnership 
deed relating lo a period fal ling after the p::irtnership deec.l shall be allowed 
to the extent of 12% simple interest p.a., or the actual race of interest in 
accordance with the partners hip deed. whichever is lower [Section 
40(b)(iv)j (v) Any payment of remuneration ro aoy working partner in 
accordance with the partner!'.hip deed shall be a llowed subjecr to the 
maximum Jim it showh below [Section 40(bXv)J. 

Book-profit Actual A mount Deduc~ible 

(a) Ou the fi rs, ~ 3.00.000 ol the hook- f U0,000 nr@ 90 per cenl of the: 
profi t 0 1 in i:asi: of a loss bo0k•pmfit, whichever i:s mor,: @60% 

(b) On rhe balance of the book-profit 
of the book-p1'0li\. 

• Jnrerest payable 10 a panner in representative capacity /Expfanatimt I to 
SectioJZ 40(b)/: Where an individual is a panner in a fin11 on behalf, ol" for the 
benefit, of any other person. intereSl paid by the firm ro $UCh individual othe1wise 
than as partner in representative capac ily shall not be taken into consideration for 
the pu1p◊se of Section 40(b). However, interest paiu by the finn to such individual 
as partner in a rept·csentacive capacity and interest paid to the person so 
fepresented shall be taken into account for the purposes of Section 40(b). FurtJ,er, 
under Explanation 2 to Section 40(b}, where an individual is a patlner in a firm 
otherwise than in a representative capacity, interest paid by the firm ro such 



individual shall not be taken into considerarioo for the purposes of s~(;tion 40(b). 
if s uch interest is received by him on behalf, or lhe benefit of any other person. 

b Restrictions on p(Jyment to any partner or llfl)' relative oj such p(Jrlner 
/Sectio11 40A/ : Under Seclion 40A, if in the opinion of the Assessing Officer, 
any expenditure/payment to a partner or his relative is excessive Clr 

unreasonable. having regard to the fair market val\le of the goo<ls, services or 
faci ljlies for which the payment is madt!, then so much of the 
expendirure/riaymcnt as is considered excessive or unreasonable shnl I not be 
allowe<I as deducliM. 

1. f ncome under any other heads [ e.g., 1 ncome from house property, Capital 
gains and Income from other source~J are not parr of the book profit. 
These incomes, 1f included in the profir and loss account. shall be 
cxchtded. 

11. Bought forward business loss sha ll not be deducted to .11rive at the book 
profit. Bot unabsorbed deprecialion being allowed under Section 32. shall 
be deducted 

111. Oedui.:tio11 under Chapter VIA [i.e., dedut' l100s u/s 80C to R0U] sha ll be 
ignoreJ for the purpose of computation of lmo k profil. 

8.16.2 D eductibility of Fringe Benefit Ta..l 

Although fringe bcntdit tax payable by a finn 1<; expenditure laid \)ut wholly and 
exclusively for Lhc purposes of the business, Section 40(a)(ic) expressly pro hibits the 
deducllon of the amount of fringe benefit tax paid for the purpose of computing 
income under the head-Profits and gains of business or profession. Therefore. fringe 
benef1t tax is nut a deductible expenditure for cumputtng book pn.1fit w ithin the 
meaning of Section 40(b). 

8.J 7 TAX DEDUCTED AT SOURCE 

TOS stands for rnx dt:ducted al source. Lt is the ta"< that M assessee has to pay al 1.hc 
rime of earning un i11come. From the Gross Total Income (GTI), so uomputed. certain 
dcducrions under Chapter YI-A of Income Tax Acl can be claimed, Tl\cse deductions 
:ire on accounr of ~avings in approved channels, tax ho liday. exports, approved 
donations. olher incem1ves and income from variot1s approved investment channe ls 
and are covered under sections 80C tu 80U. 

8.17. l TD - Bus ic Concept 

Section 80(A) 11\ys down following geneTal rules for claiming deductions under 
chaptet· VI A . 

I. Whi le computing totul income uf the assessee. the deduction!. specified in section 
SOC to SOU shall Ix· <l llowed. 

2. l Oto.I deductions u/~ SOC lo 80U shall be limited to the amount of the Gross total 
income of lhe assessce. In other words. the deductions nl\owubJe cannol result in a 
negative incomt.". 1 hus, if GIT is found to be net loss. Lhere ism) question of any 
further deductions under these provisions. 

3 If, in comr,u1nrion 0'11 or Association of Persons or Body of fndividlla ls any 
dt:duction is :il!owed u/s 80G, 80GGA, 80GGB.80GGC, 80HH. 801:-!HA, 80HHB, 
80J1HC, 80.I-I HD. 801. 80fA, 8018, 80J or 80JJ, no deduction 11nder the same 
secciOIJS shall be allowed while computing total income of member of AOP or 
B01. However, above provision is not applicable to company and its shareholders 
because tJ1e member and the. company both enjoy separate identi~ies. 

179 
lntornc ·1 n A:.s.:ssmem 

l't~<luie 



]80 
Income Tru- La.wand Practices 

4. Deductions under this chapter VI-A arc allowed, only if assessee claims them. If 
no such deduction is claimed, Assessing Officer is not bound to a llow any such 
deducLion. However, any such omission to claim. may be made good al Lhe 
appellate stage. 

S. Where an assessee claims some deductions under this chapter, it shall be his duty 
to place a ll relevant material before the statulory authority, In other words, he 
must be in u position to satisfy the said authority that he was encitled to obtain the 
deductions in accordance with the prov isions oft.axing statute. 

6. 1n other words. the deduct ions allowable cannot result in a negative incoml:'.. 
Thus, if G'll is round to be net loss. there is nu question of any further deductions 
under 1hese provisions· 

Above provisions can be classified in the fo l lowing two categories: 

(A) Deduction in respect of Payments 

(B) Deduction in respect of Incomes. 

8.17.2 TDS Rates on different transactions 

Th,ne are differenl rates are apply for differem cransactions. 

urm ]6Q 

Sect ion /\'ature of Pay ment 

19J lnttrcst 0 11 Debentures & Secuntie~ 

194 Deem.:d Oiviuend 

194A Other lnLerc.st 

;.- Aggregate svn1 exceeding. R:;. I 0,000 f1)r Banking Co ·s. 
e1c. per person <lut i11g the linam:ial year 
;,- Ag,gregatc s11m e.~c,:cding Rs. 5.000 peT pcrson during 
tile linan<'i<1I year 

19413 l.olt1.:ry/Crosswor(l l'u22lc > lls. 5.1>00 

19411B Winning~ frorn Hor~~ Race > Rs. 2.500 

194C Contracts to Tnlll~porter, whu has prvvidcd a v<1hd PAN 

Contracts to lmJividu<1ls/HUl· 

Contra.cl~ to others 

194D Insurance Comm1s~in11 > R~.5.000 

1941:-:E Withdrawal from NSS > R~.2.500 

194 1:-' Repurchase of U11i1s b)' M~'/UTI 

I lJ4G Commission on Sal(' or Lonery Tickets > Rs. 1.000 

1941 Renl > Rs. 1.20,00() p, ,1, 

Rent of Plant & Machinery 

Re~, of Land. Buildmg. Fum Jwre. etc 

194] Professional or ·1 edrnic~l Fess > l<.s.20.000 

I941.A Cil01pe11satitJt1 nn Compulsory Ac4uis ition of immovable 
pruprny > Rs. 1.00.000 during the financial year 

Surcharge 

Edo(;alion 
Cess 

Status Tax(¾) 

10 

10 

10 

30 

30 

0 

1 

2 

I (I 

:w 
20 
10 

2 

10 

10 

10 

(I 

0 

Nt,tc: lf there is no l'/\N details. then from Isl '\priJ 2010 Tf)S will be dedui;ted al Lhe ra te of 20'1/o. 



Form27Q 
Section N:uure or Payment 

1941! Payment to non-,esiclrnt sportsmen or sports ussociarion 

19S(a) Income from foreign exchange assets payable to an lndhm 
cinzen 

195(b) Income by " :tY of long-tenn capital gain referred to in SCI:. 

1151:: 

1951c) lnc"mc by , ~:iy or Sh,u r-1enn c.ipital gains u/s. I 11 A 

I OS(d) l11cornc from nthc:r ICll'lg-tc-m1 capital gains 

l !)5(c) lnt'orne by way of imer~st payable by Govemmcnt/lndla11 
concern on money horrowed or debt tnrurred by Goven111m11 
or Indian concern 111 foreign currency 

l 95(f) Royalty payoble hy <;ovt'mmcnt or an ln(iiim con"Cm in 
pursuam:e ofan agreement rnacle hy non-resident ,~ith lhe 
Go,emmcnc or the Indian concern after March 3 1, 1976, 
where such royult~ is ,n consideration for the transfer of :i ll 
or OH)' nghts (including the gran1ini of a licence) in rc.\pCCl 
of i;opyright 111 :In)' book on a subject relc:m:d to in the fir51 
1wov1so to :;cciion l 15A( lA) to the Indian concern or m 
r~~r cc:t of compu\a so~warc r:ferred to m the second 
proviso 111 S<:ction 11 5( I Al, lo a person rcsidcn1 in India -

I Where the ngrccmenl ii, made before Jun,: I 1997 
... Where the ngreement is made alk r May 31, I 997 l>Ul -
hcfnre June: I. 2005 

J Where lhc B1'n:cmem is made on 111 .,ftcr Juoc I. 2005 

l !/5(t) l{ U)':llty (no\ being rnyalt)• of Lhe namrc: refcrrc-d 10 111 te) sub 
pa,;i) jXl~ablc: by Government or nII Indian concern in 
pvrsu:rncc of im dgn:cmcm made b.>- non-resident with th1; 
G<)H:mmc111 o,· the lndia.ri concern and whcre such 
agreement ii, with an Indian concern. tl1c agreement is 
npprQved by the Ccntrdl Goveromenl 111 where it rdates tu 
m,mcr inl.'luJed II\ the industrial policy, the: ngn:ement is in 
11ce,11tlunce with that p,, licy 

I, Wl1c:re !lv: agrce1rrnnl is made after March 3 l , 1961 bur 
hcforc i\pnl l. 1976 

2 Whcri:: 1he ug;recmcnr is made after March J I. 1976 but 
befol'e Jun~ I. 1997 

\ Where tbe agreement is made a ftt:r May 3 1. 1997 hu1 
tiefo1·c June L 1997 

4. Where the agreement ,s matle on or aiter Junt! I. .:!QOS 

l?~lh) Fe.: for 1cchr111:11I scrvice.s payable by Govcmmcnt or nn 
lntl1an cQncen1 i11 p1m,-uance of an 11i,:n:emem made by non-
rQ1ucn1 with I.he: Govtrnmcnt or the lnd1M ctmccm and 
wh.:re such .igrccmcm 1s with an Indian cnm:cm, rhc 
.itrcc111cn1 is approve-0 by the: Cenrral Go~emmen1 or whc:rt 
,t rd31c:- to mancr mc.ludcd in lhe indusuial policy, the 
agreement 1s m accordance with Lhc policy: 

I. W\lt:1 e the Bgrccmenr is made al\c:r 1-ebruary 29, 1964 
bm befl\fC April 1. 1976 

2 Where 1hngrumem is 1i1ade aftc-r Maren 3 1, 1976 
hut before June I. 1997 

J . Where the agreemen( is m::idc art~ May 3 \. 1997 but 
btfnre June: 1. 2005 

4. Where the agreement is made on or after June I. 200S 

Sratu~ 

Company 

Othc-1:. 

Company 

Others 

Tu(%) 

IO 

20 

H'I 

t5 

20 

2(1 

10 

2U 

10 

50 

30 

30 

20 

10 

sn 
30 

30 

20 

lO 

Contd ... 
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195(Jl Any other 111comc Cornpa11y <I() 

Others 30 

1% 1\ I n<:t)me in respect of Units ofN011-residen1S 2(1 

1960 Income and l.ong-1etm Capital gain from uni-is of an Off 10 
shore fund 

196(' Income and !.,mg-term C:apit.al Gain from Foreign Cun·ency 10 
Bonds or shares nf Indian t,·ompanies 

I 96l) Jncomc of Foreign Jnstitutional lnvestors for Securities 2(/ 

Surcharge A pplicabk for Foreign Companies if paymcntlcrediL exceeds Rs. I crorc of 2.5 
(01\ Ta'< ) such companies 

Edutallon ,m Ta){ deduc:,ed Plus Surcharge ' Cess 

Form 27£0 
C0llecur,n Loi.le Nalu~ or Purchase Tax (%) 

6CA Alcoholic liquor for human ctmsumplioa 1 

6CB Timber obtamcll under a forest k a.~e 2.5 

6CC rimhcr nbtaincll unllcr any mode othcrthnn forest lease 2.5 

6CO Any other furnsl produc\ m1t bti11g timber or tcnd11 leave 2.5 

6Ct::: Scrap I 

6CF Parking Lor 2 

6CCi Toll plaza 2 

(>CIJ Mining and quarrying 2 

6CI Tendu leaves 5 

Surcharg,c Applicable for Foreign Companies if collections exceeds Rs. I crore of 25 
[On Ta,•<') :,ul:h companies 

f-:ducauon Ct:ss Applic~hle for Foreign Companies J 

8.17.3 Obljgation of Dcductor 

The tax deductor il> Lhe agenl of the R\tvenue. All Drawing t1nc.J Disbursing Officers of 
Ct:ntn:tl and State Governments come under the cacegory of government deducmrs. 

If 1hcre is any violation on Lhe part of a rax deductor, the consequen1.;e should fa ll only 
on the Revenue and that cannot be foisted on the assessee. 

However. as per the assessment order, the assessee is liable for payment of Lax to the 
extent the amount is not paid to the Government and ii can also look to lhe tax 
dedoctor to recover the amount for reimbursement. But the law envisaged that he 
should not be driven to that plight 

There i!> protection to tlie assessee and the Revenue is prevented from emharking, on 
recovery proceedings against the assesee in respect of the defauh by lhe tax deductor. 
The only course open to the Revenue 1s to recover the amounl from the very person 
w ho has deducted and not from the assessee. 

The Jncome Tax Department of India has made certain obligations for the deductors. 
These ub)igations are discussed as under: 

I , The deductor will have to file an application in Fom1 49B at the TIN Fac ilitation 
Centre along with application fee (Rs 50 + service tax as applicable) for TAN. 

2. \\!'here an employee has worked with a deductor for part of the fU1ancial year only 
the deductor should deduct tax at source from his sala1y and report the same in the 
quaiterly form 24Q of the respective quarter(s) up to the date of employment with 



him. Further while submitting f orm 24Q for the last quarter the deduclor shou ld 
include par\iculars of that employee irrespective of the foci that rtw employee was 
not undc!r his employment on the last day of the yeal'. Similarly where an 
employee joins employment with as deductor durin~ the course of the financial 
year his TDS particulars should be reported by cbe curren1 deduclor m Form 240 
of 1he relevant quarter. Further while submitting Form 24Q fo•• the lase quarter 1he 
deductor should include particulars of IDS of such employee for the actual period 
of employment under him. 

J. TAN once all otted can be used for all type of deductions. It 1,;un also be used in 
case tax is being collecLed at sow·ce also. 

-t TI1e c1·edi1s nvailRble in the tax sratemenl confirm that: 

(a) the tnx deducted/collected hy the lleductor/colleclOr has been deposited to the 
:lCcount of the government_; 

(b) the deductor/collcctor has accurate ly filed the TDS/TCS stnteinent g iving 
details or t'l1e tax deducted/collected on your behalf; 

(c) bank has properly furnished che details of the rnx. deposited by you. 1 n future 
yuu wi ll be able to use this consolidated ta," statement (Fonn 261\$) as a proof 
of tax deducted/collected on your behalf and the UlX dircclly paid hy you 
a long wilh your income ta:-< return after lhe need for subrn i!-sion of TDSffCS 
ccniftcates and tax payruent challans along with income tax returns has been 
dispensed with by tbe Income Tax Department (I rO). 1 lowever a~ of now for 
claimin~ the credit for tax deducted/collected at source you moy be required 
Lo enclose TDS/TCS cen:ificates (Form 16/16A) issued to )Oll by the 
ded11ctor. 

5 The possible reasons for incon·ect credits in Form 26AS can be on account of 
wrong data provided by the deductor in the quanerly TDS(fCS statemt:nt. You 
may request the deductor to rectify rhc TDSffCS s111temcnt usi ng pr~scribed 
co1Tcction statement. 

6. PAN of the deductors has to be given by non government clt.::du1.;to~. It is essential 
to quote J:>AN of all deductces failing which credit of tax cle.ducltu will not be 
given. 

7. The Fon,1 26AS (Annual Tax Statement) is dividetl into three parts name ly; Pan 
A B and C as under: Part A displays details of cax which has hee-n detlucced at 
source (TOS) hy ~ach person (deductor) who made a specified kind of payment to 
you. Details nf rhe deduccor (name & TAN) along with details of rax deducted like 
section under which deduction was made (e.g. section 192 for salary) dale on 
which pay111ent was effected amount paid/credited lax deducted from payments 
and deposited ln the bank are included in this part. Part B displays deta ils of tax 
collected at source (TCS) by t11e seller of specified gouds at time these goods have 
been sold lo you. Details similar to those displayed in P:irr A in respect of 1he 
seller nnd che tax collected will also be available. Part C displays details of income 
ta,x directly paid by you (like advance lax self assessinenl t..ix) and details of the 
challan through which you have depos ited this tax in the bank, 

8. Every non-governmental entity that. has deducted or collec ted tax at source is 
requi red to deposit the tax. to the govern ment account through a bank. Banks will 
upload this paymcJ1t-related information to th e TIN centra l system. TI1ese 
deductors are a lso reqt1iJed to fj le a qua11crly statemenl 10 TIN giving tile details 
of !heir TDSffCS. The TIN central system wi ll match the tax payment-related 
infonna1ion in the statement with the tax receipt 111formation from the banks, If 
l>oth of these match 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 deduct0r who has 
filed the statement. 

According to a Supreme Court ruling, there is no demand on tax deductor if deductee 
has discharged tax obligation. 

8.l 7.4 lrnp)icatjon of TDS provisions not followed 

Filing of Tncome Tax returns is a legal obligation of eve,y person whose total income 
fo t the previous year has exceeded the maximum amount that is not chargeable for 
incomt: tax under tbe provisions of the LT Act , 1961. 

Apart from the above, it is mandato1y for the fol lowing types of assessees to pay tax 
onli11e with effect. from April 1, 2008. 

(a) All the corporate assessees. 

(b) All assessees (other than company) to whom provisions of section 44AB of the 
Income Tax Act, 1961 are applicable. 

Income Tax Department has a lso inlroduccd a convenient way to fi le these 1eturns. 
on line us ing the fncerneL The process of ::-lecrronically filing your Income tax returns 
Lhrough the Lnte.rnet is known. as e-filing of returns. 

Despite all these provisions, if sornebody does not pay the tax. Jue, a penalty o f 
Rs. I 0,000 (te1J thousand only) may be levied as per Section 272B of the Income Tax 
Act, 196 l for failure to comply with the provisions o f section l 39A of the lncor:ne Tax 
Act, 1961. 

8.18 ADVANCE PAYMENT OF TAX 

Tax is paid in advance when the liability of advance tax is Rs.5, 000 or more. The 
prov1siuns of advance tax are applicable on a ll types of persons i11·espcctive of the 
r~sidential stahis of the person. The advance tax i:i paid in the previous year itself. 
Thus, the tax is paid in the year of earning of income. in other words the earning of 
income and payment of tax goes simultaneously. Thus. the UG< is paid as income js 
earned. This scheme of advance paymenl of tax i.s also 1:filled pay as you earn scheme, 
i.e., pay tax as you earn income . 

8.18.t Benefits of Payment of Advance Income Ta.., 

Tht payment of advance income lax 1s beneficial fron1 the following reasnns:-

• From the po int of Govermn e(lr, money is received in time because G1)Vernrnent 

needs money to meet its routine expenditures. 

• From the point of view of tax.payers. it is easy for him co pay the tax in 
installments. So the burden of one-Lime payment is relieved. After all, tax payer 
has to pay rhe tax now or laler, 

8.1 8.2 Who is liable to pay Advaoce Income Tax.? 

All persons whose estimated income tax liabil i1:y during financial year 20 I 7-18 
(assessment year 2018-19), is Rs. l 0000/= or more, are required co pay advance 
income tax. 

If the amount of advance cax payable is less than Rs.10000/= after deduction of TDS, 
then thert' is no need to pay ad vane~ tax. In such case the amount of tax can be 
deposited al the time of filing of income tax return. Por example1 total tax liability of 
Mr. X 1s calculated on estimate basis for financial year 20 17-18 for Rs.16000/= and an 
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amounr of TDS is deducted for Rs.7000/=. In this case, he need not to pay any 
advance income tax. since lhe amount of tax payable after deduction of TDS, is 
R.s.9000/= i.e. le~s than Rs.10000/: He can pay Rs.9000/= any rime before filing his 
income tax return 

With effect from financial year 20 12-13 (assessment year 2013-14), any senior 
cimcns who is not having any income rrom business or profession, need not to pay 
advance income tax. He/She can deposit che income to.\. amount any time before filing 
his/her income tax return. In simple words, if any i.emor c iLizen having income frC"lm 
snlary, income from house property, income from copital gains or income from other 
source hut not having any income from business or profession. is not suppused to pay 
advance income tax. Senior <.:itizen means a person who has completed 60 years 
dunng, the relevant financial year. For Example Mr. X i~ 61 years old. I le has to pay 
t·otHI income tax for Rs.260000/= 011 his income during financial ye~r 2017-18. He 
tiles his income 1ax l'eturn on 30.7.20 l 8. In this case. being a senior citizen, he can pay 
1hc amount of income <ax on or before 30.07.18 because he has to llhow the proof of 
payment of income lax in lhe income tax return. 

8.18.3 Due Dates for Advance Income Tax 

l)ue Dares for Advance Income Tax Installments fo,· Financial Year 20 16-17 and 
2017- I 8. 

Advance Income lax 1s payable in installments according to the dates g1ve11 below:-

Date <1f paymc:nt f, 1T compam~ 1--m non~compnni~ 

lJp 10 15th junc 15%ofrulal 15¾of101al 

l::.stimme<l ta;( 1'.st1 mm.:li tui.. 

Up to 15111 ~cptemh.:r 30% ufrotnl 30% l1I 10,al 

[!>limatc:d tnx Estim.-Led tox 

lJp In 15th D1:cembcr 30% of total JO%of 101al 

fatim~tcd ta\ ES"timuh·d tax 

Up to 15th March 25% uf total 40% ~1l'lotal 

r:st.Jrua(etl ,~x 1--.stiniatcJ f11'\ 

By 31st March. If tax on c:apital gain or casual income arising after 15th March 

Important Note for Salaried Tax-payers:- 1n case of salaried person. income tax is 
being deducted by th(: employer on monthly basis and deposi1ed on monthly basis 
also. Ir means UlUl toral tax payable of an employee is divided in 1- months on 
L'!il1mate basis. Jh this case the condition of ·-payment of advuncc ta.x'' is not 
applicable. 

How tr, DepoJit Adva11ce Income Tax'! 

Advonce Income Tax can be deposited -..vith any authorized h11nk by l ncome Tax 
Depanment. 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 che Min istry of Finance. On 0 11e 

hand, CBDT provides essential inputs for policy and planning of direct taxes in India, 
at the same time it is also responsible for admin istration of direct lax laws lhrough the 
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Income Tax Department. The Central Board of Direct Taxes is a statul01y authority 
functioning under the Central Board of Revenue Act. l 963. The officials of the Board 
in their ex-ofticio capacity also function as a Division of the Ministry dealing with 
matters relating to levy and collection of direct caxes, 

The Central Board of Revenue as Ihe Department apex body charged with the 
administration of taxes came into ex istence as a result of the Central Board of 
Revenue Act, 1924. lnitially the Board was .in charge of both d irecl and indirect taxes. 
However, when the adminiS1ration of taxes became too unwieldy for one Board to 
handle, t11e Board was split up into two, naniely the Central Board of Direct Taxes and 
Central Board of Excise and Customs with effect from I . I . I 964. Th is bifu1·cation was 
brought about by constitution o1 the t'No Boards u/5 3 of the Central Boards of 
Revenue Act, 1963. 

8.19.J Classes of lncome~tax Authorities 

There shall be the following classes of jncome-Lax authorities for the purposes of the 
Act l 16, namely:-

(a) the CenLral Board of Direct Tnxes ~onslituted under the Cemra l Boards of 
Revenue Act. 1963 (54 of 1963), 

(b) Directors-General of Income-ta). or Chief Commissioners oflncome-tax. 

(c) Directors of Income-tax or Commissioners of Income-ta;; 01 Commissioners of 
Income-tax (Appeals), 

(cc) Additional Directors of Income-tax or Additional Coin missioners of Income-tax 
or Additional Commiss ioners oflncorne-tax (Appeals). 

( cca) Joint Directors of lncorne-tax or Joint Commissioners of Income-tax. 

(d) Deputy Directors of Income-tax or Ot:puty Commissioners of [ncome-tax or 
Deputy Commissioners ortncome-1ax (Appeal~). 

te) Assislaot Directors oflncome-tax or Assistant Commissioner5 oflncome-tax., 

(f) Income-tax Officers, 

~g) Ta.x Recovery O!Jicers, 

(h) inspectors ofJncome-tax. 

8.19.2 Powers of Authorities 

For all purposes of the Income-tax Act, the TT authorities are vested with the various 
powers which are vesled in a Coun of Ll.lw under the Code of Civil Procedure while 
trying a suit in 1·espect of any case. More pa,tic\1larly, the provisions of the Code of 
Civil µrocedure and the powers granted to the tax aulhorities under the code would be 
in respect of: 

• Discovery and inspection 

• enforcing the attendance. including ~ny officer or a bank and examining him on 
oath 

• compelling the production of books of account and the documents 

• col lection certain infonnation Lsection 133 B-insened hy the linance act, 1986] 

• Issuing commissions and summons 

II sholl be duty of every person who has been allotted permanent account nurnber to 
quote such number in all h1s returns or con-espondence with income lax au(horities, in 



all challans for (he payment of any sum, in all documents prescribed by the board in 
the interest of revenue. 

8.20 PENALTIES 

Chapter~ XVI I and XXI of lncome-rax Act. 1961 , contain various prov1s1ons 
empowering an Income-lax Authority to levy penalty in case o( certain defaults. The 
fo(lowing defaults orny invite levy of penalty: 

Ta bit IU : Income-tax Authority to Levy Pena lty in Cas~ of Cerl.ain Defaults 

II) Whcrl the ll~~csscc ,~ ,n default or is deemed to be in defaull in making paymenl of1ax. 
including che ta.~ deducted at source, ad vane.: tax and the sclf'asse.ssmi:nt tax {Section 221 
rc:1d with s ~c.201())1 

( ii ) ~a1hm; to pny the advance tax as din:c1cd hy the Assc~s1ng OC!lccr 01 as estimated hy tl\c 
nm~1H:c. {Section 27311 l) 

( ill) 1 oilurc to t mnply wi th u notice issued under sectinn 142( I} or 143(2) or failure lo comply 
w11h th e: Jin:ct111n 1ss11t"tl. under section I 42(2A) to gc, the acc<,unts nudiled, [Sect11111 
2711 I )(h) I 

(iv l C'nn..:ealm~nl of rianiculurs of income or furnishing of imu;:curnt~ pa111culars of income 
!Swum 271( 11{cl] 

(\I failu,c to n111111uim books orac:1:ounts and dc,rnmcnt~ by pc::~ons C'urry111p. on pro(c:;sion ur 
hu~mcss u~ prc:,n1b.:d 1111det· sc::ction 441\A (Section 271A I 

(,·, l Fntturc 10 gel the: 11l'couo1s auditc::d in pre5cribed cin,-umStances or flu lure HI obrain the 
ptc::smbc::.S oudn report w11h111 prescribed iimc p.::r-iod or fa,lur.: to furntsh lhc oudit rcpmt 
;1lo11g ~uh th.: ret\11TJ. 11s required under section 44AR /Section 271 BJ 

(vu} f .\ilurc to sub~~ribe lo the eligible issue ur capital [Secuor. 271 BB) 

CViia) Penalty lor ra11,,rc tu deduct laX lll source::. 1sc-c1fon 271C) 

(vi ii) '\ccer,1ing or ,mv loan or devosil ur repaymem nf dcpo~II of R~.20.000 or 1110,e oth..:rwisc 
thun b)' account pnyc:i: cheque or accounr payee drnf\. in comravenuon of lhc prov1s1on~ of 
Swiun 269:'iS. fScclio11 271 OJ 

fvi11a) Rcpi\ym~nt of loatl in 1:untraventmn of tht rnJlditions imposed in sccrion 269'r. LSecuon 
21 11·.1 

(vdihl A Failure:: of lilc lhi:- rcrum ol' income as required 11nder Sect.ion 139 (I ), shall enuul 
lmposlrJOll ol' pc11111i~ ,section 27117) 

B. 1:a)l\lrt'. to fil~ the return as required under thG pr1>v1so to Semon 139( I ). ,n the evem 
l'lf .lSSCS~c::e fulfitli11g the prc~nibed con(l1rion~. I.e., certain persons 111 occupaliotl of 
1111 1111'1\ iiblc r ropcny or owner of motor vehicle 1ll s11bscr1bc:r tn telephone, onr who 
1m.urret.1 c:xpcmJ1 tt11~ M fon:ig:n vawl. the hnldcr oflhc credil card vr o mtcnber or a 
cl11b, ~ubject to spci:i lie condition~. are required to tile the return as per proviso lo 
Sc::ctlon 139( I). lailmg which pcnaliy may be •m!X)sc:d, (Proviso to Section 27 IF) 

( i:<) Rcfu:..sl to au~~\W 111 c:ontraventiou of legal 11bllg,a1io11. [Sec11011 272A( IX a)) 

(:<) Refusal 10 sign JII~ swtemem made: in lht: cours.: of IOCQllll:•la'( pro.:ct<lings. [x\:tion 
211A{I Hbl) 

(xi) Fa1h11c to anc:nd 01 gwc evidence or prod11cc:: books of accuunts and llocumc::nts in 
compliance w,111 1hc miuirem.:1113 of summClnb under section l311 I). [Scctii>n 272A(I )(c)I 

(xii) 1-'ailurc lu romp I~ wilh 1he provisions or section 139A dealing with lhc application for and 
altulm~nf of Pcnnancm Account Number ur Gc:ncrnl lndt:x Rcgiscc, Number. !Scc-tion 
~721\(l l(d )I 

t:<iil} I ,\1lurc 10 rurni~h information regarding sccuri1ie~ !Section 272A(2)(tllj 

{x,v) Failure to )1ivc noucc of di~cominuancc ofhusints'\ or prolc~ion. t!-ecllon 272J\(2)(h)j 

(xv) Failure to fum1sh in dut: lime informauun sought under section I 33 o'f lnc11me•hlx Act 
!Section 272A(2)(c)j 

(xvi) Fa1lu1e lo furmsh in due 11mc:: prescribed retums/stalcments. (Section 272A(2)(c)J 

Cvntd ... 
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11{8 
Income Tax Lan .ind Pracllcc~ (xvii) Failure ro allow inspection or take copies of regi~1crs of registers of companies. {Section 

272A(2)(d)l 

{xviii) Fmlurc to furnish in uuc 11n1tt lite i t:tum of income by charitable or religious institu!iom . 
[Section 272A(2)(t:)] 

(xix) j;ai1t1rc to deliver in due ume a cop)' or thtclaratioo of non-deduction uf tax ru source 
uls 197A. fS~11on 272A(2)(1)J 

(xx) failure lo ftlrnish a ccr111katc of tax de<lucred i,lt s.ource to th\! person on who~c bchijll'lax 
has hecn dcdu\'.tcd or colh:-ctt:d as re(luircd hy Se\:tion 203 or Scclion 206C. [Section 
272A(2)(g)] 

(xxi) Fai lure to d~duct and pay tax frnm salary payable lO an t mpl0)•~t as dirc<:lcd by tht: 
Assc~sing Officer or the T:tl\ Rccovt:ry Officer as rC{lum:d by Section 226{2). rscction 
272A(2)(h)) 

(~-xii ) Foilure to all .. w a11 Income-tax Auth.ority rn collect any infom1arion t1scfol or rclcv11n1 m rh~ 
purposes M\ncomc-tax Act uh,. I 338. [Scclllln 272AA)l 

(xx iii) 1:ailure In comply wu.h the provisions llf sel.'tion 203a dealing ,,i!h taX Deduction Account 
Numocr ISecrion 272BBl 

The table below show~ the nature of default and quantum of penalty. 

Table 8.2: Pcna llies Under Income Tax Act 

SL•ction Nature of Default 
Basis of Qu!lnlum of 
Charge pcoalty 

221 (J ) 
F~ilure 10 pay tax: i.e .. non-payn1cnt uft11x required by Amount of tax Hl -nnt;cc \Jo,, 156 arTears 

Non-cumpliancL' 11·ith nr-rice u/s. 142( I) lo tile returns 

27 Hl)(b) 
or lO pro(!ucc documcru.~ rcqum::d by <15Sessing officer -- Rs. 10,000 
or uls. 143( 2) 10 prudui:.e c:vidcrn:c on which a~scs~ee 
t'Cbe:-. or u/s 142(2Aj w get oo.:count~ aud11cc.l, 

Co1wea!mi:n1 ol'tht: paniculars ofincomc, ur furnishing Tax ~ought 
100 'Vo ,o 300 %~r 

271 t I )(c) tax sough1 to be 
inaccurnte particular-. 1bcreof. LI> be evaded 

t:vadcd 

271,'\ F:1ih1n: 10 mai111ain hMks or documcm~ ills. 44i\A. -- Rs. 25.000 

failure to kt:cp ~ml mainiain information and lntemallonal 2% of 
27 1AA Jnlernauonal 

documeni.,; 11/s 'J2D. lransaction transac1ion 

Total S11 \es. 0.5¾ of t11H1! 

Failure to gtt accl!ums dUdited nnd furn ish Tax Aud;I Turnover, or 
sales. (umover or 

27 11! gross rt~ci i,ts. or 
Report~ required u/ ~. 44;\ fl . Gross 

Rs 1.00.000 
Reccipis whichever is lt!,,;s 

2718A Failure ro furnish a report as required u/s. 92E. - Rs. 1.00,(100 

Failure to ddiuc1 the whole or pan of the 1.ax as n:quircd Tax failed to Equal to the 
271C by or under Clrnptcr XVl.t-B (Ss. 192 lv 1960) or failure bedc<luctcd 

ari1oun! fniled 10 

ro pay the whole or part of tax u/s I 15-0. be deducted 

Amount of Equal 111 the 
Contravenrion of the provisions of S. 269SS: i.e., by loan or 

aJn()Ui'I[ of lcmn Ur :mo raking or accepting 1\0)' loan or deposit olhcrwisc l.han tltposit so 
deposit su taken or 

by ways specilieJ rhen::in. taken or accepted i1cccp1ud 

Conlnlve.ntlon ofS, 269T~ i.e. reriaymcnt of.my deposit 
Amountuf E(JUal 10 the 

271F. deposll so amount of J.:posi t 
other.vise lhart by mode:; specified lht:rcin. repaid so re.paid 

271f f ailure Lo fumi~h Re1um or I ncorn~ under .sub-section 
( I) oJ'S . l39 hcfore the end of the rcleva11t Assessment - Rs. 5,00() 
Year. 

Comd . . 



Failure to 
f1Jmi~h 
.Ren1rn of 
lncon1ti 
und~r 
provbt, I() .. - Rs, 5.000 
,uli-
secliN1 
( l) ot'S. 
1.39 by 
the dut: 
d.ale 

27 l(j 
failorc 10 furnish rnformat1on u, o.locum.:nt u/s. 920 lnterm11ional 2 ¾ of such 
(:l). 1rnn~acllon dcfaulL 

1-a,lure lo answe, questions. sign statement:.. a1tend 
272A( I ) summons u/s, 13 l ( I), apply li,r pt!rmanenr account .. R.~. J0.000 

numb.:r u/s. 13~A. 

h1ilurc to· 

Co\Tlply w11h notice u/s. 94(6) fumi,hing infom1ation 
n:gartlin_g s.:cudtks 

Give notice or Ji\con(inuancc ofbusincss • S. 176(3) 

J, umish in du.: lime returns, statements. or parlicu!ar.s 
n/s. 133. 206 or 2/!5B 

/\ I low inspection of any n:g1ster(s) • S. 134 Rs. I 00 for every 
<la) during which 

272/\[2) 
furnish renirn~ u/~. 139(4A) the fft1lure 

De.liver in du.:: timt: a <lt:daralion mi:nlioned in S. 197A 
<:onlillUl~S. 

r um1~h a cen:itic1ne u/s. 203. 

Deducl ~nd puy tax u/s. 226(2) 

Furnish returns/ statements/ cenilicatc: u/s, 206C 

Pumi:;h a statement or particulars of perquisites and 
prnli~ in lieu of salary u/s. 192(2C) 

l TIA.'\t 1) 
Failure to forn1sh the pre:;cribcd information n:quired .. Rs. 1.000 
u/5_ lJJB {lldcr to f orm No. 450} 

272B 
Fai lure: 10 <1ppl} for Pem1anc:nt Account Number 
(['AN) 

.. Rs. h i.OOH 

272B81 I ) 
Failure co uppl:,, fo1· Tw.. Ot:duction Acroulll No. (TAN) .. Rs. 10.000 
(S. 203/\l 

272RBll f-ailurc 10 apply for Tax Collection Ac;Nllnt No. \TCN) - Rs. 10.000 

Note: 
No penalty is imposable for any fa ilure u/;,s.17 1 (1 )(b), 27 lA, 271AA, 2718. 271BA, 271 BB, 
271 C. 27 1D, 271 E, 271 F, 271 G, 272A( I )(c) or (d), 272(2). 272/\A( I), 272B, 27288( l ) and 
272BBB( l ). if the person or asscssee proves that there was a reasonable cause for such 
failure (S. 2738). 

8.21 APPEAL 

The term appeal has nowhere been defined under the Income Tax Act. 

APPEALS PROCEEOINGS UNDER fNCOME TAX ACT, l961However as per 
Jviozley and Whiteleis Law Dictionary "Appeal is a com plaint to a superior court of 
an injustice do.ne by an inferior one" . 
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The parLy complaining is styled as tl1e "Appellant'' and the other parcy is known as 
"Respondent''. 

Under the scheme of lhe lnc.ome Tax Act, an assessment is nom, ally the first Stage 
determ ining the Taxable Income and Tbe Ta,"':(, Interest or Sum Payable by an 
Assessee. 

The Act provides for various remedies available LO an assessee 0 11 comJ?letion of the 
as~essmcnt. 

The rrimary remed ies available to an assessee on completion of the assessment arc : 

• Appeals. 

• Revision 

• Rectification 

All these remedies work in differcnl areas. However, slric t ly speaking the remedies 
are n0t alternative to each other but at times n1ore than one remedial proceeding may 
be used as complimentary to each other so as 10 achieve the best result by applying 
optimum resources. 

The procedures governing these remedial provisions are proposed to be discussed here 
under. 

A innel/ate Hierarc 'Y J, 

Nature or To whom it should Agamsl 1,11hu~e ord.::r it can be 
action be field preferred Who C<1,n pn:fcr 

Comrnissioncr(appc .'\gam~r the order Clf 
rirst appeal als) [cit (a)l assessing olliccr Taxpayer 

Taxpayer or 
·1 nc income rax /\gmnst rhe order ofihc com111 i ,s1 oner of 

!:,ccon<l appt:al appellate tribun~I ci1(a) i11con1c ra, 

·1 ai.puycr or 
J\ ppe:i l u1 high Subs13111tal qui:~11on of law comrniss1(\11cr or 

C(•Ul1 High court =~ing out of ital on1er (ncumc: la.x 
,___ 

Ta.""< payer or 
Appeal 10 cummi~sfoner of 
Mlprcmc coun S1tµr<!me cou.11 Judgme111 of lugh COllrt focome iax 

8.21 . t Appeal Before The Commissiooer Of Ioeome-Tax (Appeals) 

An appeal before the Comm issioner of income tax (Appeals) is an extremely useful 
remedy ava ilab.le to an assessee. 

The commissioner of Income Tax (Appeals) is the first appellate authority under the 
scheme o f the Act. 

This forum helps in redressing the grievances that the assessee might have against 
the assessment order passed in his case. 

However, one should bear in mind thlll the right of appeal is n.ot an inherent right but 
it is a statutory right created due to the provisions of the statute [CIT vs. Garware 
Nylons LLd.(212-ITR.-242) (Bom).) 

The proceedings of appeal work strictly 1;1s per the statutory pro visions made in this 
regard. Therefore, , it is essential to understa11d these provisions in greater <letaH and 



know exac tly what are the powers, rights and duties of Lhe CIT (A) as well as the 
assessee while dealing with the appeals. 

Appeulahle Orders-Section 246A 

Section 246A of the Act lists down the ,category of orders, which can be appealed 
against. The List is an exhaustive list and not an inclw>ive list. 

Accordingly, if any order does not find place in any of the clauses of section 246A, 
the same becomes a non appea!able order and the assessee bas to exercise certain 
other options to pl'olect himself against such order. 

Majority of the orders with which we deal in our day to day life are appealable. 
However, it would be interesting to note the appea labilty or otherwi~e of few of the 
orders as under: 

Appcal3ble Orders (Jlluwative lisl) NON-appcalabk Orders ( rtlw;1ranvc li~1) 

Or<ler levying interest u/5 234A. 234B. or 
Orders iiving c.11ecr to an appellate 2J4C in a case whi:re there is 11\l orhcr 
<11clcrSet 110n wise dera il of such ('ll'deri; arc gneva11ce~ ,ir1s 111g from thr order.• alternate 
given under various Subsec:ti uns of Sei:. 246A remedy- w11iv.:r pel itio fl b,dim: 1hc en 

Order 1motising m1crcst ul!<. 210( 2 )· 
Order denying the re,:1,ticaLion ul'm.is1akes al!crnate remedy- wa~ ic1 pcti1i11n before 1hc: 
apparent /i·om r1tc recofds en 

A. protective assessment order ll a\ludas 
Children Trust vs. C'IT (25 1-ITR-50)) 
Guj.)]However, normally Protc.:1ive Order of revision urs. 2r,~- Jhernate 
asses~nient OT<krs are dealt as Non-App~alablc. rcmcdy-wnt petition bt:fore the High Court. 

Order of thr ~ornmission1c1 p1:1.ssecl u/s. 273A 
,·ejecting the application fo, waiver of 
l'wnlcy- al1rmu1e remedy- writ r e1111on 

Order pa.sscd in re.a=ssmem pro1.:ec-thngs. before the High Court. 

Appeal agaiQst Lhe order under section 154 wherein interest under section 244A is 
reduced is maintainable. 

- Progressive Co.nstrllCtion Seenaiah & Co. vs. (IT (2003)85 1 TD27) (HYO) 

Appeal ln Case uf rm Agreed AS!l'essmettt 

The issue whether an appeal can be prefe1Ted in the case of an agreed aliSt'ssrnem is 
not free from dollbl. 

The Bombay High Courr in the case of Rameshchandra & Co. vs. CIT (I 69-rl'R-375) 
(Bom.) has held that when the additions are made on the basis of the assessee·s own 
admissions. the assessment can not be subjected to appeal. A similar view has been 
cxpres:;ed by the Allahabad High Court in che case of sterli11g Machine Tools Vs C lT 
( 1 ;23-ITR- 18 l)(AII.) 

As against this, the Punjab and Haryana High Couri in the case of Chhatmull 
Agarawat vs. ClT ( I 15-ITR-694) (Punj) has held that an agreed assessinent can be 
subjected to appeal. The statutory right of appeal can not he taken away from 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 

to appeal. 
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In view of the conflicting decisions, the maintainabil icy or otherwise of an appeal in 
such a situation will largely depend on the facts of each case. It seems that it is 
difficul.t Lo contend chat lhe appeal can be preferred in a case of admission made by the 
assessee due to the decision of the Bom, HC i,n the case of Ranieshchandra & Co. 
However keeping in mind the statutory right of appeal, i1 seems that the appea l can not 
be denied in a case where U1e. addition/disnllowance are agreed by an assessee during 
assessment proceedings with a view Lo settle the matler and buy p~ace of mind, 

Sectioll- :148-Appeo/ by person dellying /ir1bility to de,Juct rax u/s. 195 

Section 248 of the act deals with appeal in a case where under an ag,reernenr or 
a1i-angement, tax deductible on any income, other than incerest u/s. 19S is to be borne 
by th~ payer and such payer claim~ thaL no tax wa.s required to be deducted on such 
income. T 11 such n siluation , the section prov ides Lhat the payer sha 11 first pay Lbe ta-.: 
deductible on such income. If the CIT (A) issues. a declaration a~. aforesaid, then the 
tax deposited by bim will be refunded Lo him. 

8.21.2 Section -249-Form of Appeal And Limitations 

Section 249(1) 

An appeal to the ClT (A) shall be in Fonn No. 35. <\.ppeaJ shall bt' accompanied by 
appeal fees prescribed as unde1·: 

LDnetJ ees :ot IF, F. CIT(A) 

Sitution Amou nt(rs.) 

Ir Total income a<; per asse~mcnL or<kr b 1.00.000/- or k s~ 250.00 

II Total income as per a~$eS~mem urdcr is more than 1.00.000 bill' Le~~ 1hon 
2.00,000/- 500,00 

1r Total income as per assessment order is more than 2JI0.00O/- 1000.00 

If the subject matter of appeal Is not cov.:red hy abov, 250.00 

Tht: above appeal fees are based on assessed income exclusive of agriculturt' income. 

Dornments lo be filed with the Appeal.form 

• fonn No. JS along with statement of facts and grounds of appeal in dupl icate. 

• Receipted challans for the payment of Appeal Fees in original. 

• Copy of the order appealed against (In case of appeal against the penalty order, 
also enclose a c.opy of the re levant assessment order). 

• Original Notice of Demand 

important poillls to Remember 

• I Forrn No. 35 should be fi lled up in a very neat and clean manner. 

• fi Address of the appellant and address where the notice of appt>al is requested to 
be served rnay vary. Address where Lhe notice is requested to be delivered 
must be written carefully and properly. Jfthe notice sent by registered post at the 
same address is sent back as undelivered, rhe ClT (A) may reject 1he- appeal 

• lii Section1 sub-section and clause under which the appea l is preferred should be 
mentioned clearly. 

• IV Grounds of appeal sn.ould be written in a very simple language. 



• V There shou ld be separate ground for each issue. 

• Vi Ground.,; nf appcul should be serially numbered. 

Secfio11 249(2)-Time Limitfnr filing appeal 

As per section 249(2). an appeal s hall be preferred within 30 dny5 of rhe date of 
seT"Vice of nolice of demand in che case of an appeal tigainsr :m nssessment or penalty 
or of the 1ntimo.tior1 or any oeder sought to be appealed against. Jn the case of an 
appeal u/s 248. 1he same .shall be preferred within 30days of the payment of tax. 

Where the asscssmem orcler was served on a person who wa~ 110 1 an authorized agent 
of the asst:sst!e at1d later on che assessee applied for and obtnint.:d a copy of the 
assessment. it was held that tillle limit for tiling the uppenl shoulJ be reckoned from 
the date on which the asses.see obtained the copy of assessrncnt order and notice of 
demand and not from the earlier date of the service of the asscssrncnl ord~1. 

Appeal Sem By l'osr 

ln a case where the appeal Is sent by posL, then the da1e of fi lling wiU be the date on 
which the appeal is dtl1 vered 10 the office of the err (A) and not the date on which it 
Is handed over to the postal (lUthorities. This is because under the genera l law. the post 
office acts zi an ,igcm of the sender and not that of addresse(! 

Sectiofl 249 (3)- Condo11ulio11 of delay in filiTJg uppfWI 

Secrion 2<19(1) enables the err (A) to admit an appeal ufler lhc examinauon Clfthe 
time Ii mil of 30 days if he Is satisfied that the appellanl hod "Sufficient cause for not 
presenting it with111 the- time limir prescribed 

In case of an appeal tiled beyon-0 the period of 30 da)'S, it i~ recommended that the 
same shall he acct1mpnnied by a pe.tirion for comlonallo11 of delay explaining the 
reasons for 1he delny. 

In approprinte cases. it 1s also advisable to tile an affidavit confim1i11g the rensons for 
rhe delay. s far as pos~il>le an attempt shall be co explom lht: reasons for each and 
every day 's delay in filing the- appeal. 

The words suClicieni cause $hall be interpreted libera lly with a view to advance the 
cause of Justice, 'l'hc p1 ovi)iun confe1Ting right of appeAI should be coostnied in a 
reasonable. pl'c:1ctic:\J u11d liberal manner [Mela Ram and Sons vs. CIT (29-lJR-607) 
(SC); CIT vs. Grnfik India ( I 94-ITR-645) (SC)]. 

If the appellant hus acted diligently then normally the delay gets condoned However 
if the delay is caused due ro negligence on the part ofth.e appellonl, it become difficult 
to get the delay condoned, 

Where the reason for delay 111 filing first appeal is anribute<l 10 negligence or inaction 
on the pnrt c,f tax C('lrlSlJlt:int and there is no malafide imput:ible to the assessee the 
dehi} can be C{)ndoned. 

Comlo11111io11 of delay 

The delay in filing the revision was caused mainly due lo fault of the lawyer who did 
nol inform 1he assessee. The; delay caused due to neg ligenct: <if assessc~•s counsel. In 
these circumstances 11 would be hard to penalize the assessee fo1· faul t of IJ1e lawyer 
Delay for five years in filiitg revision condoned. 

Income T 411: ~cnrncnl 
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Appeal related to Expatte assessment 

Serv ice of nolice; important concept 

Where the appeal relates to cx-parte asseeernent tJs 144 and service of notice is one of 
the Grounds of appeaL it shou Id be propeily looked into whether the notice was served 
in the manner as prescribed uoder section 282 of the IT Act. 

It is for the department to rrove that st~rvice of notice was made in accordance with 
provisions of the Act --Sltamh/111 .Dayal Gupta vs. CIT (1997) UPTU 215 (ALL) 

ft is evident that -valid serv ice of notice on the assessee is ne-.;essary for rnaki.ng valid 
assessmenr If it is not st.rved personally on the assessee. lt is lo be shovm tha1 same 
was served on an authorized agent of the asse.ssee or an adult member of family who 
w as or could be deemed to be amhorized t o receive notice on behalf of the assessee. 
A() asse~sment mode without service of notice can not be susta ined. (Satislt Cltand 
Varslrney vs. ITO Chondausi / TA 110. 3825 & 3826/Del "SME" JJem:h Delhi.) 

Sectiun-149 (4)-paymenl of tax on Returned income he.Jore the uppeal 

Section 249 (4) provides that no appeal shall be adm itted unless the appellant has paicJ 
the ta:--. due on the returned income before tiling of the appeal. This is a very 
important patt of appeal proceedings and one has to be extra careful on this front. Tf 
the tax on the returned income is not paid before the filing of the appeal, the appeal is 
not likely to be admitted. Section 249(4) is mandatory and there is no remedy 
available against the operation of the said section. 

If the Tax is not p.aic.l before the tiling of the appeal, then lega lly the CIT (A) is 
empowered to d ismiss Lhe appeal. However, jf the tax is paid before rhe final date of 
hearing of the appeal. then normally the CIT (A) allows the appeal lo be heard and 
decides the same on me1it 

In a c:ise where no return is fi led Lhe assessee should pay tax of an amount equivalent 
to the c1mmmt of advat1ce tax payable by him b~fore filing an appea l. 

171ere is nu condition thal imerest if any u/s. 234 A/B/C should also be paid before the 
appeal could be admitted. 

Section 249( 4) applies to appeals against assessment as well as appeal against penalty. 

'J11e provision of Section 249(4) bowever applies to appeal before CTT(A) only and do 
not apply for filing appeal before the IT AT-

Section-250-Proce,ture of Appeal 

Section 250 of the ac1 Jcals \\lith the procedures in an appeal proceeding. As per the 
section, the CIT (A) shall give a notice in writing fixing a dat.e of heari.ng to both the 
appellant and also the assessing officer. The a1,sessee or his authorized representative 
is having a right to be heard at the time of the hearing of the appeal. Similarly right is 
made available to the assessing officer or his authorized representative to be heard 
however, normally in practice. only the appe llant appears in the hearing. 

Nu right i.<: availahle IQ the assessing qfficer In be hetn-d in the appeals u11der the 
wealth tax A ct . 

8.22 REVISION OF INCOME T A,X ORDER 

A Principal Comm issioner or Commissioner of the Income Tax Department is 
empowered with the rights to enhance, annul or modify an income rax order if he/she 
feels that the interests of the revenue are al 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 pertaining lo revision of income tax 
orders. 



8.22. l Income Tnx Order Revision 

The Principal CoOlmissioner/Commissioner has the powers to revtSe the following 
income ta>. orders·. 

An order of assessment made by Lhe Assessment Commissioner or Depury 
Com1111ssioner or lncome Tax Officer based oa the directions is&ued by the Joint 
Commissioner. 

A11 01de1 m.ide by lhe Joinl Commissioner in exercise of the powers or i11 the 
pt:rf omrnnce of the functions of Assessing Officer conferred on him under the orders 
or directions issued by CBDT/Principal Chief Commiss ioner/Chief 
Comm1s$1oner/Principal Director/Commissioner authom.ed by CBDT under Section 
120. 

R.22.2 Sectio1.1 263(1) of Income Tax Ace 

Cxplanat,on 2 of Section 263(1) of the lnconH>iax Act highlights the circumstances 
where rhc Assessing Orticer has erred in passing of orders and can be revised. The 
circumstances, us explained under this provi~io11. could be any of lhe following: 

Orders passl;!d without making necessary inquiries or verification. 

Orders pusscd allowmg any relief without investigating the claim. 

The orde, is 1h.>l i11 par with any order, direction or instruction issued by the Board 
under $1:ccion I I 9. 

The ordt:r hasn' t bee11 passed in acc.:.ordance wil.h any decision which is prejudicial ro 
the asse.s~~e. rendered 1-iy the jurisdictionnl High Court in the ~asc of tl1e assessee OT 
an) Nher person. 

Tim<! Umif fnr Rl•vlsiou of lhcom.e Tflx Order 

Orders or 1hc /\ssessrncnt Offit:er must be revised wit.hin a period of two years from 
thl.' date ()f the orig1m1I order The following, periods arc lo be ex.eluded whi le 
computing tht period or limita1io11: 

17,e lime taken in giving an opportunity to lhe assessee to be re-henrd . 

Any period during wlrn:h any proceeding under this section is stayed by an order or 
injunl.'.tion of any court 

Note: - l{ev,s ionary orders can be passed even after 1he expiry of two years under 
c~rtain ~xtraordinary circumstances. 

Procei/11rt!/Or ,R.evisirm of Jm .'()me Tax Order 

The following arc ~ome 1)f the major powers enjoyed and aspects considered by the 
Principal Commissioner or Commissioner while c('nsidering revision of an Jncome 
Ta:-. order: 

ExrJmim,tion of Rt!cords 

The Pnnc1pal Commissioner or Commissioner may call for and examinl! the records 
of any proceeding.s under the Income Tax Acl while revising an Income Tax order. 
He/she need nol provide any reason for the same. 

E111itle1I '" Rcvfrc Parts of Other Order 

The Principal Cornmis.sioncr or Commissioner is entitled to revise other parts of the 
order which was ignored or taken up by Lhe Assessing Ofticer. 

Income T;.x Assi:55mcn1 
Proccdu10 
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Errors of FacJ/Ert<>rS of Law 

The Principal Commissioner/Commiss ioner is by no means restricted in revising tJ,e 
errors. The errors can be revised, be it e1TOrs of fact/errors of law. 

Opporllmity '" bit Heard 

As is the case with many provisions of the lncome Tax Act or for that matter the entire 
realms of taxation, the assessee must bt: given an opportunity to be heard before the 
Principal Commissioner or Commissioner goes on lo pass the revised order. 

Opinion t~f Si,b-Ortlitwtes Vuluetl 

The order or part uf it can be taken for review even if tJ1e point of en-or is pointed out 
by a sub-ordinate, provided the Principal Commissioner/Commissioner is satisfied 
with the cause o f review. 

A pprnvalfrom 1111 Authodty of a Higher Rank 

The Principal Commissioner/Commissioner may undertake the revjew of any order or 
parr of it on the discretion of a higher amhority . 

When income Tax Order Cannot Be Revised 

The Principal Commissioner or Commissioner cannot revise an income tax order 
which i~ subject to appeal. Also, 1J1c Principal Commissioner or Commissioner is 
restricted from reviewing any orders passed by the High Court., even if the said 
authority considers it .:noneous. 

Check Your Progl'css 

Fi ll in lJ1e blan'-s: 

I. ·1 he time limit for completion of assessment under section 143 shall be 
with in _ _ from the end of the relevant assessment year. 

2. Best judgment m;sessment canno1 be made unless the assessee is given a 
1:alling upon him. ---

3. An as~essment under ______ cannot be proceeded with unlt:ss the 
Assessing Office has served upon the assessee a notice and an opporruniLy 
of being heard . 

4. The time I im it for completion of assessment under section 1 53 A is 
fi·om the end of the end of the financial year in which the last ----

a11Lhorization for search under section 132 or for requisition under section 
W3S executed. 

5. O nce 1he total income is determined, the ___ _ of an individual 
assessec sJ1all he ~ompuled in accordant:e with the rate or rates spc:cified 
for Lhe assessment year. 

6. Sl!ctio n 87 A rebate provides for ____ to indiv iduals earning income 
be low the specified limit, 

7. T he rate of Surcharge has been _ ___ in the Finance Acl 2017 which 
is applicable for Financial Year 2017-18. 

8. The cenn ____ bas not beeu Jefined in the Income-tax Act. 



8.17 LET US SUM UP 

• The audit under Section 142(2A) is independent of any aud it under any other law 
[Section l 42(2B )]. 

• The Chief Commissioner or Commissioner is to be paid by 1he ussessee. In defaulL 
of such payment by the assessee, it shall be recovered from the assessee in Lhe 
manner provided in Chap1er XVJl-O of the locome-Lax Act for recovery or arrears 
of tax. 

• Where a rerurn has been submitted under Section 139 or in response to a notice 
under Section 142( I). tbe Assessing Officer can complete the assessment w ithout 
passing a n::gular assessment order or calling the asscssee. 

• TI1e Lime lim it for sending intimation under secnon 143( l) to the assessee is one 
year from 1.hc end ofLhe financial year in which the return is nrndc , 

• Assessment through lin1ited scrutiny applies wbere a return has been furnished 
under section 139 or in response to a notice under Section 142( I). 

• The scheme of assessment through comprehensive scrutiny is appl icable where a 
re!um is filed under section J 39 or in pursuance of a notice under Section 142( I). 

• An assessment carried out by applying the wide discretionary power of the 
Assessing Officer is known as Best Judgment Assessment. This assessment is 
carried out in cases whe(e the taxpayer fails lo comply with the requirements oi 
section 144. 

• An assessmcm under section 147 cannot be proceeded with unless t.he Assessing 
Office h.as served upon the assessee a notice and an opportunity of being heard. 

• Assessment in case of search or requisition applies in the case of a pe(S011 where a 
search is initiated under Section 132 or books of account, other documents or any 
assets are requisitioned under Section 132A. 

• Once the to1al income is determined, tbe gross tax liabi lity of an ind ividu::il 
assessee sha ll be computed in accordance with the rate or rates specified for the 
assessment year. 

• Section 87A rebate provides. for income tax rebate to individuals earning income. 
below the specified limit. It is being provided 10 reduce the tax burden of lower 
income bracket 

• Smcharge is levied on Income Tax and is levied if Income is more than ? 50 
Lakhs in case of .lndividuals and'{ I Crores in case of Companies. 

• Once a Hindu undivided fami ly is assessed dissect, it shall continue to be assessed 
a.s a Hindu undivided family except where a partition is claimed by lhe mcmhers 
and the findings ofa partition are recorded [Section 171( 1 )). 

• The assessmen( of a Hindu undivided family is governed by Section 171 . This 
sectioned eognizes two distmct types of partitions, e.g.. Total or complek 
partition, and Partial partition. 

• Under Section 2(31) (iv) of the Income-tax Act, a firm is a distinct un it of 
assessment. 

• When a tirm is assessed as such, its income under the head - Profits and gains of 
business or profession shall be computed in the usual manner after claiming 
deductions under Sections 30 to 38. 
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• Under Seccion 40A, if in the opinion of the Assessing Officer. any 

expenditure/payment to a pa1tner or his relative is excessive or unreasonable, 
having regard to the fair market value of the goods, services or facilities for which 
the payment is made, then ·so much of the expenditure/payment as is considered 
excessive or 11nreasonable shall not be allowed as deduction . 

• Fringe l>enefit tax is not a deduc1ible expenditure for computing book profit within 
Lhe meaning of Section 40(b). 

8.18 LESSON END ACTIVITY 

Prepare a report on assessment and computation of HUF, AOP and f irms . Give a 
presentation. 

8.19 KEYWORDS 

Best Jmfgm.ent Anessment: An assessment cun-ied out by applying che wide 
discretionary powt:r of the Assessing Officer is known as Best Judgmem Assessment. 

Gross Tax Liability: Gross lax liability of an individual assessee shall he computed in 
accordance with the rate or rates specified for the assessment year. 

Surchnrge: S urcharge is levied on Tncon,e Tax and is levied if Income is more than 
t 50 Lakhs in case of Individuals ant..!~ 1 Crores in case of Companies. 

HUF: IL is cxpressio11 of the Hindu Law and denotes a Hindu family consisting of all 
male members who have lineally descended from a common ancestor. 

T(ltal Partition. Total pa1tition means a partition ofthe HUF where all the properties 
of the Camily are divided among the members .aod the family ceases to exist as an 
u11divided family. 

Pllrtial Partition: Purrial partition mt::ans partition which is par1ial tis regards the 
persons constituting the Hindu undivided family. or the properties belonging lO the 
Hindu und ivideJ family. or both. 

Fringe Benefit T11x: Tax 1111posecl on employee jn lieu of benefits received by him 
along wiLh the salary. 

8.20 QUESTIONS FOR DISCUSSION 

I. Explain Enquiry before assessment under section 142. 

2. Whal do you mean by best judgment asses5rnent? F..xplaiu . 

3. How rectification of mistake is canied out as per sec1iuJ1 l 54'! 

4. What is notice on demand as per section J 56? 

5, Describe surcharge in detail. 

6. Differentiate between the assessment of HlJF, AOP and Finns. 

7. Lisi the cohsequences of partial partition after 3 Isl December, 1978 under section 
171 (9). 



Cbe<'k Your Progress: Model Answer 

2 years 

2. Notice 

J . . cction 14 7 

.1. 2 1 months 

:i. Gross tax liability 

6. Income ltlx rebate 

7. lncreased 

8, Hindu Undiviucd Family 
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