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- -:‘I‘Mbookdeals with the topics in Income-tax included in the syllabus (oF the third year of the. -~
- B.Com,, course offered by the Dr. B.R.Ambedkar Open University. Thesé topics generally cover

the ‘core’ area of the subject (o be studied in the Third year of the Three Year Degree Coursedn -
@mmme (B.Com.). The syllabus for the sake of convenience is divided into blocks, each of which -

c comprises a number of units, Each unit gcneranywversaspeclﬁcareaofthe subject. The units - -
: - are prepared by specialist in accordance with a format 50 designed as to enable the student wread
- and understand them without much difficulty. Each unit begins with a statement of its objectives

followed by a synopsis and has at itsend ass;gnmcm intended to test the student’s comprehensmn
' oms subject matter.

_ ThismatetiaihasbeenupdatedkeepmginviewtheprowisionoflhcﬁnameAct 1992, 'I'hestudy L

: of this matcrial would be useful both for the studenis and the professionals. The |llustrauons have - o
- m explained in a lucid way with necessary notes wherever necessary. In the light of the practwai -
~ importance of the knowledge of Income-Tax 10 the students of mmmerce. lncome-Tax is oﬁ‘ered : '

as one ofthc optional oourseofB Com. third mr progmmme.

. Thecou:semtcrialoflmome-taxoom:stsoféBlocks,whlch l:avebeendmdedinto%umts The:
" first block deals with memnoepts of Income-tax. The second block covers m:emptlons. Block ItF

" . discusses the various Heads of Income. Block IV deals with Aggregatlon and Deductions from .

~ Income. Block V presents computation of Total Income and tax. Block Vl covers lnmmc iax
Asthorities and Assmsmcm prooedure. _ : : o

a __'nu: Unmrslty lmpes ttm tllls material will hclp the student to get aoquamwd with thc prmcipal -
G _issws in moome-tax whtch make for its distinctiveness and sagmficanoe ' -
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- BIOCK-1

- . Thisblock deals with the concepts
- Theyare:

Unit-t
Unit.2"

Unit-3 .

Unit - 4

E Unit - §

" .- *y . ™

CONCEPTS _

relating to Income-tax Five units aze inciuded in this block.

Incidence of Tax
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1 12 Suggested Rcadlngs

The aim of this unit is to fammanse you thh the mlroductory matenal on the Inoome-']‘ax

R law which you would be studying dwmgthc caurse of the year It ig interided to create mterest ln

" the sub]ect through this unit.

. Af;er reading this un_it,_yoti should be able to: : - .

_ gi_.vc_'a bﬁef his_to.rical account of the Income-Tax Law in India

explain Income-Tax Rules, 1962

describe the Scheme of Income-Tax

exp)am thc 1mporlance of thc Finance Act.

S INTRODUCTION

As cuizens we look 10 the Governmem for protemon educanon good roads, law and order
good sanitary condmon in lhe locality and for many other such things which individually we are

‘unable 10 atle_nd to. Al_l such needs of ours are, theréfore, looked after by the Governmen_t _Wc are - e




_ Mumcnpai Councxls Mumclpai Corparatrdns’Nouﬁed arcas étc.) ‘the state’ ¢ level (Statc Goverm _'
o 'ment 'and at the Ccntral levcl (Cemra! Gavernmem) Some of thc funcuons which requlre 10 be o

: Constltuﬁon_of Indla '; ; B

: It'tiay be-stated here that though Incommax is: collccted by the Cemral Governmem tlw._ e
"'prooeeds from. it ate dlsmbutcd among the States: on the basis: presmbéd ‘For deterfmning the e
basis, a: Commission known as the Finance Commission is appomted by the Prcside\‘t ofIndia for
every five years and on the basis of its recommendations, lhc proweds from Income-tax are
distributed. The formula of distribution thus goes on changmg H0wever we'ate not interested m e
e thc formula -as such but we mention herc only for the sakc of. gcneral commermal knowledgc, S

' You have read about a few Laxcs bcmg levied by variots Governmems in thc earher paragraphs B .
' rally the. qucsuon auses whether. these taxes could be classnf‘ ed and sullablc Rames. glven T
€S, tm'wn be classified as dlrect and lndlrect Dlrecl taxes are those which are. bome by the o
T persons who pay 1t and thcse cannot bc shtfted 10 anybody else For example lnoome tax is

- _pass o the burden (known as incidence in pubhc fmanoe) o any other persan On the othcr hand_-_-:'_.j\ I
Hcct taxes are those Whlch ‘are pald by one man’ and the burden is: bcirnc by thc other For_-'i'.f._;_..- R

Lertamly not Hc oﬁllects it from thé customers and ther; pays thesame to the Gove‘mmént Though_. o
- heis the pemon ‘who pays sales tax, the burden:of sales tax is passed off to' the’ ‘customer who T
'~"-.'uit1mately beai‘s it Sales Tax is, therefore classmed as mdmccl tax. Wlth these mtrod 'ct(iry-.f-___'- e

tyan what me neeessity has beea for havmg it at all.

. 1 2 A_BRIEF HISTORICAL ACCOUNT OF THE INCOME,TAX r I
. LAW ININDIA- .

Thc ﬁrsl libera n-movement knownas the Sepny Munny also resulted in fmanualdxfﬂcumes S
for thﬁ: formgn Govcrnment and_thus come.the law of taxauon on: mmme in- India A few
T e;penmcms WOIE, madc with 1he contents and nomenclature,-and then: appeared on lhc SCERE the. o
Income:-Tax- Act, 1886, which continucd for about three clecades Onge again flnan(zlaldlmculues;; .

“ werg felt after the. Fust World War and. with.a few experlmcnts here and there, ajncw Aetwas- o
iz, -:Indxan Iﬂcpme-Tax Act; 1922, Th:q Act-worked quite %amfamorily for: dh()},ll fmty L

.Durmg lhls pcrlod India g()t mdependencc ancl we felt thc ncccssuy for overhaulmg lhc'._' v
Tht. mdller de rdcrrcd lu {he LdW Comrmssnon in 1956 It wbmmed |ts repnrt "_n 2




'_ September 1958 ancl gavea draﬁ bill for adopuon and enactnient. Makiavir Tyagl in thc mean S

time, was asked to look into the direct taxes and a committee under his chalrmanshlp was appomted )

it 1958.. The. Comnmittee was popularly known as the Dlrcct Taxes Administration’ Enquiry
.. Committee. Wlth al] this preparation on the part of the Government, a new blll was drafted. With

thls the old Indian Income tax Act, 1922 was replaced and a new Act, namcly, Income-Tax Act

: 1961 was enacted It came into force with effect from Ist Aprnl 1962.

1. 3 THE INCOME-TAX ACT 1961

L The Inoome tax Act, 1961 extends to the entire country It contams more than four hundred\
fifty sections lhough serially Spoakmg, there are 298 sections. It is so because many of the sections

have been inserted with numbers followed by alphabets like 80A, 80C, 271A, 271B etc. The Act
also contains Nine Schedules. All these SCCllOIlS and the Schedulcs would be discussed’ throughout

' the study. The students at this level are not requlrod o mcmonse thie section numbers though itis

' 'a!ways preferable to remember some 1mportant sections and support your views on law by quotlng
' 'Secuons of the Act. -

. &PPLICABILITY OF THE ACT

Sectlon 1 of the Act is rclevant in this regard It says-that the ame of the Act would be the -

Inoome Tax Act, 1961, Tt will extend to the whole of India. It came into force an 1st Apnl 1962.

' Pleas:a note that the title of the. Act is: thf; Incornc Tax Act, 1961 but it has came into - foroc : . S

y from 41962,

1 4 INCOME-TAX RULES, 1962

At the time of draftmg of any Act, it is not possmle to conceive of all possmle SIIUdUOD‘i and

_ -prowde for them. Thereare circumstances whichremain unseen by those who draft any enactment :
.Another lmportant pomt is that sometimes the Legislature desires to gwe §ome powers to those

who would administer the Act. It is left to'them to make rules in those areas which have not been
- specified i in the Act. In the Act these situations are mentioned where the decisions have to be taken
by the Department that is, ‘the administrators. For example, in the Income-Tax Act, 1961, ratés of

" depreciation have not been prov:ded for and the relevant section mentions that deproc:auon would
be allowed at the prescnbed rates. These rates have been mcnttoncd in the Income-Tax Rules, 1962 o

The administration of the Act is looked after by on¢ Board, which is known-as Central Board of
- Direct Taxes (CBDT). It is the Board under whom the dcpartment of Income-Tax functions. ThlS
Board 1tself works under the supemston of the Ministry of Finance, Government of India.

The Board has framed rules; whlch arc known as Income-Tax Rules 1962. These Rules oontam a
various forms and miscellanecus detajis. When the Board desires to have some rules framed, itis-

" to be notified first in the draft form for publlc deliberations. Then they are notified for ad_opt_lon_,

"n_tay be in the modified form, in view of the dcbate which is supposcd to have been generated on’ '

the riotification of the draft rules. Once the rules are notified for adoption, they will be placed on

- tho table of the house for information. These rules. are amended from time to time ‘as the

c:rcumstances warrant keeping in view the changing requirements. It is, thcrofore necessary that
those who are interested in the study of Income- Taxarc also required to know the contents of these

rules. Not only thls those who arc meticulous in knowmg everything uptodatc should makc it a




= pomt to keep in touch wnh the tax Jou,rnals and other hterature to keep them abreast of all the

latest amendments

T

In addition to what is contained in these rules the Board issues, from time 1w nme, certam

- circulars for the direction of the departmental officials. There are certain other circulars which are
notified for the benefit of the publicand the assessecs. A word of caution is necessary here. Doyou
' thmk that the Board. can issue circulars which are cont:rary to the letter and spirit of the law
- contained i in the Income-Tax Act? You will certainly say in emphattc terms “No". Therefore the =

. Board takes special care to see that the rules issued by them are in conformity with the law, In case -
~‘any Rules go against the law as contained in the Income- Tax Act, such rules could be challenged

in the Court and are Itkely to be struck down by the Court. Similarly department crrculars are only
by way of guidelines for the benefit of Income-Tax Ofﬁoers and others. '

1 5 THE FINANCE ACT

: “tis a common knowledge that the Finance Minister of the Government of India presents the
Budget of the country every year on the last day of February generally. It is aconvention. However s

if there are some pressing reasons or if the country passes through the general election and the .. . -
Govemment feels that it did not have enough time to devote 10 the budget makmg exercise, the '

' preséntation of the budget may be delayed. The budget contains the expenditure programme of the
- country inthe coming financial year. Accordingly, the Finance Minister presents certain proposals
o augment income. Al these proposals are presented 10 the Parliament in budget speech. The
proposals so presented are placed on the table of the House by way of a Finance Bill. It contains

his proposals in the areas of direct.and indirect taxes. In it there are aiso given the rates of '

income-tax at which the assessees would be asked to pay income tax in the-ensuing year. It oontalns

o 'the varlous proposals in: the areas of customs and excise. This bill is passed into an Act. Since it is.
- .an atmual excreise, and since the taxis collected at the rates given in the Finance Act, itis faecessary .

10 update one’s knowledge by studying the Financé Act, of the latest year. 'I‘hese umts are thus
based on the folldwmg : : :

The Income Tax Act 1961 Amended upto-date, -
The Income-Tax Rules, 1962 Amended npto-date
 Direct Tax Laws (Amendment) Adt, 1989

The Fl-nance Act, 1992. :

. Thus whatever you are studymg here is the latest in Income-Tax Act, 1961 and is applrcablc O

" to the tax efforts of the Government of India in the financial year 1992-93,

1 6. SCHEME OF INCOME-TAX AN OVERVIEW

'. Every person, whose total income (as eomputed aecordtng to the provisions of the lncome Tax '

“Act and the Income-Tax Rules elc.) is more than the tax free limit, is required 1o pay tax. lncome
E 1& earned first and then tax is paid. We may put in other words Income is earned in one year and
tax is paid in the year following it. : ©

'1..

N . . .
i A i Gl




Then thc r.,crm, Person mcludes mdmduals, pal'incrshlp ﬁrms,,hmdu'nnﬂmﬂ

. Thc'Act contams a dctailad schcmc of appcals and revnszons Suppose you as AN assessee, are R
nol sallsﬁed with what has been done by th,e Assesmng Ofﬁcer (A.O ) m thc detcrmmauon of your

ii)  List out the sources of income. . .

.................................




o bcfore the. Ineome«-Tax authanue.g s,ubsequ : A5, thereiorc necessary: that Some.- of hese

" decisions should be remembered for support by the Income- Tax authorities. We would be: giving
- some case law throughout the discussion not so much for remembermg them for the -nm:natlon," 5
©obue for makmg use sf them: in actual llfc 2 ' I '

o 1 s. POINTS TO BE NOTED IN THE STUDY OF INCOME TA. ¢

Act wh1ch is enacted at the begmmng of lhe lax year F‘or example income carm:d in 1hcf
. -year.1991:92 w111 be laxed aceordmg to the rates specmed in- Lhe Finance Act, 1992

We havc statcd carller lhat the mcome tax prowsnons are evcr changmg It is lhcrefore :
- -recommended that the students study only the latest books and other felevant-matenal o
“and must fot be tempted 0 refer 1o, lhc cdd books L

Someumes thcre are certam issues on WhiCh the assessee (tax paycr) isnot. salxsﬁed Far .
solvmg such things he hasa rightto move the courts mcludmg ngh Court and Suprema

- 6. Therc are situations when different- High Courts” glvc d:ffcrem opmmns ‘on certam'_
L points. In such a case the: oplmon ofa partlcular High Court would be followed inthe . -
jurisdiction it commands The verdrct ‘of tl'ie Suprcme Court is acccptabie throughout.. LS

- the oounlry :

N 7 - 'The judgements delwered by varlous courts afe pubhshcd penodlcally in varlous gour'
' 'nals S(mw of them are 4s under:- - : :

"In‘?‘)m'e‘_Tax chorls T published from Madtas e
© CuemTaxReporter  Published from Jodhpur

T T

Calcutta Tax Bulletln ' P“bllshed from Calcutta

1.9 SUMMING UP

_ Income- lax is. an lmportam sourcc of rcvenue and is cons1dered to be a d]l'E:Cl lax. Ivis d1re<:1 L
because the. burdcn of tax is borne by the same person ‘who. pays it unhke wdlrect taxcs Wherc 1he '




- person who pays taxes does not t bear them but passes theim on to another pcrson Salcs-Tax, Exc:se .
Customs’ etc. are the mdyect taxes. : '

_ Thc I:_lcome_—TaxAcl, 1961._15 a little complicated piece of legislation and is sufﬁcicmly-'a-l'ar'_ge _
. Actht is not enough if we study only the Act. [i is neceéssary that Income-Tax Rules framed by the
" Central Board of Direct Taxes are also t0 be studied and our knowlcdge should be upto-date As
the Act keeps changing often and the Board goes on frammg rules whenever it feels the necessity .
* of doing so, it is necessary that the person-who. ado_pts taxation as a profcssmn should keep track:
of all such amendments. In addition, one will also be interested in keeping track of the High Court
~amnd Supreme Court judgements because it is only from the’ study of the case law that one is abie to
graSp the mterpretanon of sections properly '

- 1 10 CHECK YOUR PROGRESS "MODEL AN SWERS

:i) .- The term ‘person’ includes, Indmduals Partncrshlp Flrms I-Imdu Unle;ded Famllles,_
Assoctatlon of Persons, Compamts ctc. : '

i) ‘For_Inoqme-tax purpose, various sources of income are grouped inio five heads. They
- are (i) Sataries (ii) income from Homse Property, (iii) Profits and Gains from Business -
or Professmn, (iv) Capltal Gainsand (v) incomc from olhcr sources. - '

-

" TIIMODEL EXAMINATION QUESTI()NS

L Essajpr Questmns

Answer the following in about 30 lines each: -
1 Describe ..thc schemie of lﬁé Income-Tax Act..
2. Dﬁcms the ihlpdrmnt p01ms m the study of the Inco_m.e-_Tgx Law.
E 1L, Short Qﬁesﬁons |

| Answer the following in about 15 lines each :

1. Describe the importance of the Fiﬁaﬂqé Act énacted every year,’
2. Give abrief historical account of the Inot)mé»Tax law in India.’
‘3. What are direct and indirect taxes? Give examples.

4. What is contained in the Income-Tax Act, 1961 7"

5. Why should we study the Income-Tax Rules ?

'1.12 SUGGESTED READINGS _

' The suggested readmgs gwen hereunder will hold good throughout the course :

1.~ - Indian Tax laws 1992 edltmn . e Company Law Institute, Madras 3




2. _indian Tax Law Rules {992 - o . do

) 1 : .Inmmc_.'["ax Law | _ | e C'haturvcdian(:I Pi"lhisa'riz'.t -
4 Income-Tax , o — P:.-ilkhi.v.vala
‘§ | ]ncnmc'—Tax AC_II' B | e Alyar
6 An uulliné‘of lnoomc;fi"ax Law, 1992 — Bh.ag\;\_fa.li. Prasad -
7. Income-Tax Law ;rj’d Prz.ict.ic'e', 1992 . L. . Sukumar Bhattacharya
.- Notel | -

~The w'ggc.sted readings given under 1 and 2 are barc Act and Rulcs from 3105 are law bookq

. anda. famlhanly of the contents will make you confident. In fact when you have a desire to start , - - -

' "your Own practice or work as tax assistant in some concern, it is necessary that you know how the
commentaries are consulted. ’I'he last two arc text books and wm bc useful Howcver you w;ll rcad
- only the latest edmons ' :

- --.I?Qi’!_!_'pﬂls

._ Fdllqwing jéprna-ls are useful;

" 1 Taation (monthly)....New Delhi -
2. Incomes-"_l"a:_; Reports (wcckly).._...;.l\/lla';l ras |
3 Cﬁr_;ém‘ﬁ“ax Report (Monthiy).... Jodhpur

q.}"our:ials' of the Institutes

The following two journals are hc]pful in wayt: more than onc They pubﬁh many articles of_ L

__-.common interest including tax matters and onc may keep in touch with these ]Olll‘l'ldlﬁ cuher by
'rcgularly mnsullmg in Ihc library or 5uhscr1b1ng for them: : R '

1. The Chartered Accountant : et Thc Hnstitute of Chartered
: ' ' ‘Accountants of India,
New Delhi-110 002.

2. . Chartered Secretary . 'The Insmutc ofCOmpany
: I . Secretaries of India,
22, Insmunondl Area
New Delhi - 110 003




| UNIT 2 DEFINITIONS

Umtents

' Zl} A:ms and O.bj_cct:i\'_ds"
| -I_h't r_odu_i:l’i_a.m
r_jériﬁ\mhhs_ as pér scciiy{'_rs.;{ -
Previots .‘i’.;:..ét"'r'.(.SC_Ci.itI).n—IR]
: .-Sumnung, Up | |

Ch kYour ngrcqs MudLl Anbwcrs o

- Medet Exammalum Quuuons

20 AIMS AND. OBJECTIVES

WhllL studymé, the Income-Tax AcL, we come across 2 number of terms which necd under—\jl'_ '
E %landmg and which, will pave the way for study. The objcuwc of Ihlﬁ umt is 10 «,xp]dln lhc te,rmq'
'whn,h are defined in Sections 2 and 3 of the Income-Tax Act, 1961, T e

' On.-'mm-plcti_un of Lhis un_it. you should be able tot
e define Agricultural Income; -

@ explain the term ‘Income’;

@ define the terms *Asscssee™and *Assessment Year’;

. -dé-fif:'c the -ternif'Pch()n" cxp]a-i_n ‘Previous Year: -

“' 21 INTRODUCTION

o undcrs‘.mnd thc unduiymﬁ mednmg ofdny term, we gcnnrallymmull 1hc du,uondry or lh{:'-_ '
encyclopedla This gencral rule is dt,u:p{cd universally. However, terms carrying special meaninigs
- areused j jn certain fegislations. Whll€ enacling any law the Government define the terminofogy in
) ':qcction 2 gencerally, Special care 1&. taken to define the ierms when they arc used to carry specific
e mcamngs which arc pot common: I is, therefore, necessary 10, study these tcrms before starling a
: -study of the \Ub}CLl There are coprt decisions also in this respect. Courts will dLCLpl the dictionary
' -meanmgs of any tera’ if-it is not defined, in the Act. Where the term has been defined in the
endumcnl the definition w;!l have p:\,u:dcmc over the dlmonarg medning, '

"2 3 DIFINITIONS AS PER SECTION-Z

AW do not proposu to gne here all the. terms det”ncd in the Act because somic of them are
-'cuher not relevant at undergraduate lovel or certain terms require cxplanation at a’ plau, where.
they are uscd We are {glvmg her¢ oniy those delmmons whu.h arc lmporlant for underﬁldndmg lhe:

ub}ect o : N




& ...A'g.i-iéix_lturallln‘comé [2(A)]

Agru_ulmral income has not bu.n Lmd m,hl from. Ilu h-.g _
. Thejusuflcanon for such exemphon is that income from ama.u[lu re is taxed: in Iht. lofru of Lmd_'
-Eevenue. Another reason is that agricuiture htmg, 4-Sta1e subject, the Ceniral Go\crnmem is aot.
- -cnntled to tax; this source of income, The Stalc Govunmc i is in

- the Income-tax Act is that Section IU(l) exempls agricuttural in
o of the exempuon it'enjoys,
Inc_omc properly.

inping und-.r thu. Inmm:. Tt\__Au

act, doingso, The -position under -

come from lacome-Tax. chuﬁe o
ll is nccessary lo undueldnd lhc de ﬁmlmn of the terme *Agmulluml.

Agnculturaf income as dcﬂnad under Section. 2

_ (IA) includes the »_'.:ttious types of incomes as
_follows oo ' WL

-: .:{lyﬂny Fentor cevenue derivod fmmland which s situated in Indla and used

f".f.“!ﬁ‘iﬁ.;-llor_'uligﬂ. B
Pur[mses [Z(IA){a)] a

i Lt

; Rem'is the‘ paymem in cash or kind for the grant of a right to-use land which is owned by one

person but used by the other. Revenue indicates any yield or anome Ren! or rwcnuc will bc L
agncultural m narure only in the follomng cases: - ' v

(a) cht Of revenue is derwed from Iand

(h) Land ms:tuatcd in: Indla and

(c) Land is used for agncultural purposes

K (2) Income der-ved from such Iand by agrwullural or from manufactunng procese [2( 1A)(b)]

: Income to be mcluded here 1s condmoned by therwmﬂs "such land"
‘that mcbmewﬂl be termed as agrlcultural in nature in which case, the la

is used for agricultural purposes The incomes from the following actm
- are mcludezd here: L :

meanmg lhereby that only'
nd is muated in Indla and _
nes and dcnvcd from land'

) Agricalfure

u) Process ordmarlly employed by a cultwator to réndcr lhe > prod uce marketablc

m) Sale by culnvator of the produce w:thout any

-

A .Wblﬁh,ls.covcrEdby(n)abovc.

furéher processin_g;exocpt one

’T’hc process which the culnvator may cm pon should bé such-as is gcnerally e

: the cultwators to make It fit for marketing. Tt may be manual or may

' Orpower. Tobacco Ieaves arc generally dried before bem g sold dnd th
.of dned lobacco ledves'wﬂl be agrlcullural in nalure o

mplo _,fed by alI
mvolve the vsc of machmery .
crefore mcom., fi rorr' the sale o

.-f:_(.‘i) Income from agncultura! house pmperty or farm hmldings [2( lA) (c)]

Any Income derived from any buildin

g owned and .Occupied. by recetver of rem in kmd or by'_ :
-lh{: cultivator Wll! also be agmullu.ral_mco

me if the follow;ng conditions are fulf“ led:

|‘I .;'_.-f B




e The buﬂdmg is.on’or in the 1mmedlate wcm:ly of dgricultural land inIndias -

® .It is oet:upie’d by lhe a’gnculturlsl or the receiver of rentin lond

e The agriculturistneeds it by yeason of his connecuon with the 1d1'ld and uses it as a dwelhng

' house store house or as an out houqe '

® The land on which such buildmg is s;tualed must be subject to land revenue in India or subj'ect

_ Note

T toa local rate assessed and uoilected by officers of the Govemmem as such; and

e Ifthe land isnot sub]eu to land revenue, it mustbe: outside the urban area, i..e.,- area comprising
a cantonment board, municipal corporation or any other name by which it is known, which has
a populatlon of 10,000 or more. '

1f thé person hdh let out his land on rent whu,h he receives in kind of the produoe he is termed

as ‘receiver of the rent- in-kind’. Where land is used by the receiver of rent in kind for carrying out

the process (o ‘make the produce marketable or where he derives any income on sale of such

. producc, this w111 be dgneultural income in his hands too, as it is in the hands _of a cultivator.

.

n order to constitute. mcome, there should be 4 nexus between such income, land and

. _dgncultural operations. The immediate source of income must be the land of the descrlp;ion or:

character mcmloned in the dctmmon The land must also be ysed for a gncultu ral purposcs.

‘Agrlcultural Purposes’ Defined .

The decision given by the Supreme Cou rt in CITvs.Raja Bennoy Kumdr Sahas Roy will be of
much help in understanding: agru.ulture “and agrlcullural purposes The relevam pornon from
the ]udgrnenl is given below

i) - " Agneullure inits primary SENSC. denotes cultivation of the field and is restricted
" to cultivation of the land which means tilling, sowmg of seed, plantmg and
similar operations on land.

if) In addmon to the abovc operallons ipbe performed subsequently like "weed- -
© ing’, ‘digging’ etc :

jif) ‘Agriculture’ comprlses within its scope . dll produce rcgdrdlebs of the nature’.
The produce may be grain, vegelablc or fruits mcludmg tea, spiccs, tobaoco or .
commercial CI‘Opb hke cotton, jute, cte:

The followi:ig incomes'though connected wuh land are not agrlcultural mcomes.
1. Annuily-oa)fable to vendor of ag{icul_l_ural la_nd of payableto a person giving up ﬁis claim
- to a piece of agrleultuml land S oo

2 Commmlon for seihng agrlcultural produoe

3. Income from Dairying: ' Co




10.

o1

S13

SR VO 7;-"Income from rearmg of silk worms-by feedmg on leaves of muIberry trees grown‘on own

" farm- land,
Iy 15 ="_-“-I'ﬁ'éome from 'Sale. of s'r‘lk\oocoo'ns.-
6
__17.' i

hefoﬂowmg incomes are agricultuml iucomes

L

“Income from Brick-Making. -

" Income from Fo'rest.produce-of wil_cl growth.

Roya[.y 1noome from mines,

Profit'on the sale of standmg crop by a cultwalmg owner or tenant of land.

| Income from growmg ﬂowers and creepers

Operauous were also performed o foster thelr growth ancl prcservanons

o Pasturage - The grazing | [ees collected frorn owners of catlle normally used for agncul—

_ S_ha_rex._l profit. of a pertn_er from a firm en gagcd. in 'agrieultural operations.
Inoorne derlved frorn runmng a dalry Wthl‘l is 1nudental 0 agm:ulturc

Im,ome from the sales of clned tobau:o as looacco leaves are ordlnanly dried to make
o thern flt for sale '

' Sums recewed from an insurance compdny for ddmage caused by hatlslorm to the green_
. leaf formm g part of the assessee’s tea garden. C

Income from Fisheries.

- Income from ginning cotton. -

Profit carned on the sale of srandmg crop purchased .

lncome from lemng out land for stockm g mnbcr

Income from manufacturing salt from sea water.

'f}iﬁfidend' from a eompanjé enge‘ged in agric"lift'ure.

Income from Nursery is not necessarily agrlcu]tural income ‘unless’ mmntalned by a
farmer-as an aid or necessary adjunct to the pnmary prooess of agrlcullure

' lncome from quarrm. :

-

Im.ome frorn poultry farmm 1,

R

i

Gro»es Incomé from groves in which trees were pldmed on land and basic agrrcu.lmral

tural purposes




of agriculture and some those of busmcss Profils of a sugar | mm whuh gmws its own augu‘mne
can be cned 4s one of the examples ' -

' Income. of a Sugar MIH growmg its own sugar cane : In the case of a qugar null which grow% lts: '

own sugarcane, the profit earned up to the point of harvest will be agricultural in nature whereas

e - the profits yielded by the erushmg and manufacturmg operanons will be taxablc as non agmuilura!

- income. We have to find out ‘the market value of the erop from which are deducted ail expenses of
© cultivation. The resultant figure will be agrlcuhural income. Income earned by further prmcsses L
will be Iaxable -

- Income ﬁ-om the manufacture of Téa : Income derlved from the sale of tea grown and

" manufactured by a seller in India shall be computed as if it were income derived. fmm business and.

' "-mwsmhmnemubedeemﬂdmhemmehabmmm s

'_.r

Treatment ol‘ Agneultural Income for 'I‘ax Purpose

Agncuitural 1noome is exempt under Section 10¢1). However; sub}ect to the fulﬁlmem of the

: follomng conditions, agricultural income is to be partlally mtegrated with the non«agncullural
~ income to determine tax llablllty of an assessee:

Persons or Body of Indlviduals
- i) "I'he assessee should have net agncultural mcome exceedlng Rs 600}

- iif) The amount of non- agrlcultural mcome shouid excced maxxmum !ax free'-
amount (Rs.22,000 in the case of-an Indwmuai HUF Unwgfste;zed Fixfhand :
“Rs. 12 000 in lhe case of spe(‘.lfled HUF)

The fellowmg are the three steps to be foliowed: for eomputanon of tax hablhty where the":'-
assessec has agncu}tural income sansrymg the above condnmns : :

' 1) " ': Agnc:ultural and non agrleultural 1nc0me w11] be aggregated and moome tax on .
" the'total amount will be calculated e

i}y 'I‘he net agrlcultural 1mome and the maximum tax free non-agncuitural income
will be aggregated and income tax thereon wnll be calculated :

iy The amount f inicomie tax eaiculated under st @“’wlll be dedudted— from the. -
income tax calculated under step (i)- Thghﬂg ;
'pa)able If the total non- agrleuttural income cxceeds Rs.75, 000 urcharge (}t‘ o
- 12% will be added 10 this tax. - :

Note The net agncultural income will bc cletermmed after makmg all the allowable deducizons
frorn BIOSS agncultural moome

_ Parrly Agncuh:um! Income T’here are cdertain mcomt.a \»hn:h are neilher “hntly agru,ultural .
“in mature nor ¢an they be said to arise from business. On the other hand they 1mlud1. some clements

/ 1) The a58€55CC must be an Individual, HUF Unrchstercd Firm, Assomallon ot' R

Ce is the amovm of mcometax' o




T | Checkyourpl‘ogress'l :

Dccide whether the l'ollowi ng inmmes arca gricull-u'ra Fincomes or not: - -

oy Incomc rece:ved as mtcrest on: afrears of rent paydble in-Tespect of agrnul!uml
. -'.land ...... T T Do L . :

i} Income from sale of trees of spentaneous growth

-{if) Dmdend pald byacompanyout of its. agrlcultural income, o

7 vivy Sale ef crop received: asrentinkind. . - e s

Ass&ssee [2(7)]

" The term asseseee has been defined in clause 7 0f Section 2. ‘A,ssessce mcans a person by
whemany tax or any other sum is payable under this Act, It mcludes 1he follewmg

@ "Every person in respect of whom agy proecedmg under lhlS Act has been started
fer the assessment of his i Income. - T v :

- ) (b) E‘,very person whe 1s assesqable m respect of mcome of any other person '_ R

(c) Every pcrsnn 0 whom refund is due. ST

1. B o (@) E_very person who is deemed 10 'be an _assessee under any pfovjﬁien?.o!’f fhisi‘ iﬁét':

ey :'Every person who is deemed t0'be in default under any prov:snon of this Act

You will notice that lhe defmmon of the term assessee’ isvery wide It mehldes even {he. o
1 "+ personwho may not have assessable i income butwho has to beasseseedm respect of 1neome derived”
i . byothers, There are situations of thls type which we will study dunng the coursé of__l,he year.

will be in default when he i is reqmred to make payment for and on behalf of others and ‘fails todo’

1 | '_that
Assessment- 'Y-ear 2001
; s "Assessment year"(A.Y.) means the period of twelve months’ eommencmg on the st Aprrl R
REINE - evely year In other words you may say that the finaricial year in which assessmem takes place is L
N . .. the assessment. .year. For example, the current financial year, namely, 199293 is the assessmem'
SR year fot the i meemes carned in.1991-92: T.hereforewemay cen;:lude thata’ pamcular ﬁnancial year"_ L
? o o . m"-the assessmem year in relatlon to'a parucular income.’- SN

: Average Rate ef Inceme-Tax [2(10)]

o Tax i '_e_ rales vary
: _'fro _ '20 to 50%, the ﬁmt slab of Rs.22,000 belng tax free. ‘After computm g tax llablllty accordmg L

Acc.ﬁ-? 245 2-2-‘

Class No; _380
ff“J*w

V) Gmnmg operatlon carrled on by the owner of the land 011 ungmned cmlon - B

o 'Slmtlarly even that person is called an assessee who is deemed to be an assessee in defauli: A pe'rsori:. SR




ter th(, pru,(,nh(,d rates, from that amount we have to deduct rcbate aliowable u/s 88 of the Act. Oﬁ _

“the remaining amount, if the Total Income of the assessee exceeds Rs.75.000 we have 10 calculate
surcharge @, 12% (Thls is- [or the AY. 1992 93).-

“Tor ﬁnd out the dvcrage rate of income tax, lhe amount computed according 1o the above

mentioned pro(,ulure should bc divided by the total income and multiplied by 100. The result will
be. lh(. dvcrdgc rate of i income tax. :

coe—lax total-incom : .
Incom on totalin e’xlOO

Avcragc Rate of Tax = Tolal Income _

il

“The dVLI‘dg(.- rate of income tax is 51gmflcant for two reasons. The tax payer will know the rate

at which he is required to pay income-tax on his total income. Seoondly if there is some amount in:

- respectof which rebate at average rate is o be given, it helps us 1o calculate the quantum of rebate
_on the rebatable amount. Necdless to menuon that the tax payable will be the amoum of tax mmus
g _ihc rcb_atc aliowable. L

'Board [2(12)]

_ “Board" means the Cemral Board of Dil'eCl deos consmuted u,ndcr the Central Board of
Revenue Act;1963. ' '

Itis this Board that is entrused with the job of administering the varlous direct tax laws We

would be menuomng this as C B D T also throughout our study. 1t is this Board that frames

lnmme-Tax Rules and issues nollflcauons and cm,ulars from ume to time.
%

~ Child [2(15-A)]

© "Child"in relauon toan mdmdual mcludes astepchildandan adopted chlld of that individual. -

co-operative So"ciéty [2‘(19)] -

"Co -operative Soc1ety means a co- operatwe socnety rcglstcred undcr the Co- opcratwe
'_Somcues Act, 1912 orunder any other law for the time bemg in force inanystate for the rcglstranon
of co-operative soc1c11es ' '

Director, etc. [2(20)]

o *Director”, "Manager” and “Managmg Dircctor” in relatlon o2 company have: the meamngs
assigned to them in the Companies Act ,1956.

Income [2(24)]

_ The term ‘income’ is most 1mpor£ant from the view point of taxation. Il is thc inoo.'ne that.is
taxed. If you have received an amount and cart prove that the amount is not at all income, you. would

not be asked to pay income-tax because you have not derived any income at all. It-is therefore
necessary that the term is defined properly. But you would be strprised 10 learn that the term has

_ not been deﬁned exhaustively. What the Income-Tax Act, has defined in section 2(24) is the
*  inclusive deﬁ_mtlon. Thcy have gwcn oertam 1toms and have held thom as mcome ’I‘hey havc mt




aiven the characteristics of incomé 5o rhat wc(,ang _on: Lcslmg various items to. determine \\huht,r A |

lhu are mu)mcs at all.

. Seetion 2(24) defines “income’ 10 inctude the following items:

{i)
iy
(ii-_i_).

(i)

Profits and gains.
Dividend.

Voluntary Lontnbuuons rccewed by a trust created wholly or partly for charitable or.

rchglous purposes or by an institution established wholly or partly for such purposes

Contributions made with a specific dlrecuon lhat they shall form part of the COrpus of
the trust or msutul]on shall not be income.

The valuc of any perqmsuc or prof"t in‘lieu of salary {Such as the value of Tent frcc

o accommodauon p;ovlded by the cmpIOyer or 1nsurance or annurty prcmlum paid by thc

(itia)

- (iiib)

emp!oycr)

Any 5pccnal a]lowanu: or benelfit, other than perqulslte fnvolved under sub-clause (iii),

qpecully gra nted to the assessée (o meet expenses wholly; nocessarily and excluswely l'or

- the performdnce of the dut1es ofan off:ce or employmem of pmﬂt

Any allowance gramed to the assessee either to meet his personal expcnses at the pface

‘where the dutics of his office or employment of profit are ordinarily performed by him

or at-a place whcrc he ordlndrtly reSIdes or to Lompensate h1m for the 1ncrcased oost of

' llvmg

_ (ivj :
(iva)

: (v) |

(va)

- (vb),

ey

. i)

_ from busmess or the exercise. of a professnon under section 28 (w)

The value of a'ﬁy benefit or perquisilc obtained froma company either by director or _

‘by a person who has subslantlal interest in the Lompany or by a relatwe of the director

or such person

The value of any benefit or perquisite whether convertible into moncy or not which is.
' obtained by a beneficiary or (rustee from a trust will be trcatcd as taxable mcome in the.
hands of the beneficiary or the trusiee as the case may be

" Any compensauon or otlier paymentmadetoa pcnon managing the affalm ofa company

in connccnon with the termination of his office and income derived by a trade profcs-
sional or similar association for Spccmc services rendcred or done 1o 1t€ mcmbers and
chargeable profit under section 59.

" Anysum chargeeiblo to tax u/s 28 (ilia) -
Any sum chargeable to tax u/s 28 (jiib)
Any sum chargeable to tax u/s 28 (iiic). '

The value of any benefit or perqulslle whether convcmble into money or nol ansmg




B ',"."3'33_;(“) Capttal gatns artsmg from tne transfer of a capttal assel.

. _(vn) The prof its of gatns of a mutual Or Co-Operative. 1nsuran0e oompany cm'nputcd iy the:

(ix)

prescrlbed manner.
Omltted wel 1- 4-1988

Any wmmngs frorn lottertes crossword puzzles races mcludtng horse races, card games R

: and othcr games of any sort or betting of any form of nature whatsoever.

'Wrth effect from Assessment Year 1988-89 any sum recerved by employer as eontrtbu- "
) tion from employees towards any provident fund or superannuatton fund or any fund set ‘

" I. ' up under Employees State Insurance Act 1948 for the, welfare of such Employees

: It may be tmportant for readers to know at thts stage that winnings from lottertes crossword
:suzzles and races etc., have been included in the term ‘income’, However, accordmg to the

" “iotification of the Board theyare treated as casual incomes and therefore tax free up to Rs 5, 000 S

[‘hese wiil be taxed only in excess over this amount

The deftmtton gtven above does not deﬁne the concept but Slmply says that certarn amOunts o
'_ are mclnded in the term moome and therefore tltey are taxable In the absenoe of any guidelines
' avallable from the Act, we have to depend upon the various judgmcnts of l-ltgh Courts and Supreme

L _ Couft. On the basrs of some of them we tried 1o formulate certain characteristics of i income on the I

basis of which we rnay decrde whether a parttcular amount is income or not.

. -must be one whose ob]ect is the productton of income.

'The word moome connotes a pertodtcal monetary return oomtng in wrth some sort of

regulartty from definite sources, The source need not be continuously producttve but

| lnoome is essenttally the produee of somethrng It is not correct to say that evéry recetpt |

which is not capital recetpt is assessable income.

Income 1s the annual or pertodical yteldmg rnoney or reducrble to a money value ansmg '
“from the use of real or personal property

. The word rnoome srgmﬁes what comes in and mcludes sums whtch have becorne due L

. ) The eiemcnt of pertodtcal reoetpt of regulartty or expected regularlty or monetary return
i an essential tngredtent of income’. : . .

There is no absolute rule that the tnoome must always be of recurrent nature Income :

- has an infinite vanety of forms and a smgle rccerpt may ‘be incoine.

'A recetpt which is income does not cease o be income even if exempted from tax

.Inoome may also be defined as the gam dertved from 1and, caprtal of labour or any two _

. __or more of them

Income means real income and not ﬁctlous or techntcal ficome, L




10.  income must come from outside. Po&.kcl moncy received by a student from his father.is -
not income. :

11. It does not matter if the income is gained illegally. Incomes received in the exercise of
some illegal practices will be chargeable to tax though the tax payer may still be
prosecuted for the mistakes of omissions and commissions.

Gross Total Income:

. The aggregate of mcome computed under the following five heads before maklng any
deduction u/s 80 CCAto 80 U is termed as gross total income: -

"a)  Salaries, -
b) Income from House property'.
E cj Profits and Gains from Bussiness or Profession,
~d) Capital Gains,
e} Income from Other Sources.

’Ifo’tal 1n¢0me [2(45)]:

Total income of an assessee is aggregate of income oomputed under the above five hcads as.
reduced by the deducuons pcnn1551ble under sections 80 CCA to 80 U. '

The schemc of computation of gross total income, total incote and tax liability thereon can
be easxly understood with the help of the chart given at the end of Block - 1I.

Person [2(31)]
The term ‘person’ includes the [ollowing:
()  anindividual; .
C @y -I a Hindu Undivided Family; -
(i) acompany;
(iv)  afirmg
'(v) _ ah association of persons or a bbd)_r of individuals whe_ther i_ncorporatt_ad Or not;
' :(vi) a locél aﬁtho'rity; |

-:(vii) -every artificial Jundlcal person not falling within aniyof the categorles mennoned above.

 Ex - lord Venkate.shwam of Tlrupatn

AH these: persons descrlhed ab(wc are llable to pay tax. undcr the Inoome Tax Acl 1961

19 .




>3 PREVIOUS YEAR (SECTION-3)

Income which is earned of received-in a certain year is assessed to tax in the next year. In
Income Tax Act, the year of earning or receipt of income is referred to-as previous year and in
popular parlance it is called the Accounting Year/Income Year. :

_' Pl:e\%ious year w1th effect from Assessment year 1989-90

The Direct Tax laws (Amendment) Act, 1987 has changed the definition of previous year with

~effect from 1st April 1989. Accordingly, all the assessees will be required to follow a uniform
previous year which will end on 31st March for all sources of income. Thus, the option given earlier
to assessees in choosing different periods as previous years for different sources of income is
withdrawn. ' '

According to new Section-3 as substituted by Direct Tax Laws (Amgndment) Act, 1989 to be
effective from Ist April 1989, previous year has been defined as follows:: B

1 Previous year means financial year immediately preceding the Assessment year [Section

3(1)]. Thus for the Assessment year 1992-93, the previous year consists of 12 months
- commencing from 1st April 1991 and ending with 31st March, 1992.

2. Previous year of a new Business or profession sct up m Financial year [pmﬁsb 1o
Section3(1)] : : :

Where a new business or profession is set up Or a new source of income comes into existence

in the Financial year preceding the Assessment year, the first previous year for such new business
or profession or source of income starts on the date ofits beginning and ends on 31st March of the

said Financial year. The period may be less than 12 months.

Exceptions to the General Rule

As a general rule, it is only the income of the previous year that is put 10 tax in the assessment
year and the rule is universally applicable. o '

However, there are situations when application of this rule is 'givén'a good bye because the
Government feel that by applying the Tule in certain situations the Revenue will stand to lose. That
means to say, certain times, the income earned in the previous year will be taxed in the same year, _

instead of in the assessment year. These are the situations forming exceptions to the general rule
regarding previous year: ' '

L Income of Non-Resident Shipping Cdmpany :

_ Section 172 provides for the taxation of income of non-resident shipping cbmpa'ti_y in the year

~ inwhich the income is earned, provided that such shipping company dose not have a representative
~ inIndia. In such cases, before, the ship of the company is allowed to leave the port in India, master

~ of the ship will prepare and furnish a return to the A.O. of full amount paid or payable o the owner
on account of the carriage of passengers, livestock, etc. The A.O. on receiving such retorn shatt

immediartely assess the income and determine the tax payable. You will appreciate that in thiscase . .

if the income is not taxed immediately, the Government cannot collect income tax from: the :owner '




~of the ship who does not have an off‘ce in lnﬂla and does not have any represematwc who will hc o
obliged to pay the tax when demanded '

S 20 Persons Leaving India [174]

. When itappears to the A.Q. that any individual may leave lndla du ring the current assessment -
year and that he has no intention of returning to India, the total income of such. person for the
perlod from the expiry of the last previous year to the date of his departure shalt beasscssed inthat
' year only, Irrespectwe of the provmons of secuon 4 regardm g prewous year,

For example, Prof. Singh who has been assessed regularly all anng cleSI res lo lcave lndia for
~ settling down in USA. He is leaving on 18th August, 1991. In this case, the A.O. has aulhomy o
-~ ask Prof.Singh to pay tax on the income earned by him between 1-4- 1991 to 18-8-1991 in the
: previous year itself. That means, according to the general rule lhat income is taxable in the -
) .'Assessment Year 1992-93. But as an excepnon to it, u/s 174 the A.Q. can ask the assessee to pay
' tax on that income in prewous year jtself.

3. © Persons Trying to Aliena’te their Assets [175]

_ If it appears 1o the A.O, durlng any current assessmem year that a person is llkely 1o sell,
transfer or dlSpOSC of any of his assets with a view to avmdmg payment of any Ilablllty under this

- Act, he shall commence proceedings for assessment of his income for the period from the expiry

' of the last prewous year to the day when such proceedings commence. This will be done not-
withstanding, the prowsmns of Section 4. '

4, -Income of Diséoutinued Business [176]

. Where any business or profession is discontinued in any assessmént year, the mcome of the '
: penod from the: expiry of the last previous year upto the date of such discontinuance may be charged

to tax in that assessment year at the discretion of that A.O. To make this section operative, it has .

- been provided in Section 176, that any person dlscontmumg any business or professwn shall inform
: the A.O. of such discontinuance wnhm fifteen days thereof -

': Check your progress -2
What does the term ‘person’ include?
_ Cl}_ec_l_; your progress -3

What will be the previous year in case of newly set up business?




2.4 SUMMING UP

. The Act defines certain terms and it is necessary to understand those terms in the context of
the definition given. Agricultural income is not taxable and therefore, it has been defined quite
exhaustively, It includes not only the income from cultivatiqn'- but rent received for hiring out
agricultural land is also agricultural in nature. Incomie derived from sugar making or by tea
companies can be partly agricultural in nature only when the sugar mill grows sugarcanc for making
sugar and the tea company Owns tea plantations. '

The definition of the "Income” is not comprehensive but it is inclusive. It enumerates certain

items which would be income undet the ACt. Most importam' items are lotteries, winnings from
horse races etc., which have been included in the term nincome”. Previous year and assessment year

are other important definitions.

2.5 CHECK YOUR PROGRESS : MODEL ANSWERS

1i) There is no direct relationship between the jand and the income. Hence, it is not
agricultural income. : '

i) No basic operations of agriculture have been carried out. Hence, it is not agricultural
income.

iify - Itis not agricultural income in the hands of recipients.

iv)  Rent derived from agricultural land is agricultui‘al income whether received in cash or
kind. '

v) As unginned cotton can pe sold in the market in its original form, it is not agricultural
income. : '

2..i) an individuai,
iiy  HUF,
.iii) | a Firm,
iv) a company,
V) an association of persons Of bbdy of individuals,
vi) . alocal a_ﬁ_thorily; : |

vii) - every artificial person.




3.

The period between com'm__enqcmem of such business and 315t March next following.

2.6 MODEL EXAMINATION QUESTIONS

I. Essay questions

Answer the following in about 30 lines each:

L

2.

Define ‘Agriculture income’.

Explain the term ‘Income”,

Describe the characteristics of ‘Income’.

What is ‘previous year'? Describe its importance,

Are the following incomes?
(1) Gift of a sum of Rs.10,000/- made by a husband 1o his wife on her birth day.
(ii) ‘Prize’ rec.eived in Orissa State Lottery and cross-word puzzie competition.
(iii) ‘Stakes” won in Ia horse race and at bridge table in'card play.
(iv) Tips received by a waiter in*Ashoka Kalinga Hotel, Bhuvaneshwar.

(v) ‘Pugree’ realised by the landiord from tenants for lettlng out shops

CIL Short Questions

Auswer the following in about 15 lines:

1.

2.

Define Assessee.
What is average rate of income 1ax?
llustrate the determination of assessment year in case of newly started business.

What are the exceptions to the general rule that income of the previous year alone is

‘taxable in the assessment year,

How do you treat agncullural income for income tax puiposes
Define the following terms:

i)  Assessment year

fiyyliPerson

Explain the rule of taxability of income as regards previous year




UNIT - 3: CAPITAL AND REVENUE
Conbéﬁts - : -
3.0 Aims and Objectives |
31 Introduction
3..2 Meaning of Capital and Revenue
33 Capital Receipts
3.4  Revenue Receipts
3.5 Capital Expcnditure
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3.0 AIMS AND OBJECTIVES

The objective of this unit is to give adequate material to you on capital an__d' revenue and o
develop your skill in identifying the same. ' ' B

After reading this unit, you should be ablc to:
& explain the meaning of capital and revenue;
. distiﬁguish hetween capital receipts and revenue receipts; '

e distinguish between capital expenditure and revenue expendimre.

3.1 INTRODUCTION

Income-tax is levied on income, i.., revenue receipts less admissible expenses and losses.

" Capilal receipts are not taxed. However, the demarcation between revenue and capital items is
often difficult to be drawn. As such, tne distinction hetween capital and revenuc is imporiant for
‘the purpose of income tax, Unless (his distinction is clear, it would be difficult to compute 'on:e’s'
tax liability correctly. It is the revenue receipt that is taxable and not the capital receipt. For
‘example, 1 sell my gold ring for Rs.2,000/- Do you think it is my income? Certainly not. Will I be.
required then to pay income-tax on this amount of Rs.2000. No, because, it i not my incd_mc-. Itis
simply conversion of some asset into cash. On the other hand, Tserve a client of mine and he pays
me my fees of Rs.1,000 for the consultancy provided by me. Is it my income? Yes. Should it be
taxed? Yes. : '




- Again it is not the total receipts. that would be chargeable to tax. 1 is the ‘income’ that is - -
taxable. Total income is arrived at by deducting revenue expenditure from revenue receipts. For -+ §

example total coliection at the counter of a hotel is Rs.5000 per day. Is it all'incomc?__Nd._ll is_.mily
the revenue receipt. In order 10 €arn thjs receipt, the owner must have spent some amount on -

" buying provisions, paying employces, i ricurring miscellaneous, experidi_lurc bywayof paying forthe =

fuel, power, water, etc. Assuming that all such amount to Rs.4,200 per day, we will say that the
-excess of that revenue receipts (Rs.5,000) over the revenue expenditure (Rs.4,200) is income and '_
thus the hotel owner will be required to pay tax only on Rs.800. '

3.2 MEANING OF CAPITAL AND REVENUE

Revenue and capital are also known as recurring and nonLrecurring, Any expenditure that _
does not repeat generally is non-recurring. For example, kitchen expenses as regards provision,
~ fuel etc. are of repetitive type and therefore revenue or recurring, But the expenditure incnrré_.d in
bl_i}'ing an electric or gas heater is certainly not 1o be incurred every now and then. It is termed as’
capital or non-recurring, o '

The following points are expected to throw some more light on capital and revenue.

1. Ifthe expenditure is for the initial out?ay or for acquiring -or_brih ging into existence an
asset or advantage of enduring benefit to the business that is being carried on or for

extension of the business that is going on, or for substantial replacement of an existing -

-business asset, it would be capital expenditure,

2. Running Business: If, on the other hand, the expenditure althoug_h for the purpose of -
-acquiring an asset or advantage is for running of the business or for working out that
asset with 2 view to produce profit, it would be revenue expenditure, '

3. Integral part of profit earning: If the outgoing is related to the carrying on or the conduct
of the business, it may be regarded as an integral part of the profit earning process of
operations, and not for acquisition of an asset of a permanent character, the possession - -
of which is a condition precedent for the. running of the ‘business, then it w_'ou'ld' be

" expenditure of a revenue pature.

4, Advantage for a limited period: S'pecia‘l knowledge, or technical knowledge or a patent,
- ortrade mark, is an asset if it may be acquired for payment for use and exploitation for
" alimjted period. In this case what is required is not an asset or advantage of an enduring
' nature because at the end of the agreed period that advantage or asset réverts back intact
to the giver of the special knowledge or the owner of the patents or trade marks. I would

be expenditure of a revenue nature, ' ' -

3. Mode of payment is inrelevant: If it is intrinsi:ca'lly a capital asset, it is immaterial whether -~ ©

the price for it is paid once for all, or periodicaity, or'wh'ethe_r-it is paid-out of capital or
. income or linked up with net sales, the outgoing in such a case would be of the nature of
capital expenditure. B ' :

. 6. Payment in lump sum or Instalmens is not significant:  If the amount paid for the
acquisition of an asset of an enduring nature is settled, the mere fact that the amount so




10.

~ settled is chalked out into various small amounts or periodic instalments, the capital

“nature of expenditure would not cease 10 be s0 Of alter into the nature of a revenue
expenditure. '

' Liquidaringrecun'ingﬁainw: Alump sum amount for liguidating recurring claims would

not cease to be revenue expenditure or get converted into capital expenditure merely -
because its payment is spread over a number of years. It is the intention and object with
which the asset is acquired that determines the nature of the expenditure incurred over

" it, and not the method or the manner in which the payment is made, or the source of

such payment.

Recurring: If the expenditure is recurting and is incurred during the course of business
or manufacture, it would be revenue expenditure

Enduring nature does not mean permanent: An asset or advantage of an enduring nature
does not mean that it should last for ever. If the capital asset is in its nature a short-lived
ome, the expenditure for securing it must always be treated as capital expenditure.

Stock-in-trade: It is not the law that if an-enduring advantage is obtained, the expendi-
ture for securing it must always be treated as capital expenditure if the advantage
acquired is to get {he stock-in-trade of the business, then it would be revenue expendi-

" ture.

These principles are exhaustive. They not only serve as guide to solve the problems that are
before the count. -

3.3 CAPITAL RECEIPTS

1.

Capital Receipt is of non-recurring nature. Following are some of the examples:

Sale of assets of capital nature, e.g., land and buildings, plant and machinery, furniture
. and fixtures, etc. : : :

Compensation rccéived by one partner from another partner for relinquisﬁing all his
rights in the partnership. It may be of interest to know that the right of a partner in the
partnership firm is a capital asset though it is not visible. '

Compensation received for loss of right to future remuneration is capital in nature. For
example, an employee is terminated from service and paid compensation of Rs.75,000

- forloss of employment, it is capital nature. On the other hand, if the employee is paid a

jumpsum of Rs.20,000 ont the understanding that he will not claim salary for a period of
three years the amount sO received will be revenue in nature.

Compchsation received for suspension of export licence.

Where foreign exchange is sent out of the country for purchase of a capital asset and due
to change in the rate of exchangé, there arises some profit, it would be capital receipt.

You might be aware of the term ‘ease’. Lease means the right to make use of the asset




agamst lease rent. The asset is owned by a person whlch is glven {0 the other for limited o
period, say, 20 years for use by the other person. The personso using the asset is expected —
to pay hire charges per month or per annumi. These hire : charges are known as lease rent.

: Lease rent is taxable in the hands of the lessor (owner of the asset)

~ There'is a tradltlon 0 pay some lumpsum while negotlatmg the asset on: lease 'I‘hls
Iumpsum payment is known as ‘Salaml or ‘Nazrana’. The Salaml or Nazrana soreceived -

by the lessor is capital recenpt

T Amount reahsed from sale of trees with roots whnch were of spontaneous growth
8. Entrance fees collecied by a company in respect of new shares 1ssuecl
3.4 REVENUE RECEIPTS
Reveque reoeipl is of recurrmg nature Followmg are some of the examples
1. Hire charges of the capltal asset.
2 Proceeds of sale of forest trees when they are cut at the stem and not with roots. “There
. isa possibility of growth of the trée again. =~ : - _ o
3 - The amount recovered by way of interest. Imerest is the hire charges for use of money
4 - Lumpsum received for wawer of roya]ty
5. Lumpsum received i in consideration of reductlon in remunerauon For exarnple A s
employed on a salary of Rs 5,000 per month. His employer asks him to yaccepta reduction g
. in his salary from Rs 5,000 to 4 ;000. He agrees and by way of compensallon ‘for the
- reduction, he. paid an amount of Rs.1,00,000. This. amount is revenue receipt and is
-taxable - -
B Amoum reeeived as eonsideration for not resigning the direclorShip.
T Compensatloﬂ reoelved for premalure 1errnmauon of contract.
8 L Comlderatlon recewed for transfer of permn

Check your pmgress 1

' Determme whether the follovwng are capital recei pts or revenue recelpts

y
i)

Profu made from devaluatnon of Indian rupee
Prermum on 1ssue of shares,
Compcnsallon on account of compulsory vacatlon of busmess premlses

Amount reoelved on sale of busmcss




3 5 CAPITAL EXPENDITURE

2}.

Amoum spem on dequiring or purchasmg a capltal assct is caprtal expendrture and is not .

allowed to be deducted from revenue receipts, for calculation of taxable profit. Expendllure" '

* incurted 10 improve the condition or efficiency of capital asset is also. caprtal expendrture The -
ioliowmg expendnures are capnal in nature:

' 'Expcndlture incurred for purchase of furniture for the offrce

Paymem by a promoter managmg drrector 16 save the company in order to mamtam hrs' -
reputanon asa promoter . o

Acqursltlon by a publrsher of copyrrghts Now Sectron 35A provldes for amortlsatron'
-~ thereof. :

e

rpenditu're incutred in purchasing Keninel for racing greyhoﬁ'nds. '

. Payment made for purchasmg mlerest of another partner in the ﬁrm

Amoum spent for ﬁlhng up 1 rhe prt in the mrl]’s leasehold premrses

Sums payable bya trmber merchant under oerlarn agreement to purchase standing timber

L wrthout 1dent1fymg the trees.

. _'Acqursrtiorr by a cement manufacturer of a lease certain hmestone quames for a perlod '

of twenty years.on certain half yearly rent and royaltres

Amount spent in replacemenr of knives and lasts by a shoe and shpper manufacturer

Amount advanceci for purchase of shares in new company with the oh]ect of obrammg.' _
selling agency of its-products. S

“ Lumpsum payment (0 a persorr by way of inducement to-joint service. -

Acquisition of types, etc, by a printing press. |

-

Hotel p'remises taken on lease for two years, erected shadcs, parmrons and other )

B '{emporary structures which were not to be removed on tcrrrunatron of the lease.

Expenditure incurred for flttmg new mndows to the factory burldrng

_Amounts spent for recIaimmg ﬁilmg up the drtches raising the phnth am:l oonstrucuon X ;

" of wall on a preoe of land over which licence had been granted ro the assessee {1s) msr.all" o

a petrol pump by an 011 dlSll'lbIlllllg oompany

.3




Prospectmg heence fees patd for workmg new mines.

Expendxture incurred by hotel in the very ﬁrst year of its enstenoe on ltnen, blankets_i_' B
and uniforms for its employees - g . .

Expenditure mcurred h"y the assessee once for all for producmg the beneﬁt and nse or . o
' M’s services and payment there for 10-his former. employer - o

Expendlture mcurred for erectrons of chtmney by a bl‘]Ck maker

Paymem fOr aoqumng rlght tltle and i mterest m lease in reSpect of the bustness premrses s
| Payment for acqumng the sole selhng agency rlghts

'Expendrture mcurred on constructlon of dams to prevent dlsaster and to ensure safety :
of workers and to protect the mines.

PR 23 Assessee- cornpany oonm'butmg Rs,50,000 to a Government hospital for purchase of -
et ~ equipment-as a result thereof, the assessee’s employees not covered by thie Staie In-

to be of capltal nature

R 24, Payment of betterment charges under a Town Planmng Act

_ 25 Expendtture mcurred in convertmg a gmmng factory hall mto a well eqmpped cmema o
 han . '

. 26._ : Purchase of machmery from foreign country-agrecment for payment by mstalments also .
o provndmg for ﬂuctuatton in exchange rate excess paid in. each mstalment due to ﬂuctua— '

"27.  Construction of workmen s quarters by the Government to be ngen on lease 1o the. o
! assessee- contnbutton towards. : ' : ' '

- 28, Anmunt patd to the holdmg tenant by the assessee-lessor for gettmg vacant possessron

29 Expendlture on the replacement of the engtnes of the fi mshmg boat by more powerful :-"-' |
engmes

3 6 REVENUE EXPENDITURE

Expenses 1ncuurred on the purchase of goods for resale will be revcnue expendlture Sumlariy '

ﬂ. R umt salanes, wages, interest, clectncny charges eic. are also revénue expenses

1. : Expendnure incurred with a view to rcsume busmess which had. ceased 0 work

. _2. ' Payment of annuai sum by cinema proprtetor for use of elecmc apparatus

; 3 : Expendtture by turf club on runmng school for tramtng ]oekeys

surance Scheme became entitled to the. use of the hospltaI facrltties-contnbutlon held . _' .

' amount spent on keeping the asset in tact is revenue in nature. Expenses mcurred in running'the




Expenses mcurred for mamtenance and upkeep o{ 1mmature rubber*pla_nts not yielding
meome in the relevant year

Advanee by a sugar-mill 6 sugar-cane. growere, loss resulting form non-delivery 'ofi

sugar-cane.

' Expendtture by.a lessee of cinema bmldmg in panelhng ie fixmg a thin layer of teak -

plywood on the walls, in orcler to cover up cracks and ugly spots thereon

Expenditure by a coal owner cornpany in carrying out stowmg operauons under the

directions of the Department of Mines and proceeded depillaring operations although :

the advantage gamed therefrom may continue fora number of years in better extracuon

Interest pald under Section 34 of the Land Acqutsltlon Act on delayed payment of the :

compensation for land acqutreﬂ for business purposes through the Government

Fees paid toan archltect for revalumg the- busmess for purposes of mumcrpal value

assessment
'Payment of an extra sum to’ the landlord in order 10 obtam lease of new busmess

. Expendtture mcurred m connectron with proc:urement of raw materlal

Expenditure mcurred in callmg forergn techmcrans to examine the process of workmg
th¢ plant and suggestmg 1mprovernent wh1ch resukted in substantial nse inthe produc—

tion.

Expendlture 1ncurred for repairmg the roof of the factory premises.

pendrture mcurred on water supply scheme in eons1derauon of exemptron from

-"mun1c1pa1 taxes for fi fleen years

Expendtture mcurred by atea- grower for fencmg of the tca garden.
Adinission fee for m'embershtp' of East lndta Jute and Hessain Exchange L.

Expendrture mcurred for cutting the earth so as to reach the ore.

B Assessee constructed house as per the scheme of the Coal Mines Labour Housmg Board

for emph)yees expendtture substanually relmbursed by the Housing Board-assessee had
to incur excess expendrturc to conform to %pecrﬁcatlons of the Board-excess expend:ture :
held 10 he of revenue nature. '

Amount spent on masonary construction on leaschold land as pe'r the terms of the leaSe

bya hoteﬁer ' .

Expenses tncurred bya hotel ier for beautifying the hotel prcm;ses by putlrng deeorated"
mirrors etc., or for petty replacemerit of certain items, such 45 worn- -out thmgs, fixing of
plywood panels eic. =




2,

26.

27

29,

| -31.._. |
- 34.

35.

37

38
- fixtures.

39,

. Expenduure incurred ona rented burldmg for th_e Tenovation or altération is, ordinarily,
¥ revenue nature. L S o _. _

. chlldren of the assessee 5 employees

~ In accordance with the speerﬁcatrons or terms of the contract of purchase.

":Contrrbuuon madé to mumcrpalny towards reparre to the underground drainage - -
prpelmesmassesseesarea o8 o

Amount paid bya Jute milt for purehase of loom hours

.Any yearly payment by way of compensation for use and occupation of busm&s premises-

ei;en ifitis mtended 10 recoup the owner of hls eonstructron COSts.

Su_ms paid for training of employees

'Replaeement of transfer and servwe lines of a cold storage.

Expendnure bya newspaper concern in laymg new cables for a change over from DC to

" ACcurrent.

Amount paid to Electricity Board for laying new cables for increasirig supply of
electricity. : ' '

Conmbutron towards costs of erection of a prrmary health centre near faetory premises.

Conlnbutron to hospital for provrdmg hospltahsatlon facilities to assessee’s employees.

School burldmg constructed and handed over to the mumcrpahty for the benefit of the

. Replacement of certain old parts and thereby conversion of sem1-aut'omat_ic looms into
' automatic ones. L

o Expendlture mcurred on mslallatlon ofa h1red maehme where the owner reserved the .

right to remove.

- Expenditure incurred by a bidi manufacture in replacing a petrol engine by a digsel
engine in a truck used for busmess purposes. - ' ' '

Expenses mcurred by a sugar manufacturer for i lmprovement of the vacuum frlter

E!xpenses incurred in levellmg the land for use as playground by the workers.

Expendnure incurred by the assessee in furnishing the employee’s quarters as per the
" contractual obhgatlons : : '

Cost of short lived tools ahd equiprnerlt, laboratory'equipments and furniture and -

Fees paid for the survey of the i imporied machineries for ascertaining whether these were




. ;_Payment made by the assesset, undcr a, oompromlse dccrec for_.rnai_n_ta-iﬁi'nglsu__l_\)_-.ié'ﬁant:y R

- rrght 1rrespect of the busmess premrses

- E:tpenditue'rc inc’urrcd after manufacmrc o[ a product but before markotmg it-in order ©
 test its-suitability for rﬂarketmg - : :

s Expendrture on thc replacement of ordmary lighting of florescent tubes. _' o

= Check your progress 2

. Determme the natare of followmg 1terrrs

'i) o .Brokoragc paid for raising loan for the pmpas'é of bus'in'ess; _
iy 'Amoor_rt. paid_as cornmissiorr 0 purchasc rirochirlery. o
A'sum paid by a part.nersh'ip firm o an outgoing partner on the condition ':t'l_:ra_t he wm
not set up a competitive business in that area. ' - '

...................................

..................................

' '__3 7 ILLUSTRATIONS

"1-. o State grvmg reasons, whether the followmg are capnal of revenue re.oe1p°ts

(a) Compensatron rccelvod for oompulsory vacation of plaoe of busmess

(b) Bonus shares rccerved by a dealer of shares.

- (c) Money 1 recelvod by a Tyre Manufacturmg Compariy for the Salc'._:tthéchniCa"l '
know- how regardmg manufacturing of tyres. - . o

{d) .D_ividends and mterest from mvrstmcnt. -

So_lrlﬂoli

. (@) - Compensation received for compulsory vacatron of place of business will be ca['iiléll in -
nature, though taxable under specrfrc provrslons of the Act. The amount has been o
received in lieu of source of earrnng e

‘Bonus shares- recewed bya dealer of shares is.a revenue receipt as it is incidental to his

- business. K

. Sale of _le_chnical know-how -wiil be revenue in natire and, therefore taxable. -




(d) Dividénds and interest from investment aré revenue receipts.”

2. State whether the following are capital or revenie receipts:

., (a) Compensation received for nationalisation. -

(b} Premium on jssue of new shares.

(¢} Sales-tax collected from purchasers of goods. -

e {d) . Annpity.

-{e) Unclaimed dividend,

- Solutien
st

(a) " 'Compensatlon reoelved for natlonahsanon bemg tho reoelpt in subsmution of a souroc-
of i income, is a capital receipt.

.

(b)) - :P'rcmmm onissue of new shares, being rooelved from thé shareholdersis a part of capital

and therefore, a capllal receipl. Issue of shares is not the busmcss of a company, but "
. capital mobilisation from shareholders.

a

'(c) . Sales-tax collected from purchasers of goods is not capnal recelpt. Ina way the busmess '
' _oollects it on behalf of the Government and pays. If it is cons;dcred 4 revenue recelpt, . _
then any sales-tax payable will also be allowed as revenue expendnure . o

S Annultles are the periodical receipts and generally considered as of revenue nature and, L
: SN o thereforc taxable. But we must differentiate between an annuity by way of income and
o ' the receipt of capltal amount in instalments. In the lauer case it is not taxablc

(¢)  Unclaimed dividend is not a recelpt atall. Itis nclther lhe reaoupment o[ an allowed loss.. -
- nor remission of an allowed liability. Dmdend distribution is not a revéhué item. and
: _therefore the unclalmed dividend will not be revenpe but of capltal nature.

" 3& s SUMMING UP

The concepts of capltal and revenue are also very xmportant because lt is through the_
‘understanding of these terms that laxable income could be computed. Capital recclpts are not
- 'taxable whereas revenue reoclpts are takcn into account for computation of taxable income.

_ Smnlarly capltal cxpendnure is kept out of the computation whercas revenue expmses are
takcn mto accoum for calculatmg chargeable proﬁt

: \'._3.9 CHECK YOUR PROGRESS MODEL ANSWERS
= i) . Capllal Recelpl '

) Capilal Receipt;




: _ anbnne.-Re@ipt;._. A
Capital Receipt
. Revenue Expenditure : N k . o SR

Capitnl Expenditure

rn). _ Capnal Expendrture
. 3 10. MODEL EXAMINATION QUESTIONS
_I. ESSAY QU.ESTIONS

T Ansévér the following in about 30 lines €ach:

" 1.. How does the drstmcuon belwecn caprtal and revenue help us in computmg taxable
income. Describe with examples. v :

Explain whether the following are capital or revenue in nature. Give reasons. .
(a) Misappropriation of cash by cashier.
{b) Loss of cash b) theft in banking p_remises

(c) . -Briné'pn'id't"or evading OCtroi.

@

(@) Ganesh p00]a expcnses
3 (e) _ Expenditure 1ncurred by a surgeon on foreign tour to updale his knowledgp
| (r)' 'I_Jegal expenses in dcfcnding the titie of business assets.
11 Short Questions |
N “Answer the follo’wing in nbout 15'iinés cach:
1. Give tei examples of revenue expendrture
2 . Write 'tcnl items which will be caprtal in nature moomc and expendrture boih.-
: 3. | Distinguish. bct\rrcén (npitai expenditure and revenue ex_pendlt_urc. :
-4 Dmrngursh between caprtal receipts and revenue receipts. |
5. What do you mean by caprtal receipts and revenue rccerpts” '
6, What is the si gnlficanoc of dlfferenlranng bctwecn caprtal and revenue rncnme'? : =
- 7. Slate with rcdsons whelhcr the followmg arc capital of revenue nature: |

(a) Payment made {0 the State Government for securing a transport perrmt







mahjectm_ | lhis uititis to fhmiharise ynu with the pnnc:ples govennngﬁwdetermm ion
of rasidenual status efvaricms nssmsem

On cmnpleﬁon of tlns umt, you shnaid be abie to '

' mlaln the_dctermanon of residmtlal staws uf mdmduals

-ca@hin,how thc resxdennal slatus of Hmdu Undmded_Fammes is decided

Iist_ mn the mles govemmg the detemumnon of remdemral status of Fn-ms ar A
persons and Companies RPETREEE - _ TN

' INTR@DUCI‘ION

: The scbpe of taxab:ﬁiy under the Income-Tax Ad, 1961 depends on the resnden "al skt
) assessc& A person who does not stay here.and who is a non-resmcnt in Indla pays inco
onlyin respect ef the income that is recewcd in India or earned in ]ndla I@mlence s-descril
typical way in thc Act. Ttis neither demrcile nor c;twenshlp







L I-Ic has becn a remdenl m Indla (by complymg wnh any of basn: condmons) for 9 or more

= years out of 10 years precedmg thf, prevu)us year

the prevlous yt:ar

hetermination of Remdentlal Staxus

Resudent (and ordinanly Res;dent}




' .-:'_Jl_ily '
' August
- Septembcr-_

October

sic Cﬁlidi.tiions. |

AshH has always bcen here t111 he !efl on 15- 10-1991 hc must have been a res:dem
_ ofe years put of ten years precedmg the prewous year He sat:sﬂes' B
eond jon. - e

ermlarly as he has always been here it is natural that he must have stayed for 73(} 1y5.0
seven. years precedmg Lhe prewous year R

'Ashok therefoze sansﬁes one ef the baslc eondltlons and both the addltlonal condmons aﬂd
wﬂl be a res1dem and erdmanly resxdent in Indla

AShek has eommmusly stayed in India all these years smee b"rth havmg never' gcm out of
unry 'Dunng the previOus year hIS stay isas. under R,




: "ngmzfautg_mrsprewﬂmgthc pmvnw I)!eaf... h
¢ mndimnenvmges his stay h;a: > for: 60 days.or more - during the prc\nous year.
wdis fo ?&days lhe seoond basm eondiﬂon wnh both parts has been saﬁsﬁed

Ashokwﬁhhave sams_ _

thmgs.rmmug the same, in u'ns i!!ustrauon too

ust h*ave beea a resndem in Indla for 9 or mor&years om or ten yeats prew!l_

- _'_Connnuihg the same ptoblem, if Ashok feaves’ the ‘CoURLEY
employment | .outs:dc Imha and not for hlghcr educamn as stal
reSadentiaistams?

Axiwk mﬁeferem not &:lﬁl the ﬁrst of the hasus coa(httons whwh _'_ " mat th lldl ua
: ' here for’ 182 days or more &urlng me prekus year.







_ ’I‘he manager of fhc HUF has bcen & resxdem in ihdm for 9 or more years ciut of 10 e
o '-previaus ycars preoedmg the prewous yearyand o v il

In-determmmg the residemral status of A Hmdu Undwlded Farmly, the: place of mandgement o
.an oqntrol ofits affairs is. 1mportam The dcpartment hasto see from where the affairs of the family .
q managed 1"1 is ot s:gmﬁcanl where the’ karta of the famﬂy is stayitig. What i is not werthy is 2
-_wherc exactry the managcr of the family is, but from where he is managing the HUF Th inoome 2
Tax Ax:t 1961, uses the word ” manager and nat kar{a It is, lhcrefore aSSumed that the managcr )
‘the farmiy need nol be lhu karta. ' : : '

| 4.5 FIRM OR OTHER ASSOCIATION OF PERSONS [6 (2)]

ﬁrm of othcr assocnauon ofpcmons will be resxdem in Indxa ifthe control and mamgemem
of ns affalrs 1s snuatcd in Indla wholly or parlly e n




Flrm or other assocranon of | persons donot have lhe category t)f not ordlnanly resident.

Form the above you will notice that the firm will be. tesident in India even if a little of the -
* control and rnanagemcnl of its af[alrs is sitnated in Indla

4.6 COMPANIES [6 (3)]

Res:dent

A company is_sa_i_d to be resident in .India in ahy.previous._ year m the following ci;ses .

(i) . It is an Ind.ian L;omparliy,. or _ S

(ii)- During that Srear the control and managcment of its affa.lrs. is siluated wholly in Indla
Non-Resident | |

. Acompany will be non-resident in India if it is neither an Indlan company nor the control and'
managemcnl of its affairs is situated wholly in lndxa

Note: Compa'nics are not classifi_ed as 'Not Ordinarily Resident’.
EVERY OTHER PERSON [6 (4)]
Resnient |

Every other person will be rcs1dent in India in any prcwous year where lhe control and
- management of its affairs is situated whally or part]y in India.

Non Resndent

Every other person will be a non-resident in Ind:a in any year, where the control and
' managcmem ofns affairs is situated wholly outside India.

o Chec_k Your Pr_og_ress )

,ABCis a partnership firm registered in India and is controlled from India. Mr. A one of its _
* partner was in USA for more than 340 days durin g the year ended on 31st March 1992 for busmess .
purposes. Determine its residential status for the previous ycar 1991 92 :

.................................
L R L T T S T R,
.................................

................................

4.7 ILLUSTRATIONS

L. Amin is a citizen of India and-a resident here. He procccds'to'F'rance for employment - .




theré on 4th September, 1991 and is appointed there on a WG year contract. State
whether he would be a resident in India for the assessment year 1992-93.

 Solution

From the details glven it appears that Amin is an employee in India. Jt is therefore desu’able
-that the ﬁnancral year 1991- 92 should be consrdered relevant in this case.

Since an Indtan citizen is prooeedmg abroad for employment the condition of staying here for
~ 182 days holds good in this case. He has left the country on 4th September 1991. His stay in India
would be (30+31+30+31+31+4) for a period of 156 days in the previous year. Since he is not.
satlsfymg the basic. condltlons he is a non-resident in the prevrous year 1991-92.

2 Ranganath left for Canada on 20th March, 1989 after havmg lived for 25 years He
 returned here on 15th September 1991, Ascertain hlS resrdentlal status for the assess--
ment year 1992-93. : :

Solution '

- He reached here on 15th September 1991 and stayed in India till 31st March 1992. He has
thus lived m Indla fora period of 198 days during the year 1991 92 -

-Basic Conditlons: He satisfies lhe ﬁrst of the basrc condrtlons in the sense that he has lrved in '
India for a perrod of 182 days OF More durrng the prevmus year.

: Addltlonal Conditions:

Hts r‘esidential status over ten years preceding the previous year will be as under:

199091 - o ‘Did not stay - '_Non-resident
- 498990 B Did 'rlot_stey - ) Non-resident
.1988-89 - " Stagfor3s3days  Resident -
08788 Stay for 365days  Resident |
1986-87 _ .Stay fer 365 days; .I | Residem .
1985.86 -~ Stayfor 365 days Resident
| 1984-85 " Stayfor365days  Resident | .
1983-84 - o St_'ay'fqr 365 days Resideit
1982-83 - | Stay for 365 days Re_srdent
i‘931~32. o Stay for 565' days o _R_e'sidght

.. Inthiscase heis aresident in 8 out of ten years preceding the previous year. Thus he does not
satisfy the first of the two additional conditions. We need not proceed {0 see whether he satisfies

L

- UC. S g



- the second condition.

By satlsfymg one of the basic oondmons and only cme of the addmonal oondxtlons Mr
’ Ranganath became a not ordinarily resident in Indla for the prevlous year 1991«92 relevant 10 the:
--aSSessmentyear 199293 : R

-3. - Mr. Abbas All isan [ndlan citizen and is employed thha fore:gn shlppmg company with
- effect from 15th Jung, 1991 on a ten months contract. The contract period could be,
extended if the employer desires. If he: comes back to India during last week of. March,

say, 25t11 March 1992, determme hls resndennal status, :

Solution

_ : Assummg that Mr. Abbas All has never moved out of the country carlier 10 15th June 1991 '
. when he took up the employmcm for the first tlme, we fmd that his stay inthe prev10us year 1991 92
s as fotlows: - .

‘April o 1991 3 days |

My w1 .3i'§ays
June 191 14 days
Marci; ' _ .1992 .. | ‘?da?s

Towl 8Zdays

: Slnce Mr Abbas Ah has taken up the employment 0ut51de India, he wﬂl be reSLdem only
. when he slays in India, during the previous year 1991-92 for a period of 182 days or more. As his
total stay in India does not exceed 82 days, he will be a nonﬁrcmdent havmg not satisfied the
condition prescribed for beoommg aresident in India. - : IR

4. . Mr. Chandrasekhat is the Karta.of a HUF whose propetty etc, is situated in Pakistan.
' During the previous year 1991-92 he sent all his family members to India and stayed back
theresending money to them in India for mamtammg them Whatis the rmldentlal status

of the HUF? : S

S‘olution '

The HUF will be a resident in India if the control and management ofits affalrs is sityated i in
India partly or wholly. In this case we find that no part of the control and management of the hindu
undmded family existed in India. The karta was in Pakistan, the property is situated in Pakistan
- and naturally the contro! and management is located over there. The members of the family were

~in Indla just to live like this and from the information given in the question it is not clear that any

_ of the members was associated with the control and managemcm of the affalrs of the family. The
L HUF is therefore a non-rcsxdem in India,




- .

%2 SUMMING UP

Total income of an assessee is based on his resndenual status. Section 6 of 1hc Act lays down
certain conditions for delermmmg the residential status of different assessees. As per this séction
assessees are classified into three categories, i.e., Resident, Not Ordinarily Resident and Non-Resi-
dent. Indw:duals and hindu undivided families can be remdems or not ordmanly residents or _
non-residents. Other assessees like, Companies, Firms, Association of Persons can be either
- residents or non-residents but cannot be not ordmanly residents.

4.9 CHECK YOUR PROGRESS MODEL AN SWERS

1. Res1dcnual status of Mr. Rao for the Pre\nous Year 1-4-91 10 31 3 92 (Assessment year
1992 93) ' : - :

i) Stay in India during the relevant previous year (10 59110 9.2.92) = 276 days.
" He fulfils one of the basic conditions and hence is Resident.’ - '

ii) But he was not resident of India for 9 years out of 10 previous years preceding
-the relevant previous year i.e. 1991-92 hence he is remdent but not ordinarily -
~ resident.

2. It will be treated as resident in India for the previous year 1991-92 as its control and -
management is situated in India. It is immaterial whether any partner is resident or not
", during the year. ' ' -

4. 10 : MODEL EXAMINATION QUESTIONS

I Essay Questions

. Ansv»)cf the following in aﬁoul 30lineseach: - o . - _ .
1 Discﬁss the rules that .are applied to detenﬁiﬁe the resi&emial status of an individual and
a firm. ' '
2. When 1s a Hindu Uﬁdiéided Family residént and ordinarily reSident in Inﬁia?
3 Krishnakuma.r is an Indian citizen and has never been O.ut of the éduntry He leaves India

on 20th May 1991 and returned on 28th March, 1992. Determme the residential status
of Krishna Kumar for the previous year 1991.92..

-~

4. Professor Nityanand is appoimed in the University of Baghdad and he leaves the country
".on25th June, 1991 for taking up the assignment in Iraq on a three-year contract: He does
not return tilt 31st March, 1992. Determme resuicntlal status of Professor Nityanancl for

the prewous year 1991.92. .

IL Short Que_sti()ns' -
Answer the following in about 15 limﬁ éach:

‘1. Whois not ordinarily resident in India? = ' -




- How do you decide the residential status of Hindu Undivided Family?

How would you decide whether an individual is resident and an ordinarily resident in
India? ' : '

How do you decide the residential status of a company?
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5.0 AIMS AND OBJECTIVES

The objective of this unit is (o discuss the scbpe of incidence of tax for all the three types of
ASSES5CES. ' C : -

After éo’mplcting the unit, you should be able to -

. explaiﬂ the scope of total income of thr_ee types of assessecs, i.¢. Resident, Not Ordinarily
Resident and Non-Resident.

o discussthe taxability of income under different heads,
. o explain income received and income deemed to be received.

e describe income accruing and income deefned to accrue in India.

' 51 INTRODUCTION |

‘Having explained the conditions governing the determination of residential status of asses-

. types - residents, non-residents and not ordinarily residents. Similarly income is also classified of:
 the basis of place of receipt and accrual. In this unit we will examine the relationship between the
residential status and the place of receipt and accrual of income and taxability thereof. '

This classification is the basis of determining the tax incidence in different cases. Section $ is

- sees, we will now discuss the incidence of tax. According to residénlial status assessees are of three - -




titled 35 SCOPE OF TOTAL INCOME. It explains who'wil pay tax in respect of what,

5.2 SCOPE OF TOTAL INCOME
\Resndent 5 (1) ]

- Persons who are residents in India are charged income tax in respect ofthe followmg meomes

L Recewed or deemed to be received in Indla in the prev1ous year byoron behalf of such
- person.

2. Aocrues Or arises or is deemed to accrue or arlse to him during the prekus year

3. Accrues or arises 1o him outside India dunng the prevzous year

'Not Ordmanly Resident .
| Followmg Incomes are taxable’in the hands of _persons who are not ordmarily residents in
India.

- _' 1. Received or deemed to be rccelved in India in the prewous year by or on behalf of such '
) . persons : N

2. ) Aecrues or anses or is deemed to accrue or arise 1o h1m durmg the prev:ous year

3. Accrues or arises to him 0uts1de India durmg the previous year and derlved from a. R |
- busmess controlled in or a profession set up it inIndia.. SR l
Non-Res:dent [S (2)]

Theincomes descrlbed below are chargcd 10 tax in the hands of Persons who are non- res;dents '

" 1. Received or deemed to be received in India durmg prevmus year by or on behalf of such

person.
2. Accrues Or arises or is deemed to accrue or arise 10 him durmg the previous year.
Incidence of Tax S_ummarised
o _ _ To be taxed or not
S§.. . Particulars of Income :

. No. ‘Resident =~ Not-Ordinarily Non-

Resident  Resident

1. Income received or deemed to be received
- in India whether earned in India or ° Yes ) Yes
cisewhere '




2. Income eamed in Indla during the .

prevmuSyear,whethcr received in India or . Yes - Yes ' Yes
elsewhete
3. Income earned and reccived puiside India Yes .~ Yes No .

" from a business controlled from India

4. Income earned and received outside India_ Yes. No " No
in the previous year from any other source

5.  Income earned and received outside India
. during the years preceding the previous Ne - No No
year and remitted 10 India during the
previous year '

Taxability of Income under dlfferent heads

_ Section 5 specified that income is taxable both on the basis of receipt and accrual. You wilt
notice from the following units that the Income-Tax Act, 1961 classifies incomes under five heads.
~ The description under those heads indicate whether. income undera particular head is taxable on
the basis of receipt or accrual. Accrual is also known as ‘due’ basis. Following is in bnef the position
of taxabﬂlty of incomes under vatious heads -

Salaries ' Salary for the current year is taxed on the basis of accrual.

Salary for the past year not accounted for then is taxed on
the basis of receipt. For example, sornenmes fixation of
prades is done in the current year and the grades are madc
applicable retrospeutwely The arrears so received are tax-
able in the current year.

Advance of salary received is also 1axed on the basis of
receipt. : '

Income from house property Income from house property is also chargeable on the basis.
o of accrual. However, if an increase in rent is effeoted
retrospectively, the arrears so received will be taxed in the

 year of receipt though under different heads. -

Profits and gainsof ' Profits and gains are chargeable on basis of method of o
Business and Profession - ) accounting followed by the assessee. '

1fthe assessee follows cash basis of acmuntmg, proﬁts w1ll :
be taxed on the basis of receipt.




If the assessee follows mercantile sysiem of accounting, the: -
assessce will be asked (o pay tax on the profiss computed
on the basis of accrual. :

Capital gains ' Section 45 is relevant in this case, It Sldlcb it capital pains

' ' ' shail be deemed 10 be the imcome of the yedr in which the
transfer took place. [1 is therefore based on lhc date of
transfer and on the accruat basis.

Income from other sources Dividends on the basis of declaralion Interim dw:dcnds on
the basis of recelpl Armuny on the basis of accrual. -

Interest on securitics is chargeable on accrual basis. The
date of actual Feceipt is not significant. '

Commutation of annuity on the basis of receipt.

Hirc charges of asscts let out on hire would be taxed on the
basis of mcthod ordccountmc followed by the asscssee,

' ._ DIF F ERENT TYPES OF lNCOMES ARE EXPLAINED BELOW :
3.3 INCOME RECEIVED

Income received in India during the previous year is taxable in the hdnds of all asscssecs
1rre‘;pectwe of their residential status. It is only the first receipt that s important, bubsequcn[
receipts have no significance. For example somgc capital assets are held in Maurluus and proceeds
received there. Subsequently the amount is remitted to India. Income, in this case, is received in -
Mauritius and not in India. Income may cither be reccived in cash or cheque or by simple -
cross-entries. Receipt of i mcome by agent or the bank holds good for Income-tax purposcs

54 INCOME DEEMED TO BE RECEIVED

These are the incorres Wh]Ch are not actually recewed but the law treats them as mcome

- received for income-tax purposes. This is treated-on par wnh incomes received. In other words,

- whether income received in India ot is deemed to be reccwed in India, it is taxable here in the hands
of all assessees-resldent not ordmarll.y resident. and non-resident.

Examples of Income Deemed to be Recewed -

Secllons 7and 8 1llustrate ‘Income Deemed tobe Recewed’ s follows

A, Annual Accretion [7(i)]

You mlghl have heard about the prowdenl funds. They are mamtdmed by employers to whlch -

_ 'employee oontrlbutes something every month out of the salary he receives. Employer . is also
- required to contribute a _matching amount. The money so collected cvery month is invested in

' Government securitics’ or in some other reoognlsed investments. The investment then earns
 interest which also goes to the employee $ account. The money SO collected is pa1d back to the




from service of when he leaves cmploymem You will agree that the

employees when he retires
cial welfare measuré and therefore it would be proper if the,

scheme of provident fund is 8 50
dmnums bung} umtrlhuled ete. remain tax free. Yes it is 50.

empluycr s contribution and the mtereqt au,rumg 10

Of the three u)mpunt.,nls staled above,
nual accretion is

the emplnyee s provident fund sccount is known as annual accretion. This an
gencrally tax frece. But under. certain circumstances a portion of annual accretion taxable is the

du,mr..d income. For details of provtdenl funds you have {o turn to the unit number 3.

B. Transferred Balance [7(11)]

the credit of the employee’s account in

Trdanerred balance is the amoum standing 10
d provndem fund. Th‘lS is

-un recogn ised provident fund at the time of its conversion into FECOENISC
taxed to the extent provlded in the Fourth Schedule.

The amounts descrlbed under (A)and (B) above, though not reccived actually by the aSs._éSsce
are deemed 10 be received under the provisions of Section 7 of the Income-Tax Act, 1961.

C.Dividend (8(a)]

Any dividend declared by a company Of dlstrlbuted or pa1
2(22) shall be deemed 10 be the income of the previous year i

or paid, as the case may be.

id by it within the meaning of Semon '
n Wthh itis $O declared dlslnbutcd

| D Intenm Dmdend [S(b)]

' Any interim dividend shall be deemed to be the income of the prewous yeat in which the
amount of such dividends is lll‘lCOndlllOIla“y made available by the company to the member who is

-entitled to-it.

You wnll remember one thing. Div 1dend is taxable in the year in which it is declared, whcreas' :

- interim dividend is taxable in the year in which it is pald to the sharcholder. There is a reason.

~ Dividend is declared once it is approwcd by the annual general meeting of the shareholders. It
_cannot be undone. It has got 1o be paid to the shareholder after the annual gencral meeting.

nificant and therefore it is laxed in the year in which it is declarecl On the other _
d of Directors approve. There is no prowsmn

The Roard having declared it can also undo

' Payment is not sig
hand interim dividend is deciared only when the Boar

of getting it done by the meeting of the shareholders.
it. :

5,5 INCOME ACCRUING OR ARISING
Chamber’s Twenticth Century Dictionary defincs the
~ tofall due, tor increase’ and the term ‘arise’ as (0 ‘rise up 0 orlgmale 10 come into being’. It may

..seem to convey the same meaning at first sight but in reality it is not 50. Income accrues when it -
first comes into existence, it arises when the method of dccounting shows it, Thus there may arise

a situation when income accrues in one year, arises in the next, and received in the third. For

example, rent of house property accrues every day but become payable only on the first of the next.
month. The tenant may pay the amount at any time he likes. Rent for the month of March, 1992

term ‘accrue’ as ‘to come as on aceession




‘accrued at the close of 31st March, 1992 whercas it became due only the next morning, that, ._I'si
“April 1992 ‘ E ' : :

TIME OF ACCRUAL - Some Ilustrations

L. "The right of a partner to receive the share of the profits of the firm for an accounting -

~ year ariscs on the setttement of accounts of the firm on the 1st date of the accounting:
year. ' ’ B ' s

2. Profit on sale of a movable property will aris¢ when the things are iransferred whereas
on the sale of an immovable property profit will atise on the registration of sale deed. -

3 Where any agency is terminated and the agency contracl stipulates payment of some
. compensation, it arises on the termination of the agency. ' :

. 4. Commission on Insurance business becomes due and profit arises when the insure_l_nCe" o
agent books the policy with the company. ' ' '

5. .Undervirriting commission will arise during the course when the subscript-ion:r'cmaincd '
open, it will accrue when the €ompany prepares the statement as regards the subscription

 of shares and finalises the accounts, It is on the finalisation of the accounts that the
amount in fact becomes payable to various anderwriters. ' .

6. Exgratia payment become due or accrues only when it is paid. However, if the payer has
made his decision 1o pay the exgratia amount, the amount will arise on the day when the.
decision to pay the exgratia communicated, C o '

5.6 INCOME DEEMED TO ACCRUE OR ARISETN INDIA

The following incomes are deemed to accrue or arise in India:

- i) Income from Business Connection in India

All incomes arising directly through or from any business connection in India, property in
~India, any asset or source of income in India, or from transfer of any capital asset situated in India;

-Where- all operations of business are not carried out in India

There may be a situation where a few of the operations of a business activity are carried out
_in India and the remaining operations outside the country. For example, a publisher and s printer
- may print the books here and take them out of the country for binding and selling. He may 'argue'
- that no income generates in India. In this case such part of the income as is reasonably attributable
to the operations cartied out in India (buying of paper and printing of the books) will be the income
of the business deemed to accrue or arise in India, - . : B

Exports From'india :

~ A non-resident may have a business. of buying things in India for exports and he will not run
‘the risk of any income-tax, in this case no income from his business of exports will be decemed o




be the income accruing or arising in India.
Imports Into India (w.e.LAY 1991-92)

So much of the income by way.of royaity as consists.of lump sum payment made by a resident

for the transfer of all or any rights (including granting of licence) in respect of Computer Software
supplied by a non-resident manufacturer along with Computer hardware under any scheme.
approved under the Policy on Computer Software Export, Softwarc Developinent and Training,

1986 of the Government of India, shall not be deemed to accrue or arise in India.
Running a News Agency

Similarly a non resident may run a news agency and collect the news from India. But he will
not be required to pay income-tax on the income attributable to the collection of news. All persons
engaged in publicatioh of newspapers, magazines, €ic. and collecting news from India are not
supposed to be earning any part of their income in India. '

~ ii) Salaries

Income chargeable under the head ‘Salaries’ earned in India. For the removal of doubts it is
stated that salaries payable for services rendered in India shall be regarded as income earned in
" India. )

iii) Salaries payable Outside India

- Income chargeable under the head ‘Salaries’ payable by the Government 10 a citizen of India
for scrvices rendered outside India. S

iv) Dividends |
‘Any di\..fidend paid' by a_\n. Indian company cutside India.
v) Income From Interest
Infefe_é t payable by thé Government or by a person rcsidént in Ixidia orbya pefson who is

non-resident where such interest is payable in respect of money borrowed or dcbit incurred for the -

purposes of a business oF profession carried on by such persons in India or the purposes of making
or earning any income from any sources in India. ' ' '

'vi) Income From Royalty

income from royalty payable by the Government Or a person resident in India or'by a person
~non-resident in India where such royalty is payable in respect of any right, property of information
used for services utilised for the purpose of a business or profession catried on by such person in

‘India or for the purpose of making any income from any source in India.

vii) Fees For Technical Services .

income from fecs for technical scrvices payable by the Government or a person resident in
India or by a non-resident where the fees payable in respect of services utilised in a business of -




. remmed to India. Dc(:ldc his taxability.

profesSian carried on by such pc.rson in India.

Check Your Progress - 'O

~The followmg are the incomes of Sri Krishna Rao for the prevrous year 1991-92 ._
i) Profit from busmess in Bombay -Rs. 14, 000 ..
ity | Income accrued in india, but r'eccived in Italy Rs.12,000.
iii) i’roﬁt from business in Germany, received in India - Rs.10,000.

. ) Incofne from House Propcny in America., receivcd in India - Rs.S ,000.

V) B Proﬁt from busmess estabhshed in Iran the busmess bcmg controlied from India
B 6.000 '

oviy lncome from Hdu_se\Property in Bangladesh and deposited in a bank there - Rs.4,000.°
- vii)  Past untaxed foreign income brought into India durmg the previous year Rs.2,000.

Compule his total income for the assessment year 1992~ 93 if he is: (1) Residcnl (ii) Not -
ordinarily resident (iii) Non- resldent

.................................
.................................
..................................

.................................

Check Your Progress - 2

Mr.Sudeep, who is a resident but not ordinarily fesideht,'rcceived Rs.20,000 as remuneratios
for services rendered in U.K and credited in his bank account therc and xmmedlatcly thereafter -

3

s

.................................
.................................
.................................

5.7 lLLUSTRATIONS

1.- Shri S.N.Sarma had the followmg incomes during the prawous year ended under 3lst
' March, 1992. '




(a) - Salary received in India for sixmonths L 15,000

(b) Income from house property in India Sk 7,000
. . i ) | ) ] . )
(c) Intereston Savings Bank Depositin State Bank - - 3,000
- ofIndia o
(d) “ Amount brought into India out of the'past un- - 40,000

taxed profits earned-in Germany

(¢) Income from agriculture in Indonesia being in- _ 132,350
vested there : ‘
(f) Tncome from a business in Burma being con- o 30150
trolled from India '
“(g) Dividends received in Belgium from French . - 53,000

Companies, out of which Rs.. 35,000 were .
* remitied to India o

You are required to compute his total income, if Mr. Sarma is (a) a resident, (ii) not ordinarily '
resident, and (iii) a non-resident. - S : :

" Solution

- - Computation of total income of Shri S.N. Sarma whenheisa -

Resident  Not-Ordinarily Non-Resident

. Resident
‘_ﬁs.'. SR .ks-_ |
- Salary received in India 15000 se0 .15.,0.00 .
2. Income frﬁm Ii-iouse-/Pr_operty in India 7,000 . 7000 | 7,000
3. _intercét on Savings E.larﬂ; Deposit iﬁ 3,000 3000 _ 3,000

" State Bank of India S

4 A_rnountbroughtimoIn_diadutofpaét _ —_ = o
" untaxed earnings '

5. :Inoome' frbm agriculture in Indonesia _ 32,350' o — - -




6. Income from a business in. 30,130 © 30,150 ' _ L
‘Burma being controlled from india

7. Dividends received in Belgium sse0 . — 0
© Totallncome L4050 s5150- 25000
. 2 Below are given the particulars furmshedbyDr Mumratnam pertammg to the previous

year 199192, You are required to calculate his total taxable income, if he is (a) a reszdent
(b)anot ordlnarliy resident (c) a non-resident.

1. Salaryreceivedin India S 41,300
2. Payment received in USA for the services ' 32,700 -
' rendered in India I
3. Ser_ved for two ‘months in Indian Embassy 144,000
situated in Lybia and Saiary received there ~ '
4. Business profits carned in the past but remitted R 95,000
~ to India from Japan in the previous year °
5. Income from cultivation of lands situated in = - -' 32,000
Pakistan, remitted to India in the previous year '
6. . Interest received in respect of securities in Ger- o 32,100'.

-man Conipanies

Solution

Computation of total income of Dr. Muniratnam whenheisa— -

H
-,

Resident - Not-Ordinarily = Non-Resident

Resident
Rs. _ . | Rs.
1. .Sa]_ary fc;;eived in India | E 41,300"' | 41300
20 | Payment received in UK. for semce -32,70'0. 32,760

rendcred in Indla




3. Service in Indian Embassy abroad 44;000 - 44000

4. Past business profits remitted o India -

5. Income from Pakistan C 32,000

'6. imierest in respect of securities in 32,100
German Comparnies '

44,000

Total - 182100 118000

1,18,000

3. Following particulars of income have been submitted to you by Mr. Balasubramaniam
for the previous-year 1991-92. You are required 10 compute his total income chargeable
to tax if Mr. Balasubramaniam is (a) resident (b) not ordinarily resident and ()

pon-resident.”

(a) Interest on fixed deposits in an Italian bank
received there '

®) . Income from house property situated in In- -
donesia received here '

(¢) Dividends received here from an Avstralian
‘Company

(d) Salary received outside India for the services
rendered in Indja

(e) Salary received in India for the scr.vicés
tendered in Burma '
(). Profirfrom 2 business controlted from India
(g) - Profit from business situated in Iran

Solution

Computation of total income of Mr. Balasubramaniam when he isa—-

Rs. '

50,000

15,000

7,500
45,000
10,000

89,000

1,00,000




-

Rcsiden.t

Not-Ordinarily Non Rcsuk,nl
Resident

Rs. R

. Imterest of fixed deposit in an Ilahan
bank recelved there '

Income from house property situated
. in Indonesia received here

' Dlwdends received here from ‘an
Austrahan Company '

Salary received outside India’ for the
servrces rcndered in India

 Salaty reccived in India for the services
- Tendered in Burma

Profit from a business contmlled from.
_ _'Indla

| . (@ -Profii from business situated in Iran - 100000 - B
’ o '_"Totallncome _ - | BI650 166500 .77'.’500 o

Assesses are classified into three categories-residents, not ordmanly residents and non-resi-
.- dents. Thcy will pay tax on incomes accruing and received in India or outside India. Income carned

- and received in’ Indla are chargeable in the hands of all assessces whcreas incomes earncd and .
. received outside India are taxed only in the hands of residents;

) CHECK YOUR PROGRESS - MODEL AN SWERS _

: 1. ‘Computation of Total income of Sri Krlshna Rao for the assessment ycar 1992-93.




“Particulars - - . Resident Not Ordinarily ~Non-Resident

Resident
Income received or deemed to be -
received in India: '
Profit from business in Germany but 10,000 o 10,000 - 10,000
reccived in India -
Income from house property in 8000 8000 8000
America but received in India '
. Income accruing in India:
Profit from businiess in Bombay 14000 14000 14000
Income accrued in India but received 12000 - 12,000 112,000
in Ttaly : o
Income accruing outside India and
received outside India.- '
Profit from business in Iran but \ 6,000 _ '_6,00(\) L SNl
controlled from India ' ' '
b) Profit from house property in 4,000 Nl N
Bangladesh J o
A Past untaxed in_éorn_e'broughl into - . Nil _ ~Nil . Nil
India during relevant previous yeat ' o '
Total Income | - 54000 © © S0,000 44,000
2. This income is accruing outside India and received outside India. Heﬁce, fﬁﬂy eXcEnﬁtcd

in this case.




" _' 5. 10 MOBEL EXAMINATION QUESTIONS

L. Essay Questmns

I S . Answer the following in about 30 lines each L
1 - SR Explain the income 'deemed. t0 acorue ;jr arisé in India.
! o o 2. . Give summary of the incidence of tax as per section 5 of the Incomc-Tax Act, .1961
| 3 When are the followmg taxable?
| S @ Saly
| | {b) Dividends

(¢} Capital gains

" (d) Income from house property

4. Following parllculars are submmed by Mr. Ramakrtshna for the previous year 1991-92.

1 S Describe the 1nc1dence of tax if Mr. Ramakrlshna is a (a) re51dcnl (b) not ordmarﬂy _
! ' _res;dent and (c) non-resident. . : - . _ - ’
Rs.
o | . I_ (i) Capital gains on sale of assets in Germany o : _Sﬁ,_OUD '
! (iij Pension received in Indl_a for the scrvxces _ 65,000

rendered in Denmark

(ili)- Agricultural income reccived from Pakistan 23,000
L L _ . (iv) Salary earned in India but not received during o - 56,000
1 . the previous year _ - N ' _
(v) . Income from agriculture in Nepal riot brought S 45000 '
' _here ' i |
(vi) Profit from business in India o 21,000
3. Compute the taxable income of Mr. Kulkarnl when his remdcntlal status is (a) Resident

(b) Not-ordinarily resident and (c) Non-Resident from the followmg partlculars
() Income accrued in Iran but received in India Rs. 15,000.

(ii) Rs. 30, 000 were earned and recelw.d in Sri unka bul brought Iater to India Rs.-
20000. :

(iii) Rs. 18,000 carned and received in Dubai from a business controlled in India. |




to India.

(V) Income from agnculture in Nepal nol broughl into India Rs. 65 000

_ .'I'he following are the incomes of Shri Dese‘n for the p_revnous year 1991-92\_._
) Profit from business in -Dhatwaro_ Rs. 7,000. -

(ii) Iooome accrued in India but received in'.Italy Rs. 6,000. |

(i) Profit from bosiness in Englaod ceceived in India Rs. 5,000,

{iv) Income from house property in Africa reeewed in India Rs 4,000.

v) Proﬁts from business established in Iran and’ deposned m & bank there the
business being comrolled from India Rs. 3,000,

(vi} Tncome from house propertyin Paklstan and deposned inabank thereRs. 2, (]00

'(vn) Past untaxed fore:gn income brought into India during the prewous year Rs.
© 1,000, Compate the total income of Shri Desal for the assessmenl year 199293
ifheis (a) Remdent and (b) Non-resident. :

1. Short Questlons
Answer the followmg in about 15 hnes each
'1._ E'cplam the incomes that are chargeable in.the hands ofa not ordmarlly resnie’nt.
2. Whowill pay tax in respect of the .foll_owmg :
(@) Tncome recei{rcd in India.

L

' (b) Income earned inyears precedmg the prewous year but remitted to India durmg
the previous year. .

{<) In_co‘me earncd outsioe .India out recei\_feo in India.
(d) Income received outside India t'or. the services ;'ende_red in Ind:a -
EXplein Annual Accretion.
Hoo.r' a;e dividends taxed?
‘Relate inci.denoe of tax with residential otatus or .a.n asses'se’e_s._
What are the incomes io respect of _ivhich_ a non-resident 1s required to pay tax? . |

- What do-you mean by the phrase ‘Income received’? .-

:

(w) Rs. 35,000was earned froma business m U K. ot thie proﬁls havé been mmitwd-} L
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This block dlseusses all the exempted 1ncomes and other concessmns avallable to assessees

o

" Unit« 6 K B ]ih(clilsiens




! UNIT-6:EXCLUSIONS

Contents
60  Aims and objectives
6.1 - Introduction
62 Exemptions at ' Glance (Sec.10)
6.3 = Exemptions EXplained (Sec. 10).
6.4. - Exemptions under Séc.l(l A and Sec. (0B
6.5 Rebatable lnéomes Iuﬁder Sec.86 |
6.6 EXemp,tions-under Seb.293 A
' 6'}' Su_'mmin gUp
68  Check Your Progress : Model Aﬂ;wéré :

bS

69 Model Examination Questions

5.0 AIMS AND OBJECTIVES

Tke objectives of this unit are to cxplain the incofmes which remain outside the purview of
income-tax and other concessions given 10 assessees. ) o

"On completion of this unit, you should be able.to :
e list out the incomes exempted from tax.
e explain some important exempied incomes.

e listout differém_rebatablc incomes. -

6.1 INTRODUCTION

~ Ashasbeen stated elsewhere, therc are Certain incomes that are tax free. In other words they
are not included in total incomes or we may put it alternatively, saying that they remain outside
the purview of the Income - Tax Act, 1961. They are discusscd in Section 10 of the Act. The
- exemptions as per Section 10 can be grouped as below: -
o R o | BN
Certain Incomes Are Tax-Free ' _ | - Y
Tax cxemptions are granted in respect of certain incomes for many reasons. Incomk_ like
agricultural income cannot be taxed by the Central Government and therefore, it is tax free.
Agriculture is a state subject and therefore the Central Government has no right under the
constitution of India 10 tax it As Hindu undivided family (HUF) itself is an assessee, a memberof

the HUF getting any income from it will not be tequired to pay't;'_ﬁc. Then therc are incomes lixe .




travel concessions given by the cmp'lc-vcr, encashment of leave saldry after retifement, payment o
from provident funds and similar amounts which are not taxed because the Government want th:
employces to be benefitted and are not put to hardshlp Scholarshlp is not taxed as 1t will run'-
counter to the purposc of scholarshlp

Incomes accrning to certam authorities are tax free

.

It is not possible to tax all types of entities because once again the purpose will be lost. Can

we ar should we tax hospitals, educational institutions, r_nun_icii:al boards, panchayats, research

associations, athletic associations, charitable trusts? The answer will be emphatically 'No’. We do

notwant these associations or mstrtuuons to be taxed hecause all of them are engaged not in making

mongey but in makmg life of the citizens comfortabte They are doing some work which is for the

welfarc of the masses and therefore if we start taxing their activities, the tempo of the semcc _
rendered by these assocrauons will come down and ultlmatcly the socrety will, suffer. The objectwc . .

~ of our tax policy is not 10 harm the society but to increase social welfare. It i is, lhereforc necessary o

 1ostate that such and such assouauons or institutions need not pay rax.

Incomes i m the hands of non-ciuzens .

- "You wili agree and apprecrate thai foreigners who comes as Ambassadors ngh Commls-
sioners and similar dignitaries should not be taxed. They come. here as our guests and en]oy‘
drplomaﬂc status, Sectlon 10 describes exemptions available to such high dlgmtanes. Therc isone =
more thing to be said in this connection. On a reciprocal basis our ambassadors in foreign countries . N |
are not taxed by those Governments. In international conventions reciprocity is important. |

_ It is significant 1o note at this point that our employees who work in our embassies, high . §
- commissions and such offices are taxed here for the service rendered outside and paid for outside. '
-As they stay outside India throughout the year they become non- residents and salaries earned
outside India must not be taxed here. However, they are taxed m_Indra under specnfw..prows;ons. -

" Awards etc. are tak free

Thls is another area where we need to pay attenrlon. You know awards are given by the
' msmutlons or governments for outstanding contribution by the person in literary, scientific or in E
some other fields. These awards also should not be taxed in the fitness of thing.-Nobel Prize is a
national pride for any person who gets it. Should we tax this prize and become an object of ridicule?
No. The Act, therefore makes an exemption of prizes, awards ete. for thei 1mp051t10n 0f Income-1ax.

- We have carlrer learnt that income- tax being a fiscal measure many types of concessions are
made available in order to achieve desired objcctives and goals. For example, if the governiment is
- interested in mobilising funds and investments, it gwes concessions in respect of interest, dividends _
etc. On the other hand if it is felt that constructlon activities are (0 be strengthened, rental income . '
" could be made tax free. The tax measures thus offer a number of incentives. All such incentives .
would be discussed throughout the course wherever appropriate. However, in this unit we are
‘covering all such concessions in order to give you an idea as to that the whole gamut of Income-tax -
is about. -

You will now concentrate on the chart appended at the end of the unit. Whatever incomes




_ you derive from whichever source, are grouped under the ﬁve heads viz., salanes income from

' house property, profits and gains-from husiness or profession, capital gains.and income from other

sources. Once gross incomes under those heads are known, permissible deductions are allowcd
therefrom The resultant flgures gwe you the net income under the respeuwe heads

From every head we must allow expenses 1o be deducted in order o arrive at the tdxahle
income figure. Sometimes we allow deductions over and above the necessary expenses. This wpe
‘of dedugtion is allowed to help the assessee to reduce his tax liability because the government
desires 1O give concessions in the desired fields. For example, if the government is interested in
- scientific researeh and development, the Act mightincludea provisian that all expenses pertaining
1o scientific research whether related 10 business or not would be allowed'to be deducted {rom
‘business income. In this way all those who are undertaking scientific research and spending large
‘amiounts thercon would be encoura ged to spend more and more thereon. Similarly if the govern-
- ment 15 interested in construction of houses, it may prov1de for a deduction of some amoum ‘out

-+ of the rent cotlected so that the reSultam taxable income from house property is reduced.

: Whlle explammg dedueuon under various heads we will categorrse them broadly under two
: heads namely, deduction for expenditure and deduction by way of incentives. [t may, however, be
‘emphasised here that Income-Tax Act does not define the deductions in this way. The said

" classification will gwe you a fai 1dea as to why a particular deduction is permmsrble Secondly, the

o dcducnons ‘which are staled m thls umt are: exhaustwely deait with because they wrli once agam be- .

diseussed {n proper oontext.
1.

_ In addition to.the above, exemptlons under Sec. 10A and See. 10B appheable 1o newly
_ estabhshed undertakmgs are. prowded Detarls are gwen at the end of IhlS umit. ©

" Certain incotes are included in total income but they are exempted from income tax at the ' _
average Tate of tax appllcable to the total ineome. Details of rebatable incomes under Sec. 86 are

'grven at the end of this unpit. ~ : S L

Part1e1panon in busmcss of prospectm g mmeral oils will become eligible for getting exemp-
tion under Sec. 293A. The details are given at the end of this unit. ) :

62 EXEMPTIONS AT A GLANCE (SEC. 10)

% Certam Incomes are Tax Free : L
'1.' ' _ Agrleultural Income, Section 10(1) o
2 ._-Sums received_ from'H_.U.F., S'ec_tion 10(2).
3. Césﬁal and rion-'reci]rring' reoerpts, Seetior; 10(3)‘.
4 Travel Concessmn Sec. 10{5) o
- 5. \_ Perquisites outsrde Indra Sec. 10(7)

Income Undeér Co-operalive Technieal Assistanee Progremme, Section 10(8).




B ai\ .

9.A.
10
T
12
13,

15.

1'6. -

17.

18

(D)

Tncome ofany member of the family of an 1ndw1dual referred to in Scctton 10 (8) Secuon

109).

" Death cum retirement gratuity, Section 10 1. -

* Commutation of pension, Set. 10 (10;A).

Encashment of leave salary after retirement, Sccuon 10 ( 10- AA)

_ Compcnsatlon on Relrenchmem Scctlon 10 (ll}B)

Payment on volu_ntary retirement, Section 10 (10 C).

Payment from Statutory and Public Provident Funds, Section 10(10).

- Payment from Recognised Prolvidcnt Fund, Seot_io_n_ 10 (.1.2)._

Payment from Approved Superannuation Fund, Section 10.(13).

‘House Rent Allowance, Scction 10 (13A).

R Special Allowanoc f(ir mcoting business expenditure, Scction 10 (14).

Exchan ge Rlsk Prermum rcccwed by Public fi nancnal msmuuon Secuon 10 ( 14A).

Interest on certain Sccurmes and Dcposus Se(,tlon 10 (1‘-';)

o Acoordm g 10 Secllon 10 (i5) of the Act, interest an the undernotcd ﬂccurmes does not

form part of total income of any asscssee and they are, therefore, not taken into account -

while computing total i mcome They are lax free in thc hands of al] assessees.

' Momhly payment onthe 15 days Annulty Certificates issucd by lhc Cenlral Government

(a) . Premium on the redemptlon of Specml Bearer Bonds, 1991.

(aj o Troasury-_Saving Dep'oSit Certificates

" {(b)  Post Office Cash certificates

" (c)" - Pos_t Oifice National Sa\dng'Certiﬁcates

. (&) National Plan Certificates o

(e) 12 Year National Plan Certificates
() _ Int_erést on deposits on Post Office Savings Bank f
(2) Bonus in respoct of deposns under thc Post Office Savm gs Bank (Cumulanve .

Time Deposus Rule, 1959)

(h) 10 year Defence Deposit Certificates.




G5 12 Year National Defence Certificates.
() . TheGovernment br. India De[enee Certiﬁcates.

(k). 7year Nauonal Savmgs Ceruﬁcates (il mue)

Co

(l) -7 year Nauonal Savmgs Cernﬁcates (il 1ssue) Eiank Senes.»
(nii) 7 year N-ational-Sawngs Ce_mﬁcat_es (Il issue}.
‘(n) - 7year National Savings Certificates (11 issue) Bank Series.

() (@) Interest on fixed deposits under any scheme framed by the Central Government
and noufied by it in this behalf in'the Ofﬁmal Gazette: :

The followmg schemes have bcen notlfted by the Governmem in off1c1al gazette
(a) The Government Savmg Certificates (Fixed Deposns) Rules, 1968
(b) The Post Ofﬁoe (Fixed Dep051ts) Rules, 1951

| (i ® [nterest on 7% Capital Investment Bonds :ssucd by the. Government of Indla
' These bonds are rcpayable on the expirauon of ten years This beneﬁl is
available to mdmduals and HUF only. .

.

'(iii)_ lnterest on securmes held by {he Issue Departmcnt of the Centra] Bank of Ceylon

(iv) (a) . Interest on loans taken by the Government of local authorlty frorn SOUrces
' ‘ ‘outside India. oo
'(_b') ~Interest on borrowings by industrial undertakings in India under a loan agree-

ment entered into with some financial institution in‘a forelgn counlry subject
to its belng approved by the Central Governmem

()  Interest or arnount borrowed and debn meurred by an mdustnal undertakmg
P ~_inrespect of raw material; planl or machinery purchased out51de Indra suhject
' to the rate bemg approved by the Cemral Government. '

(@) .Interest paid by Industrial Finance Corporatlon of India, Induslnal Develop-
" ment Bank of India, Industrial Credit and Investment Corporation of India on_ \
. borrowings outside Indla sub]eel to the rate bemg approved by the Governrnem T
of Indla o SR

-~

(e) Interest on borrowings by any other financial institution or a ‘banking company .
' subject to the rate of interest being approved by the Central Government,

(B Interesl payable by an mdusmal undertakmg in Indla on any moneys borrowed '
' by it in foreign currency from sources outside Indla under a loan agreement
- approved by the Central Government, : '




v Inlefest on securities held bji_:!g\e__:'Regi;_traf, Supreme '_Co_'un in the Reserve Bank's SGL -~

19. - Paymem by Indlqn oompany for acqulsmon of a:rcraft on lease from foreign Govern-
' ment / company, Secuon 10( ISA) : S

20 _Scholarshxp, Secuon 10 (16}.

21, _ Annual Value ofone palace, Secnon 10 (19 Ay - I
&9

- 22, Subs;dy from or through Tea Board elc Secnon 10 (30)

23. . Subsndy from Rubber. Coffee or Spwes Board Sec. 10 (31)

| B Income Accrmng to certain authorities are Tax-Free

R Cerlam income ofa local authorlty, Section 10 (2)

2. Inoome of any authonly domg town plannmg eic,, Secuon 10 (ZOA). -
3 Income ofa suennf“ ic research assoc:auon Secuon 10 (21).
l o S 4. 'Ineomc of an educanonal institution, Secnon 10 (22) . ' ' : o

5. Incomeofa hospltal Sectlon 10 (22A}
I L. o 6. Income of an athletic assoclauon Secuon 10 (23)

A -Ineome of professmnal assoclanons Secuon 10 (23 A)

8 Income of any Reglmental Fund of the Armcd Foroes Secuons 1023 AA).
9. Income of Khadi and Vl]!age Inclustnes Section 10 (238) |
1o Income of Khad; dnd Village Indusmes Board Section 10 (23 BB)

o - . 1L Income of any statutory authomy engaged in pubhc rehglous aclmtles Secuon 10 (23
# ~ BBA).,

12, Incomeof spec:ﬁed charitable trust etc, Sec. 10 (236)
13.. Income of Mutual Fund, Section 10 (23 D)
'1'_4_. : Income of Exchange Risk Admmlstrauon Fund, Secuon 10 (23 E)

'_15. _ Income ofa reglstered lrade union, Sec. 10 (24)

16.  Income aocrumg to Provident Funds Sec. 10 (25)
' '.'1_ 7. Income ofa corporanon estabhshed by Govemmcnt. Sec 10 (26 B).

18 Income of an authomy for letting of godown ete,, Sec 10 (29).




C Incomes in the hands of Non-cltlzens are tax ﬁ'ee

1.
52,

3.

i

10.

1

2.

. .3..

' Rcmuneratlon recewed for shooting of a anematograph ﬁlm in Indla, Soc 10 S A)

o
'Passage money, Sec. 10 (6) (1) o

'Rcmuncratlon reoclvod b} Ambassador and such dlgnltarles Sec. 10 (6) (il)

Romunoranon received by an cmpmyec of a foreign enterpnse Sec. 10 (6) (vi).

Romuncratlon reocwod from forelgn ph:lanthroplc 1nst1tutlon, Sec. 10(6) (v: a)

' Income in the hands ofa tc(_:hmclan, Sec. 10 (6) (vii a).

Ernployment' on a foreign ship, Sec. 10 (6) (viii).
Employment asa profossor, Sec. 1_0.(6j ().
Employment for research, Sec. 10 )] (x)

Romunoratlon in tralmng, Sec. 10 (6) {xi).

D. Awérds etc. are Tax free -

Literary, scientific and artistic work awatds, Sec, 10 (17A).
Other rcwa:rds by Government Sec. 10 (17B).

Ex-gratia payments to forclgn rulers, Sec. 10 (18A)

E Incomes in the hands ofa non-remdent are tax free

1.,

2.

6.

Interest in the hands of 2 non remdont from spoc1ﬁed securities, Sec. 10 (4).
Interest accru,ng 10 Non-Rcsn:lent External Account, Sec 10 (4A)

Interest on Savings Certificaté in the hands on non'-resment Sec. 10 (4B).
Fees for tochmcal services recewcd bya forelgn company, Sectlon 10 (6A)

Tax pald bya Govcrnmént or an Indian conoern on behalf of anon resndent or a foreign .
company, Sec 10 (6B). '

Income of fo'reign’ company by way of fees for technical services, Section 10 (6C).

F. Other Groups .

1.

2.

3,

Daxly allowanoe to M.Ps and M.L.As., Sec. 10 (17)
. Inoomc of Schcduied' Tribc, Sec. 10 (26).

Tax Credit Certificates, Sec. 10 (28).




G. Tax'h_oliday'in respeé_t of Free Ti'ade"_Zoﬁes, etc.'

1 Special provision in respect of newly estabhshed 1ndustna,l undertakmgs in Free Trade '
Zon&s (IOA) '

2. Special provision in respect of newly &stabllshed 100 percent export - onemed under- )
takings (10 B). : ' '

63 EXEMPTIONS'EXPLAIN'EI._)‘ (SEC.10)
" 1. Agricultural Income

It has already been discussed in Unit 2.
2. Sums'Recelved by the Membér-. from Hindu Undivided Famil'y

Any sum recelved byan mdmdual as a member of aHindu Undivided Famlly where such sum _ '
' has been paid out of the income of the family is exempt from tax. The idea here is that the hindu
undivided family is an assessable entity itself and, therefore, any amount rcccwed by the member
from his H. U.F. must not be taxed again.

3 Casual and Non-Recurriug Receipts

A casual recclpt resembles a windfall reocwed wrthout any pnor calculation, expcctauon or
.effort. The following are the casual recelpts

-~ (a)  gifis received on occasions like blrthday, marnage anmversary or other smular celebra-.
tions. ) : '

“(b) gifts received as a r@sult of admiration for personal qualities of the remplent for service
' to the community or. couny, '

()  incomes reccived from winnings from crossword puzzles card camies or any kind of
: gambhng, bcmng mcludmg mnnmgs from lottencs

@ _\Wmnmgs from races including horse racm

a8

As far as taxability of the casual receipts is concerned the reoelpls falling under (a) and )
' above are wholly exempt, while the income falling under () is exempt to the maxlmum extent of
Rs. 5 000 in aggregate The i mcome falling under (d) is exempt upto Rs. 2 ,500.

The followmg recelpts ail chargeable to tax even if they are casual and Ron- recurrmg naiure -
. a) Capltal gams chargudble under secuon 45.
| b _' Recemts arising from busmess profcssmu or oucupution :
c) Recclpts by way of addmon lo the rcmuncratlon of an employee :

The wordmg of the section suggests that any casual recclpt from trade or from an advenlure




I

i the naluré..of trade should _be. regardl:d as income _af_,:n;l ass&ssed lo.tax..
| &Intetest in t!le__lmids ofa non-re_slde._nl _

The fol'lowingfiméro}st. will be w(érﬁpted:~.

| 5) : '_'Interest on notified Govcmment sel:untm

| b) | Interest on moneys standmg 1w credit in a Non Rmdem (Exlcmal) Aooount in Iudxa in-
accordanoe wlth the FERA. 19’}'3 S

R .hnerest from savings certiﬂcates

~ The benefit of exemptlon has been extended to such persans also who have been pcmutted
by the Reserve Bank of India to maintain a Non-Resident (E:xtemal) Acoount in any bank in Indla .
(W ef AY 1991-92) :

: 5 Travel Coneesslon See umt ‘7 . o N o o __/
7 . "
SA. Income fmm Shooting of Cinematogmph Film in India’

In the case of an individual who is not a citizen of India and is non resulenl, who oomes to .
India solely in connection with the shooting of cmematograph film in India by the individual, firm
. or company any rcmuncratlon reoewed by him for rendering any servnoe in connection with such

shooting is excmpt

6. Ineome in the lmnds of an mdividual who is not a Citizen of Indja

The follomng incomes shall be exempt

-(i)' ' Passage moneys or r the value of any free or oonoessnanal passage recelved by, or due to _
such individual from his employer for himself, his spouse and children in oonnecuon
with his proceeding on home leave out of India. '

(i-A) Passagc money reocwed from his employer for, hlS children hawng full-time cducauon' N
) inany. educational msmunon outsu!e Ind1a in connection with thelr procecdmg o Imha

durmg vacatlon

(i) Reémuneration received by him as ambassador, ngh ‘Commissioner, cnvoy, minister,
. charge’d’ affa:rs, commissioner, counsellor, or the secretary, adviser of attache of an
‘embassy, hlgh oommlssmn, legation or commlssmn ofa forclgn State. [See 10 (6} @]

(iii) Remuneration recclved by hlm as a counsel de carrier of a forelgn State.

(iv) Remuneratxon recewed byhimasa Tradc Commlssmner or other official represemanve o E
in India of the 00vemment of a foreign State on rec:procal basis.

(v) Remuneration reoewcd by him as a member of staff of i any of the ofﬁcml refcrred toin.
_ (u) (i) and (iv) above, He must also fulﬂl the followmg conditions:




(a) Heisa sub]':ectef 'the' country represented by him.

)] He is not otherwrse engaged in any “business or professron or employment in.
Indta '

() In case he is a member of the staff of the ofﬁcxal referred to in (iv), then .
reciprocal exemption must be available to the members of the staff ot‘ the-
eorresponclmg officials of our Government '

(vi) Remuneration received by an employee ofa foretgn erlterprlse for semees rendered by_-. _ L
hrm in Indra prov:ded the followmg condrtrons are fulfilled {See 10 (6) (vr)]

(a) 'I‘he forergn enterprlse is not engaged in-any trade or busmess in Indla

| (b) His stay in Indra does not exceed in the aggregated perlod -of 90 days inthe )
' prevrous year ' '

- (c) . Such remuneration is not 1o be deducted from income of the employ_er'charge- S
-able under this Act. '

(vr a) Remuneratlon received from Forelgn Phrlanthropu: mst1tut1ons [See 10 (6) (vr a)} -

Remtmeratlon recelved by lum asan employee of ora consultant toan mstrtutlon etc. formed :
outsrde Indra solely for philanthropic purposes for services rendered in India in connection with

such purpose There is a condition that such mstrtuttons and the purposes etc., must b_e approved
_ by the Central Government '

(vn) Ineome in the hands of a techmcran employed after 31 3-1971 [See 10 (6) (vua}]

Remuneratron received by the techmclan employed after 31-3- 1971 by the Government local .
authoruy, corporation set up under any special law an institution or body establlshed in India for

- cartying on approved scientific research o by any business in India shalt be exempt provided the - L
- followmg condrtlons are fulfrlled ' L L

(a) ‘The mdrvrdual was not resident in Indra inanyof the four fmancral 'years in whrch :
~ hearrived in Indra : :

(B He was not a citizen of lndia. .

'(c) _ The contract of his: servrcern ]ndla is approved bythe Central Government The

' application for. such approval must be made to the Government before the
commencement of such servrce or within six months of such eommencement o

- However, this approval is not neeessaryw €1 1-6-1992.

“The Ilnnt of exemptlon under this clause is as folluws

1. - Fora penod of 24 months from the date of hl,s arrival i in India sub}ect toa maxrmum of
~Rs.4 ,000 per month. Where the salary paid exceeds the said limit and the income-tax is
payable by the emp]oyer the tax so pard by the employer will also be tax- free




L2 Where ter:hmc:an continues 0 remam in employment in India after thc explry of 24’

' momhs with the approval of the Central Government obtained before 1st October of

the relevant assessment year ; and where the tax is paid on his salary by the employer, the

tax so paid by the employer for a pcnod not exceeding 24-months next following the

expiry of the first mentioned 24 months shall be tax frec Tax-free salary will be allowed

tobe paid in such cases not withstanding the prohibition contained in Section 2000f the
Compamcs Act, 1956 prohrbltmg payment of lax free salary toan employee

"Technician” for the purpose of this Sub-clause wm mean a person who has specrallsed
knowledge and experience in the followmg

- (@ Constructlonal or manufactunng operatrons or m niining or in the generanon
- of electricity or any’ other form of power : Of

B (b) ' Agnculmral animal husbandry, darry farmmg, dcep sea fishing or ship buiidi_ng.‘ .

() .Such other fields as the Central Govcrnmem may having regard to the
availability of Indians having specialised knowledge and experrence therein, the
_ needs. of the Country and other relevant mrcumstanoes by nouﬁcauon in the
: Ofﬁcral Gazette, specrfy

The Finance Adt, 1988 effective from Assessment year 1989-90 has abolished the above
excmpnon where lhe servwe of technician commernces. on of after 31st March 1988.

(vm) Employment ona foreign Sh:p [See 10 (6) (vm)

Income chargeabie under the head salarles received by or due to a non-resident individual
for services rcndcred in connection with his employment on a foreign ship where his total stay in .

_ ]ndra does not exceed a perrod of 90 days in thc previous year

.('ix)_' - Employment as a Professor o1 Olher Teacher [See 10 (6) (1x)] I

Inoome chargeable under head the "salaries” received by or due to him during 36 months from
his arrival in India for services rendered as a professor or other teacher in umversnty or other’

' 'educatlonal mstltutron. Where he continues after the said perrod and where the tax o his salary

is paid by the ‘University or other educational institution the tax so paid fora period of 24 moriths

" shall be exempt from the tax. The. cxempuon under this sub-clause is subject to the following
conditions: ' :

1. Such 1ndw1dual was not resident in any of the fOur financial years 1mmedlatc1y
preceding the ﬁﬁancral year m ‘which he amved in Indra :

- 2. His oontract ‘of sefvice is approved by the Central Government on ot b:efore '

1-10-1964, where the service commenced before 1-4-1964. ‘In case the service. -

commenced after 1-10-1964, the contract ust be approved by the Central -
Governmem within one year of the oommcnoemcm of semces

o




()  Employmentfor Research [See 0G©

Any sum due 10 of received by him'duﬁng A4 nmmhsfrom the date of his arrival in India for

undertaking any research work provided the following conditions are fulfilied.

1. The research work isundemhen in connection with a research scheme 2p-

~ proved by the Central Government on of before Ist October of the assessment
" 2. _'The amount is payable or paid directly or indiieé_tly by the Government of a
" foreign State or any institution or association or other body established outside

(x) Remuneration received by Officers of foreign Governments from their respective.
. Goveraments during the period of training in India in the Public Sector. i

Where income is derived by a foreign company by way of royalty or fees for technical services

~and tax on such income is payable by the Indian party, the tax so paid will not be included in

computing the total income of the foreign company. The necéssary conditions to be complicd with
in this connection are as follows: . o - T

(a) T'he agreement made by the foréi_gji companywith Governmem or _Lhé .lhdia'n
- concemwillbeafter31-3-1976. . . ...

" (b)., The agreement so entered into will be approved by the Government.of India, .

.+ (9 Tax on such income payable by the Indian party is according 10 the terims of

TN ptmieni, oY e ST
' As'per the Finance Act, 1992, the app'_l'd\fa!:pf thé'agreeménp_ by the @ntml Government is

not necessary where such agreement is in accordance with the Industrial Policy of the Government

of India, This is applicable w.e.f, 1st June, 1992.

- Note: 1tis initeresting to learn at this stage that if the payer wants to discharge the tax liability
© 7. ofthe receivet in respect of silary or remuneration, it can be done bt the tax so paid
. will be taken to be the deemed income of the recipient. For examiple if X pays Y a salary
of Rs. 20,000 and also he undertakes 10 discharge the 1ax liability of Y he will calculate
- income-tax on Rs. 20,000 which will be Rs. 1,125, If the employer pays this amount the
. . total income of Y will be taken 10 be Rs. 21,125 (20,000 + 1,125). In other words the tax
. _tiabitity discharged by the employer will be the deemed income of the employee and he -
“ will be assessed on the income plus the tax liability so discharged by the employer. The
' tax so paid by the employer will not be taken to be the deemed income of the assessee,

_if the Government permits such payment. Section 10 (6-A) stipulates that the foreign = -

- party could be paid re_inim_eratim_l and with the approval of the Government of India, tax-
 liability of the foreign company could be discharged by the Indian party and tax so paid
will not e taken {6 be the deemed income of the foreign company while taxing its

- Dr.BR2 @U o o FEEINO_!_'Q. \. SLZ— __
. mﬁ_ ._
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- oonrhtlons are to bc sattsﬁed

6 B Tax Patd hy Govemment of Indian Coneem

: (a) The i moqmq should arise in. puxsuant:e of an agrecment entered between the '
) Central Government and the govemment o£a foretgn state: and '

(b) The tax is paid as per the agreemem appr_oved by O_entral _Go_vernnten_t_.

- 6-C. Ineome of foneign company by way ol‘ l’ess for tec]mical services

‘As per Direct Tax Laws (Amenclment) Act, 1989 where any forelgn company denves qny |
~ income, by way of fees, for providing semces in prOJects oonnected wtth secunty of Ind:a, the same .
will exempt. : : - -

7. Perquisltes etc. Outside Indla.

Any alluwanoe or perquisite pald or allowed as such outside Indta by the Govemment to a
citizen of Ind;a for rendenng semce out sule Indla - '

8 Co-operatiun Tech‘nical Assistanee Programme '

In the casé of an individual who is ass1gned duties in lndla in connecti’on w1th co-operative

techmcal assistance programmes and projects in accordance with an agreement entered into by the - _
Central Governiment and the Government of aforeign state, the following income shall beexempt:

(a) Thé remuneratton recewecl by htm d:rectly or mdtreclly from the Government '
_ of that foretgn State for such duttes and

(b) any other income of such individaat, which dccrues or arisés outside India and
is not deemed to aocrue or arise in India in respect of which such individual is
"requlred to pay any moome or socml secunty tax to the Government of that
fore1gn State. '

_SA Remuneration Of A Consultant fw e. l" AY 1991-92)

Any remuneration or fee reoetved by a consultant dtrectly or mdtrectly, out of the funds made
available to an international orgamsatton (called as Agcncy) under a techmcal assrstanoe grant
 agreement bétween that agency and, the Govemment ofa foretgn State shall be exempt, provided -
- that'such person is engaged by the agency for rendcrmg techmcal services in India in accordance <

_ 'mth ait agrecment entered into bythe Central Governm’ent and the said agency and the. agreemcnt ' _
_ .relatmg 10 cngagement of the consultant is approved by the prescnbed authorlty

Here ’Consultant’ means any individual who is either not a c1t1zen of India or belng cmzen of
India, is not ordtnartly resndent in Indta o1 any other person who is a pon- remdent




8B. Remuneration of an employee of the Consultaqt (w £, f @Y 199.1~92)

The remuneratlon received by an employeeofthe consultant menptiongdpl%eyonmﬁ(SA) o
shall be exempt prouded_ that: B T L i

i) . such employee is either not a emzen of lndla or bemg a c1tlzen of Indla 1s not' "
. ordmanly resident in Intha, i ; '

11) the contract.of service - als;approued by the preser;be@ aathorugﬂb;efore the
commenoement of hrs service, :

B SR R

9 Income of fany Member of the Fam:ly [Sec 10 (9) 1

The income of any memberof the famﬂy or any su.ch mdmdual asis referred ;e mclause (8)

aeeompanmng him to India, which accrues or.arises outside. Indla and is not. depmed to.accrue or

‘arise in India in respect of which such member is requlred to pay any income or soc;al secumy tax
.- tothe Government of the forelgn State. T T e

N

Enlargement of soope of Section 10 (9) (w e. f AY 1991-92)

. mmmﬂ Of aﬂy member of the Farmly of any such mdw:dualasnsrefexred toinsection10 . - .
N (SA) oriQ (SB) aooompanymghlm to India, which accrues oransesoutside India, andisnotdeemed -

1o acente or arise in India; in respect of which such member i is requu'ed o pay any income-tax or -
L social seeunty tax to the oountry or. oﬁgin ofsuch member shall be exempt

N 10 Death-cum Retirement Gratmty |
lOA. Commutation of pensionh
. 10AA, Eneashment of Leave aﬂ:er retlremem
o 101; Compensation for Retlrement. §
For an explanatlon of nems 10 to 10B, please refer to unit 7.
K IOBB Compensatlon received by vu:tlms of Bhopal Gas Leak Dlsaster

_ Compensatlon reocwed by v1cllms under the pro\rlsnons of Bhopal Gas Leak Dlsaster
-.(Proeessmg of Claxms) Act, 1985 wnll be exempt from tax - wuh effect from AY 1992 93

However, compensanon received by an assessee in respect of an expenditure which has been

mcurred and allowed asa deducuou t'rom taxable meome will not be exemp: from i 1noome tax.

- . lﬂC Payment reeeived by an employee of a public sector undertakmg on lus voluntary rem-ement

b

10[) Lire Insm'anee money (w ef. AY 1991- 92)

' Any sum reeeived under a hfe msuranoe pohcy meludmg bonus shall be exempt

g 11 Payment from Statntory Provident Fond.
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134 House Rent Allowance. |

| wmmmmm

| memmhndlumlummmmmvﬁﬂ..
.':ummmmu

As per Finance Act, 1989, w ef. Assessment year 1989-90 where any publrc institution
_ receives any: exchange risk premism from any petson borrowing foseign currency from it, the same
- willbe exempt provrded the premium is credned 10 the Emchange Rrsk Mmmrslraﬁon Fund.

_ ls. lnterest on eertalrl securities md deposlts.

a) lnteresl On MOREY borrewed by the Nanonal Housmg Bank from. sources outside Indra .

~ shall not form part of the total income of the lender to the extent it does not exceed the

- amount of interest ealculated at the rate approved by the Cemrarl Govemmem (w e.f

- AY 1991:92)

b) Intereston deposit with a Scheduled henk in foreign currency shall be ememp( where the
acceptance of such. deposrts by the bank is approved by the Reserve Bank of India (w e.f.
. _AY 1991-92).

15A. Payment of Lease Rent

Any paymcm made by an Indian Company engaged in ‘the busmess of opefatibn of aif cral’l o
(Arr India and Indian Airlines) to acquire an aircraft on lease from the Government of a foreign

" State or a foreign enterprise (non-resrdem in India under an agreemem approvcd by the Central
Government in this behalf). :

16. Scholarships: -+ . . e L e
Scholarship 'granted to meet the cost of education.
17 Dally AllowaneetoMPs andMLAs

' (1) g Any inoomeby wayof darly allowance reoerved by any person by reason of hlS membershrp
o of parlrament or of any State Legrslature of any committee thereof. :

@) Any allowance received by any person by reason of hlS rnembershlp of Parlramem under

the Members of Parhament (Constituency Allowance) Rules, 1986..

(iii) Ailother allowances not cxceeding Rs. 600 per month in the aggregate received by any I

person by reason of his membership of any State Legislature or of any Committee
thereof. It is necessary in this regard. lhat the Central Government will. have nouﬁed in
the Official Gazette such exemption. - '




Anypnymemﬁadewbelbeﬂndnshbrkﬁd,hpnﬁmﬂeo&mr&hﬁhémy scientificand -
_'.'mmkwmkdatmhmmmrmoﬁmnqmsmmwkmummym
oondnionnslhmsuchmrdmmheappmdbythemmlomnmmmmm_
sewiocsfuralleviatinglhedmressotmepoor weakandaﬂmglsalsotax-free :
immkmw&eﬁm |

| Anypaymentmade whemzrmmhmhndasarmmbylhe&nuﬂﬂmmlwm.

| S!ateGovernmtforsuchpnrposemmaybeapprovedbytheCemralGovemml.imth;-_ o

in the pubhc imcrest.
18A. Ex-grntia Phymm

- Any ex-graua paymem ma(te by tbe Celuml Governmem consequem on the abo}mon of pﬁvy
19A.Anuualvnlneoronephee
| The annual valueof anyonepalaoemtheoocupanon ofa Ruler beingapalaoe, the annual

v 'value thereof was aempt from income tax before the oommenoemcm of«the Consmmion ("Nenly _
Sixth Amendment) Act, 1971. : : - '

:20. Inoomeohlomlnulhm-lty

. 'Theinconte of a local anthomy whmh is chargeable under the heads "Income from the Howse -
B Propcrty", "Capual gams or *Income from other sources* or froma lrade or business carried on
. byit, which accrues oranses from supply of a commodity or service. (not being water or electricity)

within its jurisdictional area or from supply of watcr or electricity within or outside s own
;unsdlctional area. :

| 20A. Inonme of an authority

.. Any 1ncome of an authonty consmuted in India by or under any law enactcd enher for the -
- purpose of dealing: wnh and satisfying the need for housing a..uommodatlon 0, for the. pnrpose of
: plannmg, development (or 1mprovement) of cities, towns and vnllages or for both

21 Income of Scientlﬁc Reselirch Associatlon

_ Any income of a smennﬁc research association approved undcr Sec 35 {1y (n) is. excmpt from \
- tax sub]ect to the fulﬁlment of the followmg oondmons :

a)  ithas o apply its mc_ome or accumula____te_ it for appnca-tionfwholly and exclusively to the
: _objects for which it 'is established, B

) It haa lnvested / depos:tcd its funds for any pcnocl durmg the prewous yearin the spemﬁed
‘ - manner:

¢) - Exemption will not ve avaiiable in 'respect of any income of such association being profits




e

-_ and gams of bustuess unless the busrness is ,mclriental to the attainm_e_nt of its ot)_jeg:tjyes. s

-'.-«22 ln.oomf ol'_an Educatronal Insntution .

o _a"'Umverstty of other educatloriaf tnstrtution. existmg solely ﬂ)r eduéational
"'purpose and r‘lot l‘or purposes of profrt ' : : - '

22A. Income ol‘a Hosprtal

L wET e 7S S
Inoome ofa hospttal or other institution for the reoeptlon and treatment of persons suffermg
frorn 1llness or nitental defectweness or for the reception and treatfnent of persons during convales-

' “Cence O persons requiting ‘medical attenition or rehabtlttatlon exlstmg solely for phrlamhroptc o

purposes and not for: purposcs of pl’()flt
23. Ineome of an Athletic Association -

Income of an assocratron or mstttutron establrshed m Indra havmg as its ob}eet the control_
supervision, regulation or encouragement in India of the games of cricket, hockey, football, tennis
or such other games or sports, Central Government may specrfy in this behalf from time to ttme '
by notification in the Official Gazetie. But the followmg conditions must’ be fulfilled:

) -(j:)_' : The assocrauon or tnstuutron applres its moome, or aocurnulates 1t for applrcatton solely
1o the objects for which it is established; '

- (i) - No part of the income of the assocrauon or mstttutron is distributed in any manner to

its members exoept as grants 1o any association or mstttutton aff lrated Wit

) _ (m) _ The assocratron or msntutron 1s for the trme betng approved for the purpose of tlus clause
v by the Central Govemment by general or specral order, and ' ‘ :

"(itr')' " 'l"he mstttution or association shall invest or deposrt its funds as spectﬁetl in Sec 11(5)

23A, Income of Professional Association / Instltutmn

Any moome (other than income chargeable under the head ’Irlcome from house property’ or

any income recerved for rendermg any speclﬁc services or income by way of ifterest or dividends
denved frorn its mvestments) of an association or institution established in India havinig s its
objects the control supervrston regulattorl of encouragemeént of the profession of law, medicine,

accountancy, engmeermg or architecture or such other professron as the Central Government may

specify i this behaif, from time to time by notification in the Official Gazette In ordet to claim .

o exemptron under tlus clause followmg conditions must be satisfied.

(i)  Theassociationor 1nstrtutron applres 1ts income; or accumulates it for apphcatron solely

1o the ob]ects for which it is establtshed

- by the Central Government by general or special order. .

(iiy The assocratron or mstttutton is for the time bemg approved for the purpose of this clause




" 23AA. lncome of any Reglmental Fund of the Armed Furees |

Any income recewed by any person on behalf of any Reglmental Fund or Non Pl.lbllC Fund

- established by the armed forces of the Unionfor the welfare of the. paét and.present members of
such forces or their dependents 15 a}so tax t'ree

L

'23B: Income from Khadi and Vlllage Industnes '

Income of an institunon eonstmned as a publlc ehamable trust or regrswred under the _
Sotieties Registrat:tm Act and e:nstmg solely for the development of khadi and village industries . -
~ and for purposes of profit. Income attriﬁutaﬁte to the busiiess of prodirction, sale or marketing of
Khadi or products of village industries only will be exempt. The mdustnes must also satlsry the
fo]lowmg conditions in order to claim. exemptron under t}ns sectlon o .

@ Thc institution must apply its income or accumulate it. for appllcatlon soiely for thel' .
_devempment of Khadi or Village Industrles -

(b) " The msntunon must be 3PPr0Ved for the purposes of this section by the Khadl and

Village Industries Commxssion Such approvai shall not be granted for more than three
. .. years at a time.

238B. IneomeothadiBoal'd,Etc._ R

Any income of an authority (whether htown as the- Khadz and Vrliage Industnes Board. or by"'

any other name) established in a- State by or ynder a State or Provmc:al Act for the development
of Khadl or thlage Industries in the. State. :

_ For the purposes of tlns clause "Khadl and ’Vzliage Industnas have. the meanmg respecuvety C
assignod to them in the Khadl and Vﬂiage Indusmes Commtssron Act, 1956 '

23BBA. Exemphon ln the Case of Statutory Bodies

;d W

o Inoome of any body or authonty established, oonstltuted or appomled by the Centra!, State -
- or Prowncxal Act will be exempt su‘b;ect to the t‘ollowmg : '

o (ay It may be 2 body corporate or oorporatlon sole

(b)) The authonty elc,, is meant for the admmxstrauon of the publlc rellglous or chantable '
. trusts or endowmenls oo N 28

(c) o Muths temples, gmudwaras wakfs churches, synagogues aglanes are 1hcluded in (b)
Cei NIz ":.abBVG : ) i '

- (d). | "Socretles for rehg:ous or ehantable purposes reglstered as such under the Sometles
e Reglstranon Act 1890 of undert any other law afe also covered here

. (e) 'It is mlportant to know that nothmg contained here shall be constriicted 1o exempt from
’ the 1ax the income of any trust, endowment or society referred to therein.

\
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Anyinoome reoeived byauypersononbehalfofthe followingwﬁlbeemmplm tax:
() ThePrime Ministet's National ReliefFund. -
(i) The ane Mmistcr s Fund, (Promotm of Folk Arl),
(m) 'ntc Pmne Minlster s Aid to Studem Fund, R

kl“) Any other l'und or msutnuon estabhshed fot charhable ;:urposes aed nouned
bytthenualGovemmentmtmsbehalt; :

W Any lrust or insmunon wholly for pub!ic, reugious. chariuble purpose may be
notified by thc Cenitral Government.

23D lumneotfuuml Fund

Any Income of such Mutual Fund set up bya publlc sector bonk or publlc financial instimioo '

o shall be exempt aub]ect to Sucll oondmons as notified by the Central Govemmem.

The above exemption has been extended 0 other mutual funds authorized by the Secumles

- and Exchange Boan. of India, w. ef the AY 1993-94

23E. Income oi. ;.xchange Risk. Admimsmlﬂon Fund

 -Any ino‘ome of a notified Exchange Risk Asitmnistrauon Fund set up by public financial
msmunon, éither jomtly or separately, However, any amount standing 1o the credit of the fund not
charged 10 income tax during any prev ious year is shared. (whony or partly) witha pubhcﬁnancial '
insmuuon, the whple of the amounl so shared shall be deemed w0 be the i meome of the prevxous_ )

~ year in which the amount is shared and shall be chargeablc to moome-tax.

[

" 24.Income of'a Registered Trade Union

' Any income chargeable under the ’Inoome t‘rom House Property and ’Ineome from other
souroes of a registered union within the meaning of Indian Trade Umon Act, 1925, formed
primarily. for the purpose of regulation of the. reiauons between workmen and employers or
between workmen and wdrkmen is exempt from tax. - :

- 28, Inoome aocruing to Provident Funds

D) 1merest on -securities which are ‘held by or which are the property of any
Prevldcnt Fund 1o which the Provident Funds Act, 1925, applies and any capital
- gains of the fund- ansmg from the sale, exchange oruansfer of Such securities.

(ii) Any moome roocwed hy thc lrustees on behalf ofa Recogmsed Provldem Fund.

(m) Any income received by the trustees on hehalf of an Approved Gratulty Fund\ :

#




26. Income of a member of Scheduled Fribe 10mib o smosni 4E

s sﬁsss s*&es‘;ﬁs‘%ﬁ Scheduled H“’% afaﬂf%mssss@é)sﬁssfsésﬁ the
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and income wmch aecrues or arises to hi
L aa‘ngm‘i oY Aved?)

(i) From any source in the area or territories aforesaid; o
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" (ii) Byway of d%zided ‘or interest on securities. 2
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from the Assessment year _1990-91
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26B. Income of a Corporation ' '

aniignol monl gntpiw §

- Anyincome of a corporation established by a Central State or Provincial Act. The exemption
will alsg be allowed to any other body, institution or association, m,ﬁgmw the Gogvern-
ment. These must have been formed for promotmg the interest of the members of elther the
Scheduled Caste or- Scheduled Tribe or both. e : : :

Any Amount adjusted Or paid i in respect of Tax Credit Certificate under provisions of Chapter
XXIIB (dealing with tax credu provisions, and any schemc made thereunded'. :

-

29, LeltingofGodowns,etc
s - »sww;m“'ﬁ 1 mi’ Anad s

In the case of an authority constituted under any law for the markepng of commoditics, any
inchrite derived Troii the fettinig bIgoIoWIS o Ward HOWSE 15T § t{é’rsge,"“ cessifig of facﬂﬂ’ahng the
- marketing of commodities.

30. Subsidy from / through the Tea Board

In the case of an assessee who- cames on the business of grcwvmg and manufactunng tea in
Indla the subsidy received from or through the Tea Board under any such scheme for replantatlon

tea as the Cenu-al Govemmem may noufy in the Ofﬁmal Gazette

31. suuidy m Rubber, Coﬂ‘ee or Spices Board £ - we #1g ‘“‘e"rs."?g Tl '}g‘"ﬂ; 15

Ifa person carrymg on the business of growing and manuﬁaﬁtumrubbcg,wmﬂee gardamom,
- etc,, as notified by the Central Government receives any subsidy from or through the Board

concerned under any scheme for replamation or replacement of plants or for rejuvenation or _
consolidation of areas used for cultwanon of rubber coffee, cardamom ete. the amoum of such
subsidy will be exempt in his hands
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Income from newly established indusiiial &Mmakiny k'iﬁﬁ%'mwnmm&inﬂuded
in total income of the assessee in respect of any five consecutive assessment years, falling within a -
‘pefiod’ Gf eight years beginningﬁtmﬁe assessmentyéar felévant to the prévious year in which the

‘fidastriai indertaking begins {6 manufactars or ﬁrﬁdwe _ &r:ﬂlﬁlgs, specrﬁed by theassessee
athisopuon. if the following conditions are fulfilled: '~ * &

“"7 1) It begins to mainufacture or prodice articies orthiﬂss dﬁring the previous year
7 zre want t6 theﬁssessment year 1%*1.82 onmy suﬁseqilen‘t assessment year in '

1} it is not formedby' sptmmg up orithe reconstruction of a business already in
o0 - pxistences However, this umduion 'will-not apply in respect of any industrial
' undertaking which i is formed as a result of the re-establishment, reconstruction

~ . or revival by the assessee under the cnrcumstam and wlthm ‘the penod'

S k spe(:lﬁed (three M) ufs 333

iii) Itisnot t'ormedbythe transfer toanewbusmessormachmeqorplam prevmusly
wsed for an;v purpose

MMWMWMWM(&: 10B)

Income from newly established hundred percem export oriented undertalnng will not be
included in totakincome of the assessee in respect of any five consecutive assessment years, falling
within a period of. eight years beginning with the assessment year: relevant to the previous year in
which the industrial undertaking begins to manufacture or prodnoc articles or things, specified by
the assessee alhis option, if the followmg oondmons are fulﬁlled '

_v.i) e ¢ manufactures orpmducesanyarticleorthmg.

i) It is not formed by splmmg up or the reconstrucuon of a business already in
o 'enstence. However, this O(m(lltl()!l will not apply in respect of any industrial -
_under:laking whlcll is formedas aresultof ﬂ:ﬂ.rf.'mestal:lisiun‘ml!1l reconstruction .
SR+ § revwal by the assessee in the mmmstanees and wlthm the penod (3 years) 3
speclﬁedlnSecnon33B ' ' o :

s o ’i’if) Iti is not formedbythe transfer to anew busfness ot‘ machmery or plant prevmusly

6.5 REBATABLE INCOMES UNDER SEC 86

Sec. 86 deals with. the incomes: which are included in total income but are exempt from
moome-taxat the avmge raie of taxapphcablc 10 the total i income. . .o o

The following incomes are exempt from income-tax but are mcluded ln {otal meome for the
purposesofdetermimngtherateoftax RN EEREPENRY
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be entitled to exempllonshs“mu} e anoitibaad gaiwollcl s it H01H0 2 18

iaw 2uoeg 931 glmﬁ'ﬁ sgaTaratrolineuss e b YIRS ot Rs fsreped @e total income

ai oy snsmeavies MIDEIIN, Uik PmRvRRshall b avallable 3,the aReBRQf the income of the
firm. This happens when the profits of%%ﬂsﬂqﬂgnmmﬁl among the

partners according to the terms and conditions of the partnership deed. Some

n11 yba2ils ezbnizyd patinac mapesdrop mhpﬁxﬁmgﬂm“ﬁnhucﬁh situation the -

Isinzubat yas 1o jopyrnces wheyseaeiviiliprafitias:lidtile, to/paidcamestaxen profits which are
| AOBIUTIRRGIGT dnoiniibissaof thediim alu2ot £ 28 bormiol & doidw gaidsobos '

boiteg 343 aidtiv bas soonsiamuniio sds 19bau soeevess o (d {sviver 10
% Share of profit of a member of an WW{Q{M%W individuais (other
than a company or co-operative society or any other registered society) shali be dealt

Yleacswaqmmmdnmﬁsﬂﬂ&eﬁiw:! wor £ o 19lensit ol vd bamrrotiomai 31 - (i
S20oqug a8 101 basy

a) Where the association of persons or body of individuals is taxed at the maximum

: (DY 252) memmmmtmmm&

his total income at ail.
sd jon Hiw goidsyisbas bansiio oqee snsorsyg berbaud hadatldsua viwsii mov oMot
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¢)  Where tax has been paid by the association or body at normal rates, income-tax

shall not beyaibie ilxsspeesnfsudisizrs althooiinisshill fofm part of total

income of the member. It means on such share income-tax reliefshall be allowed -
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‘ Exem tion in rclallon to participation in busmes 0113 Sec. 293A
Y p p H‘Sﬁ%{"ﬂ}&ﬁﬁ )

. xf»z,o{fzfx’?ﬁ fasmw F&Yﬁfﬁﬂ%ﬁﬁﬁ&ﬁﬁ%m}wmﬁm@m‘ﬁ togdg in the public

interest, it may, by notification, make an exernpuon redg&qq;ﬂlﬂﬁgq{gmer modification in
respect of income-tax in favour of any class

by semonsstnmhom a0 AAAYIY 2AMODVI AJAA TABHS 2.0
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plaat {sale or hire) in connection with above busineds i41 ot yaiainrsiad o sez0qig




e o Ciswesd (i . o
3)  Employees of the persons mentioned in (1) and 2). In tms necur,sn the Central
Government has provided that: = o lewsd (i '

a) - Where the total income of any such personsmennsistsupoly of profits and gainis

: + derived from such business, the tax shall be payable @ 50% of such income;

tdsxst 2t 000,21 .23% ywoms seiniegon adi bias 00G.2 251 o1qu borgmend AN _
b) Where the total income of such person inctudes such profits and gains, the tax

- payableby him on his total income shats®st sitiuoigA ¢ £

i) theaggregate of the income-tax payable by DM @SOS Bhe profits and ga_ins I

of such business, plus : .
dimned babividal sbaiH mont s1ed2 (il

i) income-tax on the balance of total income at the average rate of_inoome-tax"
applicable 10 the total incomamgﬁﬁ%wﬂgm appiivc':lble to any -

InCome. . ot 10 anssitie-non yd bovisost zoimooni aisnsO (.

GTSUMMING UP

relevant places. However, you should know these CODEQSS IRRA NRMIBRITR RS SOIDRS ST RwaNl]

be in a position to appreciate the relévance of each and EVery Concession in proper perspective.
. xe1mowt batgmaxs o1x ted) 2omooni Inestoqmi 21 vag tuo skl b |

- There are certain exclusions. Section 10 enumerates certain incomes which remain outside

Seolnbeningoene {asolevaml 2okl g efongGoT HREI T BB IR of incSme. -
' ioendap e M A5 ORI ABIBRA bushress

_ undcriﬂkinés.- Under Section 86 certain incomes are eligible for rebates. Exemption in rclati(in- to.
ERAB AR AR AR I Y

Income is to be computed: PRI RS &.WE&@&’HW?W&%%%?&%md%m

are allowable. These deductions represent expenditure incurred to earn 1%51361}%% d@oﬁ

. : (i
respective heads. In addition certain deductions are allowable by way o%?ncenuyes for certain

activities. Similarly, while allowing deductiops,the. Aty ke TEAwANONSM R aTAEStrictions
with 2 view to prevent misuse of various incentives. ' _
' 81 ot bodgmens o Hoidw 25moaai ast noituaM
Once taxable income under various heads has been computed, it is aggregated and gross total
income found out. Out of gross tetajinasthe o peyiten arprtrdve et aatiaeigabbnce afain

allowable for various reasons. It is the total income that comes after ailowing all these deductions
‘that is put to tax. -2H9blav1-1100 30 ebnsd st i boxsy Jon o8 183 22moont 243 nobinaM £
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students before pursuing the units further. enobigmoxs saiwoliol ot el 2
6.8 CHECK YOUR PROGRESS ; MOBELANSWERS: (o
Lo Cas‘:_xal sibal sbiziso eosisiupred (4
i) Casual |
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' Mcnuon the inoomes that are not tmd tn the hanthofmnmidems

_Could you gm the 1usu1‘muon of anempting mcome of Schedules I’rﬂws?

Discuss the followmg eanemptlons

@) Subsidy teoeiwed frem Tea Boatd

-~ (b) Perqui_sites oulsidelndia _




List out the exemptions w/s 293 A.

Explain the exemptions under Sec. 10 A and 105,

Describe the reba_:al;le incomes.




Gross Total Income, Total In&iﬂ'ﬁ’?ﬁﬁf

Computatmn O

-

A PAYROIE fE Bralile

Particualars _ : Smoaal
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SALARIES
Basicaalaty anostssa-nom 10 ebaas oy st efmnqmﬁm
Tacable alowances

Taxable valve of perquisites

Gross Salary K1 hat A 592 15bav w

Standard doduction
Professional tax

. 29m00g 51
Entertainment allowance .

au;'}_'mv ':arll adirang

! pigly

srsetar ofr adined

Taxable income from salaties

INOOHE FROM HOUSE PROFPERTY
Gross Rental Value

Less Municipal taxes gtc.

‘Adjusted annual value

Less pu-nmsiblc deductions

A 2T Aw 2ad

priqemore 45 10537

Taxable income under the head
PROFITS & GA!NS OF BUSINESS OR

 PROFESSION

Net pmﬁtsaspeerﬁl&lnssAcooum
Add: Amounts shown as expenses but ot

‘permissible _

Less: Income shown on the credit side of
the Profit & Loss Account but either not
iaxabie or taxable under other heads

Add: Income not shown in the Profit & Loss
Account but taxable under the head e
Taxable profit under the head. —]

'CAPITAL GAINS

Capital receipts

Less: Cost of acquisition’
Cost of improvement
Transfer charges

Lﬂs Deduction u/s 48 and exempnons
u/ss 53, 54, 54B, 54D, 54E, 54F, and 54G

Taxable mpllal gains
INCOME FROM OTHER SOURCES

. Gross Income under the head

Less: permissible deductions e
Taxable income under the head : —
Adjustments for carry forward and set off

Adjustments for clubbing provmlons ]

Gross Total Income

Less: Deductions w/ss 80CCA 1o 80U

Total Income

COMPUTATION OF TAX LIABILITY
Tax on Total Income

Less: Rebaie u/s 86, 88 and 89

Tax deducted at source

Tax paid in advance

Tax to be paid -

Pl




~ BLOCK-1II

Unit - 7
Unit - 8
. Ul‘lit - 9

Unit - 11

Unit -13

— HEADS OF INCOME

Unit- 10 :
" Unit- 12

Unit- 14

'Z["h'i's block discusses the various heads of Income. There are five heads of income under which -
. all types of incomes can be grouped. They aré : ' ' o

Salaries - I-.

7 Salaries - I.I

" Income from Hoﬁse.l’rc_i'p.er'ty - )
Pmﬁts-al;d Gains of Bu-éi_'.néss.(.)r. .Profes'sidh - I -
Profits iiﬁd Gains of Bu'sil-less 01 mee#sion .- II. . .
.D_el')rer;iati_on and Investﬁ]eht Allowa_nce.

Cdpital Gains

Inc_ome from Other Sﬂurces.




UNIT 7: SALAR]ES I [SEC 15 TO 17] |

. Contents

7.0 Aims and objectives
i | N Introduction
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7.3  Main Chqracteri'st_ics of Salary _
7.4 Deﬁnfiion of Salary
75 Deﬁ'niliojn of perquisites
7.§ Téx_Free Benefits’
77 . Prﬁfils in Iieu.of. Sala_rj.;
78 Tax Free Receipts in the Hands pf Empldfecs
7.9  Various Ailow;nces and théin_' Ta?:’a_bi_lity _
710 SummingUp |
| 711 Che-ck Your Progress: Model Answers

?.12‘ Model Examlnatlon Questions

77 0 AIMS AND OBJECTIVES

The objective of this unit is 1o explain you various prdvisions ‘determining thé.computation :
of zaxable income under the head *Salaries’. o

| On completion of this unit, you will be able to:
. | list ou't. the incomes éhargeéble' _ﬁnder the head ‘Salaries’;
o explaiﬁ' main charécterig»tics of salary;
o define salary and perquisites; -
. cxplain tax free rééeipts iﬁ the haﬁds of employees;
;. list out the tax free benefits; and |

|
b descnbe various allowanoes and thelr taxability.

'711NTRODUCTION - . I

We now introduce you to the computation of income according to the income-tax provisions. -




All jucomes shall for the pt_lrposes of charge (_)f income tax and computaition of total income
‘be classified under the following five heads of income under Section 14 of the Act. -

A.  Salaries,
‘B.  Income from House Property,
'C. Profits and Gains of Business or Profession, - -

D.. Capital Gains,

E. Ihéome from Other Sources.

Youhave alreadystudied thatvarious types of dedut:_lidns have been permitted under different
heads in cdmputing taxable income under the respective heads. Since the deductions vary fromone .
head to the other, it is necessary that income pertaining to a specific head is to be-computed under’
. that head only. It is obligatory on the part of the department to foliow this rule strictly. There.may
4 _ arise a sil_ua_tion where a particular amount could be taxed under two heads, at that time the choice

will have to be exercised by the assessce and he will have it taxed under the head which is
_ ad_vantag"'eous to him. You will notice from the heads given to above that the first féur heacls_ are
R specific in nature whereas the last head is all inclusive for the residuary incomes. All these incomes
; '  that could not be included in the first four heads are included in the last head. - A

No units are dcirot_ed to the first head and in these two units, we will deal with the various
provisions determining the computdtion of taxable income under this head. Unit 8 will deal with

! . the practical problems on a bigger scale. Once you have mastered the provisions here, it shouldbe
possible for you to help the sal_arie’d_ assessees 1o caleulate their tax liability and file the return of
income. o o _ - ' ' '
7.2 CHARGEABILITY (SECTION 15)

‘ . ' According to section 15, the .folldwihg incomes shall be chargéable under the head salaries’.

(@) Salary Due: Salary due from the present or former employer in-the previous year whether
" paid ornot. : ' I

()  Salary received: Salary paid or allowed in the previous year on behaif of the present or *
' former employer, due or paid in advance. ' '

(©)  Arrears of _S_ﬁ!a(y:__ Arrears of salary paid or.éllow_ed in the ['ircvious year by or on behalf
of the present or former employer, if not charged to income-tax in any earlier previous
year. . S o . :

- Sometimes the fixation of salary or revision of salary is done with retrospective effect and as
a result the employee is in receipt of arrears in the currest year for the services rendered in the
past. In such cases arrears are taxed in the year of 'receipflhérgof. ‘ Y

Noté: For the _rem_'oval of doubts, it has been stated that where any salary paid in adva nce. is
 included in the total income of any person for any previous year, it shall not be included




in the total income of the person when the salary bec'ornes' due..

_ - Any salary, bonus, commission or remuneration by whatever name called due to or received
. by apartner of a firm from the- firm shall not be regarded as salary for the purposes of this section
w.ef AY 1993-94. '

73 MAIN CHARACTERISTICS OF SALARY

- (a) Accrual and Receipt Basis: 'Salary’ is taxed both on the basis of accrual as well as recerpt
. In other words, whether the amount is received or not it will be charged once it has .
become due. On the other hand it will also be charged if the amoum has been received
without havmg accrued For example, salary received in advanoe is taxable

o) Emplayerand Employee—Relauonsmp The amount is taxable here only when an employee
received it in the capacity of an ‘employee, that is, there must exist the relationship of an
employer and the employee. Income received fromany activity wthh is notemployment

*is not-taxable here. Employer includes Government, Local Authorlty, company, firm,
Foreign Government or any employer in pnvate or public sector. ;

An agent a company dlrector, a smger an artist, a doctor, a chartered account, an advocate,

etc., who are practising their profession independently, are not employees and therefore whatever .
~‘amounts ‘they earn shouid be taxed as professional income under the head profits and gains from )
busmess or Professron ' - ' '

L ©) - Tax Free Salary: You may ctnne across certain references when itis stated that empIOyee
X i is in receipt of tax- free salary from his employer In this regard you w111 have to follow
~ the points given here u:nder

i) * Itisnot possible for any one to say that this employee will receive tax-free salary,
_ because it is only the Ceéntral Government which can declare that such and such
employee will not be taxed in rcspect of salary. '

i) ‘Tax free salary will therefore means that the tax habﬂlty of the employee will

' be met by the employer in addition to paying saldry as agreed to. In this case

since the employer is meeting the obligation of the employees as regards tax, :

the tax so paid will be deemed to be the income of the employee when his
assessment is taken up.

iii) Companies Act, 1956, prohibits the'payment_-‘ of tax free salary to any of its,
- employees. However, the company may seek permission from the Central
Government to allow it to pay salary to the employee and meet his obligation -
100. ' : '

d) . Prewous Year: Salary is generally assessable on the basis of financial year that is, the'
+ prévious year for any assessment year of any employee should generally be the financial

for any month becomes due on the last day of month. For the assessment year 1992-93
the employee will be required 1o pay taxon the salary he has earned for the financial year

~ year immediately preceding the assessment year. It is generally assumed that the satary =~




[n case of government and semi- government departments salary, is supposed to beeome due
on the first of the next month and therefore in respect of such employees tax will be ehargecl in-- ¥
- respect of the year commencing on Ist March 1991 and ending on 28th February, 1992 assuming = - §

-~ that the salary for the month of February 1991 becomes due on Ist March 1991, and the salary for e
' .March, 1992 on 1st April 1992. : : '

' .(e) _

-commencing on 1st April ' 199’1 and entling on 31st March 1992.

Voluntary Foregomgs Sometimes the employee decides to forego his salary and aeeepts .

_ only a token amount of Re. 1 per month. He has to accept rupee one because in the o

absence of even this rupee one, thére will not be -any consideration and therefore there
will not exist any contract between the employer and the employee Where the employee "
foregoes his salary, his tax liability will get reduced and he will have 1o pay income tax
on his entire salary not withstanding that he has foregone a part or the full amount of
salary. However, if the employee has complied with the various provisions given in the
Voluntary Surrender of Salaries (Exemption from Taxauon) Act, 1961, tax lrablhty w111

certamly get redueed _— _ L

Scape: Ur_rde_r the head "Salaries’ are taxed on the following:
(@ Salary
(b) Perquisites

() Profits in liew of Salary

7 4 DEFINITION OF SALARY [SECTION 17 (1)]

“The term salary includes the following:

(a)

®
© '

©

o

®©

@

Wages;

 Any annuity or pension;
- Any gratuity,

Any fees, eommissien, pefyuisites or preﬁts' in lieu of or in addition to any salary or. -

wages; - _ S R
Any advance of salary; _ _' _ _- -

Any paymem received byan employce in respect ofany per:od of leave not availed of by'
him (leave encashment), : . :

The annual accretion 10 the balance o the cred1t of an employee participating in a- .

Remgmsed Provident Fund to the extent it is chargeable to tax; and

The aggregate of all sums that are eompnsed in the transferred balanee ofan employep;; L _
: part1c1patmg in Recogmsed Provrdent Fund, to the extent of which 11 lS chargeable ﬁo- S

tax.




The above amounts are chargeable whether they are a 'perl of the contract of employment, or.
are paid by the employer voluntarily, Salary for the notice period paid by the employer is also

chargeable. Annuity is an annual payment, where the-employer has made arrangements for the
payment of any amount for his past service, the receipt is taxable. Pension is included under this

head. Gratuity is the lumpsum payment made by the employeér at the time of retirement or leaving:
of the service. This is made in appreciation of his past services. The amount is tax-free within.the

limits provided in Section 10 (10). Any amount falling outside that limit wilt be taxed as usual.

_ Advance salaty is also chargeable But if some amount has been received by the employee as

loan which is 1o be repald every month out of salary, it is not taxable. Loan arrangement is a private

financial agreement and does not attract-tax. The amount of provident fund contribution by the
employer and interest thereon is termed as annual accrenon and taxable if outside the tax-free limit.
" The balance standmg to the credit of un:eeogmsed provident fund at the time when it is reoogmsed
by the Comnnssmner of Income-Tax is transferred to the Recognised Provident Fund and is known
as ‘transferred balance’. This is also taxed beyond certain limit.

7.5 DEFINITION OF PERQUISITES [SECTION 17 (2)]

- Perquisite is defined in Webster's New International Dictionaryas ‘a gain or profitincidentally

made from employment in addition to regular salary or wages, especially one of a kind expected or
) promised’. In Oxford dictionary it is defined as ‘casual emolument, fee or profit attached to an

office or position in addition to salary or ‘wages’. Perquisites are received ina number of ways, Thcy_

may be received in kmd wluch may or may not be convertlble into cash._

You might have seen many top class officers en]oymg some benefits during office hours or
.durmg the course of discharge of official duties. They will not be perquisites in the eyes of

income-tax. For example, during office hours you have a ride in office car, use office- telephone -
take lunch while glvmg company o the employer’s cllent all such benefits are not at all perquisites.

_ that are taxable.

You will remember one thing. If a beneﬁt Is a perquisite according to the income-tax law, it

B U certamly taxable in view of the deﬁmuon of salary glven under Sectlon 17 (1),

The term perqu1s1te as defined under Section 17 (2) will include the followmg

(a) - Rent- free Accommodanon [i7 (2) (i}]: The value of rent free accommodation provided
' to the assessee by his employer.’ :

) Concesswn in Rent {1 7 {2) (ii}]:The value of any conoessnon in the matter of rent for any

. accommodation prov1ded to the assessee by his employer.

- (©) Any Other Benefit or Amenity {17 (2) (iii) ] The value of any benefit or amenity granted
' or prov1ded free of cost orat oonfcssmnal rate in any of the followmg cases:

(1) Bya 1:Jompan)r to an employee who is a director thereof
(11) Bya company toap employee being a person who has a substannal mteres{ in
the company (e who holds a,lleast 20% of the voting power),
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(ifi) By _anj! emploj!er_ to an employee to whom the provisions of (a) and (b) above
' do not apply and whose income under the head ’salaries’ exclusive of the value. .

of all benefits and amenities not provided for by way of monetary payment

exceeds Rs. 24,000. It is important 10 note that it is the net monétary emolu-

ments after allowing standard deduction that should be considered for this
‘sub-clause. ' o "

(d) - Employee’s Obligation {17 (2) (iv}]: Any sum paid by the employer in respect of any -
. obligation which, but for such payment, would have been payable by the assessee.

() ° Life insurance etc. {17 (2) (v): Any sum payable by the employer, whether directly or- -
- througha fund other than a recognised provident fund or approved superannuation fund
to effect an assurance on the life of the assessee or to effect a contract for annuity. -

'The benefits described under (a), (b) and (€) are specific and therefore identification of -
perquisites would be easier. They are taxable in all cases; As regards the benefits to be covered by
(©)and (d), there are problems. If the benefit is covered by (c), it will be taxable only in the hands -
of specified persons described under (i), (ii) and (iii) above. On the other hand if it is covered by

- (d), it is ta_xable_ih the hands of all. L o T i ' o

_ To illustrate, if the employee owns a car and petyol charges are payable by the employer - .
towards the private usage, it is taxable in the hands of ali cmployees. When the car is owned by the
employee, jt is his: obligation to sperid for petrol and run it. If his liability to petrol charges is -
discharged By ihe,employer, it is a taxable perquisite in the hands of all types.of employees.

Onthe oilier hand if the car is given by the employer for private use it will be taxed as perquisite
under 17 (2) (iii) and therefore only the specified types of employees would be required to pay tax.

7.6 TAX-FREE BENEFITS —

We have explained }ust now in this unit that various types of benefits derived by
. are taxable. However, there are certain advantages and benefits which have been mad
~ the administrative orders of the Board. They are in brief described below:

the assessee
¢ tax-free by

.

L. Medical Facilities: -

* As per Finange Act, 1991, the following shall not be regarded as perquisites w.e.f. the A.Y.
1991-92 (Sec.7) _ . S ' B

- §) thevalweof a'ny medical trea'unem. pfovi:le;l to an employee or any member of his 'family'
' . “inany hospital maintained by the employer;, ' ' ' '
i)y ﬁny sum paid by the employer

in respect of any éxpenditure' actually incurred by the
émp'loyet_: on his medical treat

ment or treatment of any member of his family in any -
hospital maintained by Government or any local authority or any other hospital ap-
proved by the Government for the purposes of medical treatment of his employees;

iif)  anyportion of the premium paid by an employer in relation to an empioyee, to effect or

to keep in force an insurance on the health pféuch employee under any scheme approved




by the Central Government for the purposes of clause (b) of sub-section (1) of section
36, . . -

ivy any sum patd by the employer in respect of any premlum paid by the employee to effect
or to keep in force an insurance on his health or the health of any member of his family
under any scheme approved by the Central Government for the purposes of section 80D;

y) . any sam pard by the employer in respect of any expendrture actually incurred by the .
employee on his medical treatment of any member of hrs family [other than the treatment
referred to m clauses (1) and (iD)]. so, howcver that such sum does not exceecl ten

thousand rupees in the previous year,

viy

1y

-

any expendrture incurred by the employer on -

medical treatment of the employee, or any member of the farmly of such

’ employee, outside Indra,

2)

3)

travel or stay abroad of the employee or any member of the famlly of such-

N employee for medrcal treatment;

travel and stay abroad of one attendant who aocompanres the pauent in connec- :
tion with such treatment o '

: Sub]ect to the condition that the expendrture on travel referred to in sub- clauses (2} ang (3}
of this clause shall be excluded from perquisite only in the case of an employee whose gross total
income, as oomputed before including therein the said expenditure, does not exceed one lakh
' rupees and. sub]ect tosuch further conditions and limits in relation to such expenditure as the Board
may, having regard 1o the gurdelmes if any, 1ssued by the Reserve Bank of Indra in thts behalf,

pres(.rrbe

. vii)

Notes

1).

any sum palcl by the employer in respect of any expendrture actually mcurred by the
employee for any of the purposes specrﬁed in clause (vi) subject to the conditions

specrfied inor under that clause. .

w.ef the AY. 1993 94 the above sub-clause (ii}) has been blfurcated as follows

11) any sum paid by the employer -

b

in respect of any expendrture actually mcurred by the employee on his medtcal

treatment or treatment of any member of his family in any hospital maintained:
by the Government or any local authority or any other hospital approved by the
Government for the purposes of medical treatment of its cmployees

drrectly to a hospital, approved by the Chlef Commissioner having regard to the
“prescribed- guidelines for the purposes of medical treatment ofthe prescrtbed-

diseases or ailments, on aooount of such treatment of the employee or any
‘member of bisfomily”.




2)

3)

4)

5)

6)

7)

8)

9]

10)

11)

2)  inclause (vii), for the words "one lakh rupees", words "two lakh rupees” shall be
substituted. '

Refreshment: Provision of refreshments during office hours in office premises.

Recreational Facilities: Provision of recreational facilities for group of employces (the
facilities should not be restricted o a selected few), '

Perquisites Abroad: perquisites to Government employees while serving in foreign
countrices.

Free Ration to Armed Forces: Free ration and provnslons to members of the armed forces
given under service conditions. :

Refresher Courses: Courses and training programmes arranged for the employecs,
refresher courses for the exccutives, management development and executive develop-

' ment programmes.

Transport Facilities: Transport facilities for going to and coming from place of work.

Family Planning: Expenses incurred on family planning programmes and benefits
derived by employees thereunder.

Telephones: Free telephones at employee’s residence.

Free Travel: Free travel passes and privilege ticket orders enjoyed by rai Iway or airlines
c¢mployees,

Availability of Goods at Concessional Rate: Availability of goods at concessional rate
from employer. '

7.7 PROFITS IN LIEU OF SALARY [17 3)]

"Profits in lieu of salary” include:

(@)

(®)

The amount of any compensation due 10 or received by an assessee from the employer
or in connection with the termination of his employment. It may also be received for
modification of the terms and conditions relating thereto.

Any payment due 1o or received by an assessee from an employer or a former employer
or from a provident fund to the extent it is taxable.

Any other payment received from the present or the past employer is also taxable as profit in
lieu of salary. Where the pension is_pavablc as deferred remuneration any amount received for
commutation of pension or substitution thereof shall be treated as profits in liew of salary and taxed
accordingly. '

7.8 TAX - FREE RECEIPTS IN THE HANDS OF EMPLOYEES

Certain amounts received by the employees are tax free under various provisions of the Act.
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Following are the provisions in this regard:
(i)  Travel Concession [10(5)]:

The value of any travel concession or assistance received by an individual (who is a citizen of
India) from his employer for himself, his spouse and children in conn'e_ction with his proceedings
on leave to his home district in India. Such concessions received from his former employer after
retirement from setvice or after the termination of service are also exempt. The value of travel
concession will be exempt subject 1o the following conditions: ' '

(a) Leave travel concession is tax free where the employee is entitled 10 it only once
in a block of four years irrespective of distance. Where he is entitled to more
than once in the block of four year, the first concession will be exempt in full
and the subsequent ones would be exempt to the extent of the fare for the
distance between the work place and his home town.

(b} Where he has not availed himself of such concession during any block of four

. calendar years, the value of the travel concession first availed of by the individual
during the first calendar year of the imniedialcly succeeding block of four years
will get exemption (Rules 2B)

(i) Death-cum-Retirement Gratuity {10(10)] :
Any death-cum-retirement gratuity reccived under the following schemes shall be exempt:

a) Government Employees: Any such amount received by the employees working
in Civil or Defence services of Government of India, or on any part of State
Government or Local Authority covered under Revised Pension Rules of the
Central Government shall be fully exempted. '

b) Gratuity received under Payment of Gratuity Act, 1972 : In case of employees

~ drawing salary not exceeding Rs. 2,500 p.m. and covered by the Payment of

Gratuity Act, 1972, an amount being least of the following three items shall be
exempted and excess if any, will be taxable. Three items are: * '

i} 15 days salary for each year of completed service or part thereof in excess of six
months. '
ii) Notified limit Rs. 50,000.
iiiy Gratuity actually received by the empioyee.
‘Salary’ means salary last drawn by the employee and it also includes dearness allowance, but
exciudes all other allowances. Monthly salary shall be calculated by taking 26 days as the maximum

number of working days in a month. For example, if the employee was drawing Rs. 1,300 at the '
time of his retirement, then 15 days salary shall be : o

1300:;%56- = Rs.720.




€) Other Employees_: In case of other employees, out of the gratuity received by them, least
of the following three will be exempted from tax:

a) Actual gratuity received;
b)  1/2'month’s average salary for each completed year of service; or
¢) Notified limit Rs, 1,00,000.

For this purpose, ‘salary’ means average salary for ten months immediately preceding the
month ir which retirement or death occurs. ‘Completed Year’ means one full year, fraction of year
is to be ignored. The word ‘salary’ here has the same meaning as is assigned to it for provident fund
purposes, i.e., the basic pay plus DA or any portion of DA which enters into pay for service benefits.
Further, if under terms of employment, commission is payable at a fixed percentage of turnover
realised by the employee, it will be a part of salary.

If an employee receives gratuity from more than one employor either in the same year o1 in
different years, the total exemption will not exceed Rs. 1,00,000.

' IHustration-1 :

*Mr.Sudhir retires from his job on 30th November, 1991 after putting 30 years and 7 months
service. He received Rs. 40,000 as gratuity under the Payment of Gratuity Act, 1972. His salary
including Dearness Allowance at the time of retirement was Rs. 1,950. Compute the exempted

gratuity.
Solution : -
Least ﬁf the 3 items shall be exempted:
a) 31X 1,125 = Rs. 34,875 (least) |
b) Actual_amo_unt Rs. 40,000,
¢)  Notified limit Rs. 50,000.
Taxable Gratuity shall be = Rs, 40,000 — Rs. 34,875 = Rs, 5.125.
Momhly salary has been calculated as

15
Rs. 1.,950 X 5z = Rs. 1,125.

Mustration-2

X, an employee retired on 31st March, 1992 after completing 32 years of service. He received

_ Rs. 60,000 by way of gratuity. The average salary drawn by him in the ten months preceding the

month in which he retired was Rs. 3,200 p-m. What amount of gratuity will be exem pt if he was i)
a government employee; or ii) an employee in the private sector? '




Solution: -

i) If he was a government empioyee, the entire amount of gratuity paid to him will be
exempt from tax.

iiy  Foran employee in the private sector, the least of the following three figures will be
exempted from tax:

a) 172 month’s average salary for each completed year of service, i.e., 16 months’
 salary for 32 years of service (Rs. 1,600 X 32) Rs. 51,200.

b) Actual gratuity received Rs. 60,000.
¢) Notified limit Rs. 1,00,000.

The least figure of the above three, i.e., Rs. 51,200 will be excmpt fromtax. The taxa_blé gratuity
will, therefore, be (Rs. 60,0000-51,200) = Rs. 8,800.

jify Commutation of Pension [10(10A)] :

Pension is the periodic payment made by the former employer to the employee who has since
retired. This is according to the terms of the contract of employment. Sometimes the employee
wanits to have a lumpsum payment in lieu of pension which he would receive monthly. The payment
which he receives on foregoing of the pension is known as commuted value of pension.

The commuted value of pension is determined having regard to the age of the recipient, state
of his health, the rate of interest and officially recognised tables of mortaiity. He may forego a part

of the pé_nsitm or full pension as per his wishes and conditions with the employer. This sub-section

exempts coramutation of pension within the following limits:

(i) Payment by way of commutation of pension made by the Government-State as
well as Central or a Corporation established by State of Central Act will be
totally tax-free.

(i) Where the commutation is paid by any other employer the exemption will be -

within the following limits:

(a) Where the employee receives 'g;atuity in addition to pension the commuted

value of only 1/3rd of the pension will be tax free.

(b) Inany other case, the commuted value of only one-haif of the pension will not
be taxed.

(iv) Encashment of Leave after Retirement [10(104A)]

You might be aware that generally employces in the private and public sectors are allowed to
enjoy earned leave. For each year of service, the leave account of the employee is credited by a
certain number of days, say, one month. This leave gets accumulated in his account. Of late, the
employees have been given the benefit of encashment of such leave. In other words the employee
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is eligible 1o claim one month’s leave which he would otherwise be entitled to. He will in such a
case forego leave and instead claim salary for the period foregone. Such encashment is taxable
during the course of the employment. However, if the employee has got some leave credited 1o his :
leave account at the time of retirement, he is entitled to claim encashment of such leave. Encash-
ment of ieave at the time of retirement is exempted from tax subject to the provisions given below.

Loe Central/State Government Employees : Aﬁy paymem received as the cash equivalent of
the leave salary in respect of the earned leave 1o his credit at the time of his retirement
strall be fully exempted, ' -

2 Other Empioyee’s : Exemption in this respect is also available to the other employees,
but with certain limitations, which are given below:

(a) The earned leave to the credit of the employee should not exceed § months at
the time of retirement,_ Superannuation or otherwise,

(b) The encashment shall be calculated on the basis of the average salary drawn by
the employee during the period of ten months immediately preceding his
retirement subject to such limit as the Central Government may, by notification
in the Official Gazette, specify, in this behalf having regard to the fimit ap-
plicable in this behaif to the employees of that Government. The present .
exemption limit is Rs. 79,920,

(€) Where any such payments are received by an employee from more than one
employer in the same previous year, the aggregateamount exempt from income-
tax under this sub-clause shall not exceed limit so specified.

(d) Where any such Payment or payments was or were received i any one or more
carlier previous years also and the whole or any part of the amount of such
payment was or were not included in the total income of the assessee of such
previous year or years, the amiount exempt from income:tax under this syb-
clause shall not exceed the limit so specified as reduced by the arnount not
incladad-if The total income of any such previous year or years,

(¢} The entitiement of earned leave of an employee (including ‘Government
employees) shall not exceed 30 days for every year of actual service rendered by
him as an employee of the employer from whose sérvice he has retired.

(f)  Salary for this purpose includes dearness allowance if the terms of employment
S0 provide but excludes all other allowances and perquisites,

Exempred Leave encashmeny amount in the case of other Employees:
In this case, minimam of the following four will be exempted from lﬁ :
(1)  Leave encashment actually received; or

(i)  Cash equivalent of earned leave not exceeding 30 days per cach year of service at his
credit on retirement; or

! . L. A




- (i) .Eight months average salary; of
(iv) Amount specified by the Central Govt.
(1st January, 1988 onwards Rs. 79,920/-).
™) Compensation [10(10-B)] :

- ‘Compensation received by a workman under the Industtial Disputes Act, 1947, or under any
other Act, Rules, Orders, Notification Award or Contract of Service etc., atthe time of retrench-
ment shall be tax free to the following extent:

(i) Anamount calculated in accordance with the provisidns of Section 25-F (b) of
the Industrial Dispuies Act;or ' '

(ii) Rs. 50_,000 ; whichever is less.

 Explanation : Retrenchment compensation includes compensation received at the time of
closing down of the undertaking. ’ .

The Finance Act, 1985 has provided that the above limit will not apply from the AY. 1986-87
in cases where compensation is paid under any scheme approved by the Government.

(vi) Compensation received by a Public Sector employee at the time of voluntary retirement
(10(10C))

Any payment received by an employee of a Public Sector Compaily at the time of his voluntary
retirement in accordance with any scheme approved by the Central Government is exempt from
1ax from the A.Y. 1987-88. This exemption is available to any employee, whether a worker or an
executive. '

" The above exemption is extended to the private sector employees also wef AY.1993-%4.
(vii) Payment From Statutory Provident Fund [16(111 -

~ Provident Fund scheme is essentially a labour welfare measure. It is constituted of the
contributions from the employee and-employer both. The amount 50 collecied is invested 10 €arn

interest thereon which again goes to the employee. The amount so accumulated ini his account is

paid back to him when he retires from service or leaves it earlier. The payment O made over 10
him is tax free subject to certain provisions. ' '

One type of provident fund is statutory Proﬁdent fund which is administered according to thé
provisions 1aid down by the Government. Any payment back from the Statutory Provident Fund is
totally tax free in the hands of employees.

For detailed discussion on the subject, you will see the next unit.
(viil) Payment from Recognised Provident Fund [10(12)] :

Payment_reoeived from any- Reoognised provident Fund shall also be tax-free' provided the




following conditions are fulfilled :

(a) The employee has .rendcred a continuous service for a period of at least five .
years. ' '

(b) Though the employee has failed to-put in five years continuous service, it has
come to an end for reasons beyond his control,

(ix) Payment from Approved Superannuation Fund [10(13)]

Any of the following payments made from an approved superannuation fund are not included
in the total income of the employee,

(a) On the death of the beneficiary.

{b) To an employee in licu of or in commutation of any annuity on his retirement
at or after a specified age or on his becoming incapacitated prior to such
retirement. '

(¢) By way of refund of contributions on the death of a beneficiary.

(d) By way of refund of contributions of an employee on his leaving the service
otherwise than by retirement at or after a specified age or on his becoming
incapacitated prior to such retirement, the extent, to which such payment does
not exceed the contributions made prior 1o 1-4-1962 and any interest thereon,

(x) House Rent Allowance {10(13A)]

House rent aliowance is granted to employees to meet the cost of high rent prevailing in big
cities. It is therefore an accepted fact that the receipt of this allowance does not increase the taxable
capacity of the employees. It is therefore tax free but within certain limits. The limits are being
discussed in the following pages. ' '

(xd) Special Allowance for meeting Bﬁslness Expenditure [(10)(14)]

Any special allowance or benefit not being in the nature of an eniertainment allowance or
other perquisite within the meaning of Section 17 (2) specifically granted to meet expenses wholly
necessarily and exclusively incurred in the performance of the duties of an office Or employment
of profit, to the extent to which such expenses are actuaily incurred for that purpose.

Check Your Progress - 1

List out the important tax-free receipts in the hands of employees.

.................................
..................................
.................................

.................................
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=5, VARIOUS ALLOWANCES AND THEIR TAXABILITY

We are all aware that the employees arcin a position to receive remuneration under various
aames. The employer allows 2 numbet of allowances 10 be withdrawn by the employecs. Some of
these allowances are paid just 10 meet the expendituse the employee incurs in relation to his
employment, whereas certain other allowanc&é are granted with a view to giving €xtra amounts o

‘employees. We propose to discuss various allowances and their taxability.

(i) Dearness Allowance

Dearness allowance is given 10 meet the rising cost of living. There is a general assumption
that the rise in cost is temporatily for the time beingand therefore it could be met by an allowance.

'_If the rise comes down, the allowance is also reduced. Dearness allowances is wreated like any other

taxable income in the Act.
(it) Travelling Allowance

Travelling allowance is paid to meet the cost of travel and therefore you will agree that it is
pot at all income. However, if the employee is able to save something out of the allowance he
receives, it is taxable because the amount saved will be his income without any doubt.

' (iii) Foreign Allowance
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This allowance is paid by the Government (o its employees who are citizens of India and who
have been posted abroad. Tt is not included in total income and is totally exempt.

(iv) House Rent Allowance

House rent allowance is paid to employees for meeting high costof rent prevailing inbig cities.
This aliowance is exempted within the prescribed limits. The excludible limit will be least of the
following: '

(a) Actual allowance received :
(b) [Excess of rent paid over 10% of salary ;

(¢) Where the accommodation is situated at Bombay, Calcutta, Dethi or Madras,
50% of the salary due 10 the assesses;

where the accommodation is situated at any other place, 40% of the salary due
to the assessee.

‘Salary’ for this purpose includes dearncss allowance if the terms of employment provide for
its inclusion in salary for the calculation of old age benefits, etc. But excludes all other allowances
and perquisites.

The exciudible limit is to be worked out only for the duration the assess has occupied the
accommodation during the previous year. '

It has been clarified by the Board that the house rent allowance paid to a person who is living




in his own house or in a house for which he does ROt pay any rent is not exempt from tax in any
circumstances,

Mustration

Compute totat salary of the following four assessees for the assessment year 1992.93

_ : : -
Particulars of Income Names of the Assessees
M N o T ;
Salary | | 25,000 30,000 40,000 25,000
D.A. O sow 14000 4,000 5,000
Bonus 7,000 - 15,000 8,000
House Rent Allowan_cc 4,250 8,000 21,500 i3,750
Actual rent paid 6,500 7.000 20,500 16;000
Place of service : ~ Kanpur Tirvpati Poona Delhi

provident fund contribution,

Solution
Computation of Salary
Rs, Rs.
M : Salary B 25,000
Dearness Allowance ' ' 8,000
Bonus ' ' 7,000
House Rent Allowance ’ 4,250
Less : Deductible amount © | 4,000 250
| Total Salary ) o | 40,25;)
—_—

*Deductible amount is calcuiated below:;
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(i) 40% of salary (Kanpur)

(ii) Excess of actual rent over 10% of salary
(6,500-2,500) '

(iii) Actval house rent allowance received
Whichever is less i.e. Rs. 4,000.

N : Salary
Dearness Allowance
‘House Rent Allowance
Less: _Deductible amount
Total Salﬁry
' *For deductible amount, following catcul
() 40% of salary (30,000 + 14.00) (Tirupat)

(ii) Excess of actual reat over 10% of salary
(7,000-4,400) '

(iii) Actual house rent allowance
Whichever is less i.¢. Rs. 2,600 -

. O-': Salary

Dearness allowance

ﬁonus

Hoﬁsc rent allowance

 Less : Deductible amount !
Total Saiary.
g | - Deductible amount is calculated below :
(1) 40% of salary (Poona)

(i) Excess of actual rent over 10% of salary
(20, 5m-4,000)

(iii) Actual house rent allowance
Whichever is less i.e. Rs. 16,000

10,000

4,000
4,250
30,000
14,000
8,000
2,600 5,400
49,400
N
ations are useful :
1_7',600.5
2,600
8,000
40,000
4,000
is,'ooo |
21,500
16,000 5,500
— 64,500

16,000

16,500

21,500




P:Salary . - 25,000

Dearness ailowahce : - 5,000
. Bonus : 8,000
House r_eni alldwan_(l:e - - 13,750 |
Less : Deductible amount * 12,500 1,250
Total Salary ' T 39,250 |

*Deductible amount is worked out below :

(1} 50%of salary (Dethi) 12,500

(ii) Excess of actual rent over 10% of 1'3,500
salary (16,000-2,500)

(iif) Actnal house rent allowance 12,750

Whichever is less j.e. Rs. 12,500

(v) Entertainment Allowance

In case of employees in Private Secror
1. Rs. 7,500 per annum; or
2. Ysthsalary (exclusive of any special allowance, benefit or other perquisite) or;

3. Allowance which was received by the assessee from the présent employer before 1-4-
1955; or :

4. Allowance_ which is being drawn now; whichever is less.
In case of employees in Goverﬂment Services
1 1/5th Salary (exclusive of any allowance, benefit or Other perquisite); 6r
2. Rs. 5,000 Per annum; or
3 Allowance which is being drawn now, whichever Is Jess.

Itis to be understood that the entertainment allowance must first be added to salary and then
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deduction in this behalf allowed iri the manner given above. In case of employees in private
employment, deduction shall not be allowed if the employee has changed the employer since
1-4-1955 and/or where the entertainment allowance was not available to him before 1-4- 1955.

Tt will be interesting to know that the deduction on account of entertainment allowance isa
matter of academic interest now as regards the private sector employees because there will be very
few persons in the country who have been in the same employment since before 1-4-1955 getting
entertainment allowance. ' -

(vi) City Compensatory Allowance

City Compensa{ioxy Allowance is paid to employees in bigger cities because of higher cost of
living at those place. It is taxable in full.

(vii) Coniveyance Allowance | .

Conveyance allowance is paid to employees to meet the cost of conveyance. They are likely
1o incur while travelling for office purposes. Tt is therefore not 1axed in the hope that the whole
amount must have been spent. '

(viii) Bonus is taxable in full
Check Your Progress - 2

- Mr.Rao, a university teacher in Hyderabad-is in receipt of salary @ Rs. 1,800 p.m., DA @
Rs. 200 p.m. and House Rent Allowance (HRA) Rs. 4,000 p.a. He paid Rs. 5,400 a5 actual rent for
the house occupied by him. Calculate his taxable HRA. '

..................................
.................................
.................................

................................

Check Your Progress -3

- M Reddy is working as a manager at Rs. 2,200 p.m.ina bank in Vijayawada. He is receiving
Rs. 400 p.m. as D.A. and Rs. 300 p.m. as HRA. He stays in his own house. Compute his 1axable
HRA. '

...................................
................................
................................

................................




Check Your Progress - 4
List out some important Tax Free Benefits.

................................
--------------------------------
--------------------------------

................................

7.10 SUMMING UP

The term ‘Salary’ inciudes various types of monetary emoluments received from the employer
- €.B; perquisites granted by the employer and profits in lieu of salary. Any gain or profit received in '
addition to regular salary is known as perquisite. It includes rent free accommodation, concession. :
inrent, any other benefit or amenity, etc. There are certain benefits like medical benefits, refresher
courses, transport facitities which are not taxed at all. Empioyees recejve various allowances like
Dearness Allowance, Travelling Allowance, House Rent Allowance, Entertzinment Allowance,

The Taxability of these allowances is aiso discussed.in this unit.

7.11 CHECK YOUR PROGRESS : MODEL AN SWERS

Li) Travel Cbncession;

ii)_ Death - cum - Retirement Gratuity; -

iii) Comm.utaﬁon of pension.;

iv}  Encashment of Leave after retirement;

v) Payment from Statutory and Recognised Provident Funds.

2. Computation of Taxable HRA of Mr. Rao
HRA Received :

Rs. 4,000
Less : Exempted upto least of the foliowing:
1) Actual HRA Rs, 4,000

ii) Rent paid over 10% of salary
(5,400 - 2,160) 3,240

- iii) 40% of salary 8,640
Exempted : 3,240

Taxable HRA - Rs. 760




3. ‘ Taxable HRA Rs. 3,600
{As he. is living in his own house, HRA is fully taxable.)

4 i) - Medical Facilities; |

ii)- Telephones;

iii) Refreshment,

iv) Recreational Facilities,

v) Perquisites Abroad

vi)  Transfer Facilities,

vii)  Free Travel, etc.

712 NODEL EXAMINATION QUESTIONS

1. Essay Questions

Answer the following in about 30 lines each :

1. Explain the provisions regarding encashment of leave at the time of retirement.
2. Name various allowances and explain their taxability.
3. Give main characteristics of ‘Salary’

4. ‘What are the rules relating to the taxability of tax free Salary?

11. Short Questions

Answer the following in about 15 lines each :

1 Name various taxable perquisites.

2. Enumerate tax free benefits.

3 Explain the provisions with regard to travel concession.
4.  How is commutation of pension taxed?

5. How is house rent allowance taxed?

6.  How do you treat voluntary foregoings?

7. Define profits in lieu of salary.
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8.0 AIMS AND OBJECTIVES

- The objectives of this unit are 1o explain the valuation of perquisites, deductions from salaries
and then provident funds. Through this unit an effort would be made to impart training 10 youin
Computing taxable income from salaries.

At the end of the unit, you should be able 1o :
® explain valuation of perquisites;
® identify the perquisites taxable, in Specified cases;
® explain Standard'Deduction;
® describe provisions relating to provident Tunds;
® compute salary income; and
® understand qualifying amount and rebate of tax

8.1 INTRODUCTION

In the seventh vnit we have defined perquisites and have also described the benefits which are
;totally tax free. In this unit we will discuss the valuation of different types of perquisites,

| | —
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At the end of Sthunit we have given you a chart and stated that under heads of income, certain
deducg " - areallowed on account of expenses incurred toearn income thereunder. This permissible
3 v dllowed before we arrive at the figure of taxable income under a particular

shead, that is salaries, also deductions are allowed.

of contributions from employees and employers. The amount so collected
fient securities of in approved securities which earn interest. This interest is
dend fund account of the employee. Provident fund is refunded to him when

he retires from} ‘or when he leaves it. We explain all these aspects in this unit.

<7 VALUATION OF PERQUISITES

elsewhere that generally all employees are members of provident funds.

Perquisites are of two types, One t_j_rpe of perquisites which are taxable in all cases irrespective
of the status of the employee and the amount drawn by him under the head ‘Salaries’. The other
type of perquisites are taxed only in spegified cases. We will discuss valuation of both types of
perquisites. P _

Valuation of Perquisites - Taxablé/in all Cases
i) Rent free accommodation

Rent free accommodation is taxable in all cases. Sois the case with concession in rent. Salaried
assessees are classified into three categories with a view 10 valuing rent-frec accommodation. The
method of valuation depends on the type of categorics of employees enjoying the perquisite.

Government Employees

Government employees include the employees of the Central and State Governments.
Government employees deputed to an undertaking or body under the control of the Government
are also covered in this category. '

Valuation

Valuation of rent free accommodation in this cas¢ depends on what the Government is
charging for this type of accommodation in the case of other employees. Government is free 10

charge any amount for any type of accommodation. Incase of furniture, which includes refrigerator, .

television set, radio, air-conditionet, etc., is also provided in the house, 10 percent of the value

_thereof is iriciiuded in the value of the house. In case the furniture is obtained on hire, charges paid

will be included in the value of the house.
: _Semi-Govemment Employees
" In this category the following ;ra included :°
a)  Persons employed by the Reserve Bank of India.

b) Persons employed by a statutory corporation or a company owned by the Government
or the Reserve Bank of India or both. '
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<) Persons employed by a body or undertaking financed wholly or mainly by the Govern-
ment. :

[)] Officers of Government whose services have been lent to a company in which 409 or

Valuati_on

Unfurnished accommodation will be valued at the rate of 10 percent of salary or fair rental

value of the accommodation - which ever s Jess, ‘Where furniture has also been provided, 10 percent
of the cost of furniture will be added to the value of accommodation. Furniture includes

(a) 10 percent of salary or fair rental value of the house - whichever is less; plus,
by 10 percent of the cost of furniture or hire charges payable by employer.

Emplbyee in Private Sector

Valuation
The following method is adopted for valuing rent free accommodation :

(a}  Where the rental value is Iess than 10 percent of salary, the rental value of the accom-
modation will be added to salary as the value of rent frec accommodation.

(b}  Where the rental value is more than 10 percent of salary but does not exceed 30 percent
of salary, only ten percent of salary will be the valuation of the house,

()  Where the fair renta] value/annual value exceeds 50 percent of salary, then the valye of
the house will be determined as foliows:

(1) 10 percent of salary, plus
(if)  Excess of fair rental value over 50 pércent of salaxy.\

In case the employee resides in Bombay, Calcutta, Delhi or Madras excess of fair rental
value/annual value over 60 percent will be added instead of 50 percent.

s




- Employe<s in Private
~ Sector
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ii) Residential Accommodation at Confessional Rate

Where the accommodation has been provided by the em
valuation of the house will first be found out on the lines given above. Out of the
determined according to rules, the rent payabie by the employee will

will be the valuation of concession in rent.

VALUATION AT A GIANCE

Categories Unfinished House

Furnished House

ployer at confessional rate, the
value 50
pe deducted and the balance

(a) Whatever amount is char-
ged by the government for

Government employees
both Central and S1aie
similar accommodation as
" per rules, that amount will be
the value of perquisite.

(b) If the same is payable by
the employee-the value will
be nil

(¢) If less amount is paid the
difference will be taxable.

Semi-Government €m- (a) 10% of salary or fair ren-
ployees /Reserve Bankof tal  value of the

India, Statutory accommodation whichever is
corporations, University  less.
employees, etc.

(0) If the employee pays less

than 10%, the concession is -

taxable.

lary, which-ever is less.

(b) If the fair rental value
exceeds 50% of salary, excess
over 50% will be added 10
10% of salary.

(a) Fair rental or 10% of sa- -

(a) 10% of the cost of furni-
ture is added.

(byIfitis hired, the hire char-
ges will be included.

(a) 10% of the cost of furni-
ture is added. :

(b) If it is obtained on hire,
then the hire charges are
added. '

(a) 10% of the cosl of furni-
ture is added.

(b) If it is obtained on hire,
then hire charges will be
added. '




(©) In the case of Bombay,
Calcutta, Delhi or Madras,
excess over 60% will be added
to 10%.

includes:
a) -
b)
'k:)
0
€}
f

8

h)

Salary for these calculations

For the purpose of valuation of perquisite in respect of rent-free accommodation salary

Basic Salary;

Dearness Allowance/Pay, if terms of employment so provide;

" Bonus;

- Commission;

Fees;
Al other taxable allowances (exciuding amount not taxable).

Income /Professional Tax paid by the employer on behalf of his employee (CIT Vs Denis,
1981, Bombay); and :

Electricity/gas/water expenses paid or reimbursed by an employer to his employee (‘CIT

Vs Steel, 1972, Kerala),

For this purpose salary does not include the following :

Dearness Allowance/Pay, if not taken into account while caiculating retirement benerits

a
) like Provident Fund, gratuity, etc., or if terms of employment does not so provide;
.b)_ 8 Emplqyer’s contribution to provident fund account of an émployee;
©  Allaliowances which are exempt from tax; |
d)  Entertainment allowance o the extent deductible from salary u/s 16 (ii); and
€)  Valueof Perquisités.
Hlustrations
1. Dr. Chowdary'is working as Financial Controller with the State Trading Corporation of

India, Bombay on monthly salary of Rs. 3,500. He also enjoys the facility. of fully
furnished rent-free quarters, Dr. Chowdary is in receipt of a special allowance of Rs, 750
per month from the bank, The accommodation was furnished by the bank about five
years ago at a cost of Rs. 80,000. You are required to find out the salary of Dr. Chowdary.

_ . - : : . 117 .




Solution

Computation of Total Salary Rs. -
Salary _ 42,000
Special _allowanoé | 9,000
Value of rent free furnished house: Rs.
109 of salary for unfurnished 5,100
" 109 of the cost of furniture 8,000 13,100
Total Salary 64,100

pE—

2. Mr. Rangarao is employed with Sunsip Limited on a salary of Rs. 7,000 per month with
Dearness Allowance of Rs. 1,000 per month. He is also entitied to bonus, equivalent 10
two months salary. Maedical expenses reimbursed by company amount to Rs. 8,000 for
the whole year. The TTO admits Rs. 5,000 only being genuine. Mr. Rangarao has been
provided witha rent-free furnished accommodation by the company. Furniture provided
" jn the quarters had cost the company Rs. 70,000 about three years ago. You are required

to calculate his salary. '

Solution

Computation of Total Salary Rs.

_ Salary _ | . 84,000
Dearness aliowance : 12,000
Bonus (2 months salary) | 14,000
Medical expenses reimbﬁrsed ¢
excess over Rs. 5_,000 (8,000-5,000) . | _ 3,000
Valuation of rent free accommodation : Rs.

| 10% of salary (84,000 + 14,000) ) 9,800
10% of the cost of furniture: _ 7000 16,800

| Total Salary 1,92,800
—
Note
1. Salary for valuing rent-free accommodation includes bonus and other allowance butnot

dearness allowance. Where dearness allowance is included in salary for oomputing
retirement benefits, it is included in salary for valuation t00.
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2 Bonus is generally calculated on the basic salary.

3. Medical expenses reimbursement is 1ax-free up to Rs. 5,000, having been admitted by
the ITO, Excess is taxable

4, Since fair rental value of the accommodation is not given in this case, 1.0% of salary itself
will become value of the perquisite,

Valuation of Perquisites Taxable in Specified Cases

We have seen earlier that there are certain perquisites which are taxable only in specified
cases, namely those deriving by way of monetary emoluments of an amount exceeding Rs. 24,000,
director or a person having substantial interest in the organisation. These perquisites are not
taxable in other cases. For example, if the employer allows free use of car by the employee the
perquisite will be taxable only if the salary of the employee exceeds Rs. 24,000 or if he is 4 director
Or a person having substantial interest in the organisation.

The valuation given here under is according to Income-Tax Rules and as per instructions
issued by the Board from time to time. '

i) Motorcar

(@) Ownedbythe employer and exclusively used by the employee: Where the car is provided by
the employer for use by the assessce exclusively for his private and personal purposes,
the expenses met by the employer for maintenance and running of the motor car
including normal wear and tear thereof will constitute taxable perquisite. Remuneration
paid to the chaffeur will also be included.

(b) Owned by the employer and meant for official use on'{w When the car prbvided by the
employer is used only for official purposes, it shall not be treated as a'perquisite because
the employee is not deriving any personal benefit out of jt.

(©)  Car provided by the employer and used partly for office and partly for private purposes:
Sometimes the car provided by the 'employ_er is used partly for private purpose and partly
for the discharge of his official duties. In such cases the valuation of this perquisite wiil
be on the following lines.

() Where the motor car is owned or hired by the employer and all the €Xpenses on
maintenance and running are met or reimbursed to the assessee by the employer,
then Rs. 300 p.m. for a car not exceeding 16 h.p. rating or less and Rs. 400 per
month when the car is of more than 16 hp. -

iiy Where the motor car is owned or hired by the employer, but the expenses on
maintenance and running for the assessec’s private or personal purposes are
met by the assessee, then Rs. 100 p-m. for a car.of 16 h.p. rating or less and
Rs. 150 p.m. when the car is of more than i6 h.p.

Where a Chaffeur is also provided to run the motor car,.the value of the
perquisite as calculated above shall be increased by a sum of Rs. 150 per-month.
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(@) Where the employee uses more than one car: Sometimes the employer maintains a pool

of different cars and the officers are free to make use of any of these cars as and when

needed. Here aiso the perquisite will be valued as above. However, if the h.p. rating of

any of these cars exceeds 16, and the employee uses it, the value will be computed as if

the émployee had been provided with <uch a motor car. Rs. 150 p.m. will be added for
chaffeur, if provided. :

(e) Car owned by the employee: Where the car is owned by the employee but ‘the actual

running and maintenance charges, of the chuffeur, if any are met Of reimbursed to him

by the employer, the value of the perquisite 10 the assessee shall be determined as the
sum actually expended by the employer, which in the opinion of the LT.O. can reasonably
be attributed to the use of car by the assessee for private purpose. It is taxable in all cases.

fy Motorcar provided at a concessional rate: The value of a motor ¢ar provided for the use
of the assessee for private purposes ata concessional rate shall be determined as a sum

by which the value compound according to the above rules exceeds the amount actually
payable by the assessce 10 the use of such car, for the period of use during the relevant

previous year.

(g)  Anyother conveyaﬂce: ‘Where any other conveyance is provided by the employer, its value
will be determined by the Income-Tax Officer after estimating the expenses attributable
to its use for private purposes. '

i) Gas, Electricity, Water

Sometimes the employer provides gas, electricity and water 10 employees free of cost. Tt also
forms a perquisite. In case the employer provides these items OUt of his WD I€SOUICES then the
value of these items will be taken to be nil. However, if the employer procures them from outside
agencyand then provides them to his employees, the actual cost incurred by the employer for getuing
these items will be the value of the supplies made to employees.

There may arise 2 situation where the assessee has 0 make use of such facilities to some extent
for discharge of his official duties and the LT.O. is satisfied in this regard. In such cases either the
actual cost incurred by the employer in this regard or 6.25 percent of salary (whichever is less) will
be the value of the facility. - -

jii) Free Education

Where the empldyer has been incurring some amount ont extending edycational facilities to
the members of the employee’s family, the amount incurred by him will be the taxable value of
- perquisite in the hands of the employee. In case, however, the educational institution is Tun by the
employer himself the amount incurred by. others in such educational institutions will be the value
of the perquisite. For example, employer X spends Rs. 1,000-pcr month in educating children of
employee A; Rs. 1,000 per month will be a taxable perquisite in the hands of A if he is a specified
employee. On the other hand his two children get education in a college run by the employer
without paying any charges. Other children on an average pay Rs. 150 per month. In this case, Rs.
300 per month will be the taxable value of perquisite on account of children’s education.
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iv) Free Transport

Transport facilities provided by the employer free of cost to the empllf)yee or the members of
his family will be nil if the means of transport are owned by the employer. However, in case the
cmployer has to obtain the transport facilities for use by the empioyee the amount paid for such
facilities will be the taxable value of transport perquisite, "

v} Perquisites of Hotel Employees

Where the hotel employees are Staying in the hotel itself and taking food free of cost, the
valuation shail be determined as follows : '

(i Lodging : 10% or 12 %— % of salary for unfurnished and furnished accommodation
respectively, ' | '

(i)  Boarding : Actyal cost of boarding including overhead as per accounts prepared by the
hotel. The benefit is available only to the bonafide employees and not to the persons who
have a substantial interest in the company or its directors, etc,

vi) Sweeper and Watchman

!

(8) Where the Accommodation is g hired one: If the employer has hired a house for
his empioyee and he also provides the services of a gardener, the salary paid to
the gardener will be taxable in the hands of specified employees only, that is,
directors, etc,

(b) Where the accommodation is owned by the employer: In case the accommodation
is owned by the employer himself and then he provides the services of 3 gardener
free of charge, then _,tile salary paid by the employer will be included in deéidi_ng
the rental value of the house. For example, the municipal value of a house is Rs.
5,000 and a gardener is Ppaid an annual salary of Rs. 1,800; then the fair market
value of the house shall be taken {0 be Rs. 6,800 and not Rs. 5,000 only. It is
done in all cases irrespective of the salary of the empioyee.

i
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Check Your Progress - 1

Mr. Sudeep, a senior private company executive in Bombay, provides the foliowing informa-
tion in respect of his income for the AY 1992-93.

i) A salary Rs.56,000

ii)  Rent-free furnished accommodation,on which the company pays an annual rent of
Rs.15,000.Cost of furniture in the house is Rs.20,000. Monthly lease rent for refrigerator
in the house paid by the employor is Rs.200 p.m.Compute the value of Rent frec home.

Check Your Progress-2
List out perquisites taxable in specified cases only.

................................

8.3 STANDARD DEDUCTION [ SECTION 16 M1

At this stage you are now in a position to find out the gross salary by adding up all amounts
the employee has received as basic salary o by way of various allowances, 0T perquisites. You also
have been told as to how the various perquisites have to be valued. Once you know all these figures,
you add them up and the amount arrived at is the 'Gross Salary’.

As has been stated earlier, the employee is expected 10 incur certain expenses in the process
of earning of salary and therefore, there should be allowed a deduction for such expenses. The
Income-Tax Act takes a liberal view of the account keeping by the employee and allows 2 certain
deduction in a standard way. The deduction so allowed is known as standard deduction and is
allowed to all the employees whether they have incurred such expenditure or not.

Standard deduction of a sum equal 10 33 % percent of the salary of Rs. 12,000; whichever is

less is allowable. Thus the maximum deduction aliowed from salary is Rs.12,000. This limit has been
raised to Rs.15,000 in respect of working women whose 1otal income before making this deduction
does not exceed Rs. 75,000 wef AY.1993-94.
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 *Salary’ for this purpose shall mean the gross salary composed of various amounts bt
does not include the exempted amounts under section 10.For example exempted amount
of gratuity, house rent allowance, commutation of pension etc. should not be included,
It includes fees, commission, perquisites or profit in lieu of or in addition to salary,

Whete a person retires from service in the Course of a previous year, the standard deduction
will be calculated only with reference to-the salary due to him for the period of his 'employment
during the previous year. In other words it is the amount of salary received or due in the previous
year that will decide the standard deduction.and not the duration of employment._ '

Other Deductions

Entertainment allowance u/s 16(i1) as explained in the prévious unit and acuial “amouni of
Tax on employment (Professional Tax) paid u/s 16(iii) are the other deductions allowed from Gross.
Salary in addition to Standard Deduction. '

- Check Your Progress - 3

| What is the rate of standard deduction?

.................................
................................
.................................

8.4 PROVIDENT FUNDS

Provident Fund is a labour welfare scheme under which an employee is asked to save
something for the future. Whatever amount is saved by the employee is deposited and an equal
amount from the employer is also recovered for depositing in the provident fuhd_ account. Both"
these amounts are invested to earn interest which again is credited to the employee’s account. The

balance standing to the credit of the employee is handed over to him when he retires or at the time _
of leaving service. In case of death of the employee, the amount is handed over to his nominee,

$ contribution, and the interest on both. Since it is a saving for old age, there aré
provisions in the Income-Tax Act to encourage this type of savings. We will discuss all such
provisions hereunder. :

Provident funds maintained by the employers are of three types (a) Statutory Provident Fund,
(b) Recognised Provident Fund; and (c) Unrecognised provident Fund, :

.The enployees in public sector or with $tate Government or Central Government have two _
types of Provident Funds (a) Contributory Provident Fund, and (b) Government Pravident Fund.

For those persons who are not members of any of the provident funds or those who are-
interested in saving something more, another type of provident fund has been provided, namely




Statutory. Provident Fund

' Statutory Provident Funds are managed according t0 the Provident Funds Act, 1925. They
are fo_und with employers in the public sectot, autonomous bodies, local self government office,

universities, etc.
Recognised Provident Fund

- Provident Fund which is recognised by the Commissioner of Income-Tax is known as 1eCOg-
nised provident fund. The Commissioner of Income-Tax will recognise the provident fund only
when the employer complies with the conditions laid down in Part A of the Fourth Schedule to the

Income-Tax Act, 1961.

~ Provident Funds established under the provisions of the Provident Fund Act, 1952 are
included in this category. They are found in the concerns in the private sector.

Unrecognised Provident Fund

The Provident funds which do not comply with the requirements of the provisions ef Part A
of the Fourth Schedule to the Act remain unrecognised. They are maintained by firms which are

not in the organised sector.

Pub_lic Provident Fund

Public Provident Fund has been started by the Central Government 10 which any assessee of

person couid subscribe. It earns interest at the rate prescribed by the Government from time (0

_ time. The amount deposited in the fund along with the interest earned could be back after 15 years,

from the erd of the financial year in which the account has been opened. For the financial year
1087-88 interest credited to the account was at the rate of 12 percent per annum. '

Contributory Provident Fund (CPF) and Government Provident Fund (GPF)

Government employees are members of these funds. Theyare mai_ntained'by the Government,
Contributory provident fund is a fund which operates in case of employees who are not eligible for
pension. these funds are maintained on the lines of any other provident fund like Statutory
-provident fund. The empl(_)yécs who are eligible for pension benefit may become members of the

Government Provident Fund to which the employer will not contribute anything. The contribution’
by the employees is kept in the account which earns interest thereon. The amount is refunded to

~ the employees on retirement etc. o

' $.5 INCOME-TAX PROVISIONS AND PROVIDENT FUNDS
Statutory Provident Fund __

(@ Employees cdhjtibution to statutory provident fund qualifies for tax rebate under
Section 83. '




(b)  Employer’s contribution thereto is not considered at all because it is not taken to be the - .
income of the employee during the course of employment,
(¢)  Interest earned thereon is also ignored.
(d) - Refund therefrom is not taken to be income of the employee and therefore, is not taxed.
Recognised Provident Fond
(38)  Employee’s contribution quéliﬁes for tax rebate under Section 88,
(b)  Employer’s contribution is not considered upto 10% of salary, excess over this limit is
included in salary and taxed, '
(©)  Interest earned thereon is ignored only upto 12% in rate. Excess of interest over this |
limit is included in salary and taxed." o
(d) Refund from the fund is tax-free and not included in total income provided the following
conditions are fulfilled ;
(i) The employee has rendered service for a continuous period of five years,. -
(i) Where he has left the service before completing five years, the reasons for
~ leaving must be beyond his control. : ' '
Unrecognised Provident Fund
(a)  Employee’s contribution to this fund does not qualify for any rebate and therefore, it is
ignored. " \y ' S '
b Employer’s contribution to Unrecognised: Provident Fund is not mnsi'il'ered' year aftér
ploy g : ¥y
year and, therefore, left out at the time of annual assessment. '
(©)  Interestcredited to employee’s account in this providerit fund is also not considered every
year and so ignored.
(d)  Refund from this fund at the time of retirement or leaving of service is broken into two

parts. One the employee’s contribution year after year and interest accrued thereon, and
second, the amount representing the employer’s contribution and interest thereon. It is
the employer’s contribution and interest thereon which is included in salary and taxed.
Interest allocable to employee’s provident fund contribut_io'n_ Is included under ‘income
from other sources® and taxed, ' ' ' '

*Till 17-6-1985 the rate was 10%. It was raised to 10.5 w.e.f 18-6-85 and 0 12% during the
year. : - - o
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 Public Provident Fur_l-d
(a)  Assessec’s coantribution to thi§ providén; fund qu_aliﬁes for tax reli_alc under Section 83.
(p) Thereisno contribution to this fund from the Government.
(cy Intereston this provident fund is completely tax-free and is nbt considered at all.
KCY Refund from this is not at all taxed.
Contributory provident Fund and Government Proﬂde'nt Fund
‘(a) Employee’s contribution to CPF or GPF qualifies for tax rebate under Section 88.

() Employers contribution of CPF is ignored. Government does not contribute anything
to the GPF. '

(c) Interest credited to both of them is not considered as incomé and therefore, ignored.
(d) Refund from these provident funds is also not income.
Approved Superannuation Fund

Superanuation in common language, means retirement. A fund which is created to be paid
back to the employee at the time of superannuation and which has been approved by the
Commissioner of Income-Tax is known as Approved Superannuatjon Fund. Contribution to an
Approved Superannuation Fund qualifies for tax rebate under Section 88 like any other contribu-
tion to provident fund. ' '

5.6 COMPUTATION
DEDUCTIONS

To summarise the salary income is to be computed as follows:

ST SALARY INCOME AND ITS

| LItems to be inc_iuded (Sec.17)
1.  Salary:
i) Wages
ii) Fees
i)  Pension
iv) Annuity
v) Taxable amount of gratuity

vi) Taxable amount of leave salary




II. Cash Allowances and Payments :
i) Dearness A_llowéncc
ii} Taxable portion of Hquse Rent Aliowarnce
iii)  Entertainment Allowance

iv) Taxable portion of Conveyance Allowance

[IL.  Perquisites :
i) Value of Free or Concessional Accommoda-
tion
- i) Value of Free or Concessional Benefits or

Amentities, such as, Conveyeance, Gas, Elec-
tricity, Domestic Servants, Education for
 children, Transport, Insurance Premium or In-

come-Tax, Lunch, Hote! Bills, etc., paid by

Employer, value of interest on loan given inter-
est-free or at lower rate of interest

IV.  Profits in liew of Salary :
i) Taxable portion of compensation on voluntary
retirement, termination or dismissal from ser-
vice. C
i) Taxable portion of Employer’s contribution to

Recognised Provident Fund and interest accru-
ing-on the accumulated balance in Recogmscd
Provident Sund, etc. -

fiiy . Transferred Balance
I Ttems to be deducted [Sec.164) (i) ()]
i) Standard Deduction
ii) Entertainment Allowance
- Hii) Tax on Employmenl
Chargeﬁbie Income ﬁém Salaries

._ Check Your Progress - 4

From the particulars of Sri Reddy given below, you are requested to compute his salary income -
- for the assessment year 1992.93; ' . ' S
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Basic salary Rs.20,000

2. High cost of living allowance - 20% of salary

3. | Entertainment aliowance, Rs.5,600. |

4 Conveyance allowance Rs,6,000.

5. Family allowance Rs.1,500.

6. - Profit bonus at 30% of salary '

7. Rent-free anfurnished accommodation with a fair rental value of Rs.2,000 p.a.
The other details are as follows : |

i) He contributes at 12% {0 an unrecognised provident fund.

i) Hepays LIC premium amounting to Rs.4,000/- (the surﬁ assured is Rs.50,000).

- id) 20% of conveyance allowance is used for personal purposes.

) Prior to 1st April 1955, he used to get entertainment allowance at Rs.250 p.m.

.................................

8.7 QUALIFYING AMOUNT AND REBATE OF TAX
We have elsewhere stated the {ncentives available for savings if they have been invested in
approved channels. All savings invested inapproved channels qualify for rebate of taxunderSection

According to Section 88 the approved channels are Provident Fund Contribl;tion, Life
Insurance Premium, National Saving Certificates, elc. ' ' :

You will have to remember one more limitation, Life Insurance paid on any policy should not
exceed ten per cent of the amount insured. Where the premium exceeds ten per cent of the capital
sum assured, the excess is ignored. For example, where the assessee pays Rs. 5,000 on a policy of
Rs.40,000 the qualifying premium will be restricted to Rs.4,000 only.

Rate of Rebate in Respect of Qualifying Amount

We are discussing Section 88 in _u_nit num_bcr.zﬂ. However, it will be relevgnt here to have at
idea of the rate of rebate of tax in respect of qualifying amount. You should remember: that the
whole qualifying amount is not rebatable. It is only at the following rates applicable to qualifying .




amount the deduction is available from gross tax payable:

(@)  20% of qualifying amount subjéct'to a maximum of Rs. 10,000 for ordinary individuals.
This is raised to Rs.12000/- w.e.f. AY. 1993-94, ' ' : o
(b)  20% of qualifying amount subject to 2 maximum of Rs.14,000 in respect of individuats -

like actors, singers, authors, playwriters, etc. This limit is raised toRs.17,500/- w.e.f A Y.
1993-94 subject to certain conditions, o

8.8. ILLUSTRATIONS

1 Shri P.K.Nair is an accountant in a firm in Madras. He has furnished the folioiving
information of his salary income for the financial year 1991-92, '

Basic salary Rs.40,000 - Dearness Allowance Rs.21,400 : City Compensatory Allowance .
Rs.4,500 : House Rent Allowance Rs.10,000. '

Nair has contributed to a Provident Fund 129% of his basic salary to which the employer has
also contributed at Rs.12%, '

Shri Nair has speni Rs.3000n the

is living in a rented house paying Rs.1
-insurance premium on his own life dur

purchase of books necessary in connection with his job. He | _
000 p.m. as rent. He has also paid Rs.5,000 by way of life
ing the year, the amount of the policy being Rs.40,000.

You are required to compute the total income of Nair if he contributes to :
(a)  astatutory provident fund |
{b}  recognised provident fund, and
(€) unrecoghised providem fund
Solution |

(a} Statutory provident Fund

" Rs.

- Basic Salary 40_,000
Dearness Allowance 21,400
City Compensato_ry Allowance 4,500
House Rent Allowance_ | 10,000 |
(=) Exempted amount 8,000 2,000

| Gross Salary 67,900 -
Standard deduction at33 1/3% or Rs. 12,000 whichever is Jess 12,000
Taxable salary being Gross Total Income/Taxable Income .55,'.900

|



. Qualifying amount for Rebate of tax U/S 88 :
Contribution to Statutory Provident Fund

Life Insurance premium being restricted 10
10% of sum assured '

(b) Recognised Provident fund

ﬁésic Salary

‘Dearness Allowance

City Compensatory Allowance
.House Rent Allowance

(-) _Exemptcd Amount

Excess of employer’s contribution (o Recognised
provident fund in excess over 10% (4,800-4,000)

. Gross Salary

Standard deduction

Qualifying amount for Rebate of Tax U/5.88:
Contribution to R.P.F:at 12%

Life Insurance premium being restricted
to 10% of the sum assured

{c) Unrecogmised Provident Fund
Basic Salary

Drearness Allowance

C.CA.

" Net salary being Gross Total Income/Taxable Income

4,800

4,000

g

Rs.

10,000

8,000

4,800

4,000

8,800

Rs.
40,000
21,400

4,500

2,000

68,700

12,000

56,700

40000
21,400

4,500




House Rent Allowance 10,000

(-) Exempted amount 8,000 2,000
Gross salary 167,900
Standard deduction 12,d00
Net salary being Gross Total Income{I‘axable income _-5_5:9_06_

|

Quatifying amount for Rebate of Tax U/S 88:

Life Insurance premium being restricted 10 - 4,000
10% of the sum assured ' _ _ I
_the:
1. Deductible amount in respect to house rent allowance has been calculated as below.
Rs.
(i) Actual House Rent received | : 10,000 |

(i) 50% of salary (Madras) 20,000
(iii). Excess of rent paid over 10% salary _ 8,000

(12,000-4,000) '

=3

Whichever is less, that is Rs.8,000 will be cxempted in this case. |

2. Life Insurance premium is restricted to 10 per cent of the sum assured that is 10 per cent
of Rs. 40,000. Rs. 4,000 will therefore qualify. '

2. From the particulars of Mr.Sathyanarayana 'Murthy given below you are-'reques_ted fo
compute his total salary for the Assessment Year 1992-93, ' '
(1) Basicsalary Rs. 30,000 (2) High Cost of Living alfowance 20% of salary (4) Entertainment
aliowance Rs.7,000; (5) Conveyance allowance Rs. 7,000; (6) Family allowance Rs. 5,000; (7} Profit
Bonus at 30% of salary; (8) Rent free unfurnished accommodation with a fair rental value of Rs.

3,000 p.a. The other particulars are:

() He contributes at 12% 10 an Unrecogrised Provident Fund,

(i) Pays Life Insiirance premium amounting to Rs. 7,000, the capital sum assured
being Rs. 80,000. )

(iii) 80% of the conveyance allowance was Stated to have been spent in discharging
official duties, : '

(i) Prior to 1st April, 1955 Mr.Murthy used to get entertainment allowance at Rs.
450 per month. ' ' '




Solution

. 7,000

. 6,000

1,400

- .5“00.0'-'.-‘
9000
3,000
61,400

17,400

© Qualifying amount for Rebate of Tax U/S 88

Life Insurance premium Rs.7.000

unrecognised.

house being used for the company purpose.

Rs. -
(i) Basic Salary
(if) High Cost of living allowance
' (111) Eﬂtéﬁainmem allowance
(iv) Conveyance allowance 7,000
Less: atiributable to official duties . L 5600
. {v) Family atiowance
(vi-) Pro_ﬁt bonus at 3ﬁ% qf salary
| (ﬁi) R_t_:nt-frée accommodation |
. © Gross Salary
Less: Stgmdard de(_luction - | _ 12:,.000 |
Ent(;rt.ainmem allowance | | | 5,400
"Net Salary -

Note: Employee’s contribution to the provident fund does not qualify for rebate as it i

. Mr.Mukherjee is general manager of a company in Delhi and draws Rs. 5,500 p.m. He
- is provided with a house for which the company pays Rs. 16,000 p.a. as rent. Furniture.

- and fittings costing Rs. 50,000 ate also provided. The company bears. electric charges
which average Rs. 'lSO--p:‘m.'ﬁnd it also eniploys a gardener on Rs.
officers of the company, is provided with free lunch in the officeona
contributes Rs. 1,000 p.m. toR.P.F.and Rs. 150 to the Approved Superannuation Fund,
the company 'comr_ibuting'equal amount. Interest credited to his P.
previous year is Rs. 7,200. Compute the salary income of Mr.Mukherjee for the previous
year ended on 31st March, 1992 after taking into adoount the following information:

75. He along with
1l working days. He

the customers of the

(a) Mukherjee, claims that a part of his_house is used by
le 1o treat 1/4th of the

* company-during their business visits. The A.O is agreeab

(b) He has been drawing emertainment allowance ai the rate of Rs. 400 p.m. from

44,000

P —————

F. account for the




Solution .

Salary
Valuation of rent free house:
” 10% of salary (66,000+4,200)
- Excess af -reﬁt éver 50% of salary

(12,000-35,100)

Other amenities
10% of Rs. 50,000 N 5,000
Electric charges. = 1,800
‘Gardener . %0
7,700
Léss one fourth - 1,925

Compdn’y’s contribution to Recognised Provident fund
exceeding 10% of Salary ( 12,000-6,600)

Entertainment allowance
. Valuation of Junch facility, say Rs. 1‘50 per month
| Gross Salary
Deduction: Standard deduction

Entertainment allowance

Note:.

1. . Since one-fourth of the

1-2-1955, Rs. 600 p.m. from 1-4-1960 and Rs. 750 p-m. from 1-4-1964,

Rs. Rs.
66,000
7,020 -
- 7,020
. .' "5_,775"-"' 12_,795-
| 5400
9,000
1,800
94,995
12000
4,800 16,800
Net Salary 78,195

ccommodation provided by the employer is being used for -

official purposcs, annual value of only three-fourth of the house will be relevant.
- Similarly, one fourth of the value of other amenities has also been deducted.

2 Deduction on account of the entertainment allowance has been calculated as follows:

-.1_.33.': .




(ﬁ) Rs.7,500per annum

(b) One-fifth of salary, Rs.13,200

©) Enteriainment allowance drawn before 1-4-1955, Rs. 4,800
(d) Actual entertainment allowance Rs. 9,000;

Whichever is less, that is 4,800 will be deducted in this case. ~

3.9 SUMMING UP

The valuation of various perquisites is an importani aspect in computing salary income. On
the method of this valuation will depend the taxability of salary and therefore these provisions
should be understood correctly. Important among the perquisites from the valuation point of view
are rent free accommodation, free conveyance, frce servants. Another important aspect jnrsalaries
is the treatment of different types of provident funds. These provisions are jmportant from the
practical point of view, because each one of the employees is concerned with the provident fund.

There are two deductions under the head sataries. They are standard deduction under section
16 (i) and entertainment allowance under section 16 (ii)- Professional Tax (tax on ernploymem)-.is
" also deductibe, These arc io be deducted from gross salary in order 1o get salary income. '

The chart given at the end of this unit helps to undersiand at a glance some of the important
jtems relating to the head ‘Income from Salary’. '

8.10 CHECK YOUR PROGRESS : MODEL ANSWERS

1. Valuation of Rent-free house jn Bombay:

(Fair Rental value Rs. 15,000, salary Rs. 56,000)

10% of Salary | . 5600

FRV over 60% of Salary

(15,000-33,600) - : Nl

Value of unfurnished house 5,600

(+) 10% of cost of furniture - 2,000
() Lcase rent (200 X 12) ) 2400

value of Rent Free House 10,000

2. (i) Motor Car (if) Free Gas, Electricity, Water (i) Free Education, (iv) Free Transport
{v) Free domestic services like sweepet & watchman, Gardener. ' '

33 19 ofsalary subject t0 a maximum of Rs. 12,000,




4, Computation of salary income of Mr. Reddy for the Assessment, Year 1992.93:

Basic salary |

High opst of living allowance (20% of'sﬁlary_)
Entertainment allowance

Conveyance allowance (20% of 6,000}
Family allowance

Profit Bonus (@ 30% of salary)

Value of rent free house

(Fair Rental vatue Rs. 2,000 pa.
10% of salary {20,000 + 2,600 (EA 5,600 - 3,000)
+ 1,200 + 1,500 + 6,000 = 31,300] Rs. 3,130
whichever is less is taxable.

Gross Salaly
Deduction ufs 16
i) St#ndard deduction Maximum
ii) Eatertainment Allowapoe: |
(Leést of the following four items)

i) 1/5 th of Salary = 4,000
(1/5 x Rs. 20,000)

ii} Rs. 7,500
iii) E.A. drawn at present = 5,600

iv) E.A. drawn or before 1.4.55 = 3,000

Salary Income

Rs.
20,000
4,000
5,600
1,200

1,500

6,000

2,000

40,300.

12,000

3,000 15,000

25,300




" 311 MODEL EXAMINATION QUESTIONS

1. Essay Questions

Answer the following in about 30 lines each:

1.

2.

Explain the term * perquisites’. How are lhe_y taxed?

"Describe tax free benefits.

What are the rules regarding the valuation of rent free accommodation providéd to the
employees?

Shri Gupta has been with Nagarjuna Private Ltd., on asalary of Rs. 5,000 per month with
dearness allowance at Rs. 600 per month. He is eligible to three month’s salary by way
bonus. o S .

" He is allowed rent free house for which the éompany pay Rs. 2,000 pef month as rent,

He also claims medical reimbursement during the year of an amount of Rs. 8,000 and
home leave concession for going home amount of Rs. 7,500. Calculate taxabie salary of
Mr. Gupta for the previous year 1991-92: - -

1I. Shqrt Questions

Answer the following in about 15 lines each:

L

2.

Describe the provisions relating 10 unrecognised provident fund.
Calculate taxable salary in case of the following:

Mr. Naik is employed at Rs. 4,000 p.m. plus 400 p.m. as dearness allowance. He is
permitted to use the office car for private purposes also. All expenses aré paid by
employer for running and maintenance of the car. '

Miss Archana is employed with State Trading Corporation ona salarg of Rs. 3,500 p.m. .

" and dearness allowance of Rs, 600 p.m. She is provided with rent free accommodation

with fair rental value of Rs. 10,000 per annum.

How would you deal with the following:
(a) . Interest credited to recognised provident fund.
(v) Refund from unrecognised provident fund.
(c) Facility of car.

(d) Medical ‘benefits




5. Descijc provisions relatingt to recognmed provident fund.
.6. How would you value the foliowing:
() Rent free accommodation in respect of Government employée.
(b) Free lunch provided 10 all employees
() Free Qducation._td emplbycq’.__s_cizildrcn.
7. - Expiain the foliowing; N
1) Public Provident Fund

if) Standard deduction

iii) Entertainment allowance.
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UNIT - 9 : INCOME FROM HOUSE PROPERTY
[SEC.22 TO 27] S |
Comtemts
9.0 " Aims and Objectives
_ Q.i .Introdu.ction
92 Chargeability
93 Charédériétics of 'Iﬁcome from I.-Iou_s'c. Prope.rty
9.4 Exclusions
9.5  Determination of Annual Value
9.5.1 Rented Property
952 Self Occupied Property
- 96 | ng_uct__ions from Annpal Value
9.7 | .An.wunt not Ded_ucu'ble_
9.8  Loss under the Head
9.9 Co-ownership and Deemeq owner of House Property
9.10 Computﬁtion of Income from House Property
- 911  Ilustrations |
912 S:_imming Up
© 913 Ch'eck You_l'-'Pro_greSS: Model Answ'efs |
9.14 .Model.Examination Questions B
9.0 AIMS AND OBJECTIVES

® describe the characteristics of income from House Property,

*

list out ekempted incomes from Hopse Property,

® understand the determination of aftnual vajue,




- e exptain the deductions allowed from Annual value,

e compule income from House Property.

9.1 INTRODUCTION -_

Another important head of income is "lncome from House Property™ It is the second head
generally most of the assessees owi houses whether they let

of income and is important because
or reside therein.

seen defined any where in the Act and therefore we have

The term *house property’ has not _
handled by the law courts in India and abroad. The relevant

todepend on lhevarious interprctations
Sections in this regard are as under

92.  Income from house propesty.
23.  Annual value how determiﬁed.
24, Deductions from income from house property.

25, Amounts not deductible.

25A. Special provision for cases where unrealised rent alfowed as deduction is realised
subsequently. -

26, Property owned by cO-OWRETS.
27.  Deemed Owner of housé property

Al these itemns are explained in this unit.

9.2 CHARGEABILITY

The annual value of property consisting of any buildihgs or lands appurtenant thereto, of
which the assessee is the owner, shall be chargeable t0 income tax under the head ’income from
house property’. Such property shail not include that property which {he assesse¢ may occupy for
the purposes of any business of profession carried on by him, the profits of which are chargeable’ :
to income-tax. This is according 10 Section 22. S

-~ Froma perusal of the above, we find that there mustbea building owneg by the assessee and
then only the income therefrom is. _cl.aé;geal;le here. Income from land is not chargeablé under this
head unless the land is appurtenant to the building. Secondly, if someone hires the property for
sub-letting and derives some income therefrom, he will not be chargeable to tax under this head.
Thirdly, if the assessec uses his own house property for his business or profession, the income of '

which is chargeable 10 1%, there is no_pr_ovisibn of taxing any potional income from such property.




Anmial Value

It is not the rent that is put to tax but it is the annuaj value which carries a special meaning
. which js impor_tant from the view Ppoint of taxin g income under this head. The term ‘annual vajue’
has been defined i the Act. ' : ' '

OWnership

Another important aspect under this head js that the assessee must be the owner of house -

pi‘opert_y if he has to Pay tax under this heaq, Income from sub-letting of house Property is not
taxable under thjs kead. It is, of Course, taxed under the head ’incc_)me from other sSources’,

9.4 EXCLUSIONS

There are many incomes arising out of the house
they remain outside the purview of the Income-Tax Act, 1961.
in earlier_'uni-ts._--Howcver,_ for the sake of clarity we Propose to

Property in the vicinity of Agriculturaj land

. Income. from proper'ly' used for assessee’s Own business or profession.-




Shl[hqéﬂpied h_uilse which could not be uSéd 23 (3_)_] :
Income from residential property in the occupation of the owner, if ihe owner could derive

- nobenefit therefrom owing 10 his employment, business ot profession being carried onatany other
Registered Trade Union (10 2]

Any income chargeable under the head ’income from house property’ in the hands of @
-~ registered trade union is not taxable. . :

Marketing of Commodities [1¢ 291

In the case of authority constituted under any law for the time being in force for the marketing
of commodities, any income derived from the letting of godowns OF warehouses for storage
processing of facilitating the raarketing of commodities is exempted. Jtisa sort of incentive allowed
to the authorities owning godowns, eic. '

5.5 DETERMINATION OF ANNUAL VALUE |

We have seen under the head *Chargeability’ that itis the annual value of the house property
that is chargeable to tax. It is therefore, necessary 10 know as to how this annual value is to be

determined.

~ Section 23 (1) is the first stcp in the determination of annual value of house property-
Accordingly, the annual value of any property shall e deemed to be the. following:

(a) the_sm_‘:\swhich the pr0perty'might reasonably be expected 10 be let from year t0 year,

or

(b) ~Where the property i 1et and the annual rent received or receivable by the owner isin

‘excess of the sum stated in (a) above, the amount so received of receivable will be the

" annual value,

“There is one more adjustment to be made in this regard, where the house prop'ei‘ty'is subject
10 local taxes, and they are borne by the landlord, such local taxes are deductible in order 10 arrive

at the annual value.

9.5.1 Rented Property

The annual value of the rented hOusé property will be determined on the basis of the fair
are deductible.
_ Newly Constructed Residential House .

We have earlier stated that the Income-Tax Act consists of certain incentives for house
puilding activity. One such incentive is provided herc. ' '

rental value or the rent received (whichever is higher) and the Jocal taxes payabte by the 1andlord -

Where residential units have been newly constructed and let out, the annual value will be -




determined after allowing a deduction at 2 rate given be]bw: '

Construction has been started after 31.3.1982 and

completed beforp_ 1.4.19_92_.
 Duration of Deduction - " FirstSyears
Amount of d_edu(;tion per year. .. Rs, 3,600/ per residential unit or the annual value

after deduction of local taxes, whichever is less.

Impbrtant Point

() o

)

Note:

The deduction is available for a period of five years from the date of completion.

"This deduction is not available jn respect of the buildings constructed after 31 3. 1992
(Finance Act, 1992). '

B 9.5.2 Self-Occupied House Property

(@)

(b)

(©

. such house or part shall be taken as nil

residence and which is not let during any part of the previous year the annyal value of
Where the house or the partis let during any partor parts of the previous Yyear, the annual

value will be reduced proportionately for the period during which jt was occupied by the
owner. S

under his occupation will be treated a5 if they had been let out.

Where the self-occupied property consists of only one rl_tmident'iza_l hpusg' and it cannot be
occupied by the assessee owing to cmployment, business or profession carried on at any
other place and he was to reside at that placein a rented house, the annual value ofsuc_h

- house shali be taken 1o be ni.

9.6 DEDUCTIONS FROM ANNUAL VALUE

Section 24 lists the following allowable deductions from Annual Value. We must remember -
that deductions under the following heads only will be allowed and under po circumstances any
Other item be considered for deduction. ' :




- 3_ l)Repairs

The owner ofihe house is supposed to Spend money CRrepairs of the house. Therc isa strarghl
deduction at the rateofone-srxth of the annual value as determmed above. The deducnon 1s allowed

whethet there are repmrs or no reparrs

_ There may be a situation where the property has been et out and the tenant has undertaken
to bear the cost of repairs. In that case the deduction on account of reparrs willbe as follows :

(@) _' Th excess of the annual value over the amount of rent payable for a year by the te.nant,

: or
() Asum equal 10 one-sixth of the annual value, whrchever is less.

Note: - A Composite standard deduction of one-fifth of the net adjusted annual value will be
. atlowed in respect of repairs and collection charges w.e:f. AY.1993-94 mespectwe of
. whether tenant or land lord has undertaken (0 beas the cost of reparrs '

| i) Insmw Preminm
_ Any prermum pard to insure the property against the risk of damage or destruction..
) Annusd Charge |

'I‘he amount of any annual charge where the property is sub]ect to the same, provided such
charge has not been created by the assassee voluntarily or is not a capnal charge

. | "Annual charge means a charge 1o secure an armual Hiability, but does not mclude any tax m
: respect of property or income trom property imposed by a local authoruy or the Cenlral ora State
- Governmem ' . _ N S

o ...-_iv) Ground Rent

| - _ Where the property is sub]ect to ground rent, the amount theroof w.ill.'bc allowed.

: ':-'.‘._v)"lnterestonBorrow‘edCapitul _ o

. Where the property has been acquired, construcied, repaired; réne%@ or re_oons_t_rﬁet_ed with
o borrowed eapital the amoum of any mtercst pa}'ablc on such caprtal S

R Expenses under (m), (w) and (v) stated above aresallowed on the basis of accurual and they
* . need not have been paid duﬁng the ptevrous year. Their becommg due durmg the prevrous year is
_ sufﬁcie_nt for atiowability. - : : _

; Exvhn'tion

R Interest on borrowed wpltal for the pcnod priot 10 the prevrous year in whlch the property _
s has been acqurred or oonstructed shall be deducted in five equal 1rrstalments begmmng from the
B -yur in wmch the completion of purcha_se has taken place. - -




To illustrate, X js constructing a house for which he has.borrowed Rs. 5
time during the construction period, The co

the pi'evious year 1990-91,

vl) Land Revenye
Any sums paid On account of land revenue ip reéspect of the property.

vii) Collection chai'ges

_ . Any sumspent to coliect rent from the Property not exceeding 6% of the annual vatue of house
property. R '

Note: It may be noted that rate of 6% will be applied 1o the annual value after deduction of
municipaf taxes irrespective of the vacancy afiowance,

viti) Vacan'cy Allomce.

Where the Pproperty is et and remaing vacant during a part of the year, that part of the annyaj
value which is proportional to the period during which the property s wholly unoccupied or where
the property is let out in parts, that portion of the annuat vaige appropriate to any vacant part
which is proportionate to the period during which such part is wholly unoccupied,

Where the house Iemained vacant throughout the year there is no question of allowing. .
vacancy allowanqe. In that case, the annual value of the house will be nil,

ix) Unrealised Rent

Subject to the rules given below, the amount in respect of rent from property let to a tenant
“which the assessee cannot realise is deductible. '

Rules for deduction of unrealised rens: Deduction shall be allowed for such part of income in
Iespect of which tax js payable under the head "Income from Houyse Property” as is equal to the
amount of rént payable bur pot paid by a tenant of the assessee and so proved to be lost and
irrecoverable where ' o .

{a) The tenanéy is bonafied :

(b) The defauiting tenant has vacated or 5teps have been taken 1o compel him to vacate the

(¢} The defaulting tenant is not in occupation of any other property of the asSessee;

(d) All'reasonable Steps have been taken to recover the amount but in vain, Alternatively
the Income-Tax Officer has been convinced that legal proceedings wiif be fruitless..

(¢)  The deduction shall be limi‘tcd ta the total income under this head without allowing this
deduction, ' '




Deduction in mpect of seﬂmccupled property

. No deduction will be allowed n respect of the self—ocx:upwd propcrty where the annual value
has been taken to be ml. However, if in respect of this house some interest has been paid on
borrowed capital, an amount by way of interest upto Rs. 5,000 could be allowed. Under such
circumstances the self-occupted house will yield 10ss which will be set off against other income.

. Check Your Progress - 1
From the following pérticul#rs, comﬁute the Annual ;'alue of the house.
i) | Mumcipal va‘lue Rs. 5 000
it) Rent received _@ Rs. 600 pm. Rs 7,200
| iil) Municipal tax.R__'s; 800.
jvy land fevenue Rs. 300
| v) ~ Intereston man taken for construction of the house in June, 1987 Rs. .400 |
vi)  Construction was completed on 1-4-1988.
Check Your Progresé -2

From the following particulars of a self occupied house, calculate Income/LOSS from it.

Municipal'value : _ 12,000
Municipal tax ' 1,000
Interest on loah taken for 800

construction the house

................................

................................

.................................




Check Your Progress - 3
List out the déductions allowed from the annuaj value,’

.................................
;-o-.-a----coq--oo.-o- ----------
e e T T

................................

‘While discussing deduction Bnder this head, we come 'ACTOSS an item, namely, interest on
borrowed funds. It may sometimes happen that the amount has been borrowed_ froma friend staying
inthe US A, Whatever interest is paid td him arises in India and is therefore taxable here, whatever
the residential status the lender may be. The interest so pzﬁcl is, therefore, taxable here from the .
hands of the lender thbugh he may have been staying outside India. In such a case it is the liability
. of the person paying interest to deduct income-tax at source and pay it to be government. Where
the assessee fails to deduct income-tax at source and Pay to the government, deduiction of interest
will not be aliowed white Computing taxable income from house property.

9.8 LOSS UNDER THE HEAD

- Where the aggregate of all permissible deductions exceeds the annual vaiue of any house
property, naturally the income from house Property wiil be a négative figure. In other words the

property of subsequent years. This does not hold good for s¢lf~occupii9d house property
with NIL Annual Value, (Finance Act, 1992). -

Check Your Progress - 4

Mr. X has three houses, one is self-occupied and two are et out. He has a loss of Rs. 1,000
from the self-occupied house. And his income from the let out house is Rs. 15,000, Compute his
income from House Property, : : '




...................................

................................

--------------------------------

................................

59 CO-OWNERSHIP AND —TEMED OWNER OF HOUSE
" PROPERTY |

CO-OWNERSHIP

Under sectiont 26, where a house property is owned jointly and the share of {he co-OWners are
definite and ascertainable, the share of each partner is as sed in him as part of his total income.

Each co-owner’s position is 10 be treated as a separate house.
Deemed Owner of House Property
In the following cases, the assessee, thdugh not the owner of the house property, legally is

deemed 10 be the owner w/s 27 of the Act.

1. An individual who (ransfers otherwise than for adequate consideration -any house
property 1o his / her spouse {otherwise thaninan agreement 1O live apart), o1 10 a minof
child, not being a married daughter; :

"5 The holder of an impartible estate;

3. A member of 2 cbnperétive society, company of other association of persons 0 whom -
a building of part thereof is allotted of leased under @ housc building scheme of the
- society, company of association;

4. Aperson who is atlowed to take Of retain possession of any building or part thereof in
~ past performancc of a contract of the nature referred tq in Sec.53A of the Transfer of
Property Act, 1882; '

5. A person who acquires any rights in or with respect 10 any puilding or past thereof by
vigtue of any such transaction as in referred to in Sec.269 UA(D.

9.10 COMPUTATION OF TNCOME FROM HOUSE PROPERTY
' To summarise, the income from housé property is 10 be computed as follows: -
1. Property letgﬁ_.hire{_ - o B
Annual vaine bemg the réaximum of
o a) ‘Muniéipal Valuation :b) Aanual rent : and

b) ._.Noti_e{;%ﬁl r'en-t' o

et




Less: Municipal taxes

Annual Valye
Less: Deduction for newly constructed property let
for residentiat purpose [Sec. 23(1)]
Adjusted Annval Vatue
2. Propcr_ty Mpied by owner :

Annual value of a single house

- property in the occupation of the
owner will be taken as Nil,
provided it is neither let nor any
other benefit is derived from i,
Different treatment in case it is
let during a part of year. (More than
one such property to be treated as let on
rent)

Total Adjusted Annual Vaive
Less: Deductions under Sec. 24 (1)
L. For property let on hire: -
i) | Repairs
ii) Insurance
iii)  Annual revenue charge
i)  Groundrent.

v) Interest on sums borrowed
in respect of house property

vi)  Land Revenue
vii)  Vacancy allowance
~ viil) Unrealised rent

2. For property under the occupation of the owner,
there is to be no deduction u/s 24 (1)
. except under (v) upto Rs. 5,000,

Chargeé__tblé Income House Property




911 ILLUSTRATIONS
Problem -1

Vaidyanathan is employed with Rayalseema Lid. oz a salary of Rs. 2,000 per month with
gearness allowance of RS. 5,000 per annum.

He is the owner of two houses. One is let out at Rs. 2,000 per month, whereas the other is
accupied by him. Rental value of the second house is Rs. 500 per month. The houses arc subject
{0 local taxes at 20 percent of the rental value.

You are required 10 compute taxable income under the heads *Galaries’ and "Income from
“house propesty”. '

Solution
Income from Salary:
Salary at Rs. 2,000 per month 24,000
Dearness atfowance at Rs. 5,000 per annum _ 5,000
Gross Salary : 29,000
Less: Standard deduction @ 331/3% of Gross Salary 9,667

Net salary : : 19,333
Income from House Property:

Let out house: Rental Value 24,000

(-yLocal Taxes (20% of 24,000} : _ 4,800
| 19,200
Self Occupied House : | ‘. Nil
Annual Value' of two houses _ _ : 19,200
Less Repairs - One sixth - 3,200 16,000
Gross Income (total) | 35,333
Problem - 2

Ghosh owns a house, the construction of which has oomplctcd on 1-4- 1988, It has been et
out for residential pu:pdsg to Chatterjee, a company director on a monthly rent of Rs. 3,000 per
month. Other particularsin this regard are as follows: "
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Rs.
Mum‘cipél Taxes : : | 7,200
Ground Rent 1,000
insurance ' 2,000

Interest on money borrowed for construction of the house 3,000
Collection charges actuaily paid : : 600

The house under reference had been mortgaged for Rs. 50,000 which had been spent on the
* marriage of his daughter, ' ' o

‘Ghosh claims that he could not recover an amount of Rs, 4,000 from the tenant in spite of his _
i '  best efforts 0 recover. The A.O. accepts the claim to treat the amount as unrealisable rent,

1 ' Compute taxable income from house property.
; E Solution- B |
| Aniual Rent I | 36,000
Less: Municipal taxes \ 7,200
| - 28,800
. Déduction for new construction 3,600
Annust Value o ' - 25,200
Less: permissible Deductions \ |
Repairs (one sixth of 25,200) 4,200
L o Ground Rent R | 1,000
Insurance 2,000 -
Interest on borrowings used for construction 3,000
Collection charges | o 600
Unréalisable rent | 4,000 _ | 14,800

Taxable Income : 10,400

Problem - 3

Mr. Balaji took a landon lease and constructed one residential house property which has been
completed on 1-4-1988. The same has been letout for 4n annual rent of Rs. 8,000. He furnished the




foltowing particulars in respect of the house for the Assessment Year 1992-92.

Rs.
Municipai Taxes _ 2,000
GroundRent | 100
Collection Charges : _ 100
Interest on loan taken for construction 1,000.
Unrealised rent of the last year ' . 4,000
Fire Insurance _ | ' 300

Compute his income from house property assuming that the Income-Tax Officer is satisfied
regarding the admissibility of the i_rreoovcrablc rent.

Soluﬁon :
Rs.
Rental Income | | ' 8,000
Less: Municipal taxes : _2_,999_
6,000
Less: _Deduction for new construction ' _3:,_6_0_0_
Annual Value ) _ : 2,400
permissible deductions:
Repairs (one sixthof AV) 400
Groundrent. - | 100
Fire Insurance . _ 300-
Collection charges : 100
Interest on loan 1,000
Unrealised Rent . _-53_0__ | 2,

Taxable Income _ NIL

Note: Unrealised rent can be deducted to the extent, income is available under the head. In




this case an amount of Rs. 500 can only be claimed out of the untealised rentof Rs, 4,0(50
because with this allowance the income comes down to 'NIL", The balance of Rs. 3,500
will be carried forward to the following year for claiming deduction.

Problem - 4

Mr. Bhushan owns a big house in Hyderabad which is let out to a firm at Rs. 8,000 per month. _
Local taxes amount to 10% which are shared equally by the fandlord and the tenant firm. Mr.
- Bhushan has also to bear the following expenses in this regard: ' '

Rs.

Salary of gardener L 5,000 .
Lighting - - 6,000
Water charges ' 3,000
Fite Insurance premium : ' 2000

In addition to the above, he claims the fﬁllowing amounts as deductions:
Repairs . | 30,000
Land revet;ue . 5,000
Collection charges ' 3,000
Weal.m tax | 4,000

‘You are required to compute his taxable income.

Sdl_ntion

 Rent received - | 96000

Less: Local taxes payable by Bhushan :4,800\_-::5 '

'Salary'ofgarde'ner - S 5,000 o

Water Charges 3,{0} ' 18,800 o

Annual Value . _ L g . R 7200

Less: Repairs: (omesimhofAV) © o s




44" “Five Thsarance

Taxable income

1o Notes - Wealth-tax is aiot aﬂowedtobcdﬁducled“ﬂdmhls head. |, oo s

The second head relates to ‘Income from House Property’ and you have been told that the
taxability depends on ownership and on the annual value {hereof. There are certain deductions and
they have to be understqg@l_.Since interest on loan taken for construction purposes isan _;l:llqwable

expense, it is always preferable to borrow and then invest in construction. As ‘there is 4 severe
shortage of houses in thi¢ country, a special deduction is allowable in respect of new residential
units if they are letout. ' '

513 CHECK YOUR PROGRESS : MODEL AN SWERS

1. Computation of Annual Value: Rs. " Rs.

Municipal value ' S 5,000 )

Rent received @ Rs. 600 p.m. (w.e. is higher) 7,200 7,200
(-) Municipal taxes = ' N\ : o 800

(-) Construction Allowanoc { | st ; 600
et Anmial Valoe s s e s et 5
2. Municipal Vatue 12000
oM | -

- NetA;V. o 11,000

Reduced to Nil ufs 23(2) w0

(=) Interest on loan | 800
Loss from the seif occupied house (-) 800

3. i) Repairs, ii) Insurance premium, iii) Annual charge, iv) Ground Rent, v) 'Iﬁ{erest on
+ 1oan, vi) Land Revenue, vii) Collection charges; viit) Vatancy allowance, ix) Linrealised
rent. '




Income from House Property
9.14 MODEL EXAMINATION QUESTIONS 7=
1 Essay Questions ' fAEe

Answer the following in about 30 lines each:

1 Write a note on taxability of income from house property. A Nt

A Explain the determination of the annual value of the house remmaining vacant for the
whole year, :

3 Compute taxable income from house property in thcfollowmg cases:

(a) Amitabh is employed as a Senior Officer with Arun Lid- ona salary of R$ 5,000
per month plus dearness allowance of Rs. L,000 p.m. He Owns a house which is
used for his own residence and whose municipal value is Rs. 80,000 in respect
of which he has to pay local taxes at the rate of 10 percent. o

(b) Shyam owns a big building which contains five residential units with the annual
value of Rs, 2,400, 3,600, 4,000, 5,000 and 6,000 respectively. Municipal taxes ai
the rate of 10 percent is payable thereon. These units were ready after construc-
tion in April, 1988. o : AR R A I

4. Compute gross total income of Mr, Jitend-ra.whos.e.-,particu!ag:s__of; income are as fc_:__l_l__qwsf

~ Salary: Rs. 4,000 per month, dearness aliowance of Rs. 500 per month, rent free house of the
rep\tall valueof Rs 10,000 per annum. He earns rent of Rs. 20,000 per annum in respect of which
he has to pay local taxes of Rs, 4,000 perannum. He had borr@Weda anofRsl,G0,000m respect ’

IL _'Shbrt Questions
Answer the foliowing in about 15 lines each:.. - eme
~ 1" Explain exempted incomes from house-property. - . =+ . .. ...
> Indicate with lstration how annualvlue i docermined. .
3. How is annual value determined in respect of newly constructed residential house?
. 4, Describe the deductions allowed out o.faln.iﬂnuﬁl.vél;x_e. (;ii\fé iliﬁst;atl;éng. -

3. Howdo you compute the annuat value for a house that remained vacant for a part of the

6 .E"i’la_i“.._lhe_following.tprms; -
i) -Annualvalpe - - .. .
i) UnrealisedRent.
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UNIT 10 PROFITS AND GAINS OF BUSINESS OR
PROFESSION-I (SEC. 28 TO 44)
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10 12 Moclel Exarmnauon Quesnons

70,0 ATMS “AND OBJECTIVES

The objer,tzve of this uhitis t0 explainyouthe expenseswhlch are allowed as well as not allowed
. :or deducuon while computmg taxable proﬁts of busmgss or profession.

At the cnd of the mut you should be able to

. uientify the income;; _hargeable under me head ‘Proms and Gains of Business o¢ Profession’,

L list ot exptessly aBpwed and disailowed expenses

. _explam me nems c\:f rcsti‘ictcd adeSSIbﬂity

10. 1 INTRODUCTION

: ) ‘Profits and gains nt‘ business or professmn the third head on income, is important for many
reasons which we wilf dLscuss in the next few pages. The students will learn the computation of
taxable proﬁts under thls head. In otherwords lhey would be prepared todeal with the computation
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of income in case of any businessman and a professional.

| You are familiar with the computation of income by preparing Profit and Loss Account in
Accountancy. You have learnt that all expenses incurred during the year are debited to P & LL
Account and all incomes received or accrued are shown o the credit side. After taking into account
the closing stock, depreciation, accruals and some of the items which might not have been
incorporated in the P & L Account, we compute net profit which is then either sent to the balance
sheet or appropriated by way of dividend provision, tax provision and transfer to general reserve
etc. You have also been told that the owners of the firm have 1o decide about the depreciation
policy, etc. How much depreciation has to be written off and what method of depreciation (straight .
line, diminishing balance method, sinking fund and so on) has to be followed, ail depend on the
decision of the owneérs. There is no law governing all these issues, Thus in a givcn'situzifljon, various
types of owners will arrive at different figures of profit depending on the quantum of debits, The
debits on the profit and loss account can be managed. To illustrate, Company ‘A’ has got a publicity '
film prepared at a cost of 5,00,000. If this amount is treated as expense, the profit of the year will
: | be less by Rs. 3,00,000, but if on the other hand, this amount is treated as an asset, the profit of the . '
' year will not be affected by the cost incurred on getting the film prepared. '

- We may therefore, conciude that if the government has to tax busin_es's_\'-proﬁm, it must lay
down the rules of treatment of expenditure and depreciation etc., so that all theas_ses_sces are
enabled to foilow the rules uniformly and arrived at the taxable profits correctly, It is therefore,

’ mnij:oessaly that the Income Tax Act prescribes which expenses are to be allowed to be debited on

The Act has given a list of all those expenses which are atiowed and all those which are not allowed.
- However, since it is not possible to prepareé comprehensive list of all -expens@s itis siated that the
expenses incurred in'the course of business, and for business expediency, are permitted. Since the.
- subject matter under this topic is sizable, it is proposed to devote two units in respect of this head.

s :aré not allowed.
-10.2 TERMS DEFINED

The term ?B.ﬁSEness"has bccn\dcﬁned in Sectlon 2(13) of th% Act It‘ cludes "any tr&de,
. _ 'nfac;n;géggéanyadtentpre or concern in the nature of trade, commerce br‘_'n_;_an'ti'_f_a_t‘_c'-' 2

" The definition stated above, is very wide in nature. It will cover alfmost everything which
- * resemblesbusiness. It is something which occupies attention and labour of a person for the purpose . -
~ of profit. The word business means aimost anything which is an pccupation or. duty requiring

- tinuously carried on for the purpose of profit.

Profession

~ The word ‘Profession’ s of still wider scope than ‘business’. What may not amount to business
- may amount to ‘profession’ and whiat may not amount to ‘profession’ may amount to ‘vocation’ and

m

the debit side of the profit and loss account and which expenses should not be allowed to bedebited. .

In this unit we will concentrate our attention on the items which are allowed, and on those whxch R

“attention as distinguished from Sports or pleasure and is used in'the sense of occupation con- .+




what may not amouont 10 wocation’ may amount 1o-occdpation:'A professwn in the present-use.0 of

language 1 involves. the idea of an occupatron reqmrmg either purely I intellectual skill, or if any
manual-ski_ll,_.. i amtmg and sculp___ re or surgery skrll controlled by the’ mtellect‘ual skiltof the
operator, as, dts mglnshed from an occupauon whrch 1s substarrttally 1

arrangements i for the productron ur sale of commod _1es

- Pheviord Vocitiontisin common use; esandis deﬁned as meanmganoccupatron or trade one’s..
regular ‘catling or ‘pusiness, a calling'or occupation or. business in which one enEages.| mere or less, .
regularly: the: activity upon which a persolt ‘sperids-the major: portion of his time and out of whrch
he rnakes s fiving, that 0o’ ‘which one is calied’ by some: special fitness Of SEH5C of. duty, ie, usual__; _
avocauon “fp Kas beéti said:that this convcys ‘the idea of .5ystemat:rc employment whlch unplrcs:.:

ntinueus or habttual course or deahngs

ccnpatmn

The word ‘oocupatron is employed as refcmng that which occupies time and attention, italéo

means acallingora trade. “The term. ‘occupatron expresses U the idea of co_nt_irrpi__ty_, a continuous
series: of transacuons and 1mphes regulanty : o

Adventure m the nature ot’ Trade

Profit from an molated transactron wrll alsobe taxable as busmess proﬁt 1f itis in the nature

of trade The transaclron may not constrtute trade or busmess but 1f tt is allred to busmess or {rade;
proﬁt there from wﬂl be taxable under the head busmess 3 : i

T iilustrate; Rahrm buys two bags of wheat every year for consumpnon by the tamrly In a:
pamcular year he feels that the price of wheat will rise and therefore he decided to by 100 bags.of
wheat only 1o sell at a future date when the price move up. He does it and makesa profit of Rs.

5,000. -

The sale and purchase by Rahim in this case does not constitute bumnecs*c'r'trade- because

there is only one transaction and an isolated transaction will not amount to business Of:1rage;

However, the transaction | resembles business. He brought wheat with a view to selling and it is
therefore, in the naturc of trade Proﬁt earned thereon is taxable under the hcad ‘business’

Deciding Factors
In decrdmg thc character of such transactlons the follovwrng factors are relevant

(i) © - Whether the purchaser isa trader and the purchase of the eommodrty and tts resale are
~ allied to-his usual trade o business or are incidental thereto? - T

(if) Thenature of the commodity purchased and resold and in what qtrantity was rtpurchased _

and resold?

(iii} -~ Whether the purchaser by any: act subsequent to the purchase has improved the quahty
. of the cominodity purchased and: thereby made it more readrly saleable? -

he producnorl, or saie, or -




" Are the ifansictions of ‘purchiase and rmale repeateﬂ?'

i) _Does the element of pnde of possessron come into the prcture in regard to the purchase
"of the commddity and ns subseq ent possesslon by the pﬁs‘ch&sf:l‘" =

Y

""(vm)
10 3 CHARGING PROVISION [Sectlon (28)]

According to Section 28 of the Act following incomes @{9.;9!‘.%1'3@3\‘31&“1 tax under the head
‘Proflts and Gams of Busmess or Professron. ' R

Wa.s the purchase made w:th the mtemm to resell ata prof' I,‘?

STl

1 Proﬁts l’rom Busmess [Sec 28 (1)]

The profits and gains of any business or profession which was carried on by the assessee at
any nme durmg lhe prewous year are taxable under this head. You wrll notice the followmg two

(a) The business must have been run, may be for : any duratron dunng the 'prevrous

AP P B

(b) It Hust: have been run by lhe assessee..

2 Compensatlon [Sec 28 (ii)]

_ Compensauon received in the course of busrness is also taxed as busmess proﬁt Followmg
" 'types of: cothpensation-have been mentioned-in. the, section;.. -

(a) Compensation will be received by any person managm g an"Indlan Company or
any other company in India for. termination:of his. management copiract, Any
compensatlon payable for modlfymg the contract is also taxable.

S (b) Compenmlon w111 bc received for Lermmatwn of Aan. agency oontract or for
modifying such contract is taxable, Ce i e

© Compensatlon will be received for vesting in the governmentorany government
company the managemem of any property or busmess in Indra

: 'Fo lllustrate Chatterjee holds a sellmg agency for Hmdus:an Lever products and Is.allowed
commission at the rate of 10%. The Company desires to reduce the cominission from 10 per cent
_of8 per cent and agrees 10 pay a compensation of Rs. 1,40,000 for such modification in the agency

e contra : Th compensanon so receivable by Chatter]ee is tarsabl'e as busrness proﬁts.

LTI

3 Income ofa tméeAssociatitm [Sec. 28(111)}

ey

v You mrghtbeaware af so many assocnatlons formed by vanous buslness groups For example




_ taxable under this head.

Hyderabad'Hm_elie‘rs Associations, Abid Cloth Merchants Association, Chamber of Commerce,
Indian Merchants Chamber and so on. They derive some of their income by way of subscriptions

- which they spend on the welfare activities relating to their members. It is possible that some of the

subscription amount ret__néiins unspent. This unspent amount is not taxable as it does not come from
outside and based on the principle of mutuality. '

However, it is just possible that the association might be rendering some specific service 1o
jts members against the payment of some nominal fees. The amount received for such services is
treated as taxable business profit. For example, the Chamber of Comimerce is making available
certain information as demanded by irs members against payment of fees. The fees s0 collected is
{axable undes this head.. o

4. Profit on Sale of Licence [Sec.28(il 2)]

Profit on sale of licence granted under the Imports (Control) Order, 1953, i taxable under
this head. : '
5. Cash Assistance [Sec.28 (tii b)]

Cash assistance (by ' hatevér'na_me called) received or recéivable by any persona gainst exports

- under any scheme of the Government of India.

. Refund of Duty [Sec:28(il ©)]

Any duty of customs Of excise repaid or repayable as draw back to any person against exports
under the Customs and Central _Excise Duties Drawback Rules, 19?1. is taxable under this head.

7. Benefit arising from business [Sec.28(iv)]

The value of any benefit or perquisite arising from business of the exercise of a profession is

. Amiounts due to o received by a partner from his firm [Sec.28(v)]

Amounts due fo or received by.a partnes from his firm by Way of interest, salary, bonus,

| mm&im or remuneration is taxable 1o the extent it is allowed to be deducted under section

B 40:(5-)_ under this head wef the AY 1993-94.

o g;srmllﬂoﬂ lation

Speculanonls cons:dered as a sephi'ate business. Any income from speculation is taxable
. under t_his_head-bu’t that income has to be treated separately and should not be mixed-up with

Speculanonhas been defined s "a transaction in which a contract for the purchase or sale of '

~ any commeodity including stock and shares 15 seitted otherwise, than by the actual delivery of

tiamsfer of the commodity of scri®. For example Abbas enters info a contract to buy 500 bags of

sugar from Nair at a price of Rs. 500 after two months. OB the date of delivery the ruling price of
sugaf is 550. .N_air;win not be required 10 arrange for the delivery of 500 bags but will discharge his




?lﬁéﬁual obligation by paying Abbas Rs.25,000 being the difference between the ruling price
afld the contracted price. Since the acinal delivery of sugai-"_has not taken place in this transaction,
it falls in the category of speculation. o

10.4 ADMISSIBLE DEDUCTIONS

We have stated elsewhere that the taxable income wil-l-depcnd on the quantum of admissible
deduct_ioﬁs,_'[hough the Act has prescribed certain deductions %g‘_the law, you will appreciate
that it is not possible to prepare an exhaustive list of alf business expenses-and say that exceptthese
expenses no other expenditure will be permissible, It is therefore, left open to claim deductions for
various business expenses incurred during the course of business. While éllowing these expenses
_ as allowable, one has to see that they have been incurred for the business. We have also to see the
acdounting principles and other judiciat pronouncements as regards admissibility or other wise of
these accounts. Certain principles have emerged out of the court decisions and a few of them are

given below:

i) Existing Liability | s

Oaly those accounts will be allowed to be deducted forwhich the liability exists at the time of -
preparation of final accounts, No deduction is allowed towards a future liability or any liability that
is likely 1o arise in future. ' ' ' S -

i) For the Business

The amount must have been incurred for the business. It is not necessary that the expenditure
must have been incurred for making profits. It is right, if it is incurred during the course of business
- and it was necessary from the point of view of'commcrciai cxpédicncy. For eicainplc, amount s_pér’i(
in arranging a farewell function for a district official may not be business proposition immediately, -
but the amount may be necessary from the point of view of commercial expediency because the
business might be needing the help of all such officials during the course of business or for smooth
running of business. : ' - '

i) Losses Incidental to Business

- . Losses incidental to business have 10 be allowed as business r;:xpenses wh_ile computing taxable
business profits. There is a difference between loss and expenses, Expenses are incuired and the
money moves out of your pocket knowingly, and it is controllable to some exten_t. However, loss
comes to your efforts to prevent it. ' '

iv) Onus

When the assessoe claims an expenditure as deductible, it is for him to prove that the particular
expense is deductible, having been incurred for the business and is thus an admissible deduction.
The burden of proving is, therefore, on him. - o

v) .Single Transaction

We have stated earlier that profits from a single transaction are also taxable if that is in the
" - nature for trade. In case of single transaction all expenses have to be deducted out of the receipts. .




and it is immaterial whether the amount nas been incurred in one accounting year of thg__ptherl :
The profit in respect of single transaction is found out by deducting all expenses relating therito
from the income therefrom. -

Check Your Progress - 1

Whether the following items are _deductible in the computation of income under the head
“Profits and Gains of Business g_Profcssion".

i) Cash payment sup'ported by a proper voucher to an advertisement agent Rs. 15,000.
ify  Interest paidtoa non-resident outside India, without deduction of tax at source.

iii) _ Proﬁsion for bad debts;

iv) R_éasonable salary paid to a pariner.

v) Interest paid in respect of moneyS porrowed for agricultural purposes.

vi) Penaity paid to customs authorities for infringement of Import. Control Regulations.

vii) Rentpaidbya firm 10 one ofits partners for his house occupied by the firm.

................................
................................
.................................

................................

Check Your Progress - 2 |

Decide whether the following items are allowed or not aliowed for deduction.
iy  Loss by theft from shop during working houss.
iiy  Expenditure .on special advertising campaign.
iiiy Legal charges on patent rights.
iv) Expenditure ont diaﬁes aﬁd calendars.
v) Sales tax due but not paid. -
vi) Compe'n_sat.ion paid for destruction of hired machinery.
vii}) Compeﬁsation' paidtoa retrenched employee.

................................




10.5 EXPRESSLY ALLOWED DEDUCTIONS

Though the expenses are allowed in general, provided they are related to business and have
been incurred in running of the business, there are certain items which have been specified in the
Act to be allowed while computing taxable business profits. They are stated below:

i} Rent, Rates, Taxes, Repairs and Insvrance for Building (Sec.30)

Where the building in which the bisiness s carried on is owned by the assessee, various
€xpenses incurred on the building by way of taxes, repairs and insurance are allowed. On the other
hand if the building is obtained on hire, rent is allowed, In respect of the hired building, if the
assessee fs required to take care of the repairs, insurance or taxes, they will also be allowed,

ii) Repairs and Insurance of Plant, Machinery and Furniture (Sec.31)

In respect of machinery, plant and furniture, any amount incurred on repairs, insurance etc.,
is an admissible deduction. :

iii) Depreciation (Sec.32)

We have already made it clear that depreciation of the assets owned by the assessee is a
neccssary business expense. It has, therefore, to be allowed. You must be aware that it is necessary,
to claim depreciation only when you own it. On the other hand, if the assets have been obtained
on hire, you will claim only the hire charges and not the depreciation. [t will then be claimed by the
person who owns these assets and who has lent them to you on hire. Particulars. regarding
depreciation will be explained in lesson Number 12.

iv) Expenditure on Scientific Research (Sec.35)

You will have noticed that generally all industrial houses have to spend a lot of money on
research and development (R&D)}, which keeps them uptodate as regards latest technology. It is
therefore necessary for the govérnmcnt to allow all such expenses to be deducted while computing
taxable profits. Various provisions in this regard are as follows:

(i) Revenue expenses on scientific research pertaining to business are allowed in ful}.

(i}  Sums paid to scientific association, university, college or other associations to be used
for scientific research is allowed, :

- (iii)  Any sum paid to a university, college or other association to be used for social or
statistical research is allowed. However, it is-necessary that such institutions are ap-
. proved by the prescribed authority. ' :

(iv)  Capital expenditure on scientific reséarch_i‘ela'mi_g to the business of the assessee, is also
- allowed in full. ' : o :




(vy Rhiisto be undersioﬂd that any amount incurred on buying of land after 29th Februafy,
1984, is not allowed.

- (vi) Amount incurred duting three years preceding the commencement of business by way
of salary to research personnel shall be.allowed as deduction in the year in which the
business is commenced.

(vii) Sometimes it may become necessary that any asset ‘having been used. for scientific
rc_sqarch first may have to be used for other purposes in business. In such cases, if the
-entire cost of the asset has been allowed earlier, then this asset will not be eligible for
depreciation because its written down value is already ze1o.

v) Expenditure on Acﬁuisition of Patent rights(Sec-35 A)

Patent rights have a life spati-of_ 14 years. Thereforeany amount spent on acquiring suchrights
has to be written off over a period of 14 years. Where the used rights have been bought, then the
price paid thereof will be deductible over the number ofyears which willbe available for the assessee
for exploitation. " : '

vi) Expenditure on known-how (Section 35 AB)

Where any assessee has paid any jumpsum consideration for acquiring any know-how for use
for the purpose of his business, he will be allowed deduction for the same in six equal annoal
instatment beginning from the previous year in which the know-how had been acquired. On the
other had, if this know-how is developedina laboralo_ryhmiversityfinstitution referred 1o in Section

32A (2B), the consideration shall be aliowed as deduction in three equal annual instalments.
- vif) Eandihm on Eligible Projects or Schemes (Sec.35AC)

Deduction will be allowed in respect of the expenditure incurred for an eligible project or
scheme for promoting social and economic welfare of the public on the recommendations of the
national committee constituted by the Central Government. This is w.e.f the AY.1993-94.

. viif) Payments to Associations or Institutions for carrying out Rural Development Programmes
(Section 35 CCA) ' :

Where any assessec pays any amount to {a) an association or institution engaged in any
programme of rural deveiopment or (b) an association or institution which undertakes training of
persons for implementing any programmes of rural development or (¢) a rural development fund
set up and'noliﬁed in this behalf by the Ceniral Government, he will be allowed a deduction of the
whole of such expenditure. However, the programmes of rural development should have the
approval by the prescribm authority before 1st March 1983.

- ix) Expenditure by. way of payment to an Association or Institution for carrying out any A;iproved
‘Programmes of Conservation of Natural Resources (Sec— 35 CCB) '

Any payment made to an association or institution which has its object as the undertaking of
programmes of conservation of natural resources to be used for carrying out any such programme
is aliowed under Section 35CCB. The only condition is that the contribution receiving organisation

1 B




should have been approved by the prescribed authority.

x) Amortisation of Certain Preliminary Expenses (Sec-SS-D)

- Preliminary expenses incurred by an Indian company or a resident assessee will be allowed to -
be deducted over a period of ten years. It is known as amortisation. To snmmanse all expenses
‘in respect of the following and incurred before the commencement of business, are first shown as.
an asset and then one-tenth thereof is allowed to be written off every year, The follomng €xpenses
quahfy for amortisation under the section 35D:

(1)  Legal charges for drafting the Memorandum and Articles of Association.
(i) ' Printing of the Memorandum and Articles of Association.
(iii) Registration fees of the Company.

'{iv) Underwriting commission, brokeragc drafting charges typlng, prmung etc., of the
prospectus relating to issue of sharts and

(v)  Any other item of expenditure as prescribed.
xi) Expendlture on Prospecting or the Development of Speciﬁed Miierals (Sec-SSE)

Under section 35E the benefit of amortisation is given to an Indian oompany orto a resident
non-corporate assessee. ‘The.time over which the amount is to be written off is ten years. The
expenditure incurred qualifies for deduction when it relates to any operation pertaining to
prospecting for, or extraction or producuon of any mineral. The expenditure that qualifies for
amortisation must be incurred during that year of commercial production and the four previous
years. The minerals for the prospecnng or development for which expenditure may be incurred
are mentioned in the Seventh Schedule of the Act. -

xii) Other Deduction (Sec-36)
Following are the other deductions that are allowed under Sect'ion 36.

(i)  Insurance Premium: The amount of any premium paid in respect of insurance against

‘tisk of damage or destruction of stock or stores used for the purpose of the business or
professmn

(i)  Premium on the Lives of Canle: Premium paid by a federal milk co-operative society to
' effect or to keep in force an insurance on the life of cattle owned by member of a

- Co-Operative society. It must be a pnmary society engaged in supplying milk raised by
- it’s members to such federal milk co- -Operative societies.

(iii)  Premium for Employees’ Health insurance: Where the assessee, bemg an employcr, pays
- {a) the amount of any premlum (b) to effect or keep in force an insurance (c) on the
health of his employees (d) under a scheme framed by the Central Government, the said
amount will be allowed as deduction, provided, (e) it is paid by a cheque.




@)

Bonus or Commission to Employees : A sum paid to an employee as bonus or commis-
sion for service rendered. ' :

It is important to learn that the deduction in respect of bonus paid to an employee employed
in a factory or other establishment to which the provision of the Payment of Bonus Act apply shall
1ot exceed the amount of bonus payable under that Act. - ' '

)
(vi)

(wi)

(viii)

(ix)

(X

Interest on Borrowed Capital: The amount of interest paid in respect of capital borrowed
for the purpose of business or profession. -

Employer’s contribution to Recogrﬁscd Provident Fund and Approved Superannuation
Fund.

Employer’s contribution t0 Approved Gratuity Fund.

Write off Atlowance for Animals: In respect of animals for purposes of business, there is

no provision of any depreciation being allowed in respect thereof. However,on the death

of an animal, the full amount is allowed to be written off in computing taxable profits.

Bad Debts : Bad Debts are quite natural for any business house. The Act also therefore
permits the deduction of bad debts in computing taxable profits. However, it is necessary

to comply with the conditions given hereunder, before claiming deduction under this

item.
Conditions Governing Allowance of Bad Debts

(a) Deduction on account of bad debts shall be allowed only when it has been

written off as irrecoverable in the accounts of the assessee for that previous year.-

(b) Bad debts may also be allowed if they had been written off in an earlier previous
year but not allowed by the A.O. on the ground that they had not been
established to have become bad debt in that year.

(c) Where the assessce has written off some debts in the previous year which in the
opinion of the A.O. became bad in any earlier previous year, he will reopen the
assessment of that year and recompute the income of that year after allowing

* such bad debts. '

(d) The A.O. may allow a part of the debts as bad, instead of allowing full amount.

(¢) Where a deduction is allowed in respect of bad debts and any amount is
recovered subsequently, then such recovery shall be put to tax in the year of
Tecovery. ' ' :

() Deduction is altowed only when such debt has been taken into account in

- bomputing_the income of the assessee or represents money ient in the ordinary .

course of business of banking or money lending.

Provision of Bad and Doubtful Debis by Banks: A deduction can be provided in respect




of provision for bad and doubtful debts made by all banks upto 5 percent of their total
income and an additional 2 percent of the aggregate average advances made by rural
branches of banks. '

Rural branch means a branch of a scheduled bankora non-scheduled' bank situated in a place
~ which has a population of not more than 10,000. ' :

All bad debis occurring should be met out of such reserves. . Where bad debts exceed the

‘Quantum of reserves available at a point of time, the excess only shall be allowed as deduction by
Wway of bad debt. '

10.6 GENERAL DEDUCTIONS (SECTION 37)

This section is a residuary section. Deductions niot covered under the specific admissibility
proviSions described above will be permissible here under Section 37, provided the expenditure
has been incurred for the business. _ ' '

Any expenditure laid out or expended wholly and exclusively for the purposes of business or .
profession shall be allowed in computing the income chargeable under the head "Profits and Gains _
of Business or Profession”. In deciding the deductibility under this residuary head we must see that
expenses belong to a category not covered by the categories named earlier from 30 to 36, and it
must not be an expenditure of capital nature. The expenditure must be incurred wholly and
exclusively for business and during the previousyear. Itis incidental to business and Springs directly
from it. ' '

Examples of Allowable Expenses

1. Expenditure incurred in connection with the procurement of raw materials for manufac-
turing business. ' '

2. Payment made by a motor vehicle dealer for imparting training to his apprentice.

3. Expenses on purchase by a hotel on crockery and linen for replacement.

4. Amount spent for securing the use of a trade mark which would help in the foreign trade
' of the assessee. B

5. Annual payment made in terms of a 99 year lease of the entire undertaking,

6. Brokerage and stamp duty incurred for taking a five year lease of office premises.

7. Expenses incurred by the lessor in granting the lease of its business assets,

8. Expenditure incurred in digging trenches to prevent fire from adjacent scam spreading
1o assessee’s coal seam. ' ' :

9. Expenditure incurred for maintaining existing tenancy rights.

10.  Annusl payment made to a fetiring director was held al_lpv?able on the ground of |
- - commercial expediency. :




TS
12,

13

14

15.

Payment of share of profits toa retiring partner.

Amount spent for making huts and camp expenses for labour.

Additional price for sugarcane purchased from co-operative society payable under the
relevant control Act. : : :

Stamp duty, registration-fees etc., of the deed of retirement OF partpership. '

 Deficit in obsolete machinery on physical verification.

Examples of Expenditure not Allowed

1. Payment made for purchasing interest of the other partnet in the firm.
2. Payment made under an agreement for assuming control over a canteen which was joint o
property of the assessce and the payee. ' .
3. Payment made for acquiring competiog business for a term of nine years.
4, Legal expenses incurred in oon_neé_tion with acquisition of investment of shares.
5. Stamp duties, rcgiStratioh charges; solicitor’s fee eic., for execution ofa ﬁ;fe-year lease
deed for taking a new factory. ' L
6. Payment.in_ the shépe of royalty agreed to be paid by the assessce purchaser 10 the vendor
of sole selling agency for liquor at a certain rate per case of liquor sold by the assessec.
T Interest paid to legalise assessee’s right of occupation.
8, Payment made by lessee to Jessor to prevent the latter from granting similar léasé rights
in neighbouring quarries. ' -
Check your progress-3-

List out the expressly _allowed e.xpensts.

--------------------------------

--------------------------------

................................

.................................

707 RESTRICTED ADMISSIBILITY

~Youhave been told about the deductibility of expenses which have been expressly allowed
and the expenses which are allowable under the residuary section 37. There are certain expenses
“which are allowed, but the government is of the opinion that such expenses while aliowing should
be under some restraint. In other words, the Act, while permitting deduction of these expcn'sas',




must put some limitation thereon. We will study such restrictions here,
1) Entertainment Expenses

You might have seen businessmen entertaining their customers and clients with tea, tiffen,
lunch and dinner, etc. Such cxpenses are incurred for the sake of business and in business
cxpediency they are allowed. But they are allowed within limits as stated below:

(a)  Onthefirst Rs.10,00,000 0f profits (com- - 12% ofsuch profits or

puted before making any allowance for ~ Rs.5,000, whichever is
development rebate, development al- " higher.

lowance or an investment allowance.)

-(b). On the next Rs.40,00,000 of such profits o _1;‘4%'of such p’roﬁts.
and gains, ' o ) B
(€)  On the balance of such profit or gain _ .. 1/8% of such profits.

The maximum deduction in respect of entertainment expenditure is limited to Rs.50,000.

Note: Wef the AY 1993-94, deduction on account of entertainment expenditure shall be
~ limited to the amount of Rs.10,000 plus 50 percent of the amount exceeding Rs. 10,000
- (Finance Act, 1992). - ' - '

Explanation

The term ‘entertainment’ expenditure includes expenditure on hospitality of every kind
whether provided under any express or implied contract or custom or usage trade. Tt does not
include expenditure on food or beverages provided to the employees in their place of work.

i) Advertisement in any Souvenir of Political Party.

No deduction shall be aflowed in fespect of expenditure incurred by an assessee on advertise.
ment i any souvenir, brochure, tract pamphlet or the like published by apolitical party. 1t is
relevant to note that the term, political party, has not been defined for the purpose of these

provisions. As such the term will bear its ordinary meaning:
iii) Advertisement and Guest House Expenses

_ Any expenditure incurred on advertisement Or on any residential accommodation, including
a guest house or on travelling shall be allowed within the limits, prescribed by Income-Tax Rules,
T_he_r_elevan[ rules are 6B and 6D which are summarised below:

(iiia} Advertisement [Rule {6B)]
() Articles intended for presfemat.ion upte a limit of Rs.200/- per picoe

(i)  Expenditurein foreign exchange for pubiicity outside India to remain restricted upto the
amount of foreign exchange allowed, * '




: P (ili) The A.O.willhave the power to disallow that part of the expenditure on advertisement
' which in his opinion is excessive or unreasonable, having regard to the legitimate needs
of the tax payer and the benefit derived therefrom. Such disallowance can however, be

made in the following cases only: '

(a) Where the payment is made 10 a person who has a substantial interest in the
business of tax payer or to the relative of such person.

(b) Where the payment is made to a person who carrics on business or profession
as a publicity or advertisement agent and the tax payer has a substantial interest
in that business or profession.

(iv) Any expehditure on advertisement for which payment has been made in a sum exceeding
' Rs.10,000/- shall not be allowed as a deduction while computing the total income unless
such payment is made by a crossed chegue or a crossed bank draft.

Note: The Ceiling limit in respect of each article increased from Rs.200 10 Rs.1,000 plus 50
percent of the amount in excess of Rs.1,000 w.e.f. the A.Y. 1993-94.

(iiii B) Travelling [Rule 6D)]

The allowance in respect of expenditure on travelling is also restricted. The expenses atlowed
in respect of foreign travelling shall berest icted to a propertionof the aggregate amount offoreign
exchange granted or permitted to the assessee for such a travel and the amount expended on such

 travel in terms of rupees. '

Expenditure on travel within India but outside the headquarters shall be limited to the
following amounts: ' ' ' I

a)  Inrespectof travel by rail, road, water ways or.ai: the expenditure actually incurred.

b) Inrespectof any other expenditure inctuding hotel expenditure o allowance paid in this

connection:
[{)] In the case ofan employee whose salary Rs.150 per day or part there-
' is Rs.1,000 p.m. or more ' of. '
(i) In respect of any other employee ~ Rs.75per day'or part thereof.
(iiy  InTespect of any other person . An amount calculated at the
' rates applicable in the cases
of the highest paid employee
of the assessee. '

If the stay of such employee or other person outside his head quarters is at Bombay, Calcutta
or Delhi, the amount computed at the above rates shall be increased by 33.33% of such amount.

In case where the employee or such other person stays outside the headquarters free of charge

in a guest house maintained by the assessee, the admissible amount will be restricted to one-third
- .--""\
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of the above rates. ‘On the other hand, if the employee is provided with free lodging otjly,fihé;_.
admissible amount will be restricted to 50% of the above limits, : :

Note: The amount of deduction in respect of the above item has been fixed at Rs.1,500 plus-
75 per cent of the amount in excess of Rs. 1,500 per day w.e.f. the AY. 1993-94.

10.8 EXPRESSLY DISALLOWED EXPENSES (Sec.40)

Ot of the expenses iiicurred by the assessce in business, we may disallow all such expenses
being in the nature of capital expenses. Under the Income-Tax Act also, certain expenses have
been specified as disallowed and they are known as expressly disallowed expenses.

i) In the case of Any Assessee [Sec.40 (a)]
(iA) Interest payable outside India

Any Interest chargeable under the Act and which is payable outside India will not be allowed
ifincome tax at source has not been deducted while paying the amount. In case the payee has some
person in India who can be treated as his agent for payment of tax on his behalf, then disalfowance.
will not work. ' I : '

(iB) Anyother Tax

- Any sum paid on account of any rate or tax levied on the profits or gains of any business or
profession are assessed at a proportion of or otherwise on the basis of any such profits or gains.

(iC) Wealth tax liability in respect of business assets.
(iD) Salary payable outside India.

Any payment which is chargeable under the head ‘Salaries® if itis payable outside India and
if the tax has not been paid thereon nor deducted therefrom. '

(iE) Payment 'to_ Provident Fund.

Any payment to a Provident or other fund established for the benefit of employees:- of the
assessee. It will be disallowed, if the assessee has not made effective arrangements to ensure that
tax shall be deducted at source, while the payment is made from such fund if that is chargeable tol
tax. . . . )

(if) In the case of firm [40 (b)]

In the case of a firm, the paymeat of interest, salary, bonus, commission or any othef
remuneration made by the firm to any partner of the firm is disallowed. But rent paid to a partner
~in respect of the business premises owned by him is allowed.

- Note: W.elf the A.Y. 1993-94 the following charges will come into force:

a) Inrespect of interest paid to partners, it will be altowed as a deduction subject
to the maximum of 18 per cent simple interest.




b) Inrespectofsalary, bonus, commission o1 remuneration, paid to partners, it will
be allowed as a deduction subject to certain limits.

10.9 ILLUSTRATIONS

a)

a)

b)

c)

4

1) Discuss the admissibility or otherwise of the foliowing expenscs of businessman

The assessee company paid to the association representing the manufactures of its line,
and its share of expenses for propaganda to counter the move of compulsory colourisa-
tion of Vanaspati. '

Rs.300 paid bya firm to a Jawyer for drafting its deeds of partnership when it commenced
its business and Rs.1,000 spent in publicity during the two months before it started
business.

The assessee in order to obtaina icase of a new building paid a sum of Rs.1,001/- to the
landlord as an extra payment over and above the stipulated rent; and claimed deduction
of the same as a revenue expenditure. The claim was disaliowed by the departmental
authoritics.

ANSWER:

(2) The amount was paid out by the assessee wholly and exclusively for the purposes
" ofits business and was an allowable deduction in the computation of profits.

(") The amount of Rs.300 paid for drafiing the parinership deed is covered by
Sec.35D for amortisation over a period of 14 years but Rs.1,000 spent on the
publicity is not admissible deduction. Initial expenditure is regarded asa capiial
amount since it is incurred not for earning profits but for putting the profit
earning apparatus into action.

(c) The expenditure ot having been incurrod for the purposes of bringing into
existence any asset or advantage of an enduring character, and the payment not
having been made in order 10 secure the lease for any term of years bui only for
purposé of continuous running of the business, though in a new premises, the
sum of Rs.1,001 is deductibie in arriving at the assessee’s income, '

11. How would you treat the following:

Lifting of cash box by a stranger during office hours.
Expenses incurred in defending itself in a winding up petition filed by a shareholder.

Pledged ornaments stolen from the bank and amouiit paid by the bank to its customers
for the loss by theft. :

Lum;psﬁ_m received in lieu of ycarly"payrﬁent of royalty. -

Amount advanced to sugarcane growers by sugar mill had to be written off due to drought
conditions. ' '




- ANSWER

(a) This is not trading loss being not incidental to business. It is immaterial that
the theft took place during office hours.

(b) Expenditure incurred by the company to sustain and maintain its existence.
should be (reated as revenue expense and is therefore, allowable,

() Though the bank was not obliged to make good the loss due to theft being a
bailee, yet the payment is made to save the reputation and good will of the bank.
The expenditure was incurred wholly and exclusively for the business and so is
allowed.

(d) Lumpsum received in liev of annual payment of roya]ty isa revenue receipt .
and therefore taxable like any other trading receipt.

(¢} The loss to the sugar mill on account of non-recovery of advances to the
Sugarcane growers is of revenue and so allowable. Tt is incidental to busincss 10
give advance to cane growers.

10.10 SUMM_ING Up

Certain deductions are expressly allowed while computing profits and gains from business.
Thcy are, rents, rates, taxes, repairs, depreciation, development allowaﬁce, expendilure on scien-
tific research, cxpenditure on acquisition of patent rights, ete. There are also some expenses which
are permitted limitedly, like entertainment expenses, advertisement, guest house expenses, elc.
And’ceriain expenses are expreésly disaliowed for deduction. Thcy are interest, salary payable
outside India, payment to provident fund. etc. ' R

10.11 CHECK YOUR PROGRESS: MODEL ANSWERS

LB Any payment exceeding Rs.lU,OOO should be made through a crossed chegue or draft
until and wnless it is exceptional case. It is disallowed. o

11) This payment is disal}owed.
iii) | Not allowed |
iv)  Not deductible
v} Not allowed.
i) Not deductible as it is paid for violation of Law.
vii)  Allowed

2.0 Revenue loss, hence allowed.

i)  Allowed.




iiiy revenue expense, ﬁc_noe allowed.
iv)  Allowed. |
.V Not deductible.
viy  Allowed.
- viiy  Allowable deduction.
i) Rent, rates, taxes, repairs for building. -
ii) chgirs and insurance of plant and machinery,
ii)_ Depreciation, |
iv) | Development éllowance,
v) _. Expendituré on Scientific Research,
vi) | Expenditufe on acquisition of Patent Rights,
vii) Alnortigalion of certain preliminary expenses,

viiiy Other deductions, U/S 36, etc.

10.12 MODEL EXAMINATION QUESTIONS
L. Essay Questions | |

Answer the following in about 30 lines each :

1. Explain and illusirate the various items chargeable under the head profits and gains of

husiness or profession..
2. State the principles which will govern the allowability of expenses under the head _

business or profession?
3. ‘Enumerate the various deductions allowable under section 367

4 Give five examples which are not allowable under Section 37 and ten examples of which
are allowed? ' ' '

1. Short Questions |

Answer the following in about 15 lines each:

1. Explain and illustrate the term ‘adventure’ in the nature of trade?




What are expressly allowed 'deductio_ns?
How do you treat expenditure on scientific research?
What are the conditions governing the admissibility of bad debis?

Give five examples of expenses not aliowed? :

Explain the expressly disallowed expenses?
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11.0 AIMS AND OBJECTIVES

Tn continuation to the various provisions regarding computation of taxable profits, explained
in the previous unit, the main objective of this unit is 10 explain you the other expenses which are
not allowed under certain circumstances. We will also discuss deemed incomes and other topics
which make the discussion full.

After reading the unit, you should be able to -
e describe the expenses which are not deductible under certain circumsiances,
e cxplain the decmed incomes,
® appreciate the allowance or disallowance of any particular expense,

e compute Profits and Gains from Business or Profession

o115




11.1 INTRODUCTION

In the earlier unit we have explained that in order to coniput_e the taxable profits of a business

or profession, it is necessary to learn the provisions regarding admissibility and non-admissibility ]
of various items. We have also explained that generally all those expenses are allowed which are
- hecessary for the running of business. However, the Act has named certain expenses which are

allowed under the Act. These are known as expressly altowed t_lédtiétiqns_. On the other hand we . -

areaware that all those expenses which are not at all concerned with business or which are capital
in nature are not allowed. The, Act has in this regard also named cer_tain"items which are not to be

- allowed while computing tazable profits. These are known as Expressly Dlsaﬂowed Expenses.

There are also expenses which, though admissible, have certain restrictions attached to them. All
such provisions have been given earlier. We coatinue discussion of computation of business profits :
under certain other head, It is expected of you to recollect here what you had earlier done in the

unit dealing with capital and revenue. ' o o

- 11.2 EXPENSES NOT DEDUCTIBLE UNDER CERTAIN
___ CIRCUMSTANCES = %
_.i) Unrﬁsonghgg Expenses [M(Z)] '

There are occasions in business when the assessee employs his close relatives on very high .
‘salaries. He does it for reasons extraneous to business. Sometimes he wants to reduce his taxable
-income by paying high salaries to his relatives so thathis tax burden is reduced, This type of situation

will not be admissible.. Howeve_r,' in the following cases the payment can be made otherwise than
the crossed cheque, or demana drafi, ' I '
1. Payment which under the contracts entered into before April 1,1969 have to be made in

2. - Paymentby book adjustment by the tax payer in the account of the payee against money
o due to the tax payer for any goods supplied or services rendered by him to the payee,

3 Payment made, in villages and towns having no banking facilities to persons ordinarily
' residing or carrying on business or profession in any such village or town.

4. Payments _madt;_' to cultiva‘tm_s_, groﬁ-eis or producers, for purchase of agricultural _or _
- forest produce, animai husbandry, products including hides and skins, products of daity




or poultry farming, products of homculture. or agriculture, fish or fish products of any
cottage industry run without the aid of power. ' -

5. _Paymems made 10 the Reserve Bank of India, State Bank of Indra, other bankmg
institutions including. co-operative bank and land mortgage banks, primary credit
societies including agriculturat credit socretres, 1fe Insurance Corporauon, Unit Trust
of India and specrﬁed Fmancral Insmuuons :

6. Certain categories of paymems made through the bankmg system, e.g. letters of credit,
' tail or telegraphic transfer, book ad]ustments and blll of exchange made payable only
toa bank.

7. Payments of tefminal benefiise.g, gratuity, retrenchment, compensation etc., 10 low-paid
- employees or to members of their families. : ' )

3. A residuary exception is also provided in respect of paymems whlch oould not be made
by crossed bank cheque or draft due to exceptional or unavoidable circumstances,
provided the tax payer furnishes evidence as to the genuineness of the payment and the
identity of the payee

ii) Prowslon for gratmty {Sec 40A(7)]

Nodeduction shall be allowed in respecl ofany provtsron made by the assessee for the payment
of gratuity to his employees on their retirement or on termination of their employment. Such
provision will be allowed only if payment has been made towards an approved gratulty fund.

: iv) Contributlon to Fund, Trust etc [Sectlon 40A (9)]

No deduction will be allowed in- respect of any sums pald by the assessee as an employer
towards contribution to any fund, trust, company, association of persons, body of individuals
constituted for any purpose However, contrrbutlon to approved superannuation fund is allowed.

v) Expendimre as Regavds Income Tax Proceedings [SecAOA(lZ)]

" Tf an assessec mcurs any expendrture by way of fees or other remuneratlon to non-empioyees
or sexvices in connectlon ‘with any proceedmg before any income tax authority or any court relating
to tax penalty, interest, etc., the deduction will be limited to a maximum of Rs. 10,000 only

Note: See40'A(12} has been omitted with effect from Assessment Year 1993-94

11.3 DEEMED INCOMES

You have been told about vanOus incomes that arise from many sources and which are taxed
under the five heads-prescribed under the Act. These incomes can be computed according to the
provrsrons descnbed in these units.

‘There are certain amounts which though the assessee does not declare as incomes, the Act
creates them so. Apparently they are not incomes and canpnot be categorised so, generally speaking.
However, they are taxed under specnﬁc provrsrons described herein. Thcy are deemed incomes.




~ provisions, There may be an assessee who purchases and seljs £oods without recording them in the -

We-can illustrate certain situations which are-suppqsed to be dealt with through the deeming . -

books of accounts. He makes profit, say of Rs. 50,000. He desires to bring this morey intoaccount.

- He may deposit it in the name of someone who is his close refative and declare it as toan from hint;
He may also depositsuchan amount in the name of some non-existent person and treatitas liability.

The Assessing Officer while assessing the person might look into the balance sheet and the list of

‘creditors properly. In case he concludes that the person supposed to be the creditor in thiscase -
either does not possess so much wealth as to lend hing amount or the person supposed to be the - -
creditor is non-existent, he wil treat this amount as income of the assessee. There may be many -

such situations which are described below:
i) Cash Credit (Section 68)

Where the cash receipts are found credited in certain personal accounts which either donot .
exist or of the persons who do not have adequate means to justify such lending, These are, in short
known are cash credits. Such cash credits are treated as income of the assessee in the year in which -

 such entries have been detected. According to Section 68, the A.O. s authiorised 10 treat such cash -

credits as income of the assessee if he does not offer proper and convincing explanation about the
natuzre and a source of such amount, : o o '

i) Unexplained Investment (Section 69)

Where in thie financial year immediately preceding the asséssmentyear the assessee has made .
investments which are not recorded in the books of‘account and the assessee is unable to offer
convincing explanation to the A.O. the value of such investment will be deemed to be the income
of the assessee of such financial year. This is according to Section 69.

ili) Unexplained Money, ete. (Section 694)

Where in any financial year the assessee is found to be the owner of any 'moncy, bultion,
Jewellery or other valuable articles and such thirigs are nopt reqbrded in the books of account and

~ he has also not been able to offer convincing explanation about the source of such money, the

money and the value of the bullion, jewellery or other valuable articles will be deemed to be the
income of assessee for such financial year. The A.O. treats the value of all these possessions as
deemed income under Section 69-A. o - -

iv) An_minit of Investment ete, Not Fully Disclosed (Sbctlon 69-B)

There may be a situation where the person is found in possession-of investment, builion,
jeweilery and other valuable articles but is notable to explain the source of money fully. He explains
but the A.O. is partly convinced about the adequacy of funds. Section 69-B authorises the A.O., to
treat such not fully disclosed ‘possessions as deemed income of the year in which they are found.
You will notice that this Section takes care of a situation only where the value of possessions
exceeds the amount recorded in the books of account maintained by the assessee, -

v) Unexplained Expenditure, Etc. (Sec.69-C)

- Section 69C authorises the A.O. 10 examine the expenditure of the assessee and see whether -




* hehas reoorded all such expenses in his books of account and that the agount on such expendxture
: has been spent from the fecorded income. In case he finds that the expenditure has either notbeen.
reeorded in the books of account and the explanatlon offered by the assessee is not convincing, he- -
will treat this amoum as decmed income of the assessee of the financial year in which the
expend:lture has- been incurred. -

vi) Amount Bormwed or Repaid on Hundl (Sec 69D)

Secuon 69D putsa restnctlon on those who borrow and !end money on hundi. Itis stated that
- adl the hundi transactions should be by way of an account payee cheque Where any amount
borrowed on a Hundi from or any amount due thereon is repaid to any person otherwise than
through account payee cheque, the amount so drawn or repaid shall be deemed 10 be the income
of the person borrowing or repaying the amount. It will be the income of the previous year in which
the amount was porrowed or repaid. The amount repaxd shail include the amount of interest pald
on the moncy borrowed. : :

11. 4 PROFITS CHARGEABLE TO TAX (SEC 41)

There are oertam othet amoums thatare treated as moome though smctly speakmg from the
accounting pomt of view they cannot be held to be incomes. It is only the operation of law that
 makes these amounts as taxable income. Some examples would be the recovery | of debts orrecovery. .

- of expenditure which has already been treated as mcome in an earlier pre\rlous year. ‘Following
items are includible as income’ under Section 41. o

i)BadDeMSRecovered.

Sometimes the assessee treats.a particular debt as bad and convifices the AQ about it who
allows such bad debi as deductible in a particular previous year. However, it may happen that the
debt which treated as bad is recovered partly or fully. The amount s0 recovered is treated as income
of the prevmus year in which the recovery is made. :

if) Reeovery of Loss or Payment of Expenditure

This is dnother situation where expendlture or l0ss once allowed if recovered subsequently is }
treated as income. For ea;ample, suppose the assessee pays customs of excise on certain goods and -
_ debits the same to profit and loss account. In this case, if due to some reasons, in the subsequent -
year the duty so paid is refunded the amount so refunded will be the income of the assessec in the
year whien the refund is obtained. : o

iff) Waiver of Claim by Creditor

" Ifanycreditor has waived his claimin favourof the assesse, the waived amount will be treated ™
© as taxable proﬁt The only prccaunon is that the amount. payable to the credltor ‘should be. on:
account of Some exXpenses which have been debited WP &L Acoount of an earlier year. For
. example, the assesseé has debited repair account by Rs. 10,000, and the amount is due to Ramesh.

While making payment the full account is settied by a payment of Rs. &500. In this case if the
payment is made in the same year, the repair will be credited by Rs 1,500 and the balance will go
‘to the P & L Account. In case the payment is made in the subsequem year, Rs. 1, 500 will be shown




o the credit side of the P & L Accoun it and taxed,
) Profit on Sale of Assets used for Scientific Research : |
Where capital asset was purchased forscientific research and is sold without having been ied
~ for any other purpose excess amount of sale price added with the deduction allowed earier over -
 the capital cost of the asset is taxable as deemed income of the year in which sale was affected.

List out certain deemed incomes,

Check Your Progress .2 _ o
~ Mention the items which are includible as income under section a1,

e T

.................................

11.5 VALUATION OF STOCK

~ Valuation of stock is an important factor in computing taxable 'profit from business. Correct .
- profit cannot be ascertained unless the opening and_ closing stocks are valued properiy. Though
. valuation itself does neither yicld profits nor evaporate.the resources of concern it does affect the
~ taxable amount of the business profits. There are two popular methods-cost price and market
-value-of valuing the stock. So far as the adoption of any of these two methods is concerned two
‘principles have now become well settled - : ' S

(i) - That the assessee is entitled to value his stocks either at cost price or at market price, . )
' whichever is lower. : : : .
~{ii) . That the value of the closing stock must be the value of opening stock in the succeeding .
~ year. In other words, the assessee cannot close his accounts and value his stock at 2

particular figure and the next morning on the first day of the next year cannot value it at
a different figure. o '

“You will remember that the assessee is not allowed 1o change the method of valuation of stock




" without the permission of the A.O. This restriction becomes pecessary because the assessegisina
position to alter the profit figures by changing the method of valuation of stock offer.

11.6 METHOD OF ACCOUNTING

Under this head you should note thc._folloﬁir_:g:

i Income chargeable under the head ‘Profits and Gains of Business of Profession’ and
‘Income from Other Sources’ shall be computed in accordance wnh the method of
" accounting regularly employed. ' :
n) The assessee has 10 follow that method of accounting which hélps comphtation _of profit.
correctly and properly. : :
ifi) . Themethod of accounting cannot be changed by the assessee without the permission of
the A.O. B : : '

iv)  Where the accounts have not been kept propérly, the A.O. can reject the same and
" compute the profits according to his judgement. :

11.7 MAINTENANCE OF ACCOUNTS (Section 44AA)

Every person carrying on legal, medical, engincering or architectural profession or the
profession of accountancy or technical consultancy or interior decorating Or any other profession
(as noticed by the Board) shail keep and maintain such books of accounts and other documents as

may enable the A.O. to compute his total income under this Act.

Every person carrying on business or profession (not referred 10 above) shall keep and
maintain such books of accounts and other documents in the following cases:

@)  1fhis income from business or profession exceed Rs. 25,000 or his total sales turnover
- or gross receipts in business or profession exceed Rs. 2,50,000 in any one of the three.
previous years preceding the previous year. ' : 3

(i) Where tlié; business or profession is newly set up in any preﬁous year and the income: '

from business or profession is likely to exceed Rs. 25,000 or his total sales turnaver of
© gross receipts are likely to exceed Rs. 2,50,000 during such previous year. '

- The Board may having regard 10 the nature of the business or profession carried on by any
‘class of persons prescribe the books of accounts and other documents (including inventory
wherever necessary) 10 be kept and maintained, the particulars to be contained thercin and the
form and manner in which and the place at which they shalt be kept and maintained. -

Note: W.ef. the A.Y 1993-94 the above amount of Rs. 25,000 has been raised to Rs. 40,000
and the amount of Rs. 2,50,000 is raised to Rs. 5,00,000 (Finance Act, 1992).




i) Books of Accounts and Other Documents to be kept and Maintained us 44AA (3) by persons
~ Carrying on Certain Professions (Rule 6F) . . '

Every person carrying on legal, medical, engineering, architecturat profession or the profes-
sion of accountancy, technical consultancy,. interior decoration, authorised rcpresen;ativc orfilm
artist shall keep and maintain the books of accounts and other documents specified below:

(i) = Acash book

(i)  Ajournal, if the accounts are maintained acoording to the mercantile system of account-
ing. : ' '

- (i)  Aledger

(tv)  Carbon copies of machine numbered bills Wwherever such bills are issued by the persons
~ and receipts issued by the person. This will hold 8ood only when the amount involved is
Rs. 5'or more. o

(v)  Original bills wherever issued to the person and receipts in respect of expenditure
incurred by the person, Where such bills or receipts are not issved and the expenditure

incurred does not exceed Rs.50, payment vouchers prepared and signed by the person-
must be kept. : g :

i) Medical Profession

A person carrying on meédical profession shall in addition to the books of'accbunts and other
documents specified above keep and maintain the following: '

(8) .. Adaily register in Form 3C.

(b)  An inventory as on the first and last day of the previous year, of the stock.of drugs,
~medicines and other consuniable accessorics used for the purpose of his profession.

The books of account and othier documents specified above shall be kept and maintained by
the person at the place where he is carrying on the profession or where the profession'is carried on
in more places than one, at the principal place of his profession.

Where the person keeps and maintains separate books of account in respect of each place
where the profession is carried on, such books of account and other documents may be kept and
maintained at the respective places at which the profession is carried on.

~ The books of account and other documents specified above shall be kept and maintained for -
a period of eight years from the end of the relevant assessment year. However cash book and ledger
shall be kept for a period of sixteen years. e

iii) Consequences of Failure to Maintain the Books of Accounts

Section 271 A provides that failure to maintain the accounts as above without reasonable
Cause may attract penaity. It shall not be less than 10% and not more than 50% of the amount of




tax, if any, which would have been avoided had the Income returned by such person been accepied. :
as the correct income. '

{13 TMPORTANT CIRCULARS ISSUED BY THE BOARD

 We have stated earlier that while studying the law of income-tax it is necessary to understand
the provisions of the Income-Tax Act, 1961 and the Income-Tax Rules, 1962 as amended upto-date.
tn addition we also must be aware of the latest thinking of courts on various issucs. Another
important direction in this regard is the thinking of the Government in respect of day to day issues.
The Government functions through the Ceniral Board of Direct Taxes. It is therefore, necessary
for the student of income-tax to learn about the imporiant circﬁlars issued by the' Board which
affect the computation of taxable profits. We are giving here below certain impdrtam circulars
which you should understand in proper perspective. B

iy Profgssibnai tax paid by a person carryihg on a business or trade can be allowed 10 him
«s a deduction under section 37(1) Circular 16 of 18-9-1969. -

iiy  Hotel charges of the proprietor of partners in respcct of a tour undertaken for the
- purpose of procuring business are not allowable expenditure. ~ - S

i), Diwali a_ﬁd Mahurat expenses are in the nature of business expenditure and there is 0O
monetary ceiling provided that A-O. is satisfied that the expenses are not CXpenses ofa’
personal, social or religious nature, tetter of 3rd Octaber, 1963. '

iv) Amount paid under the Own Your Telephone Scheme is allowed as deductioﬁ in the -
' year of payment. Board’s circular of 10th May, 1976. - '

v) ' Premium paid on loss of profit policies is an allowable deduction. The payment received
from the insurance company will be taxable income. Board’s letter of 7th April; 1961.

vi) Expenditure on advertisement in souvenirs is aliowable. Boatd's letter of 28th June,
1976. -y Y o

Covil) 'Annua_l liSﬁng fee paid 10 a stock exchange is allowable as of revénue n#ture. Board’s
viii) Membership fee paid to the .In;h'an Institute of Fﬁrei_gﬁ Trade is allowablé.
o ix) Expenditure incurred by way of payment of.cémmiunent charge is ailoﬁabie.
X) Commission.pa'yable. to ‘bank for ﬁmﬁﬁng guarantees regarding &eferred péyrﬁcnl_ fdf '

import of plant and machinery is in the nature of capital expenditure and can be added
10 cost of plant and machinery. : 2 o

119 COMPUTATION OF PROFIT/LOSS FROM BUSINESS OR
PROFESSION LALASS T oS

To summarise, the proﬁtfl\pss from Business Of Profession is to be computed as follows:




~ Net Profit or Loss aspér P;'LAmoum LT |

A. Add. (Deduct in case of loss)

'i)

: Inccmc-tax, surtax penalty, etc. -

ii) Personal expendlture mcludmg chamy or-
presenis

Capitai- expéndinue_

Expenses, allowances and paymems notde-
ductible under Sec. 40(a)(b)(ba)(1 €., pay-
ments made outside India withoutensuring .. -
payment ofi mcome-tax, or wealth-lax)

vy Expenm not deductibie under Sec. 4DA (2)
' 3).(D 9 Ex: Excessive Or unreasonable - -
payments to relative of the assessee or to.
partner, dlrectors etc. of the busmess etc.,)

vi) Expenses notallowed ujs43 B
vii) Deprccnatlon (deductible separately)

viii) Investment dcposit,/allowance, and-deve-_
- - lopment allowance (deductible separately).

_"_ _ S 'X)  Reserveor Provision for Bad Debts

~X)  Amounts transferred to any Reserve Fund.

B. Acld : Other exper_:scs. debited to P/L Account, 1o the extent not admisSible:

i) Rent, rates, taxes, repairs and insurance
~premium not related o busmess/pmfes- .
* sion -

ii) - Expendlture on scientific rcsearch Of surns

paid to sclcnnﬁc research association
-(Sec.35)

iii‘_) * Expenditure on patent rights or copyrights. -
(Sec.35A) |

). .Expcnd'iture on know-how (Sec. AB)

Payments to agencies undertakitig rural




development programmcs’(S’eé.SS CCA)

vi) Payments 10 association, ¢1C., for program-
mes as to ‘conservation of natural mourws :
(Sec.35CCB)

viiy  Preliminary expenses (Sec35D)

viiiy  Expenditure on prospeciing and develop-
ment of minerals (Sec.35E) .

ix) Paymem of bonus [Sec.36(l}(n)} |

X): Contribution to prowdent, supcrannua-
- tion and gratuity funds [Sec.36(1){w_) and
- ' ‘
xi) . Entertmnment expendlture [Sec. 3?(2) and
- @A)

xiy  Advertiscment expenditure [Sec'.S?(ZB)]

xiii) " Other expenditure on advertlsement and
maintenance of guest houses and travel of
employecs [Sec 37 (3) and (4)]

xiv) Any other pmwsion Of reserve ot allomd

C. Add : Amount not credited to P/L Account. -

)  DeemedProfits (Secs.41(1)(3) and (4)]

D. Less Expenses allowable butnot shown on the debit side of the P & L Account and the income |
- shownon the credit side of the P & L account, though belongmg 10 other heads:

i) .Deprecmtlon admlssmle ' -
ii) Tnvestment deposu under section 32 AB |

i) Development allowance. f
jv).  Capital expcndituré on scientific research.

V) ~ Capital eipenditurc on famﬂy pl'annin_g._

vi) .Expenses though belongmg to earherycars .
but dlsallowed then because of non-pay- '




ment. |
vii)  Interest on securities.
' vm) Rental Income
i) Dividends
®  Capital gains.
xi)  Refund of Income Tax.
xify  Bad debts recovered if they are not allowed L o -
in the year claimed and written off. I -
'TAXABLE PROFITS: ______
-_ 1 1 .10 ILLUSTRATIONS |

) Ms Dwarakanath Che_micals_,is a proprietary c_:dncern and is engaged in _tl_le'm_ediéinc
Preparations in Indian Style. Particulars of their Income and Expenditure Account for
the year ending 31st March, 1992 are given below: : ' N

Rgé_materialsused | Litoo0 . Total receipts s,4§,soo‘
—Advér.ﬁsemcl.lts' _ 1,20,000-' Rental income o 6,000
Selentific Research Exps: Bad debis recovered 1w
__R:m]m. 10,005" | . _
_Capim_'.m_.. ) 80,000

Commissi.cmtodcalcrs 86,000 :

Embezzler#gn; by msh;gr 3,Q(J0

Advanoclncochax paid. 1,000

SundzyExpcnsm - 1(.),(.}00' |

‘Depreciation Reserve 30,000




boards distributed amongst the agents

2. Admissible depreciation

BaiDebts 5000
" Bad Debts Reserve. 10,000
- Surplus. 91,500
547,500 547,500
Other relevant information is as follows: - Rs.
1. Advertisements include cost of permanent 1,00,000

GOm_put‘b gross total income of _‘the'Dwarakanath Chemicals for :thé_ assessment year 1992-93.

- Solution

Profitsas per Income and Expenditure Account
Add: Exp-anses not allowed :
| Advance income-iax paid
" Depreciation reserve
" Bad debié Teserve

Capital expenditﬁrc on advertisement |

' l.gss:Adulissible'dppreciatiori
- e W -? ) -

Less : Rental income to be separated
Profit from business
Income from house property

" Rental Income

91,500
1,000
30,000
10,000
1,00,000 1,-41-,'0_00 |
232,500
| 00
2,10,500 :
6’000
12,04,500

- 6,000




Annual Value 6,000
 Less : 1/6 for repairs 1,000
_ T‘a:ablc"igcome from house property ' ' . S,'OOO_ .

Computation of Gross Total lnom_ne

Income from house property 5,000
Profit from business 2,04,500
~ Gross Total Income 2,09,500
. Notes:
(1) Embezzlement by cashier is allowed as it is incidental to business.
(2) . No resetve is allowed : In view of this, depreciation reserve and bad debits TESeIve ure not -
. R .. . an “."E' i. ) . L . L - : .
"(3)" . Bad debts recovered are taxed like any oiher business gains, - -
' (4) Permanent boards being .capital in nature, the expenditure thereon is not allowable.
' However, they are certainly subject to depreciation. These are classified as fixtures and
general rate of 10% is to be applied. -
(5).  Itis assumed that the item admissible depreciation takes care of allowable_'dcpreciation'
on boards too. - B
i) Following is the summary of cash transactions of Mr.Raj Kumar, a practi'siﬂg’ Chartered
~ Accountant of Bangalore, : ' -
Offfice expenses 10,000 Auditfees - 19210
Rentpaidforoffice 5000 Consultation 10,000
Salariesandwages - 12,050 Appellate Tribunal 15,000
' ~ Appearance
Stationary & Printing 1,000 Miscellaneous 20,000




Subscription 1o Institute of -

' _Chanered Accountants 3,000 Securitles (G}oss) . _. '9,0(.)0__ _‘
Books bought 1,300 | Rcﬁt received 10000
Travelllllgexpcnses _ “ 5,300 | Presents &om Client; o " 10,000

| Interest on bank loan ._ _3,000 |
Donation to National
. Defence Fund 5,000
Sumlus' .4?,060
93,210 93,210

Loan from bank was arranged for constructing a house in which, Mr. Raj Kumar resides.
taxes of Rs. 800 per annum. 1/4th of the

Municipal value of the house is Rs.8,000 with local
travelling expenses are found tobe not aliowable. Compute professional income and other incomes

_of Mr.Raj Kumar.

- Solution

Rs Rs. -
* Gross Receipts f_rém‘ Profession: - .
1. Audit fees 19,210
2, Consulation 10,000
3. Appellate Tribunal appearance 15,0_0@
4. Miscelianeous receipts | 20,000
- 5. Presehts ﬁ'om Clicnts | 10,000 o ?4,210
| Admissible Expenses: . -
1. Office expenses 10,000
.. 2. Rent Paid 5,000.
3. Salarieé and wages 12,050
. 1,000

4. Stationery and Printing




3. Subscription -

. Notes: -

Books are lrcatedas plant. In case the actu
is to be allowed in full.

Dona_tion to Nationat Defence Fund is not business expenditure,

Presents from clients are taxable as income from profession.

. 6. Travelling expenses (5.800-1,450) 4350 | |
'_7.-Bodks bought 1,300 - 36,700 -
Taxable gains : - 31,510 .
| Ineomc from House Property oo
| Let out house : Rent received 10,000
' Annual Value 1G,000
N éeuomupied house NiL
 Annval Vit of both Houses 10,000
Less: Repalrs 1/6th of Annual value 1667 |
. Interest on bank loan | 3-,060' S .:4_;667 )
'Taxable income from house property . | .5_.,'353
Cmnputation of Gmss Total Income
| 1. Income from house pl‘opeﬂy : | 5,333
2. Profits and Gains rom Profession 3510
3. Income fonﬁ bther soﬁrces_: _' | . .
B I_n..'ter&st on securmes 9,060
-i .- ' Gross.to_tal Income

51,843

al cost of planit does Aot excéed R, 5,000, it




T SUMMING UP

~ In the previous unit we have discussed the expenses wlnch até expressly allcwed anid which
are not allowed There are certain expenses which are not deductible under certain: cucumstances
while computmg profits and gains from business. They are unreasonable expenses, provision for
gratmty expenditure as regards income tax proceedmgs, etc. Cash ‘credit, unexplained money, .-
amount of investment 1ot fully disclosed are treated as deemdcd incomes, though the assessed does
not declare them as incomes. ‘There are certain other amounts which are treated as.income under’
~ the Section 41. At ihe end of the unit the wmputanon of Proﬁu’Loss from busmess or prof&ssion
is summarised. : '

11 12 CHECK YOUR PROGRESS MODEL AN SWERS

1. ) Cash Credlt, u) Unexplamed Investment, iii) Unexplamed Moncy, iv) Unexplamed
Expenditure, ,v) Amount potrowed on Hundl

. 2. i) Baddebis recovered, i) Reoovery of Loss of payment of expenditmé jit) Waiver of
claim- by crednor iv) Proﬁt on the sale of asset used for scientific research

11 13 MODEL EXAMINATIONS QUESTIONS
_. 1. Essay Qnestmm

Answer the following in about 30 lines each:

"L Under what mrcummanoes payment of an amount exceeding Rs.: 10, 000 could be made
otherwise than _by way of crossed cheque/demand dﬂlﬁ?

2. Explain the provmon and necassnty {hereof when the deduction-on acoount of eertam E
expenses is allowable only when they are actually pmd"

3, -What prcmslons would you follow regarding the valuauon of stock‘? '
4.~ State what type of aooountmg books have to be mamtamed by a doctor?

. From the followmg Profits and Loss Account of Mis Decpak Stores for the period ended
3131992, ascertain the taxable profits s from business and the Gross Totat Income, for
the Assessment Year 1992-93 :

Office Salaries ~ 1300 GrossProfit 87,000
propreitorssalary . 7% " Profits on sale of residential 30,000 |

_ houSc




Interest on proprictor’s 3,000 Bad debts recovered (not 7,500

capital : allowed as deductions. by
. A.OQ. in previous vear for lack
' of proof) '

General expenses - 7500 Intereston Government ' 6,000

o Securitics (Gross) :

Bad debts 3,000

Advertisement 6,750 Dividends from Agricultural 3,000

k| . .
' 2! _ Companies (Gross)
Fire Insurance premium 3,000 Imc:esr on Post-Office 3 3,000
' 1/2% National Savings
Certificates

ﬁ ' Depreciation _ 6,000

Reserve for sales tax 15,000

Income-Tax on last 6,000

assessment

- Advance Income-Tax paid 3,000
Donations to De}hi 1,500
« University
Legal Charges for 750

defending a suit for alleged
breach of a trading contract

Motor Car Expenses 1,500
Net Profit - 57,000
136500 1,36,500

General Expenses include Rs.1,000 paid as compensation to an old empioyee whose services
were terminated as has continving in service was considered detrimental to the profitable conduct




of the company’s business and Rs.200by way.of help toa poor university student. The def reciat__io_ﬁ_,-
is found 1o be in excess by Rs.1,800. L

The advertisement cost includes one new sign board of Rs.1,500, calenders and diaries
Rs.1,500. Motor car expenses include Rs.500 attributable to private use of the car. The assessec
has received demand notices of sales-tax for earlier years amounting to Rs. 10,000 and he has not
disputed the Hability. - '

7.  Dr.Mms. Lalitha Sunder a medical practitioner of Hyderabad prepared her Income and
Expenditure Account for the year ending 31st March, 1992 as follows: -

- ——

Expenditure - Rb .I | Income ’\ Rs.
- ——_
Cost of Medicines - 10,300 o  Dispensary receipts __ 20,430
Salaries and wages 12,000 Consulation charges 12,300
Laboratory expenses | 5,000 Visits 9,250
Furniture beught 8,000 Pathological tests . 8500
Rent of Clinic 5,000 Honoratium frém civil 12,000
Hospitals
Donation to Jan Sangh- 1,100 Interest on Post Office Savings 200
Bank A/C
_ Subscription to All India 200 Gifts from patients 5,000
Medical A.ss.o;iation
~Household xpenses | 8,800
Car expenses 6,000
Surplus 11,280
67,680 : o 67,680

[ S

1/31d of the car eXpenses are incurred on private use. Gifts from patients include an amount
of Rs 2,000 which Mrs. Lalitha has recejved from her father in personal capacity. You are required
to compute her total Income. ' o o




IL.Short Questions

o Answerthe follovnng in about 15 firies each:

1.

2,

Explain deemed incomes.
How would you treat unexplained money, etc,?

How would you treat waiver of claim by creditor?

- What type of accounting is expected to be kept by a businessman?
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3.0 AIMS AND OBJECTIVES

The objective of this unit is 10 explain you depreciation and other aspectS of depreciation
which are to be taken into account for coinputing business profits. ' '

After completing the unit, you should be able to:
o FExplain depreciation and necessary conditions for claiming d'epreciation;
e describe the method of computing depreciation; and

e explain the terms related to depreciation.

31 INTRODUCTION

Depreciation is tobe taken into account for computing business profits and professional gains.
Tt is necessary to compute it properly and deduct it while finding out the taxable profit. In this unit
we will study the computation of depreciation and all other aspects of depreciation.

U yes i




12.2 DEPRECIATION
_Depreéiaubn is a necessary element of cost. Unless it is taken into account for computing
business profits and professional gains, cortect taxabie amount could not be arrived a. -

We are aware thas depreciation is a wear and tear of asset plus obsolescene due to improve-
ment in technology. However, you will appreciate that it is not possible 1 quantify the wear and
tear and obsolescence. If we leave it to the assessecs 1o decide for themselves as to how much
depreciation they would like to claim, there will notbeany uniformity and different assessces would
claim different. amounts by way of depreciation. It is, therefore, necessary that the Department

12.3 NECESSARY CONDITIONS FOR CLAIMING
. DEPRECIATION o
i) Ownership

Depreciation is allosi}cd to those assessees who own the assets. Suppose a particular asset has
‘been obtained on hire, then only hire charges would be admissible, In casc the asset has been got
- under hire purchase or instaliment basis, depreciation will be allowable in view of specific instruc-

tions of the Board in this regard.
ii) Actual use

. The question of allowing depr_eeialjon arises only when the asset has been actually used in the
previous year. In case a particular asset has been bought and instalied during the previous year but
not used even for a day, depreciation in respect of that will not be allowed. : '

Where the asset involved has been Putto use in-the business or profession for a period of less
that 180 days in the previous year, it will be entitled 1o 50 per cent of the prescribed rate of
depreciation. This is effective from the A.Y, 1992-93, '

-

-iii Depreciable Assets

Depreciation is é!lowed only in respect of building (office and factory both), plant and
machinery, furniture and fittings only. The term ‘plant’ includes vehicles, books, scientific equip-
ment, ship, etc, o

iv) Animals

In case there is a business which maintains some animals 100, there is no provision of any
depreciation being allowed in Tespect thereof, However, when an animaj dies, the whole amount




will be written off.

v) When Assets are Sold, etc.

Depreéiation is not aliowed in a year in_which the asset has peen sold, discarded, destroyed
or demolished. '

vi) Prescnbed Particulars

Depreciation will be allowed only when the assessee supplies prescribed particulars i respect
of asset, Where such particulars are not svailable with the A.O-, depreciation cannot be allowed.
These particulars are costof aoquisiﬁon, depreciation allowed inall {hese years, writlen downvalue,
cost of improvement, etc. ' . '

vii) Basis of Depreciation

While learning book keeping and accountancy, you have gnown of two basis of allowing
depreciation, straight line method and written down value method. Under straight line method,
depreciation is allowed at a rate which is always applied t0 the original cost. It means that the cost
of the assest will be zero after some time. Under the written down value method, depreciation is
calculated on the reduced value of the asset year after year. FOT example, if the cost of acquisition
is Rs.100 and the vale of the assel will be zero after ten years. On the other hand under the writien
© down value method, it will be Rs.10 in the first year, Rs.9 in the second year, Rs.8.10in third year -

and so on. ' -

Depreciation is admissible in respect of puildings, machinery, plant and furniture owned by
the assessee and vsed for the purposes of his business or profession.

3.4 METHOD OF COMPUTATION OF DEPRECIATION

A new syslem.of allowing depreciation on block of assets has been introduced from the
Assessment Year 1988-89. Accordingly depreciation will be allowed in respect of block of assets’
calculated at the specified percentage on the written down value of such block of assets as shown
below. ' ' ' '

- I —

Block of Assets - Depreciation allowance as percentage of written down value

-

L Buildings

(1) Buiiding other than those covered by (3) : 5
mainly used for residential purposes '

(2) Buildings which are not used for residential purposes 10
and not covered by (3)
(3) () Buildings used as botels 20

e




(ii)Buildingswmmmqguni:seaqhmmpunmarea 2
upto 80 Sq.mtrs. ' '

| (iv) Purely t_émporaly eréclions : 100
| Furniture and Fittings
(1) Rate applicable to items not covered by (2) below 10

(2) Furnitore and fittings used in hotels, restuarants, . = 15
boarding houses, schools, colieges, libraries, meeting
halls, cinema houses, etc., and those let on hire for
marriage and other functions '

L. Machinery and Plant

(1) Ttems not covered by (2) and (3) ' 25
(2) Cars acquired on or after 1-4-99 : : 20
(3) Aeroplanes, motor buses and lorries, taxis, air and | 40 '

water pollution or solid wasie control equipment, etc.

4) Cinematograph, films, energy saving devices, in- 100
" Strumentation and monitoring system water-heat
Tecovery equipment, cogeneration systems, ¢lecirical
€quipment burners, mechanical vapour recom-pres-
SOrS, coal-based producer gas plants, floor mills . -
rollers, gas cylinders, wooden match framers in match
factories, plant used in mineral oil concerns in field
~ operations whether above or below ground tubs wind-
ing ropes and safety lamps used in mines and quarries,
sugar works rollers and renewal energy devices.

IV.  Ships
( 1) Ocean-going ' | 20
(2) Vessels operating on inland water not covered by (3) 10
(3) Speed boats : 20

Assets Sold:Money payabie in respect of assets soid, discarded, demolished or destroyed will
be reduced from the written down value of the block.

Pilant and Machinery:There are four rates of depreciation prescribed for plant and machinery.




Certain assets are eligible for 100 per cent depreciation in the initial year itself. In addition, there
are three more rates namely 25 per cent, 20 per cent, and 40 percent.

Machinery costing hot more than Rs.5,000: Where the actual cost of any plant and machinery
does not exceed R&.5,000 the act 1 cost thereof shall be allowed a5 a deduction in respect of the
previous year in which such machinery or plant is first put {0 use by the assessee for the purposcs
of his business or profession. : '

Ocean going ships:Since 0CCAN goingships will_alsobeincludedin ablock o_f asset, depreciation
will be allowable in 1espect of such ships not on straight line method as has been done whether to
put on written down value method. ' :

A_ccording to Income-Tax Rules, 1'962, depreciatibn is allowed in respect of ail assets on the
pasis of written down value method. _

Restriction on Depreciation for Companies only: The Taxation Laws (Amendment) Act, 1991
has proposed a restriction on claim of depreciation by companies as under:

(a) Depreciation as calcuiated under this Act is to be restricted o 75% and this restricted
araount can be debited to P&L Account.

(b) There will be pO re_stricti_on on ;chreciation of any item of Plant & Machinery whose
cost does not exceed Rs.5,000 and 100% depreciation is allowed.

{¢) For W.D.V. purposes only restricted amount of depreciation shall be deducted.

This amendment has come into force from Assessment Year 19931-92.

125 GNABSORBED DEPRECIATION

The amount of depreciation if cantiot be absorbed by the existing profits, is carried forward
{0 the next year for set-off against future profits. The unabsorbed portion of deprcdation so carried
to the next year is known as unabsorbed depreciation. If in the next year also it cannot be set-off
“fully, the unabsorbed amount will be carried forward and there is no time limit for such carrying
forward.

Restriction on Carry Forward of Depreciation:With effect from Assessment year 1992-93, the
Finance Act, 1992 has put & restriction on set off of unabsorbed depreciation for domestic
companies. In future full unabsorbed depreciation canrot be adjusted. The revised procedure is:

a)  Only23rd ofbrought forward depreciation can be set off from the income of the previous
‘year 1991-92. The balance 1/3 rd of B/F depreciation and any unadjusted portion out of
2/31d of depreciation shall be added 1o the depreciation of previous year 1992-93 and

treated as depreciation of 1992-93 and shalt be set off accordingly and this procedure
shall continue in succeeding previous years.

by  This restrictlon'is not applicable if the amount of B/F depreciation is less than
Rs.1,00,00C. ' ' :




: Illustratlon

The wntten down value of plant and machmery wlth Vijayawada Ltd., is Rs. 3,50,000 as on
Ist Apnl, 1991 and the rate of deprecmuon allowable is 25 percent, Profits before depreciation for
the previous year 1991-92 amount to Rs, 75 ,000. Youare requlred to compute unabsorbed deprecia-
tion. .

Previous Year 199192 S Assesstient Year: 199293

- P'mﬁtavai_l_ablefordé_l?reciation o e .. S 75,000,
-Wﬁt'tgnd(.).\vﬂ.‘?a.l.ue.d.t.'ljleé;s;tet | 3,50,000 -
Depreciationat2s% . . . smse0 87,500
‘Written down va]ue’_'fo'r_'isa_'m;'gf_z D 262500
: Unabsorbeddeprecianon SR . SR - - : ..12,500

12,6 TERMS EXPLAINED "
12.6.1 Actual -Cost

- *Actual Cost’ means the actuat cost of an asset to the assessee as reduccd by that poruon which

* has been met directly or indirectly by any-other authority or person. For example, where an asset

is brought for Rs.25,000 and Rs. 5 ,000 is spent on its installation and in case the Government

subsidises the purchase by paying Rs.10,000 the actual cost of asset to the assessee would be

Rs. 20000being,’Rs25000 + 5,000 - 10,000

1) Assets ﬁrst used for Scienﬂﬁc Research and latter in Business o

- Where any asset has been first used for screntlﬁc research pertaining to the business of the
assessee and later used in business itself, the cost of such assei will be its original cost of acquisition
minus the amount of depreciatlon allowed during the penod of its use m scientnﬁc rescarch

) .li) Assets acquired by way of Gift or - Tnheritance -

. In this case the actual cost to o the assessee shall be the wntten down value of thc asset in the |
" previous year in which n is aoqulred or the market value thereof, whichever is less,

| 12.6.2 Written Down Value
. The term written down value means as follows:
(@ I the case of assets aoqulrecl in the previous ycar the actual Cost 10 the asscssee

(b) Inthecase of assets acqmrcd befone the prewous year the acxual cost to the assessee less
alt  depreciation allowed under this Act.




(¢ Inthecaseof the block of assets:

(1) In respect of any prevmus year relevant to Assessment Year 1992:93 the
ageregate of written down values of all the assets f.allmgwuhm the block of assets

at the beginning of the previous year adlusted as under

(A) By the increase equal to the actual costof any asset falling wnhm that block,

aoqmred durmg the previous year, and

(B) By the reduction of the money ‘payable in respect of any asset failing within
that block which is sold or discarded or demolished or destroyed during that

| previous year together with the amount of the scrap

value, if any, However,

the amount of such reduction shall hot earoeed the wntten down value as

~_ increased under (A) above.

' (ii) In respect of any prevnous year relevant to Assement Year 1992-93, the written
" gdown value of the block of assets in the immediately precedmg previous year as
reduced by the depreciation actually allowed in respect of the block of assets in

relation to the said preceding: previous year and as
increase or reduction referred to in (i) above.

Deemed vmtten down value

furthcr adjusted by the _

If ass&sment isdoneona successor ofa busmess or professlon, the wnttenﬂown value of any
" ‘asset or block of assets will be the amount which would be the amount of wntten down value in

case the assessment had been made on the predeeessor

. If any previous year, any block of assets is transferred-

(a) by a holding oompany to its subsidiary or woe—versa, whete the subsidiary is a hund_red

percent substdtary,

(b)_ . byanamalgamating company tothe amalgamated compa'ny ina
" (the I.atter being an Indian Company) -

scheme of amalgamation

Then the actual COst of the block of assets in the case of the transferee company shall be the
- wntten down value of the block of assets (@ the transferor oompany as reduced by t the deprectatlon

 actually, allowed m the said previous year. -

_ Plant

Plant includes ships, ! vehtcles, books, scientific apparatus and surgical equipment used for the

purpose of business or profession.

Check Your progtess -1

From the following paruculars gwen below, caleolate the amount of depreciation admissible

utmg the year ending 31.3. 1992.




FixedAssets ~ Writtendown value  Additions ‘Rateof

on'1-4-91 Quﬁng the Year Depmciaﬁon .-
'Bui_ldihg.(Faczmy) B o | 10,00,_000 S — o : 10%
Euildin_g: (an-Faclors() - | 2,00,000 o -  5%
Piapt& Méc.hi'ne'ry- o 3020000 400000 25 %
Mpiof Cars | - 65,00ﬁ i — ' | 25%
Eur__gi:yre . 0000 - 1%

Part of the non-factory buildings whose written down value was Rs.1,10,000 on 1.4.91 was
destroyed by fire on 5.6.91 and Rs.1,00,000 was received from the insurance company. -

The additions 10 the platit ano .aachinery were all new and installed on 1.6,1991.

B N I T I T ST T S

..................................

....................................

12.7 DEVELOPMENT ALLOWANCE (33A)

This OOIloeSSIOIl is perm:smble in case of those assessees who are engaged in Tea Plantations
- and who have invested money on preparing land for plantmg tea bush&c Itis aimed at encouraging
the expans:on of tea plantauon o

Development allowancc is allowed in respect of plantmg oftea bushes in India on land which -
had never been used for tea plamauons earllcr It is necessary that the land must be owncd by the
assessee. -

Development allowance is allo;aved at the rate of. 50 perocnt of cost of plantmg of tea bushes.
Actual mst of planting |
The actual cost of plantmg means the aggregale of the fol]omng
(1) Cost of preparmg idncl
_ (il) _ Cost of se_ed_s, cuttm_g and nurseties,

(iti) Cost of_.planting and replantings,




v)- “The cost of upkeep t_heréof for the previous year in which the land haaé_ b_ee_n'__'
- prepared and three successive previous years next following such previous year.

" The amount $0 arrived at shall be reduced by the poriion of the cost if any as has been met
directly or indirectly by any other person or authority: o S

‘Where the cost exceeds the following prescribed limits, the excess shall be igndréd.' o

(i) Rs. 40,000 per hectarc in respect of land situated in a hilly aréa in the distriet of
Darjecling, o1 ' .
(i) Rs. 35,000 per hectare in respect of land situated in a hilly area of aﬁy-'o'ther
district. :

(i) Rs.30,000 per hectare in any other area. |
: The above deduction will be sllowed only in resi:ect of the plantation compleied' after
31.3-1965 and before 1-4-1990. - )

12.8 ILLUSTRATIONS |
, accounting year. The company has go '-thrée_-' items of

ABC & ¢o., follows financial year as its
epreciation rate applicable for the Assessment Year

plant and machinery in respect of which the d
1992-93 is 25%. For the Assessment Year 1992-93,the wrilte_n down value of the three items before

~ allowing depreciation was as under:

ltem A Rs. 2,00,000

Item B Rs. 2,50,000 |

emC .. Rs.400000
- ’i‘otal-,- '3,50',906_

tems fall into the same block of assef carrying a deprecia-

Supposing that ail the above three i
.92, calculate depreciation and wriiten down

tion rate of 33.33% for the Assessment Ycar 1991
- value for the two Assessment Years 199192 and 199293,

Solution

Assessment year 1 991.-92.

Written down Value at the Depreciation for Wfift';n down valtie
Asset beginning of A.Y. 1991-92 o 199192 atthe beginning of
' ' ' AY. 1992-93
Item A 2,00,000 - 66660 133,334




emB 25000 . a3 166667

liemC 400000 133333 2,66,667

Aggregard WDV at the beginning of AY 1992:93 T 566668

Assessment Year 1992-93:
Aggregate WDV at the beginning . Rs.566,668 -

Less:Depreciation at 25% N ~ Rs. 141,667 .

Written down value at the beginning of the AY 1993-94  Rs. 4,25,001

12.9 SUMMING UP
- Depreciation is wear and tear plus obsolescence. It is 1o be deducted from business profits to
. get correct taxable amount, Certain conditions are to be fulfilled for claiming depreciation. A new’
method of computing depreciation has been introduced from the AY 1988-89. Accordingly
depreciation is allowed in respect of ‘block of assets’. It is calculated as a specified % on the written
- down value of such block of assets. The depreciation which cannot be absorbed by the existing
profits, is carried forward for set-off against future profits. The other allowances i.e.; Investment

allowance, Development allowance are discontinued from the AY 1991-92.

12,10 CHECK YOUR PROGRESS: MODEL ANSWERS
1. Calculation of Depreciation _ | |

i) Building (Factory) 10,00,000 10% 1,00,000

ii) Building (Non-Factory) 2,00,000

() Moneyrealised  1,00,000
| 11,00,000 5% 5,000
Furniture 10,000 O 10% 1,000

(i) P&M (old) ' 30,20,000

(if) Motor cars - 65,000




~4.00,000.
3485000

e —— .

| (+) Additions
25%

Total Depreciation

871,250

——

9,717,250

——————

12 ll MODEL EXAMINATION QUESTIONS

. LEssay Questums

- Answer Lhe lulk)wm;, in about 30 lincs cach:

How is dcpruuauun calculated lll'ldbl‘ 1he new scheme of b
2 tow do you arrive at the actual cost and writte

RX XYZ Ltd, owns ihe following asscts on Isi A.pr.il, 1.

tock of assets?

on down vaiue of depreciable assets?

Rale of Depreciation

Assel * Actual Cost Written down value
o . | on 1-4-1991 for AY 1992-93
| Building
AL 1200000 .'.9.50,'()()0 : 10%
| B | 9,50,000 700000 . 5%
o T 550000 %
During the prc'vin.us yca.r,_ _1991 -92, the L;aanjpa;ly acquired the fbllbwing. :
Assels .Cos.t Date of acquisilic.m. - Rate ()f'Deprcciaiipn -
Building
}L- - : io,bo,mo 22nd April, 1991 10%
B . s,qb,buo ~ 25th June, 1991 5%

Determine the written down val
_ 1991-92 and 1992-93. '

ue and amount of depreciation for the Assessment years




4. Calculate Depreciation of the following assets:

WD.Vonl491 - Rateof
' - Depreciation
Building A a0 5%
BuidingB 300000 S 10m
Building B 550000 0 10%
Fuiniture | . 20,000 B 10%
P.&-MA_ | o oo O am
P&MB 200 0 25%
1 ' | P\&_M c 180000 100%

Following assets have been purchaSed and installed during the PY 1991-92,

Rate of

Dcprecia;ion _
PlantD | 2,506,000 | 40%
PlantE - | 3,00,000 25%
 BuildingD = e 400,000 o 10%
- BuidingE A 20000 5%

Followmg assets havc been sold durmg the year

Rs.
BuidingB 5,00,000
PlatA - . 220000

- -

Bulldmg ’A’ was renovalcd by spending Rs.75,000. Rs.50,000 has bcen spcm on Machmcry B
1o make it fit for new techmque of production.

II Short Questions
-Answer lhe_ following iﬁ abbut 15 lines each:
1. | Dcﬁné'lﬁc term ‘plant’.
' 2 ' Wh.at. do_ you understand by *block of assets’?

3 Explain unabsorbed depreciation.




. 1.
12.
1.

| o 14,

15.

" APPENDIX
The E!eveniih Schedule
Beer Wine and other alcoholic spmts

Tobacce . and preparations, such as Cigars and Cheroots, cngarettes. bidies, smokmg
mixtures for pipes and mgarettes chewmg tobacco and snuff.

Cosmetic and toilet preparations".'
Tooth paste, dental cream, tooth powder and soap.

Aerated waters in the manufacture of which blended flavouring concentrates inany form -
are used. : g

_ Confecuonery and chocolates.

Gramophones, inciuding record playem, and gramophone reuords
Cinemalograph films and projects.
Photogfnijhio apparatus-and goods.

Office machines and apparatus. such as typewriters, calculating machines, cash register-
ing machines, cheque writing machines, intercom machines and teleprmterb

Explanakion

The expression | “office machines- and apparatus” includes ali machmes and appdratus
used in offices, shops factories, workshop, educational institutions, raﬂway stations,
hotels and restaurants for doing office work, for data proocqsmg and for lranqmlsslon or
reception of messages. '

Steel furniture, whether made partiy or wholly of steel.
Safes, strong boxes, cash and d'eed boxes and SLrong OO doors.

Lalex foam sponge and polyurethane foam. .

‘Crown corks, or olher f mng of cork, ruhher polyclhcylene or any olhcr material.

Pilter-proof caps for packagmg or other ﬁumg;; of cork, rubber, pnlyclheylcne or any

) other material.




UNIT - 13: CAPITAL GAIN S (SECTIONS 45 TO 55)
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13.0 AIMS AND OBJECTIVES

The objective of this unit is to explain you the computation of taxable capital gains. Several
questions like, what is a capital asset? When do we earn capital gains? Is capital gainjustified? How
should we invest the amount we receive on the sale of a cdpital asset so as to reduce capital gain -
tax? ' '

After going through this unit, you should be able to:
‘@ describe the chargeability aspect of capital gains,
® cxplain different terms relating to capital gains,
® identify the capital gains which are not taxable',

e Compute taxable capital gains and help a person in reducmg his capital gains tax through
planned investment of funds. : '

13.1 INTRODUCTION

Capital Gain is the fourth head of income. It is a gain on the transfer, etc., of a capital asset.
It cannot be a regular source of income and therefore one need not be a particular type of assessee
10 pay taxon capital gains. For example, a salaried assessee deriving income on sale of capltal assets

- will pay tax in the same way as is done by another conductmg business.

Really speaking, capital gains should not be taxed. You might have come across examples
when a house property or land bought in 1960 for say Rs.10,000 might fetch Rs.3,00,000 today. Is




it really a gain or is the gain on aowum of a substantial fall in the value of rupee? You will agree
with me that most of the time the capital asset fetches 2 large fortune because ‘the value of rupee
has gone down 10 a few paise compared with what it was about two decades ago. It is therefore
really not the tax on gains, only a portion of the acquisition is being appropriated by the 1ax
authorities by way of capital gains tax. However, the fact remains that capital gains are subject to
tax under the law.

13.2 CHARGEABILITY

Any profits or gains arising fron_h the transfer of a capital asset effected in the previous year.
shail be chargeable to income-tax under the head *Capitai Gains’ and shall be deemed to be the
income of the previous year in which the transfer took place.

The chargeability stated above is the subject matter of Section 45. If we analyse the above
material we find the following essential characteristics. '

(a)  Profit or gain must arise on transfer,
(b)  The transfer must be of a capital asset,

(c) Thegainwillbe deemed to be the income of the previous year, in which the transfer took
piace.

The following have also been held to be capital assets:
1. The goodwil of a business.. ‘
2. Shares in a Company.
'3, Partner’s shares in a firm.
4. Lcaseho.ld rights.
5. Dealership rights.
6. Tenancy rights under a Tenancy Act

To furt'hcr illustrate, if there is a transfer of 'an!'assct whichisnota 'capital asset, there will not
- be taxable profit and gain. Similarly, if the -capi'tal asset moves from one party to the-other but such
movement is not considered tobe a transfer in the eyes of law, any gain arising there from will not
be taxabie. It is, therefore, necessary (o understand the various terms to chargeability.

13.3 TERMS DEFINED
Capital Asset

‘Capital Asset’ means property of any kind heid by the assessee whether it is connected with

his business or not. It has a very wide meaning and would include all kinds of property whether

" movable or immovable, tangible of intangible. It is however, stated in the relevant section that the
 following are not included in the term 'Capital asset’ '




(@)  Anystock in trade, consumable stores or raw matsnals held for the pnrposc of busmess .
or profession. '

(b)  Personal effects, that is to say, movable property held for personal use by the assessee of
any member of his family dependent 6n him. It is interesting to learn that jewellery is
- 'co'nsidered to be a capital asset and any profit arising thereon will be capital gain..

) Agrlcultural land in India other than which is situated in urban areas.

(d) 6% Gold Bonds 1977 of 7% Gold Bonds 1980 or National Defence Gold Bonds 1980
issued by the ceniral Government. : :

(e)  Special Bearer Bonds, 1991 issued by Central deernmcm.

Agricultural Land in Urban Areas

Itis the land fying within the jurisdiction of a Municipality, Municipal Corporation, Notified
Area, Town Area, Cantonment Board etc. But they must have a population of 10,000 or more as
per the last census. Profit arising on the sale of such land is taxable as capital gains.

In addition, the Central Government has assumed power to declare any area for the lévy of
capital gains tax if it lies within a distance of 8 Kilometers from the tocal limits of the municipality
etc, by a notification in the Ofﬁcnal Gazette. :

The following have also been held to be Capital assets:
1. The goodwili of a business.
.. 2. " Shares in a Company.
3. - Partners’ shat_es; in a firm.
4, Leasehold rights.
5. bealership rights.
6.  Tenancy rights ﬁnder a Tenancy Act.
Short-term Capital Assets

Short-term asset means capital asset held by an assessee for not more than 36 months

- immediately preceding the date of transfer.Capital gains arising out of the transfer etc, of such an

asset known as short-term capital gains,

I—Iowever in the case of shares held in a company, the qualifying pcnod has been rcduced w0
12 montbhs.

Long-term Capital Gains | d

Assets, which are not short term capital assets are Jong-term capital assets.Gains arising on’




the transfer etc., thereof will be termed as long tefm capital gains for tax-purposes.It is important
to learn that the tax incidence differs on these two types of capital gains.

Transfer

Transfer includes the sale, exchange,relinquishment of the asset or the extinguishment of any
rights therein or the compulsory acquisition thereof under any law. Sales conducted by an
auctioneer, Commissioner or receiver will come within the meaning of transfer. Transfer takes
place only on the date of execution of the sale deed and not on concluding the agreement 10 sellLAs
stated above, even the acquisition by the Government of any asset will amount to transfer and any
- profit therefrom will be taxable. '

Transactions Not Regarded as Transfers (Sec.47)

The following transactions are not regarded as transfers, and therefore, gains arising there-
from will not be subject to tax:

{a) Any distribution of capital assets on the total or partial partition of HU'F.
()  Transfer of capital asset under a gift, will or an irrevocable trust.

(¢)  Any teansfer of a capital asset by a company to its wholly owned Indian subsidiary
company. ' '

(@  Traasfer of capital assets by a wholly owned subsidiary company to the Indian holding
" cOmpany.

(¢)  Transfer of capital asset in the scheme of amalgam_ation by the amalgamating company
to the amalgamated company if the amalgamated company is an Indian company.

()  Anytransferbya share-holder in a scheme of amalgamation of a share or shares held by
him in the amalgamating company.

(g) Anytransfer of acapital asset being bonds or shares referred in subsection (1) of Section
115 AC made outside India by a non-resident to another non-resident (w.e.f.1st June,
1992). '

(h)  Any transfer of agricultural land in India effected pefore the 1st day of March, 1970.

(i)  Any transfer of a capital asset being any work of art, archaeological, scientific or art

~ collection, books, manuscripts, drawing, printing, photograph or print to the Govern-

ment or University or the National Muscum, National Art Gallery, National Archives.

or any such other public museum or institution as may be notified by the Central

Government to be of national importance or fo be renown throughout any State or
States.

(j)  Any transfer by way of conversion of bonds or debentures, debenture-stock or deposit
certificates of a company into shares or debentures of that company will not be treated
as transfer. It means such conversioh will be exempt from capital gain tax, (w.efAY

T R




- 1991-92).
Cost of Acquisition

Capltal gain is calculated by deducting the cost of acquisition from transfer price. It is
therefore, necessary to learn and understand the term ‘cost of acquisition’ carefully It is easy to
know the cost of acquisition when one buys the assets himself and sells thefn. But it is not so always.
Sometimes we get assets on partition of family, partnership firm or on liquidation of company. It
may also be possible that certain assets are obtained by way of mherltanoe. The law takes care of
all such situations. The provisions are as under:

i) Different Modes of Aequisltlon-

Where the capital asset has been acquired by the assessee in one of the following ways, the
cost of acquisition of the asset in the hands of the assessee will be the cost of acquisition to the
previous owner:

(a}  Total or partial partition of the Hindu Undivided Famﬂy
(b) Giftor Will
(v)  Succession, inheritance or devolution
(d) Dissolution 6f a firm, body of individuals, etc,
{e) | Liquidation of a company
(f) - Transfer toa wholly owned subsidiary company
() Deterlpfnaﬁon of cost of acquisition (Sec, 55(2)):
For the purposes of Sec.48 and 49 ‘Cost of acquis;ition’ shall. be as follows:

a) Goodwill of a business: The amount for whlch it has been acquired by the assessee from
the previous owner.

b)  Shares or stock of cbmpany: Their cost of acquisition is calculated with reference to the
cost of acquisition of the shares or stock from which such asset is derived.

c) Any other capital Asset:

(i) Whereitis acquired before 1-4-1974, either its original cost of acquisition or its
fair market value as on 1-4-1974 at the option of the assessee.

(ii) Where it is acquired by the assesses in any of the ways specified under section
49 (1) and where it is acquired by the previous owner before 1-4-1974: its cost
of acquisition 1o the previous owner or the fair market value on 1-4-1974 (atthe
option of the assessee).

iif) Where it became the property of the assessee on the distribution of the capital




assets of a company on its liquidation: the fair market value of that asset on the

date of distribution.

een amended as follows: The cut

the option given 10 the assessee
ken to be the

Note: As per the Finance Act, 1992 the above provision has b
|  off date will be 1-4-1981 instead of 1-4-1974. Further
carlier is dropped. Consequently the original cost of acquisition will be ta
value of asset as on 1-4-1981. This is we.£. the AY. 1993-94.

iii) Shares in an Amalgamated Company [See. 49(2)]

~ When two Or more companies amalgamate, they are kKnown as amalgamating companies. Thé_
company that comes into existence or the company that continues to function thereafter is known
as the amalgamated company. Under any scheme of amalgamation, the shareholders of the

ainalgamati_ng company will surrender their holding and will be allotted shares in the amalgamated
company. The cost of shares in the amalgamated company will be deeraed t0 be the cost of shares

of the amalgamating company. To iltustrate, Nazir Hussain holds 100 shares in Company X which

he bought at a price of Rs. 25,000, X gets amalgamated with Y Ltd., and on amalgamation Nazir

Hussain is allotted 200 shates of Y Limited.

' Now Nazir Hussain sclls these shares at a price of Rs. 28,000. In this case, though the cost of
acquisition of shares in Y Ltd., is not known it will be deemed 1o be the cost of acquisition inX.

The capital gains therefore will be computed as below:
Selling price of 200 shares in Y Lad. Rs. 28,000
Cost of acquisition of 100 shares inX ‘Rs. 25,000 _
- ' | Rs. 00

© Capital Gain

(iv) Special Provisio_h for Computing Cost of Acquisition in the Case of Depreciable Assets

new Section 50 has been enacted in conformity with the

‘new scheme of depreciation to be alowed on the written down value of block of assets. As per this,
forming part of a block of assets in respect of which depreciation

where the capital asset is an asset
tation of capital gains and determination of

_has been allowed under Income Tax Act, the compuy
cost of assets acquired under any special mode (Section 49) will be subject to the following

conditions:

From the assessment year 1988-89,a

ived or accruing as a result of the transfer of the asset
assets during the previous year exceeds the
be deemed to be capital gains arising from

If full value of consideration rece
or assets falling within the same block of
aggregate of the following, the excess shatl
the transfer of short term capital assets’

1.

(a) expenditure incurred wholly and exclusively in connection with such transfer or

. transfers.

(b) The written down value of the block of assets at the beginning of the previous

year; and




() the actual cost of any asset falling within the block of assets acquired durmg the
previous year. -

2 Where any block of assets cease to exist as such, for the reason.that al! the assets in that
' block are transferred during the previous year, the written down value at the beginning
of the previous year will be the actual cost for that block. It will be increased by the actual
cost of any asset falling within that block of assets acquired by the assessee during the
previous year and the income recived or accruing as a result of such transfer shall be

- deemed to be the capital gain arising from the transfer of short term capital assets.

v) Cost of ncqmsmou of non-deprec:able asset Imught before 1-4-1974:

Where a non-depreciable asset is bought before 1-4-1974, an opnon is given 10 the assessee
to opt for either the originai cost of acquisition or the fair market value of the asset on 1-4-1974.

Note: 'W.ed. the A.Y. 1993-94, the cut off date has been shifted from 1-4-1974 10 1-4-1981.
- vi) Adjustment of Advance Money Received [Sec. 51)

‘ You might have come across a situation where the transaction is settjed for the sale of some

house etc. At the time of setting the bargain, the purchaser is required to pay some advaice to the
seller which will be forfeited if the buyer fails to fulfil the conditions of purchase. For example, Nair -
agrees to sell his house for an amount of Rs. 5,00,000 to Reddy, who pays an amount of Rs. 50,000
by way of an advance agreeing 10 pay the balance amount within a period of one month. He fails
1o pay the balance amount within the said period. It is therefore natural that the contract will
terminate and the amount paid by Reddy will be forfeited by Nair.

| Assummg that the cost of acquisition of this house at the hands of Nair was Rs. 2,75,000, it -
will now get reduced by Rs. 50,000 Wthh he has forfeited having received it by way of advance .
money from Redcly

vii) Cost of pmious Owner Not Ascertainable [Sec.55(3)]

In case where thie assessee has obtained a capital asset through some mode and has not pald
~ any amount for transfer, we should know the cost of the asset to the previous owner. Where the
cost for which the previous owner acquired the capital asset cannot be ascertained, fair market
value of the asset on the date on which the capital asset becomes the property of the previous owner
will be the cost of the asset'to the previous owner.

viii) Reference to Valuation Officer [Sec.55 A]

Do you think it is easy or possible for a person like you or me to value various assets, like
ornaments, land and buildings, precious stones, furniture and so on. Your answer would be an
emphati¢ No.For valuing all such items we need the services of experts. Those experts are there in
_ the society and they are given licence by the Board to do the valuation work by chargmg nominal
fees. Assesses are free to make use of their services for furmshmg valuatlons to the tax authorities.

On lhc other hand the tax authorities are also in need of such expertise so that they are in &
posmon to collect tax correctly The Board has therefore appointed many experts in the department




under the designation Valuation Officers. The Assessing Officers may refer the cases ofvaluation
to these officers whenever need be.

Under Section 55A, the Assessing Officer may refer the valuation of the capital asset 10
Valuation Officer in the following cases:

(a) ©~ Where the value of the asset has been estimated bya registered valuer and the assessee’s
claim is in accordance with it but the A.O. is of the opinion that the value so claimed is
Jess than the fair market value.

® In émj( other case where the A.O. is of the opinion that the fair market value of the asset
exceeds the value of the asset as claimed by the assessee by more than 15 per cent of the
value claimed or by more than Rs. 25,000.

To illusirate, assessee Benarjee claims that he has sold the house for Rs. 2,50;,000 and the
A.O.; however, feels the figure stated by banerjee is not correct, he may refer the valuation t0 the
Valuation Officer only if he feels that the fair market value of the house is not less than Rs. 2,87,500 -
that is Rs. 2,50,000 plus 15 percent of 2,50,000 (37,500).

'Ix) Cost of acquisition of shares or debentures [Sec.49 (2A)]

The cost of acquisition of shares or debentures of a company acquired in consideration of
conversion of debentures, debenture-stock or deposit certificates, shall be deemed to be the cost
of original debentures, debenture-stocks or deposit certificates converted (w.e.f. A.Y.1991-92).

Cost of Improvement (55(1) (b)):

Cost of improvement shall be as follows:
1.  Goodwill: Cost of improvement for this assct shall bé taken to be nil. .

2, Any other capital asset ; Where the capital asset became the property of the previous
" owner or the assessee before 1-4-1974 and the fair market value of the asseton that day
is taken as the cost of acquisition at the option of the assessee, all expenditure of a capital
nature incurred in making any addition or alterations to that asset on or after the said

date by the previous owner or the assessee. ' o

3. Inother Cases: All expenditure of & capital nature incurred by the assessee in making
any additions or alterations 10 the capital asset after it became his property and where
the capital asset became the property by any of the modes specified in section 49 (1), by
the previous owner. _ '

Note: W.ef. the AY. 1993-94 the cut off date has been changed from 1-4-1974 to 1-4-1981.
Consequently the cost of improvement will be taken to be the cost of improvenient made
afier this date. '

Check Your Progress - 1

What are the typtm"of capiiai gains?
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13.4 EXEMPTIONS

We have stated that gains arising on the transfer of capital asset are termed as capital gains
taxable under the Act. It has also been emphasiscd that where the gain arises on the transfer of an
asset but the said transfer does not come within the term ‘transfer’ as defined i in the Act, the gams _
arising thereon would not be taxed.

We are describing the capual gains which are not taxable under the Act, and will not form
part of total income: )

i) Gains from Transactions Not Regarded as Transfer -

Capnal gains arising out of the transactions enumerated in section 47 of the Act (whlch are
not regarded as transfers) are not laxable

ii) Distribution of Assets by a Company on Ligquidation

Where the assets of a company are distributed to its shareholder on its liguidation, such

_drstrrbutron shall not be regarded as transfer for purposes of chargeability.

ki) _Capital Gains Arising on Tmnsfer of a Residential House [Se¢.53]
\

\ Long term capltal gains arising on 1 the transfer of a residential house will be exempt from tax
in cases where the consideration received or accruing on the transfer does not exceed Rs. 2, 00,000.

In cases where such consideration exceeds this amount, the capital gains would be exempted

- proportionately. You will remember one limitation here. If the assessee owns any other residential

house on the date of such transfer, the exem puon undcr this provrsron will not be avarlable 10 the
assessee.

For example, cost of acquisition of a residential house to an assessee Daruwala is Rs. 1,75,000.
He keeps this house for a period of five years and it is on record that he does not own any other
residential house in his ownership. He selis this house for Rs. 2,00,000and makes long term capital
gains of Rs. 25,000. It is fully exempted.

On the other hand if he sells tlus house for Rs 2, 50 000 the exempted cap;tal gains will be

| computed as bu.,low

Rs.

Selling Price | 2.50,000

Less : Cost of ar:quisiliorl _ ' 1,75,000




Capital Gains. . - 75,000

Less exempted capital gains:
5,000 x 20990 _ cho0 S om0
Caxable Capital gains SR 15,000

———

Note: However, this exemption will be dropped w.e.f. the A.Y.1993-94. -
iv) Profit on Sale of Property Used for keéidenée [Sec.54]
The relevan_i section in this case is 54 and. the important points 10 note are as follows: -

(3) Gains arising from the transfer of a long term capital asset being buildings used as
residential house and lands appurtenant thereto. ' :

(b)  The assessee must invest the amount of capital gains in purchasing a residential house
within a period of one year before or two years after the date of transfer.

() Incasetheassesse¢intends constructing a house, he should do so within a period of three
years from the date of transfer. :

(d)  This exemption is alldwcd to an individual assessee.

(¢) Incase the amountso reinvested is less than the capital gains, the excess of capital gains
over the amount invested will be taxable. . '

()  The new house 50 acquired or constructed will not be transferred for a minium period
of three years from the date of purchase or construction. '

It may sometimes happen that the assessee is compelied to sell the house so acquired or
constructed within a period of three years from the date of purchase or construction. In that case
the following provisions will operate: -

(i) If the cost of the new house is less than the capital gains arising on the sale of
" the oid house, then for computing capital gains on the sale of the new house the
cost of acquisition will be nil. '

(ii) Inéasethecostofthenew house is equal to or more than the capital gains arising
on the sale of the old house, the cost of the new house will be reduced by the
amount of capital gains exempted tast time for computing capital gains on the
sale of the new house.

INustration

R_alnakar sells his old house for an amount of Rs. 4,50,000, earning long term capital gains of
Rs. 2,35,000 in the year 1986. He constructs a new hounse within a period of three years at a cost of
Rs. 2,30,000. The new house s0 constructed is sold within a period of two years ata price of Rs.

2171




3,50,000. Explain capital gains tax provisions.

Rs,
Capitai gains on the sale ﬁf old house : 2,35,000
| _Capitai gains ntilised in constructing a new house and thus ¢xempt - 2,30,000
Taxable capital gain on the sale of the old house o - | 5,000
Sale prOéeeds of the new house _ ' I -~ 3,50,000
Cost of acquisitic;n of this house being nil as it was oonstfﬁcted oui : Nil
- of exempted capital gains
Short-tetm Capital gainS to be taxed on the sale of new -hpu;c ' 3,50,000

v) Capital Gains on transfer of agricultural land not to be charged in certain cases
[Section 54-B] : -

Capital gains arising on the transfer of agricultural land are exempt, Subject to the'following
conditions: ' : o

'(a) The land so transferred was being used for the agricultural purposes by the assessee or
his parents for a perjod of atleast two years immediately preceding the date of transfer.

(b)  The assessee has to p‘drchase another land for use in agriculture within a period of two
years from the date of such transfer, :

" {(c)  Thecapital gains arising on the transfer of his agricultura] Iand is thus invested in buying
other land for being used for agricultural purpose. :

(d) IHthe full amount of capital gains is spent in buying this land, no tax will be charged on
the capital gaip. If the amount spent is less than the capital gains, the unspent portion
of such gain will be put to tax. ' ’

(¢)  The agricultural Iand so bought out of the capital gains must not be transferred, etc.,

' within a period of three years from the date of purchase. If it is sold etc., within this
period, notonly the fresh capital gains will be putto tax but the exemption granted earlier
will also be taxed. ' ' B :

vi} Capital gain on Compulsory Acquisition of Land and Building Not to bé-chatged'in certain
cases (Sec.54D)

Section 54 D grants tax relief from capital gains tax for persons who own industrial undertak- -
ings and who derive capital gains from compulsory acquisition of land and buildings. The relief is
available subject to the following conditions: '

(a) Theland and building form part of an industrial undertaking of the assessee.




(b) It has been so used for atleast two years preceding the date of compulsory acquisition.

{c) The assessee has to purchase any other _iénd and building within a period of three years
from the date of transfer. A building may also be constructed within this period.

(dy The newly acquired land and buildings must be used for the old industrial undertaking
or for setting up a n€W industrial wnit. ' :

(¢) Thenewasset should not be transferréd by the assessee for & period' of three years from
the date of acquisition. ' '

(f The capital gains are not chargeable to tax to the extent they'are utilised in pu_rchésing
the tand and building.

Taxation of Capital Gains in case of compulsory aoﬁuisiti{m of Asset [Sec 45 (5) (a))

Where the capital gain arises from the transfer of @ capital asset by way of compulsory
acquisition under any Law, then such Capital Gain will be chargeable, as income under the head
‘Capital Gains' of the PY in which the compensation first received.

vii) Capiial gains on transfer of long-term capital assets (Sec.54 E):

The amount of Capital gains arising from the wransfer of any capital asset is.exempt from tax,
if the following conditions are satisfied:

1. The capital asset should be held by the assessee for more than 36 mounths before the date
_ of transfer. However, it need not be used by the assessee during this period.

2. Thecapital gain arising from the wransfer before 1-4-1992 should have been invested in
specified assets within a period of $ix months from the date of transfer.

3. Where the amount 30 invested is less than the net consideration, the exemption will be
restricted proportionately.

4. The newly acquired specified assets should be held by the assessee for not less than 3
years. o ' '

5. - The specified assets are, as follows:

(i) Securities of the Ct:niral Government which the Government by notification in
the Official Gazette, specify in this behalf. '

(ii) Special series of units of the Unit Trust of India which the Central Government
may by notification in 1he Official Gazetie specify in this behalf.

(iif) Such National Rural Development Bonds as have been notified above Or as may
be notified in this behalf under this clause by the Central Government.

(ivj Such debentures issued by Housing and Urban Development Finance Corpora-
tionLtd., as the Central Government may by notification in the Official Gazette
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specify in this behalf.

{v) Notified bonds issued by a pubiic sector company_.'

In case the investment in these specified securities is less than the amount of net consideration,
the exemption will be allowed proportionately. '

Net consideration = Total consideration - Transfer Expenm :

- vit) Capital Gains on Transfer of Certain Capital Assets not to be charged incase of
~ investment in Residential House (S2c.54F)

With a view to encouraging house construction, it is now provided in section 54F that where
any capital gains arise from the transfer of any "long term capital asset” (excluding building and
land appurtenant thereto) and the taxpayer purchases within a year before or two year after the
date on which the transfer took place or constructs within a period of three years after the date of
transfer, a residential house, the capital gain arising from the transfer will be treated in a
concessional manner given below: :

~ (a).  Ifthe costof the house that has been purchased or constructed is equal i0 or more than
the. net consideration in respect of the capital asset transferrcd the enure caplta' gain
ansmg from the transfer wiil be exempt from tax. :

(b)  If the cost of the newly acquired house is less than the consideration in respect of the
asset transferred, the exemption from long term capital gain will be granted propor-
tlonately on the basis of investment of net wnsnderatlon either for purchase or construc-
tion of the residential house.

“{©) * “This concession is not available in a case where the assessee owns on the date of the
transfer of the original asset any residential house.

(d)  Where the assessee purchases or constructs any other residential house within the period
~ aforesaid, the exemption under this provision, if allowed shalt stand forfeited,

| (¢} Ifataxpayer transfers newly acquired residential house within three'ycars ofits purchase
' ot construction, the amount of capital gains arising from the transfer of the original asset,
which was not charged to tax, shall be deemed to be the income of the year in which the
new asset is transferred and such income shall be charged to tax under the head ‘Capital

gains’ relating to long term capital asset.

(fy - Concession under this section is granted to an individual assessee and Hindu Undivided
" Family only. ' '

- -ix) Capifa] gains on the transfer of assets in cﬁsgs of shiﬁ_ihg of industrial undemking from
" urban area (Sec.84 G). ' ' '

- W.ef. the AY, 1988-89, Sec.54 G provides exemption 10 capital gains arising on the transfer
of assets in the case of shifting of industrial undertakmg fromthe urban areasubject to the following
conditions:




4

The capital asset (being plant, machinery, land or buil_f_.'hng) used for the purpose.of an -

industrial undertaking situated in an urban area is transferred.

The assessee has within a period of one year before or three years after the date of '.

transfer:

i) Purchaseanew machinery or plant for the purposé of business of the industrial

undertaking so shifted.

i) Acquired building or fand or constructed building for the purpose of business
of the undertaking. - :

The amount of exemption shall be restricted to the cost of the new asset and the expenses

incufred thereto.

The new assel so acquired shall be held by the assessee for a period of three years.

Extension of tiﬁ:g for acquiring new asset or depositing or investing amount of Cﬁpltal gain \
(Sec.54 H) : _ :

Where the transfer of asset is by way of compulsory acquisition and the payment of compen-

' sation is delayed, the period of acquiring the new asset u/s. 54,54 B, 54D, 54 E and 54 ¥ shall be
reckoned from the date of receipt of the amount of compensation. Where the compensation is
received before 1-4-1991, the above period shall be extended upto 31-12-1991.

13.5 COMPUTATION OF -TAXABLE CAPITAL GAINS (SEC.48)

The amount of taxable capitable gains (or capital ldss)' in respcct of transfer of any capital

asset is computed as follows:

1.

o

3.

4,

Ascertain the full value of consideration received or accruing on transfer of the capital
asset. ' '

Deduct any expenditure incurred wholly and exclusively in connection with transfer (for

example, brokerage, commission, stamp duty, registration charges etc. as borne by the
.. assessee, including expenses on travel undertaken for the purpose of transfer).

. Deduct cost of acquisition of the capital asset, including cost of improvement thereto.

The balance will be capital gains or capital joss relating to transfer of the capital asset.

Long-Term Capital Gain : (Sec48(2))

If the gain is a long term capital gain, thena dcduction equal to 100% of that gain will be

allowed, where it does ot exceed Rs. 15,000. Where the capital gain exceeds Rs. 15,000, the rates
of deduction shali be as follows:
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Rates of deduction in respect of Rates of deduction in

Status of Assessee longterm capital gains relating to_ respect of longterm capital
: __buildi_l_igs or lands or any rights therein gains relating to any other
or gold, bullion or Jewellery - capital assets
Rs.. o Rs.
Company 15,000 + 10% of Balance 15,000 + 30% of Balance
’ | © Anyother Assessce 15,000 + 50% of Balance 15,000 + 60% of Balance
Notes:

1. Wherelong term capital gains arise from various assets, the deduction of Rs. 15,000 shall
: be effected from the capital gains arising from land and building, ¢tc... Thereafter the
i balance, if any, of the said Rs. 15,000 shall be allowed as deduction againsl'long term

capital gains arising on sale of other capital assets.

2. Incases of compulsory acquisition, the threshold deduction will be restricted 1o a total
amount of Rs. 15,000 in relation to the initial compensation.as well as additional
compensation received in subsequent years.

Long-Term Capital Loss: (Sec.48(3)): Long-Term Capital loss, where it exceeds Rs. 15,000,
shall also be scaled down by the same perceniage of deduction as is applicable to long-term capital
gains.

New Method of computation of Capital Gains from 1993-94 Assessment Year:

Finance Act, 1992.amends the provisions relating to computation of long-term capital
gains/loss w.e.f. the A-Y.1993-94 on the following lines. '

L The cost of acquisition and the cost of improvement of the asset will be linked to cost
inflation index which will be notified by the Central Government. Long-term capital
gains will be computed by deducting from the full value of the consideration, the
expenditure incurred in connection with the transfer, the indexed cost of acquisition and
the indexed cost of improvement. '

2. The cut off date for valuing assets acquired in earlier year will be 1-4-1981 in place of
1-4-1974. ' -

3. Starting with 1981-82 as the base year, the Central Government wili notify the cost
inflation index for every year having regard (o 75 per cent rise in consumer price index -
for urban and non-manual employees. The cost of acquisition will be adjusted with
reference to the rate applicable for the relevant year. There will be similar indexation of
~ost of improvement. '




4, W.ef 1993-94 A.Y..‘ no _deducti_dn witl be allowed u/s 48(2) for long-term -caﬁital gains.

Check Your Pfogreés 2

List out the deductwn allowed ufs 48 (2) from long-term cap:tal gains in case of other than

company assessees.

----------------------------------

---------------------------------

..--..o-o.-o...-.-..-...o- ------

----------------------------------

13.6 ILLUSTRATION

Goyal bought a house for Rs. 2,30 000 on 15th December 1971 from a builder in Vijayawada.

He incurred the follovwmg expenses on lmprovement thereof:

Motor Garage o . Rs 25,000in 1972
Renovation - - | Rs. 45,000 in 1973
Overheadtank RS. 25,000 in 1980

" The house was gified 0 his son iri_the year 1983. It was once again renovated by his son
spending asum of Rs. 50,000. He then sold itin Deqem_ber 1991, for Rs. 5,20,000. Youare reqmred
to compute the capital gains on the sale of h_ouse for the previous year 1991-92 assuming that the

fair market value of the house on 1- 4-1974 was Rs. 4,10,000.

Rs. Rs.
Cost of Acquisition to |
Mr. Goyal in 1971 . ' _ 2,30,000
Cost of nnprovement 1972 ' : 25,000
1913 45,000 C 70000
~3,00,000

Cost of Acquisition Rs. 3,00,00¢ or the fair market value as on 1-4-1974 ie.
whichever is more.

Actual Cost - : 4,10,0G0

Add Cost of overhead tank in 1980 - 25,000

Rs. 4,10,000




- Cost of acqmsmon in the ye.ar 1990

'Add Cost of renovation

‘Cost of acqumnon and cost of improvement

Selling Price

Long term Capital Gains

Less: Exemption w53 2:00.000 X 35,000 13,462

5,20,000 : - - 71,538

Less : Deduction u/s 48(2)

Initial Rs. 15,000 - 100% -~ Rs. 15,000

Balance of 6,538-50%- 3268 18,269

Taxable capital Gains 3,268

h[g_tg. Itis assumed that thc assessee had no other house on the date of transfer

Check Your Progress 3

Mr. Sudheer sold the foIlomng properties during the prewous year 1991- 92

i) Jewellery costmg Rs 40,000 (which was acqmred in June 1989 was sold for Rs, 50,000 in
: May 91’

ify  "Residential Houise at Hyderabad, [t was inherited by him in 1961. Sale Pnce Rs. 1,50,000. .
_ Fair Market Value on 1-4-1974, Rs. 50,000. Cost of i improvement after 1-4-1974 was Rs.
12,500. Expenses on transfer Rs. 12,500.

ili)  House hold furmture costing RS, 2,000 i in 1981 was sold in 91 May for Rs. 3,000. -

iv): Sclf—cultwated land was sold for Rs. 1,00,000 on 1-1-1992 and its cost in 1971 was Rs.
+ 40,000. He purchased 2 new land for his own cultivation for Rs. 75,000 within one year
-Compute his taxable capital gains for the Assessment Year 1992.93,

.................................
................................

L L

13.7 SUMMING UP

Capital gainsis the fourth head on income. There are two types of capltal gams -short term
and long term. Short term capital gains are taxed like any other i income wheréas long term capital
gains are subject to concessional treatment. Where capital gains are reinvested in the construction
of new houses they are exempted. S:rmlarly if the net proceeds of the capital asset could be invested

in certain specified securities,’ ‘exemption would be available. Capital gains exemptions at a glance
‘are gwen in the chart enclosed here with.




13 8 CHECK YOUR PROGRESS : MODEL ANSWERS

1. i) Short-term Capital Gain: Gain = asset held by an assessee for a pcnod of 36 months.

ii) Long-term capital gain : Gain on asset held by an assessee for a period exceedmg 36

months.

2. i) RS 15,000 of Long-term Capltal gain in every case.

ii) In case of Long-term capital gain from land and bulldmg, _Gold or Jewellery Rs.
. 15,000 + 50% of the balance.

iify  Incaseoflong-term capital gain from any other assets Rs. 15,000 + 60% of the
balance. ' ' :

Note: Initial deduction of Rs. 15,000 is allowed only once during one previous year.

3. Computation of Taxable Capital Gaitis of Mr.Sadheer in the AY - 1992-93.

Short-term capital Gain
. i) Jewellery : Sale Price - | - 50,000
Cost - | 140000 10,000

Long -term Capltal Gam

i) Remdentlal house : Sale Price o 1,50,000
Expéns&s on transfer _ | 12,500
| | Net consideration - 1,37,500 .
(-) Fair Market value . S0,000
Cost of improvement - 12500 | 62,500
LT Capital Gain ‘ | 75,000
. Exempte.d U/s 53 ' . TS,ODO
' 'faxable Capital gain _ NIL

iif) Household Furniture is not a capital asset, lience its gain is not taxable

" iv) Self cultivated land
S.P. ©1,00,000
Cost 40,000

60,000




Exempted U/S 54

Capital Gain

* Income under the head Capital Gains

13 9 MODEL EXAMINATION QUESTION S

. L Essay Questmns

Ans'wer the following in about thirty lines each:

L N How is the cost of aoquis-ition déterfnined in relation to a Capital asset?
|- .' a2 Enumerate exempted Capital gams .-
i : ' o 3_. | .' .How would’ you determme the cost of aoqulsltlon in the followmg cases - .\
| i) Shares i inan amalgamaled company

u) Asset bought before 1-4-1974

4 'ertc anote adv1s1ng the assessee how he can reduce his lax llablllty by investing thesale
proceeds in particuiar channels \

I1. Short Questions
Answer the feu_owi_ng in _aboﬁt fifteen lines each:
I. - Explain the chargeabiiity ef capitel gains.
2 Enumerate the items which are not ine]ﬁded in the term ;C_apital Asset’,
3. When is reference'made to the Valuation Ofﬁcer?
4. Howis long term gain taxed?
5. Howis agncultural land in urban areas treated for purpose of capital gains tax?

6. Name the transactions whlch do not constitute transfer.




CAPI’I'AL GAINS EXEMPTIONS AT A GLANCE

Section Particulars Apphcablmy §rrvestment Mode of Time Limit Extept of concession . Remarks
‘No. ' of NCor  Investmest .

53 Exemption of capital Individeats Not Mot app Notapplicable ~TCbeing  Assesset IUst (0% own any
gains  from 3 7 &HUFs . reguired  licable —upto Rs. 2,00,000: other fesidential property
redidential house )  full excoption ) on the daie of traosfer

Rt : —mote than Rs. 2Iakhs: o
~ - } Cap, gains X 200000 - -
. 54 Profit on sale of Individuals CcG - purchase Dmne year before Amounl uiitised In  No restnctmn on qvm_ing
properiy used for & HiFs of pewhouse  of 1W0 yis. after’ purchase Of consiruc- snthse'
residenoe : ' . dateof icansfer  tion of new residential  Restriction of 3 yrs. on
—construe * 3yrs. from date of -house, plus amount, 50 transfer. of new asset or
tonofnew ' '
howse teansier " deposited wtilisation of deposit
~Deposit in.  Before the dateof .
a spucified  furnishing of
) afc return of Income ;
548 (‘apual gains an Al asse- ¢G - - purchase 2yvs. from dateof Amil. utilised in purchase Reéstriction of 3 yrz. an
i wansfer of agr. land  seecs of new agy. transfer of new agricuttiural tand - transter of new agr. land or
ot 1o be charged in tand . ) plus amt, sodcposlwd utilisation of -deposit
certain cases - —depositing - Befare duc dateof amount within specified
o furaishing returo time lienit
specified aje  of locame

$4D  Capital gain on com- All nsse- G - purchase 3¥yE from date of Arnt.utitised in purchase Newly acquired lapd fbidg.
patenty acquisition of ssEcE of any other  ransfer of land / bldg. or -t be used for shifting oid
lznd & bidg, ot to be lsod o bldg." i ~ construction of & bldg. gnit Or. seiting up B NEW
charged in oertain. = construc- plos amt. so deposited umit; restriction of 3 yrs. on
caset tian of aay =do— ’ ransfer of Tnew asset or

oiher bilg. ' utiliaation of deposit
depositina  Beforeduedateof
specified furpishing retarm. .
accownt of Income \ )
54E  Cap.gainson transfer All asse- NC Investmenl 6 months from  If costof new asset is No transier of conversicn
of cap, ssscis oot lobe 3308 L specified  dareaf transker _ more than or equal to ‘of the specified asset
charged in certain ‘Basels NC: full exemption within 3 yrs. of its
cases | . —lm!haaNC ; .acqujsitkm :
< cap.gaink X cost of new asset
: e
54F  Cap. guins on transfer Industrials NC - purchase 1yt vefore or I cost ofnewasselm Assessee Rol 0 OWR
of certain cap. asscls & HUFs of a peside- 2 ym. after datesf - more than or equal ke anather residential house
not 10 be charged in - ntigl howse  {ransfer © NC: full exemption on date of transfer of OA;
- caac of investment i " construc- 3yts fromdaeof —lessthan NC: O excludes bidp. and land
resxlential house ‘lion of a res.  transfer Cap. gainsx cost of new appurtenant therelo; 3yrs.
house, . ’ restriction on transfer of
~depositind Beforedue dateof NC- new assel or milisation of
‘specifiedafc  furnishing of ([Zosi af new assel deposit
Income inciudes deposit, if any in
. ' aspecificd alc)

s4G ~ Exempiion of cap. All asse- . cG - - appropri- 1 ¥r. befare or Exient of appropriation  Restriction of 3 ys. an
gains on transer of ssees “ation “for 3 yrs. from the plus amt. sa deposited " transfer of new assct of -
agsets in cases of specified “date of transfer utilisation of deposit
shifting of Indiustrial plrposes I '
under taking [re:m — Deposttin  Beforeducdateol

urban Freds

T Total consideration

HNC: Net conskleration

CG: Cepital pains
OA: Original asset

afe

a specified

furnishing of
retnrn of Income
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74,0 AIMS AND OBJECTIVES-

“The objective of this unit is to explam you the income chargeable under the head “Income
from Other Sources” and deductions available under this head. ' .

Afler- going _lhrough this unit, you should be in a .position w:
- list out vanous incomes chargeable under this head :°
® - cxplain the deductlons avallable under thm head : o . -

. oompute income from other sources.
141 INTRODUCTION

" ‘Inoome from other sources’ is the residuary head. All those various incomes which cannot he
taxed in the heads described earller are put to tax under this head. You will also appreciate that it -
is very difficult for any one to list vanous items headwise exhausnvoly Itis therefore necessary that
some head is kept under which all tho resxduary items are put to tax. Let us illustrate our ideas. -
You know that rental income from house property is taxod under the head ‘Income from house
property’ provided the assessec is the owner of the house property. Suppose there is a.person X

..who ‘has taken apr propeny on hire’ but he sublets it and makes a. clean proﬁt in the bargam each




) month Can we tax the proﬁt under the head ‘income from- house praperly as-Xis nol the owner
of the property? Can we tax it under business? Can wetax it under ‘salaries’? etc., We will say “No'.
It is therefore to be taxed here under the last head name}y, income from other sources.

‘Income from other sources’ is the last head of income and is all inclusive. Whatever incomes
cannot be accommodated in earlier heads are grouped here. With the completion of this unit you
should beina position to calculate taxable incomes under various heads stated catlier.

" 122 CHARGEABILITY
I General Chargeability

Chargeablllly of income-under this head is govcrncd by Section 56. It contains two sub-sec-
tions. The first sub-section, that is, Sec.56 (1) is residuary and general in the real sense of the term.

- Accordingly income of every kind which is not to be excluded from the total income under this Act .

shall be chargeabie to income-tax under this if it is not argeable to income tax under any of the
heads discussed earlier. :

To summarisé, if the income is 1o be taxed and if it does not find place under any of the heads
specified eartier will be put 1o tax under this head.

Examples of Income Chargeable under this Head
(a) Income fré_m grant of mining rights.
| (b) Incorﬁc from royalties..
(c)  Income from bustce 1ands
(@) Income from markets, fisheries, rights og‘ ferr&
(e) Iﬁcomc from grant of grazing rights.
(t) Income from sub-letting.
(g Income from licence io take .awa-y earth.
() Director’s fees. |
(i) income from examinations by_ a professional.
6} 1noome of an Ayuﬁ_redic practitioner from a dramatic troupe maintained by him. B
(k) Income from forest produce. - |

(1)  Gratuitous periodical payments received by a member of the family from a company in -
which the family was holding substantial shares. - ' R

(m) Unexplained invesiments in the construction of house property.

(n) Interest on bank deposits.
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Itis
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Inéoﬂie.z.i'riSing':"fr(}m“t:hé lease of 3=;=faaﬁry.
Income from letting out of cinema theatres.

Interest other th_a;h ‘intt_:rest'on securitics.’

Salary or ﬁension r.eoei.s.r.é_d from a foreign Goverm.ne:n.t...
Ground rent received. |
Agricultural income received from outside India,
Ir_;comc. from hidden sources,

Casual income in excess over Rs. 5,000

insurance Commission.

I._ o IL. Specific Chargeability

right to say that all residuary incomes are chargeable under this head. However, Section

- 56 (2) specifies the following incomes that are chargeable under this head.

Y
(i

(i)
(ivy

™)

" Dividends.

Any winning from lotteries, crossword puzzles, races including horse races, card games

and other. games of any sort or from gambling or betting of any form or nature
whatsoever, '

Interest on Securities.

Income from machinery, plant or furniture belonging to the assessee and let on hire, if
the income is not chargeable under the head ‘Profits and Gains from business or

~ profession.’

When an assessee lets on hire machinery, plant or furniture belonging to him and also .

buildings and such letting is inseparable, the income from such letting is taxable under
this head. - : ' '

Income from units of the Unit Trust of India is taxable under this head as it amounts to
dividend which is specifically taxable here. '

Salaries received by an MP is taxable under this head according to the Circular of the Board. .
i) Dividends Defined

You reight have heard the term dividends often, It is related to shares. Profit distribution to
shareholders is termed as dividends. It is paid 1o shareholders in prdport.ion to their holding. In -
popular meaning it is always the cash distribution that is included in dividends. But even if the _
profit is distributed by the company in kind, it will be taxed as dividcnds.’.’l‘he term has been




discussed in detail in section 2(22) Aocordmgly the following distributions included in the term
.‘dmdend’ . : B S N

(1) Distributaon out of Proﬁts and Releases of Assets

_ Thc amount will be termed as dmdends onlywhen it comes out ot proﬁts and niot from. capltaL
" Another important element.of dividend is that the payment of dmdend must involve release of
- agsets by the company 0 it shareholders. :

_' '(ﬁ) Distribution of Debentures, Deposit Certilleatesetc to Shareholders. -

(a). Sometimes the company may not be able to distribute dlvidends in cash. It may
distribute debentures or deposits oertlﬁcates elc. to its shareholders Tt will
amount to dividend.

(v} “Where a company issucs bonus shares toits prefercnce shareholders it will be
1axed as dividends in the year in which the bonus shares are issued to them.
However, it is important to see that in both these situatiops it is necessary that
the company possesses sufﬁcnent aocumulated proﬁts 1o cover such distribution.

'(iii) Distribution on Liquidatitm ol' the Company

The distribution by a company t0 its shareholders onits hquldationwill be treatedés dividends
provlded itis attnbutabte to accumulated proﬁts 1mmed1ately before its hquldatlon

~ (iv) Loan to Share holders

The followmg ‘three types of payments are oovered within the term "dividend.”
(1) Any su-m given by way of advance or loan to 2 shareholder.
¢ Payment to any other pcrson on bchalf ofa shereholder.
(3) Payment (o any other person for the benefit of a shareholder.

~ Inorder that the amount be treated as dividend under this sub-clause, all the following three
conditions are to be satisfied. . .

(i)  The company must not be a widely held_oompany.
(ii) " The shareholder must have substantial mtereét in the company in-the sense that he must
possess at least 20% of the equity capital of the company.
be treated as a dividend.
¥) Assessment of Dividends

i) Dmdends are taxed in the year in which they were declared and not when they fall due.
Assuming that the oompany does ot declare dmdencls for four continuous years and

_ (iii) There mustbe sutficicm'accumulated profits at the time of making the said payment 10 - .




ii)

i)

declares'it in the fifth year : the whole dividend will be taxed in the fifth year alone. As’
regards interim dividend it is taxed in the year when dividend warrants are received. Mere -

declaration in this respect will not be sufficient for taxability.
The dividend may be paid in cash or in kind and both ways it is taxable.

It does not affect the liability of the shareholder to pay tax whether or not the dividend
has been paid oui of tax-free income. It is the nature of receipt and not the payment that
is material. : :

- Dividends distributed by an Indian Company outside India are deemed to accrue or arise

in India and therefore taxable here. |
Dividends received from a foreign company will be taxable if received in India.

Afew deque. .- are allowed in respect of dividends included in total income. They dre
‘discussed in unit titlea ‘Deductions from Gross Total Income’ -

The gross income from dividends i.e., the amount actually received by the shareholder
-Plus the amount of income tax, ifany, deducted atsource-is to be shown in the assessment

of shareholder, the amount so deducted at source is subtracted from the £10s$ tax payable

"by him.

For the above purpose the net divided is to be grossed up by the follfowing formula,

100

Net dividend x 100 - rate of tax deducied ai source

= Gross Dividend -

- (v) Exemption and Deduction Available in respect of Dividend Income

Dividends are taxable in the hands of all assessees under the last head €xcept the persons and
authorities who have been exempted from payments of tax under Section 10, A list of such persons
has been given in sixth uait, but for the sake of ready reference, it may be stated as follows:

(a)
(®)

©
@

(e,
(®
[

()

A statutory or revognised provident fund, approved superannuation fund and an ap-
proved gratuity fund. - ' ' '

A local authority

An authority constituted in India for town planning etc.
A Scientific Research Assodation |
A university or other approved éducational institution

An approved hospital

An approved Athletic Association

A registered trade union




o A charitable trust’

jve society.

G A co-operative society getting dividend income from another co-operat

ii) Winnings from Lotteries, Cross Word Puzzles, Races, Card Games, etc. .
cross word puzzles, card games etc., are ax

Jncome from winnings in the form of lotteries,
argeable. Income from horse races will be

free upto Rs. 5,000 in the aggregate and the excess is ch
cligible for exemption upto Rs. 2,500 from the A.Y. 1992-93.

m the above sources, such in- _
sur charge for AY. 1992-93
2SSESSEE.

income of an assessee includes any income fro
£ 40% plus 12% of income tax as
geable at the normal rates applicable to the

Where the total _
come shall be chargeable ata flatraic O
and the balance of total income is char

iii) Interest on Securities [ Section 52 (2) (id)}

“nterest on Securities’ has been omitted with effect from Assessment Year
ay of interest on all securities is now chargeable under the head
ovided it is not chargeable under ‘Profits and Gains from Business

Separate head
1989-90 and the income by W
‘Income frore other sources’ pr
or Profession.’

issued by Central or any State Govern-

The term ‘security’ includes debeniures, bonds eic.,
This includes even the securities issued

_ment, local authority, statatory corporation of a company.
by a foreign government or a foreign company.

Kinds Of Securities

Kinds of Securities can be undesstood by way of line diagram :

Secu{ities

L - | '
Commercial Securities ' Government Securities

|.
r | N —

Less Tax Tax free Less Tax Tax free

(i) Commercial Less Tax Securities and Government Less Tax Securities

All Securities are less tax securities whether it is stated or niot. In other words interest received
in respect of all securities (unless it is specified as tax-free) is taxable and income tax is deductible

at source while paying interest.

(ii) Commercial Tax Free Securities '
t the Government of India)

{ is not possible for any one (excep
pay interest without

You will agree with me that i
to declare any security as tax free security. At the most, the company may
deduction of tax at source and pay the tax deductible from its own pocket 10 the Government. This.

type of securities used to be issued in the past but they are not issued these days and theréfore the

discussion is purely academic.




(iif} Government Tax Free Securities

" As has been stated above it is certainly possible for the Government to declare certain
securities as tax free securities. Interest on tax free securities is treated as follows:

{a) Interest on these securities is paid without deduction of tax at source.

{b) Interest received on such securities is included in total income.

{(¢) Rebateattherateof2715 percent or ataverage rate (whichever is less}is allowed
in respect of this interest, '

It may also be stated here that at present there does not appear to be any tax free Government -
security and, therefore, the issue is of academic nature. '

Grossing Up of Interest

We have explained above that income-tax is deductible at source out of interest payable on
securities unless they have been declared to be fax free securities by the Central Government,
Therefore, whatever interest received by the assessee is net. However, the assessee has to include
the gross amount of interest in his ioial income. Gross interest can be found out by adding tax
deducted at source to the net interest received. The assessee receive net interest by interest warrant
which is encashed through any bank. He also receives a certificaie of tax deducted at source. When
he adds up the two figures he gets gross interest. Grossing up rules are given hereunder:

(i}  Grossing up Rules

@ Interest on tax free Government securities is not grdsscd up because there is no
~deduction of tax at source, ' o

(b) Interest on tax-free commercial securities will always be grossed up because the

income-tax is payable by the company in addition toany interest payable respect
of securities. '

(c) Interest on (less tax) securities will be grossed up only when the amount of

interest is given on the presumption that income-tax might have already been
deducted at source before paying. ' ' '

(d) Intereston the less tax securities is not grossed up if the rate of interest is given.

if) Urossing up formula

_ " ' 100
Gross Interest = Net Intcfest r_eoewed X T00= Raic of tax deducted ai SOUTEe

Net interest received by a resident individual should be grossed up by m’ultiplyfnig it by the
following fraction. :




Security if interest becomes due during the
financial year 1991-92 or 1992-93

1. Leés-Tax Government Securities ' : 100/88.8

2. Debentures Or other securities issued by 2 local 100 /88.8
anthority or statutory corporation ’

3. Tax-free Government Securities ~ Grossingup not required

4. Listed debentures of a Company (whether less-tax or . 100/838
tax-frec)

5. Less-tax non-Government securities [other than 100/77.6

rnemioned at (4)]

6. Tax-‘ree non-Government sec‘uritieé'{othér than 100/77.6
mentioned at (4)] - S
THustration

Calculate the amount of interest to be included in total income under the head ‘Income from.
other sources’ in each of the following case: -

(a)  Abraham reccived Rs900 by way of interest on tax free Government Securities.

(b) Shivshanker -holds Rs. 20,000, 9% tax free Government Securities and he received
interest thereof.

(¢) Mohanwas in receipt of Rs. 2,5002s interest in respect of securities mentioned in Section -

" (d) Srivastava received Rs. 2,430 as interest on convertible debentures listed in Bombay
" Stock Exchange. - SR o

(¢) Sharma received Rs. 1,600 by way of interest on debeniures which are not listed in any
of the stock exchanges in India. :

Solution

(a) Abraham received Rs. 900 as interest on tax free Government Securities. There is no
provision of deduction of tax at source in respect of such securities. There is no question
of any grossing up. The amount will be included in total income of Abraham. However,
he is entitled to rebate of income-tax on Rs. 900 at the average of tax rate or at 2712
percent which ever is less. ' :




(b)  Shivashankar will receive an amount of Rs. 1,800 as interest and it will be included jnms
total income. In this case also he is entitled to rebate of income-tax at average rate or at
27V2 percent whichever is less. . '

(¢)  Mohanisin receipt of Rs. 2,500 as interest on securities whichare lis:ed'i'n_'Séc'l_ion 10¢15) -
and therefore the interest is totally tax free. It will not be included in the total income. L

(d)  Intereston debentures is taxable. Since the debentures are listed with a Sio_ck Exchange,
‘income-tax at source is deductible at the rate of 11.2 percent. Srivastava received Rs. _
2,430 (it is supposed to be net amount after deduction of tax at source); it will be made - -
gross by multiplying it by 100/88.8. The gross interest in this case would thus cometoRs. -
2,736. An amount of Rs. 2,736 will be included in the total income of Srivastava. He will

geta credit of Rs. 306 (being tax deducted at source) at the time of assessment towards -
the tax liability. . : .

(¢)  Sharma received interest of Rs. 1,600, It is certainly net interest after deduction of tax at
- source. Since the company is not listed in any of the Stock Exchange, income-tax at 22.4 \ k
percent must have been deducted at source. Rs. 1,600 will be grossed up by multiplying
it by 100/77.6. The gross interest in this case comes to Rs. 2062. '

‘Purchase and Sale of Securities

- Securities can be purchased in a stock exchange. Indian securities are bought in Indiar stock
exchanges whereas foreign securities in stock exchanges situated in those securities. National

~ Savings Certificates are available from the post offices whereas UNITS of the Unit Trust of India’
are available at the offices of the UTI. S

Interest on all securities is paid on certain dates. These dates vary from éompany to'oompan'y. L
Generally on debentures interest i paid twice a year. On National Savings Certificates interestis .
payable every six months from the date of purchase. In respect of units of the UTI, dividend is paid
on 30th June each year. o ' o -

Since debentures are bought and sold in the sto. & exchange, the buyer has to get his name
‘entered in the register of debenture holders on buying them. The company is not aware of the
buying and selling unless the transaction is registered with jt, : ' '

The company pays interest due for the period to the person whose name appears in its register,
without worrying whether the buyer has brought jt, towards the date of interest, or has kept the .
securities throughout the period. ' '

- Cum-Interest and Ex-interest

Cum means ‘with’ and Ex-means ‘without". When we buy any security, generally we buy it with
the right to receive interest on the comingdue daie. In other words, whatever duration in this period

the seller has kept the security for that also we get interest on the due date.

The price of any security cum-interest will be more than the price of security ex-interest.

As regards computation of the taxable income under the head interest on securities, the most




portant thing is the receipt ofinterest on the due date and not thebuying and selling cum-interest |

or ex-interest. If you have received interest on the due date the amount wﬂl be mcluded in your

income otherwise, not.

Check You'r‘ Progress -1

Give five items of general incomes which are chargeable to tax under this head.

................................
.................................
.................................

................................

Check Your Progress - 2

List out the specified incomes under the head ‘Income from other sources.”

................................
................................
.................................

.................................

143 DEDUCTION OF TAX AT SOURCE

In earlier units we have mcmloned that there are provmons in ihe Income-1ax where the
deduct income-tax at source and pay it to the

person paying various amounts are obliged to
Government on behalf of the person who has received that amount. For example, where the

company pays salary to jts employees, it will deduct income-tax at source and deposit it with the
Government. A certificate to this effect will be issued by the employer company that so much tax
has been deducted at source and depomted with the Government on behalf of the cmployee The
employee will get the credit of this amount while settling his account of income-tax at the nme of

his assessment.
i) Dividend

There are provisions for deduction of tax at source out of dividends also, We have stated them
carlier. We may recapnulate the provisions as follows: '

Income taxatsource has tobe deducted by the company paying dividend if the amount payable
is more than Rs. 2,500. '

Tax must have been deducted in respect of dividend at source during the Financial Year
1991-92 at the following rates. ' '




i)  Dividend paid to a person fesident in India bya 22.4%

domestic company

if) Dividcnd paid to non-domestic company bya . - 25% .
domestic company

ili) Dividend paid to non-resident non-corporate 30%

assessee

The sharcholder will include total dividend (net amount received by him Plus tax deducied at
source) in his total income. It is known as £ross amount. In other words it is the gross amount of
dividend that is taxabic and not the net amoun_,

Dividend received from a foreign company will be taxed in India. Howevet, it is the net

dividend that is taxable and if any tax has been deducted by the foreign company, that is not relevant
here, '

i) Interest
The rate for tax deduction at source for the financial year 1991-92 is as follows:
L. Less-tax Government securities _ 112%

2. Debentures ot other securities issued by a local 11.2%
authority or statutory corporation. '

3. Tax-free Government securities - NIL

4. Listed debentures of a company (whether less- O 112%
.tax or tax-free) '

5. Less-tax non-Government securities _ 22.4%

- (Other than mentioned at (4))

6. Tax-free non-Government securities other than o 224%
' mentioned at (4) - '

iﬁ) Winnings from Lotteries and Crossword Puzzles

During the financial year 1991-92, tax must be deducted at source at the rate 44.8 percent out
of the amount payable by way of winning from lotteries, card games, cross word puzales etc., if prize
exceeds Rs. 5,000/-. In the case of winnings from horse races the exempted limit is Rs. 2,500,

14.4 DEDUCTIONS FOR EXPENDITURE INCURRED

The income chargeable under the head ‘Income from other sources’ shall be computed after
making the following deductions namely:

§ -




' From Dividend’s
by way of ‘commission or remunefaﬁon' to a banker or any other

' Any reasonable sum paid
such _dividend on behalf of the assessce.

 person for the purpose of realising
. From Int_érest on Securities
(i) Collection Charges

by the assessee for collecting interest is deductible. Collection

Any reasonable sum spent
warrant/Cheques €tc.

charges generally are payabie to bank for ef'fect'ing' collecting of interest
Whatever amount they charge is an aliowable ded'm_:tion.

(i) Interest On Borrowings
" Sometimes the assessee borrows money to investitin securities. On the amount porrowed he
pays interest whereas on the amount he invests in securities, he derives income. According to the
provisions of Section 19(ii) interest paid on amount borrowed which has been utilised to investin
securities is a deductible expense. ' -

(iif) In case of Income from letting of mabhinery, plant or furniture with or without building :

~ ‘The following deductions shall be allowed from the income earned by leting of machinery,

plant or furniture with or without building:

a) Expenditure incurred on current repairs of plant, machinery, furniture or

building.
b) Insurance premium paid regarding these assets.

| ¢) Depreciation on 'plant, machinery and furniture. Dépreciation in respect of
puildings will be allowed only if the assessee is the owner. It will not be allowed
if the assessee is lessee Or mortgagee in possession of the building.

(iv) Deduction of amount deposited :

of provident fund,

Any amount reccived by employer from his employees as their contribution
le under the head

'E.S.1 Fund or super annuation fund is deemed as income u/s 59 (ii) if not taxab

"Profits and Gains from Business or Profession”.
In case employer deposits any. amount (out of thes¢ incomes) in these funds to the Govern- '
- ment before prescribed due date, such amount is allowed as deduction v/s 57 (1a). '

' (v) Standard deduction out of family pension :

In case of inoon_ie in the nature of family pension, a_deduct_ibn ofasum equal t033 }5-% of such_

income or Rs. 12,000, whichever is less, shall be allowed with effect from A.Y.1990-91.°

Family pensiori means a regular monthly amount payable by employer 10 the legat heirs of




dcceased_empioyce.
(vi) Other Incomes

Any other expenditure incurred wholly and exclusively for the purpose of making or earning
such income, '

But no deduction m respect of expenditure or allowance in connection with the income by
way of winning from lotteries. crossword puzzles, races including horse races, card games and other
games of any sort or from gambling or betting of any form, shall be allowed in computing such
income. However, this restriction shall not apply in respect of the income of an assessce being the
owner of horses maintained by him for running horse races from the activity of owning and
maintaining such horse, : - '

14.5 AMOUNTS NOT DEDUCTIBLE

The following amounts shall not be deducted in computing income chargeable under the head
‘Income from other Sources.’

In the case of any Assessee
() Any personal expenses of the assessee:

(ia)  Any expenditure in excess of Rs, 10,000 for any assessment year incurged by the assessee
by way of fees or other remuneration paid to any person for services in tax matters, It
does not include preparation of return of income.

(if)  Any interest chargeable under this Act which is payable outside India and from which
income-tax has not been paid or deducted at source and in respect of which there is no
person in India who may be treated as agent.

(iil}  Any payment which is chargeable under the head ‘Salaries’ if it is payable outside India
unless tax has been paid there on or deducted therefrom at source.

In the case of a Company :

Any expenditure or allowance which resuits directly or indirectly in the provision of any
remuneration or benefit, or amenity or remuneration to a director or to a person who has
Substantial interest in the company or a relative of the director. o

14.6 PROFITS CHARGEABLE TO TAX OR DEEMED
PROFITS (SEC 59) |

There are certain amounts which though not received as incorue are treated so under the
provisions of the Act. They are incomes only by implications. They are charged to tax as incomes
under Section 59. We may iliustrate this point by a few examples. An assessce keeping his accounts
On mercantile system gets a bill for Rs. 10,000 on account of repairs from Walchand and Soms,
which he shows in the accounts. After a yearwhen the payment is actually made, the repairer accepts
Rs. 8,000 in full settlement of the bill. Thys there is a remission of Rs, 2,000. For assessment as

o - | o _ mo
| | _



regards the first year an expenditure of Rs. 10,000 will be accepted by the Assessing Officer but in
- the second year Rs. 2,000 being remission will be taken 10 be the income taxable under the head
‘Income from other sources’. The following are incomes taxable under this section:

i) Under-payment of allowed expenditure.
i) Recovery of loss..
jii) Remissionon cessation of trading liability.

iv) Balancing charge in respect of assets, the income of which is chargeable under
' this head. '

14.7 COMPUTATION OF INCOME FROM OTHER SOURCES

To summaris¢, the income from other sources is 10 be computed as follows:

L Ttems to be inciuded (Sec. 56)
1 Dividends

2. Any annuity due of commuted value of any
annuity 1o be paid under Sec.280D

3 Income from winniligs from lotteries, card |
games, betting, eic

4, Sums received from employees as contribu-
tions to PF or other funds '

5, Income by way of interest on securities

6. Hiring of machinery, plant, buildings, ¢tc.,
meant for own business

7. Deemed profits (Sec. 59)

8 - otheritems

11. Less Deductions (Sec. 57)

1. Collection charges for dividends or interest
on securities '
2. . Repairs insurance, deprécia_ticn eic., in

case of own business assets hired out

3. Other incidental expenses

Income from other SOUTCES ' S . —




Check Your Progress - 3

Fron the following particulars, co puie Mr.Rao’s Income from other sources for the
Assessment year 1992-93 T

¥ Mr.Raois the author of a text-book, which fetched him a gross royalty of Rs. 20,000, He
claims the following deductions in this regard: L

a) Salary to a clerk who collects neoessézy data Rs. 1,000.

b)  He purchased books worth Rs. 1,000 in conrection with the revision of the text

i)  Income from artic]es published in journals Rs. 1,000
| iiiy His othef incomes are: | |
a) .Winnings from card games Rs. 6,000.
b) Interest on bank deposits received Rs. 1,000,
¢) -Equity ciivia_ena RS, 500, |

d) Income received by sub-letting a house which he has taken for Rs. 200 p.m. Rs.
© 400pm. ' :

.................................
................................
................................
................................

14.8 ILLUSTRATIONS _
Mr.Rami Reddy gives yoh the foliowing particulars in respect of the previous Year 199192,

Director’s fees Rs. 5,000 ; income from agricultural land in Ceylon Rs. 10,000, ground rent
Rs. 2,000; interést-on post office savings bank account Rs. 2,500; interest on fixed deposit with
Indystrial Development Bank of India, 7,500: rent received by sub-letting, Rs. 14,000:: dividends
from foreign companies, Rs. 3,450 : winnings from horse races Rs. 25,000, '

You are required to compute total income under the head ‘Income from other Sources’
Solution
Income from other Sources

a




(a) Director’s fees 5,000
(b) Income from agricultural land in Ceylon 10,000
| ©) Ground Rent 2,000
(@  Interestof Fixed deposit in IDBL - 7,500
(¢)  Income from sub-letting 14,000
{9} Dividends from foreign companies - 3,450
' (»  Winnings from house races (25,000-2,500) 22,500
Total income under the head ‘Income from 64,450
other source’ e
Notes
1., Tutereston Postoffice savings bank account is totally tax free and therefore, not included
" in total income. ' '
2. | Winnings from horse raoé is mual'incomé 1o the extent of Rs. 2,500/- and only ti:e CXCESS
amount is taxable.

5 Mir Harsha Sathe is employed with Winners Lid.
Rs. 5,000, plus dearness allowance amounting to

as under:

@)
()

©
Y
(&)

®

Interest of Fixed Deposits in Companics

Examination remuneration from Univer-
sities

. First Prize in Andhra Lotteries

Casual Income

Royalty received in respect of a book on
Secretarial Practice. He claims expenditure

of Rs. 10,000 which he incurred in writing

this book

Dividends of Rs. 35 per share in Century

Limited

as General manager ona monthly salary of
Rs. 1,000 per month. His other incomes ate

Rs.
10,000

7,500

5,000

45,000

3,500




(3] Interest on post Office Savings Bank ac- : . 3,250
count

His bankers charged Rs. 100 for collecting various amounts during the course of the year. You
are required to compute gross total income.

Sohition
Rs. Rs
Salary Income
Salary . | 60,000
Dearness Allowance 12,000 .
72,000
Standard deduction _ _ 12,000
Net Salary - 60,000
Income from other source

Interest on fixed deposits in 10,00b
companies
Examination remuneration o 7.500
Lottery Winnings : \ -~ 1,00,000
Casual In_come (3,000-5,000) : . T —
Royaity received 45000
Less Expenses incurred ‘ 10,000 35,000

| Dividends - 3,500

| 1,56,000 - N

Less Bank charges ' ._ 100 1,55,900
Gross Total Income ' . o | 2,15,900

Note: Interest on Post office Savings Bank Account is totally é,xcmpted and therefore, if has
not been included in total income.

3.Xa resident individual, submits the following particulars of his income for the previousyear
ending March 31, 1992, '




Dividend from XYZ Ltd. (gross): Rs. 4,600; dividend from ABCLTD. (net) Rs. 2,800; interdst
paid on capital borrowed for the purpose of investment is shares of XYZ Ltd. Rs. 3,400; collection
charges in respect of dividend: Rs. 260. o

Rent from letting a building along with plant and machinery (rent of building cannot be
separated from rent of plant and machinery) Rs. 30,600. Fire insurance premium in respect of
building; Rs.600.Fire insurance premium in respect of plant and machinery: Rs. 750. Repairs in
respect of building: Rs 4,600. Depreciation on building, plant and machinery : Rs. 18,600.

Winnings from lottery : net amount : Rs.60,000 : tax deducted at source Rs.40,000.
Winning from card games : Rs, 13,500.
Tnterest on securities of A.P.Govt. Rs. 4,800 of which coliection charges are Rs. 100.

Determine the income chargeable under the head "Income from other sources” for the:
Assessment Year 1992-93.

Solution

COMPUTATION OF INCOME UNDER THE HEAD "INCOME FROM OTHER SOURCES"

'_" | Dividends | Rs. N Rs. Rs.
from XYZ 4,600
from ABC Ltd.
(i.e.Rs.2,800+ 00776 3608 | 8,208
Less : Expenses:
Interest ' ' 3,400
Colle_ctibn charges ' 260 - 3,660
Income from dividend ' 4,548
Rent received 30,600
Insurance (i.e.,} Rs. (600 + 750) | 1,350
Repairs 4,600
Depreciation 18600 24,550
Income from letting 6,05.0
Winnings frofn lottcn_,lr.:

Net amount ' _ 60,000




Add :-T_ak deducted at source - . 40,000

Winning from card games 13,500
Less: Exempt under 5,000
section 10 (3)

Interest on securities of AP,
government

Less : Collection charges

Income from other sources

4. Mr. Sudheer holds the following securities on April, 1 1991.

Rs.3,00,000 5% tax-free A.P. Government loan (date of payment of interest : January

1). -

Rs. 40,000 6% Non-listed debentures of XYZ L1d. {dates.of payment of interest: J uhe

11 and December 11 every year)

Rs. 25000 8% debentures of ABC Lid. (dates of payment of interest ; June 15 and

December 15 every year)

~ OnDecember 1, 1991 Sudheer sells Rs. 25,000 8% debentures of ABC Lid. His income from
the heads ‘salaries’ and ‘House Property’ is Rs. 10,000 and Rs. 3,000 respectively. Calculate the
Gross total income of Sudheer for the assessment yéar 1992-93 on the assumption that his business

income is Rs, 64,000,

- Solution:

' Taxfree AP. Government loan (Rs. 3,00,000 x 5/100)
Debentures of XYZ Lt(i.

D_ebcntures' of ABC Ltd. (Interest accrued on June 15, 1991
(Rs. 25,000 x 8/100 x 112) |

* Interest on securities taxable under the head "Income from
‘other sources”. '

Salary income
House Property Income
Business income

Gross Total Income

' 1,00,000
8,500 1,08,500
4,800
100 4,700
1,223,798

15,000

2,400

1,000

18,400

10,000
5,000

64,000




14.9 SUMMING UP_

- The last head concerns ‘Income from Other Sources’. All those Incomes which could not be
considered under the earlier heads, find place under this all-pervasive head. Casual incomes,
dividends, winnings from lotteries, interest on securitics, crossword puzzles, etc. are some of the -
incomes taxable under this head.

‘1470 CHECK YOUR PROGRESS : MODEL ANSWERS

1. i) Income from royaities ii) Income from sub-letting iif) Intereston bank deposits V)
income from letting out of cincma theatres V) Agricultural incomé received from out

side India.

2. i) Dividends ii) Any winning from Jotteries, crossword puzzles, races, card games, horse
races, iii) Interest on securities, iv) income from letting on hire any machinery, plant Of
furniture belonging to the assesses, if it is not qhargeahle 1o tax under the head ‘profits
and gains from business or profession’. v) Income from letting on hire any building in
which plant and machinery is situated and letting of building is inseparable from that of
plant and machinery. ' :

3, Computation of [ncome from other sources of Mr.Rac for the AY.1992-93

i) Royalty ' ' 20,000.
(—) Expenses : |
Salary §,000
Books. 1,000 - 2,000 18,060
i) Income from writing articles _ 1,000
iif) 2) Winning from card g;ames 6,000
(__) exempted u/s 10(3) _ 5,000 1,000
b) Interest on bank deposit 1,000
¢) Equity dividend - . | 500
d) Sub-letting:
Rent received _ 4,800
Rent paid ' 2,400 2,400 |
Income from other sourcx_?;é _ 23,900

24A
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14.11 MODEL EXAMINATIONS QUESTIONS

} L. Essay Questions

Answer the following in about 30 lines each:

1. Discuss the scope of the last head of income, namely. ‘Income from other Sources’ and
state the deductions allowable.

o o

2. Define ‘dividend” and explain the term [uily.

3 Explain the chargeability under the head ‘Income from Other Sources’ with fifteen
examples of incomes that are taxable under this head.

4. Compute total income of Mr, Rajesh from the particulars supplied by him:
(a) Salary at Rs. 3,000 per month,

{(b) Dearness allowance at Rs. 500 per month.

{c) Dividends Rs. 10,000 (gross amount) from Reliance Ltd.
(d) Interest on fixed deposit of State Bank of India Rs, 5,000.

(e) Hire charges of Plant and Machinery, Rs. 25,000.

ki s I

(f) Depreciation of Plant and Machinery, Rs. 5,000.
(g) Insurance premijum pald in respect of Plant and Machinery, Rs, 500,

II Short Questions

Answer the following in about 15 lines each -

1. Discuss the chargeability of the head ‘Income from other sources’

2 When is distribution on liquidation of oompames treated as dividend?

3. Give ten examples of incomes that are taxable under the head ‘Inoome from other
sources”.
Discuss the amounts that are not deductible under the head ‘income from other sources”.

-y
=

! 5. Explain what deductions are allowabile under the last head of income.
6. What are the different kinds of securities?

7. Explain the items taxable under the last head as deemed profits chargeable to tax.

] . i
! - 8. Explain the pr0v1smns regarding deductlon of tax at source out of winnings from
{ crossword puzzles : : -
] -
. What is grossing up of inteiest?
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PREFACE

This book deals with the.topics. in Income-tax included in the syliabus for the third year of the
B.Com_., course offered by the Dr. B.R, Ambedkar Open University. These fopics generally
coverthe ‘core’ area of; the subjectto be studied in the Third year ofthe Three YearDegree Course

The units are prepared by 'spécialist in accordance with format so designed as to enable the
student to read and understand them without much difficulty. Each unit begins with a statemen
of its objectives followed by a Synopsis-and has at its end assignment intended to test the
student’s comprehension of its subject matter, - '

practical importance of the knowledge of Income-Tax to the students of commerce, Income-Tax
is offered as one of the optional course of B.Com. Third year programme,

The course material of Income-Tax consists of 6 blocks, which have been divided into 26 units.
The first block deals with the concepts of Income-Tax. The second block Covers exemptions.

covers Income-Tax Authorities and assessment procedure,

The Untversity hopes that this material will help the student to get acquainted with the principal
issues in‘income-tax which make for its distinctiveness and significance, '
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BLOCK - IV

AGGREGATION AND DEDUCTIONS

This Block deals with Aggregation of Income and Deductions
allowed from Gross Total Income. It includes four units : They are :

“Unit - 15 : Clubbing of Income
Unit - 16 : Set off and Carry Forward of Losses
Unit - 17 : Deductions from Gross Total Income -1

Unit - 18 : Deductions from Gross Total Income - 11







UNIT - 15: CLUBBING OF INCOME

Contents

15,0 Aims and snjectives-

15.1 - Introduction - |

15.2 Transfer of Income

15..3 Rsvocable Transfer of Assets

154 “Income to Spouse from the Firm

155 Commission, Salary; ete, of Spouse

15.6 Income to M inor Child from a Firm

lS.f : Income to Spouse from the Assets Transferred

158 Income ro Minor-Child from the Assets Transferred
1579 Assets Transferred to Son’s Wife and Son’s Minor Child
15.10 Income 1o a Person from the Assets fmnsfened

15.11 ~ Assets Transferred to Assosiation of Persons

1512 Transfer of Individual’s Property to Hindu Un.divided Family
15.13 Summing Up-

15.14 “Check Your Progress: Model Answers .

1515 . Model Examination Questions

15.0 AIMS AND OBJECTIVES

The objectivé of this unit is to explain you the provisions in the Income-Tax Act Wthh
are designed to prevent transfers intending to reduce the tax hablhty

After completing this unit, you should be able to:

¥ explainthe clubbmg provisions in case of | Income to spouse from the firm and any salary,
' commission or remuneration received by a spouse. o

* explain the clubbing provisions in case of income received by a minor child from-a firm, -

* discuss the provision relating to income from assets transferred to the spouse; minorchild,
son’s minor child or son’s wife. Ce o e

*  discuss the clubbing provisions w hen assets are transferred to association of persons and:'_
individual’s property is transferred to Hindu Undivided Family (HUF) :

* advice persons whether the transfer of amounts to their near relatives is beneficial from
~  the tax angle or not.-- S S
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151 INTRODUCTION

Income-tax rates are progressive in the sense that the higher the income the higher the -
rates. The total income that is arrived at after allowingall the available deductions is broken into
slabs and each successive slab is taxed at an increasing rate. For example, the total income of.
an assessee X isRs 1,00,000. 1tis broken into, say five slabs of Rs.20,000 each. We may exempt
the first slab, saying that it is ano-tax slab, whereas the second, third, fourth and fifth slabs may -

be taxed at 30,35,40 and 50 percent respectively. You have, thus, seen that the taxpayer pays
income-tax at rate which goes on increasing with every successive slab. ' '

In order to reduce one's tax liability there is a possibility.that the assessee might try to
transfer certain income-yielding assets of incomes to his dear ones and thus split his income over
a few heads which will ultimately reduce his tax liability. You might have seen persons
transfersing amounts to their wives thinking that by this method, interest accruing on these
amounts will not be taxable. Thus,they reduce their tax Hability. S -

The provisions in the Income-Tax Act have been designed in such a way to prevent
transfers which are effected with a view to reducing the tax liability. In other words, when
apparently the income accrues to others, it is inciuded in the total income of the assessee It is
known as clubbing of income. These provisions are made to prevent the assesses from indulging
in such type of activites witha view to reducing the tax liability. I this unit-we will study all
those provisions.

153 TRANSFER OF INCOME (Section 60)

You may think of a situation where the assessee keeps ownership of his house with him

but transfers the income accuring therefrom to his relative A.In this case the asset has not been
transferred but income flowing there from goesto his relative. Here the income which apparently

goes to his relative will be taxed in the hands of the assessee and not the relative. Transfer for
the purpose of this section includes any settlement, trust, covenant, agreement or arrangement.

53 REVOCABLE TRANSFER OF ASSETS (Section 61)

The term ‘revoke' means to recall' “call back', to "withdraw'. A transfer where the -
transferorkeeps with himselfthe right towithdraw orcall back the transferis knownas revocable
transfer. For example, assessee X transfers his houseto his son but while transferring he makes-
it clear that he will be free 10 revoke the transfer any time he likes. This transfer is known as
revocable transfer. - S o

Where the asset is transferred by the assessee and the transfer is 2 revocable transfer,
in(_:ome from the asset will be taxable in the hands of the transferor and not the transferee.

Howevei, if there is a condition that the transfer will not be revocable during the life ime
ofthe transferor or the transferee, the traansfer will not be treated as a revocable transfer and
therefore the income flowing from the transferred will be taxed in the hands of the transferee. .

_ The transfer will also be knownas a revocable transfer if the transferor derives direct of
indirect benefit from such income. : : . "

15.4 INCOME TO SPOUSE FROM THE FIRM (Section 64 (1) (i)

. Itiscommon knowledge that in many firms both husband and wife happen to be partners.
There are many situations where the wife takes active interest with her husband in a business or




professi _ _ e n
partners.and one or two fomale partners. There are dispensaries where both husband and wife
are doctors. Section 64 ( 1) (i) takes care of one of such situation. :

on.There are fims with only-lady. partners: thete are firms with two or three male

_. 'Wl__lere both husband and wife are partiers in a firm engaged in businé_s's:,__in:come fr__dm

Income from all other sources ©Rs. o 80,000

' His share of profit from the fim - Rg - 740,000
Share of profit from the firm to his wife - Rs. - R 40-\,000: o
' ' Total 1,60,000 |

His wife XW will pay tax only oh her inéome of Rs.S'0,000 which _she derives from other
sources. o
| .However, this provision is not applicable in reépect of professional firm or where an
individualina partnership firm represents his HUF as its karta and his share of income from the
firm goes HUF, - - o S RN S

Further, for the purpose of Sec.64 (1) (i), the relation of husband and wife must subsist
at the time of accrual of income. Death or divorce in the middle of the previous vear leads to

. cessation of the above relationship and the clubbing provision cannot be applied. -

Note: W.e.f. the A.Y. 1993-94, the above clause (i} shall be omitted in view of the new
scheme of taxation of finng, : ' o . :

_15_.5.COMMISSION, SALARY, ETC. OF SPOUSE (Section 64 (1) (i)

You are aware that partners in the firm draw remuneration in a number of ways. They are
entitled to salary, commission etc., for the work done and the active interest taken in the funning
of the firm. Similarly, You might have seen some companies where wives of a few influential
shareholders are employed on flat salaries and are also allowed commission on sale etc,. This
is nothing but the transfer of income where husband shareholders are interested in transferring

- incomes to their wives, g

Any payment by way of salary,commission, rees orany form of remuneration whether in
cash or in kind received by the spouses from a concern which such individual has substantial
interest will be added to the total income of the individual, However, this rule will not apply if
the income is derived by the spouse from the concern on account of his/her technical or
professional qualifications having been applied in the discharge of duties,

§ ' ' 5
\7



5.6 INCOME OF MINOR CHILD FROM A FIRM (Section 64 (1)(iii)

You might have seen many persons having their minor children, as partners with them in
firms doing business. In most of these cases, minor children are made partners of substantial
shareholders in companies from the tax angle. Sometimes these children inherit property from

their ancestors and with the help of this ancestral property they are made p_artners.

The Income-Tax Act does not allow tax benefits in such cases. Accordingly income
arising to minor child from nis admission to the partnership firm will be added to the income
of his parent, It is not necessary that the parent must also be a partner in the firm. It is also
interesting to leam that a migpr can be admitted to a partnership firm for benefit only. He will
not shiare the losses, if any, atising to the firm. The provision will hold good in all cases and it
is not relevant whether the minor has contributed his own capital or has taken the capital from
his parents. In all cases where the minor is deriving income from his membership of the firm it
will be added to the income of the parent.

Now the question arises as to which of the parents such income will be added. The answer
ig, whose income is greater. Fot example,minor X derives Rs.45,000 as income from his
membership of the firm Goodluck and company. His father XF has a total income amounting
to Rs.80.000 whereas his mother XM earns Rs.65,000 from her medical profession. In this case
X's income of Rs.45,000 wiltbe addedto the income of his father because, his income is greater,
Thus father XF will pay income-tax on Rs.1,25,000 whereas his mother XM on Rs.65,000 being
her income from the profession. - '

Note: W.e.fihe A.Y.1993-94 the above clause (iii) shall be omitted in view of insertion
of new sub-section (1A). . Y .

T INCOMETO SPOUSE FROM THE ASSETS TRANSFERRED
(Section.64 (1) (v)) |

. We are aware that there are many persons who transfer their own properties to their wives.
Similarly there may be cases where the wife has transferred some of her assets to her husband.
Sometimes, these transfers are out of love and affection whereas at other times the transfer is
prompted by tax considerations. Income-Tax Act does not differentiate between the two. For
admission of law, transfer to a spouse is a transfer, whether it be witha view to reducing tax
liability ot not.

Any income accruing to the spouse from the assets other than house property transferred
-directly or indirectly by the individual will be included in his total income under the above
section. Such inclusion will not hold good if the transfer of assets is for adequate cons ideration.
In other words, if there is a transfer on account of sale then income from such asset should not
‘be included in the income of the assessee. For example, husband X sells his debentures to his
wife XW for a consideration of Rs.2. 50,000 which is a fair market value. In this case the interest
on debentures will be taxed in the hands of XW only. Similarly ifthe transfer of asset is in view
of an agreement to live apart, income from the transferred asset will be taxed in the hands of the
~ transferee only. ' _

Check You_r_Progréss-_l

Explain the clubbing provision relating to the income of spouse.

........................................................

........................................................
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58 INCOME TO THE MINOR CHILD FROM THE ASSE ASSETS
TRANSFERRED (Sec.64 (1)(v)) | | .

Thereare provisions inthe Income -Tax Actto present transfers of assets to minorchiidren
because this type of transactions reduces tax liability considerably.

Where an individual transfers assets (other than house property) to his/her minor child,
without adequate consideration, the income accrues from the transferred asset will be taxed in

only but not Y.

Note: W.e.f, the AlY. 1993-94 the above clause (v) shall be omitted in view of insertion
of new sub-section (1A) '

15.9 ASSETSTRANSFERREDTO SON’SWIFE ORSON’S MINOR
- CHILD (Section 64 (i)(vi) :

You might have seen grand parents transferring assets to their grand children. Similarly,
sometimes persons transfer their assets to their daughters-in-law. The section cited above takes
care of such transfers, S -'

Income from the assets tranisferred to 2 son’s wife or son s minor child will be the subject
matter of tax in the hands of the transfer, This section will apply only when the transfer has been
made for no consideration or inadequate consideration, Where the assetstransferred for adequate
consideration such clubbing will not operate. Similarly, assetstransferred toa daughter’s minor
child will be outside the scope of this section,

Note: Wef the AY. 1_9934.94, the term *‘son’s minor child" shali be omitted in view
of insertion of new sub-section (1A)

1310 INCOME TO A” PERSON FROM THE ASSETS
TRANSFERRED (Section 64 (1) (vii)) .

This section covers a vide variety of situations when assets ate transferred to a person or
association of persons otherwise than for adequate consideration . Under the above section
income accruing to any person or association of persons from assets transferred directly or

-indirectly will be taxed in the hands of transferor if the following conditions are complied with.

© a)° The transfer is either for no consideration or inadequate consideration,
b) The income from the assets benéﬁts his or her spouse or minor child or both.

Note: W.e.f.the A.Y. 1993-94 the term “Minor Child’ shall be omitted in view of insertion
of new sub-section (1A).

Check Your Progress -2
List out provisions relating to income arising to minor child,

B O S
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Check Your Progress <3 - - 7~ S

How do you treat the incomes arising from the assets transferred? - ——

...................................................................

15.11 ASSETS TRANSFERRED TO ASSOCIATION OF
PERSONS (Section 64 (1} (viii))

" Any income arising directly or indirectly to person or association of pérsons from assets
transferred shall be included in the income of the individual. Other conditions necessary for
clubbing under this clause are as follows : :

a)  The transfer to such a person or association of persons shall be otherwise *
than for adequate consideration. :

p) - Itwil be cluﬁbed oniy when and to the extent to which '_thg incomé from such
assets is for the immediate or differed benefit of his son’s wife or son’s minor
child or both. ’

- Note: _W.e.f.- th:e'A.Y.' 1993—94', the term ** son’s Min'or child’” shall -b_e. omitted in view
of insertion of new sub-section (1A). . . N .

* Note: The following new sub-section (1A} will come into force w.e.f. the A.Y 1993-94.

In computing the total income of any individual, there shall be included all such income
as arises or accrues to his minor child provided that such income shall not arfses or accrues on

account any manual work done by him, or actively involving application of his skill, talent or
specialised knowledge and experience. - :

15.12 TRANSFER OF INDIVIDUAL'S PROPERTY TO HINDU
~ UNDIVIDED FAMILY (Section 64(2)) )

~Youmay have cOMme across hindu families Which_inthe language ofincome-tax aré known
as Hindu undividéd'families (HUFs). We will now discuss theclubbing provisions wheh assets
are transferred to thé HUFs by an individual who is a member thereof. = A

Where an individual who is a member of HUF transfers his self-acquired property to the
family such transfer will be dealt with as follows: '

a)  Theindividualshalltbe deemed to have transferred the property through the family to the
members of the family for being held by them jointly. e -

b)  Theincome derived from the converted property or any part thergof shall be deemed to
arise to the individual and not to the family. '

<) Where the converted pro';-)'erty. has been the sﬁbjeét matter of a paititibn arﬁongst the
members of the family. the income derived from such converted property as is received
by the spouse or minor child on partition shall be deemed to arise to them from assets

transferred by the individual to the spouse or minof child, and the provisions of section
64 (1) shall apply




Note: The words “*‘minor child’* shall be omitted in the above subsection wefthe AY. 199394,
INustration

Vijaya kumar is a member of a Hindu Undivided Family . He transfers a sum of
Rs.1,00,000 from his bank account to the HUF . It brings inan annual interest of Rs.12.000.The

15.13 SUMMING UP

This unit is concerned with the ciubbing of income. These provisions have been given
inthe Income Tax Act, 1961 . witha view to preventin g assessees from transferring their sources
of incomes or incomes to their near relatives for reducing their tax lability.

Where someone transfers his property sources of income to his/his spouse, minor children
etc. income from the transterred property is added to the income of the transferor. These
provisions are applicable evento the assets transferred to grand children and daughter-in-law etc.

15.14 CHECK YOUR PROGRESS: MODEL ANSWERS

1. i) Income ofspouse from a firm inwhich both husband and wife are partners, isadded in the income
of that spouse whose other income is higher,

it} Any salary, commission etc, received by a spouse from concern in which individual has
substantial interest is added in the income of such individual.

ili) Income from any asset transferred to the spouse without adequate consideration shall be
included in the income of transferor.

2. 1) Any share of income received from a firm by a minor, who is admitted to the benefits of
partnership is added in the income of that parent whose other income is hi gher,

ii) Income from an asset transferred to minor child without adequate consideration shali be
included in the transferor’s income,

3. 1) Tncome from any asset transferred to the spouse , minor child, son’s minor child or son’s
wife, without adequate consideration is included in the income of transferor.

i} Income from an asset transferred in such a way that benefit from it is still aceruing to
transferor or his spouse or minor child, is added to the income of transferor,

15.15 MODEL EXAMINATION QUESTIONS

I Essay Questions
Answer the following questions in about 30 lines each

L. "An assessee is not only liable in respect of his own income but his liability to tax extends
to some other’s income also”’ Explain.

2. Discuss the circumstances under which a minor’s income is liable to be included in the
income of his father, giving reasons thereof.

\
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Short Questions

Answer the following questions i:; about 15 lines each

Under what circumstances is income of a minor includible in the income of his father?
When is income arising to wife included in the mmme of her husband? a |
Give five examples when clubbing provisions will operate

How do you treat self earned assets being transferred to the HUF?

Explain the clubbing provisions.

How do you treat income from assets transferred revocably"
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16.0 AIMS AND OBJECTIVES

The objectives of this unit are to discuss the grouping of all incomes and losses; and
carrying forward the loss to the following years for set off,

After going through this unit, you will be in a position to:
*  explain aggregation of Income, '
* discuss the set off losses,

* describe the provisions of carry forward and set off of losses.

16.1 INTRODUCTION

~ While computing taxable income under various heads, certain heads yield profit whereas
certain other might show losses. In that case all such amounts are to be aggregated to find out
the net resu!s, . : :

' | 1
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In case loss exceeds profit, the net result will énd up in loss, while it will result in profit
if gains under different heads exceed negative incomes under some other heads. Thus, the lqsses
are made good by profits and the net result found out. The process of meeting losses by profits
is known as set off of losses. In case total Josses to be set off are more than the profit available,
the result of computation will be net 1oss.

€3 AGGREGATION OF INCOME

Aggregation of income is the subject matter of section 66. It says that taxable income
computed under different heads isww aggregated and the resultant figure is known as Gross
Total Income, You will remember one that the gross total income includes taxable income, and
deemed income and rebatable income.

(i) Rebatable Incomes

_ Rebatable incomes are included in the total income of the assessee only for the sake of
determining the rate of taxation.

The rebatable income is included in total income first and then rebate at average rate is
allowed thereon. For example, there is total income of Rs.50,000 which includes rebatable
income of Rs.10,000. Tn this case income-tax on Rs.50,000 will be worked out and then rebate
of income-tax on Rs.10,000 at average rate calculated. Income-tax worked out minus rebate so
calculated will be the tax payable. We may do it as below:

" Rs.
Income-tax on Rs.50,000 . 7,600
Average rate 7,600/ 50,000 x 100 =135.2 percent
Rebate on Rs.10,000 at 15.2 percent o - 1,520
Tax payable . 6,080

Following are the rebatable incomes included in total income of the assessee:

a)  Assessee’s share in the profits ofan unregistered firm on which income-tax has been paid
by the firm. o

b)  Amount of profit received or receivable from the association of persons or a body of
individuals where tax has been paid by such association or body of individuals.

¢) Interest on tax-free Government securities is included and then rebate of income-tax at
average rate or at 2?-12—- percent (whichever is less) is allowed thereon.

Other Incomes

_Under’ this head we will include those amounts which do not come within the scope of
assessee’s total income, but cannot be excluded: '
(i) Partner’s Share ’ '

| Interest on capital, salary, commission etc. received by the partner are not admissible expenses.
'_[hey are added back to profits. The fitm has to pay income-tax on its income without deduction ofthese
items. The profit so amived at is divided amongst the partners and they pay tax thereon. S




Note: This provision shall be omitted W.e.fthe A.Y. 1993-94,
(i) Cash Credit

The amount of unexplained cash credits found credited to the accounts of the assessee is
included in the total income of that previous year.

(i} Unexplained Investment

The amount of investments not recorded in the books of accounts and for which proper
explanation is not offered by the assessee is added to his total income and is deemed to be the
total income of the assessee for that previous year.

{v) Unexplained Money, etc

if the assessee is found to be the owner of any unrecorded money, bul lion, jewellery or
other valuable articles and in case the source of income is niot properly explained by him, the
amount of these is added to total income for that financial year. ' '

(v} Investment, Bullions, etc. mot Fully Expiained

Section 69B provides for the inclusion ofthe excess expendituze inrespect ofinvestment,
builions, Jewellery etc., over the amount recorded in the book. The excess amount may be
deemed to be the income of the assessee for that financial year,

(vi) Unexplained Expenditure, etc.

Where inany financial vear, anassessee has incurred any expenditureand he does not offer
any explanation about the source of such expenditure or part there of the explanation offered by
him is not found satisfactory by the AQ, the amount covered by such expenditure etc. may he
deemed to be the income of the assessee for that financial year.

(vii) Amount Borrowed or Repaid on Hundi

You might have come across transactions in business where businessmen borrow
amouats on Hundi. Hundi is an Indian of rather indigenous form of Bill of Exchange. Such
instruments are used often in business and industry. The Income-tax law has made it obligatory
that all transactions in Hundies should be through an account payee cheque drawn on a bank,
Where any amount is borrowed or repaid through any other mode of payment, such amount will
be deemed fo be the income of the assessee of the previous year in which such payment has been
made. '

16.3 SET OFF OF LOSSES

We have explained above that taxable incorne from various heads has to be lumped and
then gross total income fund out. While lumping natural losses from some heads, if any have
1o be set off against income from other heads, this process is known as set off losses against
comes. Though the whole process is easy, there are certain rules which have to be complied
with while computing gross total income after set off of losses, They are discussed below,

(i} Loss of One Source Against income from another Source Under-the same Meoad
oflncome; Section 70 '

Source is smaller in scope than the head. One head of income can have any sources. For
example, under the head business and profession, the assessee might have many businesses.




Simsarly, while computing ineorns wider the head house property, the assesses may have mote
Jlan one honse. In all seh cases st of all the assessee is required to compute taxable income
wader varicus sources of income and then the sources are grouped headwise.

Loss from one Sovres oF IN0ome can be set-off against profit from arnther source of
income under the same head. For example, {0ss from house property “A’ can b et off against
the profit from asother boase "B Vhis rulz is subiect to the following two exceptions:

i 4

™

s specilarion can be sev-off only against the profit frem spacutation whereas

om specuiation can be atilised in setting off losses from other business souces.

A

¢

(i) Losgs from the husiness of owning and maintaiin £y race horses cannot be set-off against
any other income under the same head.

3y Loss From One iiead against Encome from another: {Section T§)

I oss from one head of income can be set offapainst income from another head, such loss
may slso be set off agalnst capital gains-both short term and long term. However, loss from

Capital assets (whether short 1€ 0f long term) cannot be set off against income from any otlier
hzad.

- Further Torg-ter capital loss is to be scaled down as per Section £5(3) and then itisto
e ser off against income ynder the samne head.

Note: A new sub-section (4) will come inte force wWoefthe A Y. 1993-94, providing for as
foilows:

Loss from let out house propetty shall not be set off against the income under any other
nead [other than property covered by Section 23 (2} (a)} ()]

(i) Loss from Speculation Business {Section 73 ())

Loss from speculstion can be set off against profits from specuiation only. On the other
hand profit form speculation can be used for wiping out the losses from other business.

1t has been explained that the business of purchase and sale of shares by companies, which
are not investment, banking or finance companies, 1s to be treated as specuiation business. The
result is that losses from such dealing will be set-off only against from similar dealings in shares.

(iv) Losses in busipess of owning and maintaining race horses (Section 74A). '

Where the net result of computaticn under ““income from the other sonrces’ in Tespect
of the activity of cwning and maintaining of race horses is a loss, such loss cannot be set pff
against any other income under the same head or against income under any other head.

Check Your Progress =1

How do you set off Speculation loss? -




Uheck Your Progress - 3

Exptain 5 bricfihe set o provision of loss fron one head against income from another head,

6.4 ILLUSTRATIONS

1, The following particulars are supplied 2y M Kanga Rao for computation o'total income
for the assessment year 1967.52,

T

Rs,

'Salary (Taxable amount) 35,060
income from house property 4 ' 10,3560
Loss from house property D 13,060
Loss from registered firm 20,006
Profit from speculation business 36,000
Long-term Capital gains | 35,00¢
Long term Capital loss 10,660
Interest on securities ' 12,400
Solutica Rs.
Salary 35,006
Incom:e from house property: |
Inceme from property A 10,500
Losg from Property D

13,004 (-3 2,500
Profit 2nd gams of Business or Profassion:
Profit from specalation 56,000
Loss form registered firm -20,008 36,900
Capital Cains: |
Long term capital caing: 35,006
Less: deduction w's w4
First RS, 15,000 - 1000,
509 of the bajwnee

b 25,000 10,0060
(Le 35,000 - 135,900, :




Long term capital Loss 10,000
Less: Deduction u/s 48 _
First Rs.15,600 - 100% 10,0600 Nil

Income from other sources:

{nterest on secusities 12,400
Gross Total Income 90,900
2. Sri Ahsan Ahmed submits you the following particulars of his income and losses for
assessment year 1992-93 and you are required to compute his gross tota! income for the
same:
Rs.
Salary from Goodluck Ltd. (taxable)- 45,000
Profit from Agency business | 34,000
Loss from cloth business 10,000
Loss from short-term capital assets : 10,000
Loss from speculation in silver 56,000
Winning from Lottery : -50,000
Casual Gains : 5,000
Interest on securities (gross) | ' 10,0600
Solution Rs.
Salary 45,000
Profit from agency busines 34,000
Loss from cloth business ]_Q,Q_O_Q 24,000
Loss from Short-term assets | 10,000

Income from other sources:

Casual gains 5,000
Winnings from lottery 50,000
Interest on securities 10,000
_ 65,000
Less exempted amount 5,000 . 60,000
Grand Total Income | “i:{;—:{;(;{;

16




16.5 CARRY FORWARD AND SET OFF OF LOSSES

You have seen from the above discussion that sometimes it is not possible to set off the
entire loss from the availabje incomes or profits, In that case the losses can be carried forward
to the following vear, ' ' :

. The carried forward losses are set off next year. There are many rules for carry forward
and set off which we will discugs slowly. :

You may ask why shouid we set offand why should there be carry forward? The answer
be when the laws ofthe country are securing some income to the government by imposing
tax, they must show consideration for those who loses in the process. Secondly, equity demands
that persons of equal resources and incomes should be taxed equally. Where a person loses, he
will be at par only when he is set off his losses against his incomes. '

Youshould rememberthat losses underthe following heads only could be carried forwarg
for set off:

a)  Business or profession

b) Speculation

) Capital gaihs

d4)  Owning ang Maintaining of race horse

(i  Business Losses {Section 72)

You will remember one thing. The benefit of carry forward and set-off is given to the
assessee to help him to continue the business and if he closes the business which yields loss,
he must forfeit the right to carry forward, "

To illustrate, during the assessment year 1991-92 agency business shows a losg of
Rs.1,00,000 and the bullion business a profit of Rs.40,000. After setting off, the net resylt will
be loss of Rs.60,000 which will be carried to the next year for set off, '

If the loss cannot be wholly set-off, the balance of loss shall be carried forward to the
following assessment year and so on. The maximum period during which the bepefit of carry
forward is available is 8 years immediately succeed: ng the assessment year for whick the loss
was first computed,

(i) Speculation Losses (Section 73)

Loss from speculation business not set-offin any assessment yearshall be carried forwarg
to the following assessment year where it shall be set-off against profit of speculation’business
carried on by him for the assessment year. No loss can be carried forward for more than 8
assessment years immediately succeeding the assessment year for which the logs was first
computed. '

FS
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i) Loss ander the Head “Capital Cains’ (Section T4(11)

1_o3s under the head ‘Capital gaing’, whien cannot be set off ia ihe same year shall be
carried Torward for tha next eight assessmient yoaid anct set off against the ILCETE anderthe xead
o apita) Fans :

fawever, with r2garc o long terms capiial 1088 of the assessmeant year 19 591, it should
coeied down as per the provisions of Section 48(3) and.onty cae cednoed amount wili be
gwed to be set off agelnst imcome from any other iead (including short-tenn capital gains).
e gaabenrhed long e capital foss, if any oAl he carried forward up Lo I aximum period
of cight gssessment years subseqguent 10 the sssessment year in which It g first computed and
io be get off against capital gains only.

To provision of scaling down appiies evel {0 the long term capitai Josses cartied forward
19 the assessment year 1960-91 from the earier assessment years., Howevar the unabsorbed
capital loss of these eariier years wiil be carried forward to be set off against capiial gains fora
maximum period of four assessm ent vears subsequentio the assessment year in whic:s it was first

gomputed.
(ivy Losses on Race Horses (Section 74 AL

Where the agsessee ncurs & loss 03 masdatiing and running the hoxses forraces, such (038
first of all can be set-off agaiast wis winnings I 788 and ther remaining portion<an hecarttod
forward 1o the following sssessment year and s¢ UL Howeves, no portion of the toss sha
carried forward for more than four zssessmaut VeALs immediately succeeding the 3sSessix
vear for which tie lose was first computed. Next year also the brought forward 1oss willbss
off against his jncome front races including the stake money. The only condition is that the
activity of owning and maintaining race horses iscarried onby Lim inthe pievious year refevat
to the assessment year when the brought forward i0ss is sought 10 be set-oft.

Suppose ai assIssee Jaes not mainiain a race horse but losses some money it horse race,
such loss cannot be carried forward to the following year. it is only the ioss incurred by the

assessee who maintains avace horse that can be camied forward for set-off to the follc wing year
and 8¢ on.

Note: A newsection 71A wiflcome inte forcew.e.f.thed. Y. ] §51.94, which relates tc the carry
sorward of loss under the head 'House Property'. Accordingto this section, loss under the
head income from house propety <hzll be carried forward so far as it relates fo interest
on borrowed capital to the following assessment years and set ofi against income uader
the same head. : '

Check Your Progress -

How do you carry forward and set-off Business Loss, and Specuiation Loss?

16.6 CARRIED FORWARD IN SPECIAL CASES

Haviag discussed the set offa nd carry forward in generai, we will hera snder disCuss Cairy
_forward in special cases. :




i} Business Hetabidirazes

i i 2 special situation Whers an inud

ial undertaking cerrizg on by the zgiacyos ;
sometimeg discontinged because of flood, vin explosion, war, et In gensral, dy
situations, the logs 2381Rg due to loss o asga; 3 isterminal depreciaticn. When duets 7 0.
ihe business hag come 1o 4 close, the question of carry forward Of SUh i0sses does s arise
However, Section 72(1} of the Act provides thit if the business ig revived, reestui
eoonstracted by the A35e838¢ within three Fexrs, such foss could ba carriad forward $5r se
5ZAINSt fture profits, The oniy condition is thay ¢ Business so Ieconsiituted, re-astab i<l o or
seviewed etc., must “entinue. Theloss can b carried forwarg for a maxinum period of eighy
Feers from the year in which the business was re-istablished, ete.

{4} Losses of Registered Firm {Section 78

The registersd fiay i 1ot aliowed to Cary forwaid and ses off jig josses jisell, Tog
incureed by fegistered firm are alioca tedtc parimers and they willbe el igible to the benefit of zary
-~ forward and set off Similarly, if there isany unabsorbed depreciation which the i is nes anje
'eset off, it will pe allocated to partpers and they would ¢laim the bensfit of set off ang carry
forward and set off, ' i

Theabovepravigion appliesevento un-razistered firms assess ad asregistered firms ynder
section 183 (Section 751, '

{3 Losses of Unregistered Firm (Sectics 7

Unregistered fir is assessed like an individyal It is entitled to carry forward its josses
and set of in the YEAr to come. Pariners of an wriegiztered firm are, thersfore, not aliowed the
Deneilt of carry forward and set off,

Note: The above three sections ¢ 75, 76 and 77 are being omitted w.ef the AY. 199394 1p
theirplace only cne new section wigh Now 72 will come into force whershy the uilabsorbe d
loss of a firm wil] be apportioned amony; the partners fest and if that Jogs cannot be set
offby the partners other incomeas individusily, thep such loss wiil be ajfowed {0 be carvigg
Yorward for set off oy the firm. - ' '

armay,
Late
)

Carry Forward ang Set Off Losses in Cage of Change in Constitution of Fiemi g+
Succession (Section 78) '

We have stated above that the benefit cfearry forward and set offis allowed 1o the BI¥on
who has suffered the i0ss provided the bys iness which ended y p with the {osg continues to exity
andthz assesseealso continues to take part i it. In accordance with this general principle. whers
achange has occuired in the constitusicn of z fiym registered op unregisterad, the loss attribaiabic
‘o the cutgoing partners shall nct be available eitker to the firm or to the partners for set off or
carry forward and set off ' - '

Negie: A new sub-section (1) of section 78 wil] come into force in place of éxisting section, "As
per this, where there is a change in the constitution of the firm, the share of loss of the
outgoing partners shall nei be carriag forward to be set off against the income of the new

(V) Unabsorbed Depreciation

Depreciation is 2 hecessary element of cost and therefore, it ig allowed. However Wt ig
allowed only when there are profits and to the extent jt can be absorbed by the eXisting profits.
In case there are insufficient profits or there are no profits at all, there i bound to remaijy Same
depreciation which remains unahsorbed,




Unabsoi'bed depreciation is carried forward to the foltowing year for absorption there. it
is treated at par with that year’s depreciation. Tt means that it can be absort?ed by income ur}def
any head. It is not necessary that there should be profits underthe head ‘busmess and profession

{0 absorb depreciation. It can be carried forward for an unlimited period.

To illustrate, SUppose there is a business tosscof Rs. 56,000 and unabsorbed depre{:iation
of Rs. 45,000 in the assessment year 1991-92. Forthe asgessment year 1992-93, the particulars
of income etc. are as follows.

Rs. Rs.
Business Profits 50,000
Income from house property 76,000
Current year's depreciation ' 10,000

The computation of Gross total income will be done as follows:

Rs Rs.
1. tncome from House Property 70,000
7. Business profits: 50,000
Loss: B/F loss from 1991-92 AY. 56,000
To be carried forward loss . 6,000 Nil
Depreciation: current yeat 10,000
B/F 45,000 55,000
Gross Total Income 15,000

Note: It has been assumed that the business continues to operate during the relevant previous
year, '

(¥) Unabsorbed Investment allowance

~ In respect of new plant and machinery acquired pefore 01.04.1990 and used for
manufacturing purposes, investment allowance is allowed at a rate of 25 percent of the cost of
plant and machinery. In case the profits of the firm are inadequate, certainly some of the
allowance will remain unabsorbed. Such unabsorbed investment allowance will be carried
forward to the next yeat for set off. It can be carried forward for a period of eight years.

(vii) Submission of Return of Loss

1t has been made obligatory for the assessee who wishes to avail himself of the beneﬁt of
catry forward to file a returm voluntarily and have his loss determined. if the assessee does not
file his retum in time, he loses the benefit of forward his losses.
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16.7 ILLUSTRATIONS

1. The following particulars are supplied to you by Mr.Barua having the status of a resident
in India and you are requested to compute his gross total income for the assessment year
199293, keeping in view the various provisions relating to: set-off losses. . .

Rs,
Income from house property A 4,000
- Loss from house property B - 5,000
* Loss from registered firm ' 20,000
Profit from speculation business © 45000
Loss frorh short-term capital assets 5,000
Long term capifal gains 4,000 |
Long term cé,pital loss arising from
transfer of a building 10,000
Interest on securities _ 15,000
Solution
Income from House property:
(i) a’ : 4,000
(ii) Loss from house property B =3,000 -1,000
Profit from business: - |
Profit from speculation 45,-000
Loss from a registered firm 20,000 25;000
Loss from short-term capital assets | -5,000
"Long-term capital gains S - 4,000 | _
Less: Deduction under Section 48 (ii) 4,000 _ Nil
Long-term capifal loss 10,000
Less: Deduction w/s 48 (3) 10,000 : Nil
Interest on securities 15,000
Gross Total Income ;1-,0{-)0_

2. Mr.Nair a resident of Kerala submits the following particulars of his income for the
assessment year 1992-93; ' '

Rs.
Income from let out house (computed) 8,000
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Income from residential house  Nil

Profits from radio business 19,600
Share from a régistered firm 1,800
Speculation Income 1,500
Short-term capital gains- 3,200
Long-term capital gains 8,500

The following items have been brought forward from the preceding assessment year 1991-92.

i)  Loss from Cycle Business-discontinued

during the previous year 1990-91 3,900
iiy  Share of loss in the firm 2,700
iii) Loss from Radio business 1,900
iv)  Unabsorbed depreciation 1,000
v)  Unabsorbed investment allowance 1, 1.0'0
vi) Family planning expenditure 2,600
vii) Speculation loss 3,200
‘ ;riii) Short-term capital loss from the A.Y. 1990-21 4,100
ix) Long-term capital loss from the A.Y. 1990-91 7,900

Current year’s depreciation amounted to Rs.500

You are required to compute his Gross Total income and deal with carry forward of losses.

Solution Rs. Rs. Rs.
Income from house property (letout) 8,000
Profits from Business: | :
Radic Business 19,000
Profit from Régd. firm ' _1,800

21,400
Less: Current Depreciation ___500 20,900

Less: Brought forward losses:

Loss from Radio business 1,900
Loss from Regd. firm 2,700
Unabsorbed Depreciation | 1,000 .
Unabs_orbeq investment Allowance 1,100 _6,700

14,200




Profit from Speculation 1,900

Brought forward speculation losses . S 3.200

Loss carried forward to 199394 A Y, 1,300

Capital Gains: _

Long-term capital gains | 8,500

Less: Deduction w/s.48 : 8500 Nil
Long-term capital loss brought | _ _ '
forward from 199091 7,900 Nil
Less: Deduction w/s 48(3) _1.900 |
Short-term capital gains 3,200

Less: Short-term capital losses
b/f. from 1990-91 4,100

Loss to be carried forward 10 1993-94 A Y. JQQ

Gross Total Income 22,200

Notes
1.Family planning expenses are allowed only in the case of company assessees,

2.Long-term capital losses brought forward from earlieryear are to be scaled downu/s48 -
before they set off and carty forward. _ '

16.8 SUMMING UP

ina particular assessment yearthere are no profits available for set off, However, once again we
will set off speculation losses only against speculation profits. There is one more condition in

16.9 CHECK YOURS PROGRESS: MODEL ANSWERS

1. Speculation logs canbe set off from speculation gain only, But loss from any other source
can be set-off from speculation profit.

\
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Loss from one head of income can be set off against income of ar_lother head, except (1)

_Speculation Loss; (ii) Losses from the activity of owningand maintaining race horses;
(iti) Loss froma source, income from which is exempt; (iv) Loss under the head ‘capital
gains’,

(i) Business loss can be carried forward for 8 previous years succeeding the relevant
previous year to be set-off from any business incomes. Loss of discontinued
business cannot be carried forward.

- (1i) Speculation loss can be carried forward for 8 succe_edin_g previous year's to be set
_ off only from speculation gain. ' ' '

16.10 MODEL EXAMINATION QUESTIONS

1

Essay Questions

Answer the following essay questions in about 30 lines each.
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Explain the provisions-of set off of losses.
What.are the p‘rovisions of carry forward and set off of losses?

How do you treat the following:

" a)  Unabsorbed depreciation

b) Unabsorbed investment allowance

¢y  Losses of régistered ﬂnn

Explain the rules w.it_h regard to the fdlloﬁing:
a)  Business rehabilitated

b)  Losses of unregistered firm.

c) Carry forwar&'business losses.

The following 'paltig;u_lars' are submitted to you by Reddy Brother_s,'Bombay fdr
_computing income for the assessment year 1992-93. ' '

Rs.
Losses from business - L 20,000
Income from the house pi‘operty (cornputéd) - - 8,000
Interest on securities . ; _ '_ . 80,00_0/' )
Income fr‘om other sources : 20,006 '
Brought forward business losses from A.Y. 199192 50,000
Unabsoroed depreciation from A.Y- 1991:92 - 80,000




H

Short Qhéstions

Answer the following short questions in about 15 lines euch.

1.
2.
3.

Explain exempted incones.
Explain deemed incomes.
How do you treat losses on race horses?

Explain the rules for set off of losses under the' head ‘Capital Gains’.

What are the rules for set off losses under the head income from other sources.

Explain the following:
i) Apgpregation,
i} Carry Forward Loss, and

iti}  Speculation losses.
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- UNIT 17: DEDUCTIONS FROM GROSS TOTAL INCOME - 1

Contents

17.0 Aims and Objectives

17.1 Introduction

17.2 Deductions in respect of Cerfain Payments
17.3 [ilustrations

17.4 Summing Up

17.5 Check Your Progress: Model Answers

17.6 Model Examination Questions

7.0 ATMS AND OBJECTIVES

The objective of this unit is to explain you the deductions allowed from Gross Total
Income in respect of certain payments.

After reading this unit, you should be in a position to:
™

discuss the deductions allowed from Gross Total Income in respect of certain payments,
like savings, donations etc.

17.1 INTRODUCTION

We have earlier stated that the computation of total income is the basis of determining
one’s tax liability. Youhave beenshown the process of calculating taxable income under various
heads of income, provisions pertaining to clubbing of incomes and rules regarding set off and
carry forward and set off of losses. Allthis gives you the gross total income ofthe assessee. Out
of the gross total income so artived at, a few deductions are allowed. This is the last step of

computation of total income which is the basis oftax liability. these deductions are allowed in
respect of savings, etc.

Various rules in this regard are as follows:

L In computing the total income of an assessee, there shall be allowed from his gross total

income the deductions specified in sections 80 CCA to 80 U.

2. The aggregate amount of deduction under these provisions shall not in any case exceed

the gross total income of the assessee.

3. Where in computing the total income of a firm, association of persons or body of
individuals any deduction is admissible under the following sections, no deduction under

the same section shall be made in computing total income of the partner of the firm or
member of the association of persons, etc.

Note: W.e.f. the A.Y. 1993-94 the word “‘Firm’” is to be dropped from the above sub-
sections (3).

All of the following deductions are proposed to be discussed in this unit and the next one.

Once you have completed the study of these two units, you may be able to help assessees in
securing tax advantages,
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1) 80 cca 13). 80 HHE

2) 80 CCB 14y 89 I
3) 80 D 15 8  Ia
8 80 DD 16) g0
5) 80 G 17 80

6) 80 GG 18) 50 0
7) 80 GGA - 19 80 g
8) 80 HH 200 80 QA
9) 80 HHA 21) 80 R
10) 80 HHB 2) 8% RR
1y 8 HHC 23) 80 RRA
12) 80 HHD 2) 80 U

in more savings, it wil} give some relief by way of deductions in respect of savings s iIf it wants
donations for certain causes, it will give deduction in respect of donations made_ by the assessee
for those causes. Al such types of deductions will be discussed in this unit. :

)] Deduction in respect of Deposits under National Saving Scheme or Payment to a
Deferred Annuity Plan (section 80 (CCA))

) This deduction will be allowed to:
a)  an individual
b)  aHUF, and

c) an association of persons or body of individuals consisting only of husband
and wife governed by the system of community of property in Dadra, Nagar
Haveli, Goa, Daman and Dige. :

ii)  This deduction is available only when the specified person has in the previous
year: i

a)  deposited any amount in such scheme as notified by the Central Government; or

b}  Paid any amount to effect to keep in force a contract or such deferred annuity plan

' of the LIC as the Centra] Government may notify in the official gazette, (amounts
paid under Jeevan Dhara and Jeevan Askshya policies issued by the LI( qualify for
deduction under this section) : .

iii) * The deduction will be allowed equivalent to ‘the amount deposited or paid up to a
maximum of Rs.30,000 for the Assessment year 1989-99 and 1990-91. This limit is
increased to Rs. 40,000 wef AY. 1991.92. '

\ '




iv)  The amount of interest accruing in the Deposit Account shall be exempt.
Note: The above deduction will be dropped w.e.f. the A.Y. 1993-94.
iiy  Equity Linked Savings Scheme (Section 80 CCB).

This is a new section introduced with effect from A.Y 1992-92. A deduction respect of
investment made in the units of any plan, framed in accordance with the Equity Linked Saving
Scheme, of the Mutual Funds specified under clause (23D) of Section 10 of UTL. The deduction
shall be allowed on so much of the amount invested as does not exceed Rs.10,000. However,
' this deduction will be withdrawn w.e.f. A.Y. 1993-94.

iii) Deduction in respect of Medical Insurance premia; (Section 80 D}

In computing total income of an assessee, there shall be dedli_cted an amount up to
Rs.3,000 paid by him by cheque in the previous yeat out of his income chargeable to tax in
respect of the following!

a)  Where the assessee is an individual, apy sum paid to effect or to keep in force an
insurance on the health of the assessee Of on the health of the wife or husband,
dependent parents Or dependent children of the assessee.

b)  Where the assessee is an HUF, any sum paid to effect or to keep in force an
insurance on the health of any member of the family. - '

1t is necessary that such insurance shall be in accordance with a scheme framed in this
behalfby the General Insucance Co_rporaiion of India and approved by the Central Government,

Note: The amount of deduction is increased to Rs.6,000 w.e.f. the AY. 1993-94,

iv) Deduction in respect of Medical Treatment of Handicapped Dependents:
(Sec 80 DD)

Under this new section introduced w.e.f. AY 1991-92, deduction of a sum of Rs.6,000
ghall be allowed in the case of individuals and HUFs, resident in India, who incur expenditure
on medical treatment, training and rehabilitation ofa person suffering froma permanent physical
disability or mental vetardation. This deduction will be available only to those assesses whose
total income before this deduction does not exceed Rs.1,00,000 a year. Further, the person
 suffering from permanent physical disability ot mental retardation is arelative ofthe individual
or in the case of HUF, is a member of the joint family and is in either case wholly dependent
on the assessee. The disability should be certified by a medical doctor or psychiatrist working
in a Government Hospital.

Note: W.e.f, the AY. 1993-94, the amount of dsduction under the above section will be
increased to Rs.12,000 be dropped. Further the income limit of Rs. 1,00,000 to avail the
above deduction will be dropped. '

V) Charitable Donations:(Section 80 G)

You will agree donations in the society should be encouraged. Anyone who donates
should be treated favourably and in fiscal matters also some consideration should be shown to
him. However, if we start giving sympathetic consideration toall types of donations, thereisa
possibility whenassessees might start donating amounts to those agencies whichare controlied
by them and which rarely do any good to the society. It is therefore necessary that the tax laws
made specific mention of those donations which will be treated favourably for tax deductions.
Section 80G is a section that deals with various aspects of donations.
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Section 80 G grants full or partial deduction in respect of amounts given as charitable
donations. Deductions must be given to those agencies which are, approved and the amount
should also be within limits in certain cases. When all these conditions are complied with,
deduction for donation would be allowed, _ '

1. Approved Agencies
Donations givéri to the following qualify for deduction under this Section. - -
A. (i)  The National Defence Fund set-up by the Central Government
(i) The Jawaharlai Nehru Memorial Fund
(iii) The Prime Minister’s Drought Relief Fund
(iiia) The Prime Minister’s National Relief Fund
(iiiaa) The Prime Ministerfs' Amenia Eathquake Relief Fund.
(iiiab) The Aftica (Public Contributions - India) Fund |
(iiib) The National Children Fund
(iiic) The Indira Gandhi Memorial Trust
(iiid) The Rajiv Gandhi Foundation
(iv}  Any other Fund or institution to whiqh this section applies.

(v)  The Govegrnment or any local authority to be utilised for any charitable purposes
other than the purpose of promoting family planning, '

(vi}) Any authority constituted in India by or under any law enacted for the purpose of
housing accommodation, planning, development or improvement of cities,towns
and villages. .

(vii) The Government or any such local authority, institution or association as may be
approved n this behalf by the Central Government to be utilised for the purpose
of promoting family planning.

B.  Any donation for the renovation or repair of any such temple, mosque, gurdwara, church
or other place as is notified by the Central Government, They shall be of historic,
archaeological or artistic importance or 2 place of public worship renown throughout any
state or states, The notification will come in the official gazette.

2. Qualifying Amount
A,  Minimum Amount

The assessee is not allowed any deduction under this section ifthe aggregate of the sums
referred to above is less than Rs.250.

B. Maximum Amouns

There is no maximum limit prescribed for donations to the following funds and assessee
is completely free to donate any he likes to them: :

1} The National Defence Fund set-up by the Central Government. .




ii) The Jawaharlal Nehru Memorial Fund.

ii) The Prime Minister’s Drought Reltef Fund.

jiia) The Prime Minister’s National Relief Fund.

iiiaa) The Prime Minister’s Armenia Earthquake Relief Fund.
itiab) The Africa (Public Contributions-India) Fund.

iiib) The National Children Fund.

jiic) Tdira Gandhi Memorial Trust.

jiid) The Rajiﬁ Gandhi Foundation.

In case the assessee donates to agencies other than the ones stated above, the maximum
limmit is Rs.5,00,000 or 10 petcent of the total adjusted income, whichever is less. Total adjusted
income in this context means the gross Total income as reduced by the following:

a) All permissible deduct.ions from Gross Total Income excepting the deduction on
account of the donation itself,

b)  Share of profit froman unregistered firm, an association of persons where the firm
or the association has paid tax.

¢)  Interest on tax free Government securities.
3. Rate of deduction

. Deduction at the following rates will be allowed to any person in tespect of the qualifying
donation:

A. 100 percent of the donations made to the following:
a) Prime Minister’s National Relief Fund.
b)  Prime Minister’s Armenia Earthquake Relief Fund.
¢)  The Africa (Public Contributions- India) Fund.
l dy  Government etc. t_'ot utilisétion in promoting Family planning.

B. 50 percent of other approved donations within qualifying amount.

4.  Steps Involved
a)  See Whether the doﬁations have been given to approved institutions.
b)  Total donation during the previous year should not be less than Rs.250
¢)  Donations to the following have no maximum limits:
| The National Defence Fund.
The Jawaharial'Nehm Memorial Fund.
The Prime Minister’s Drought Relief Fund.

The Prime Minister's National Relief Fund.

30




The Prime Minister's. Armenia Earthquake Relief Fund.
The Africa (Public Contributions-India) Fund. )
The National Children Fund. |

The Indira Gandhi Memorial Trust.

The Rajiv Gandhi Foundation,

d)  Now add up the remaining donations and see that they are within the maximum limit
prescribed above, In case of excess, bring the total down to the permitted amount,

e} Theamounts in (c) and (d) given above have to be aggregated. The total is the qualifying

~ donation.

f) Out of the qualifying donations find out the following:
Donations which are eligible for 100 percent deductions.

g)  Forthe balance, that is (e} minus (f), only 50 percent thereof will be permissible,

h)  The total amount of deduction under Section 80 G will therefore be the aggrepate of the
deduction stated in (f) and {(g) above. o

_ This section applies to the fiunds and charitable institutions which fulfil the following

conditions: - '

i} Inéome ofthe fund,etc., is not includible in its total income underthe provisions of section
10€22), 10(224), 10(23), HQ23Cy 11 and 12. '

ﬂ} The income of the fund, etc. is not used for any putjaoSe other than a charitable purpose,

iti)  The fund is not used for the benefit of any particular religious community or caste.

iv)  Regular account of receipts and expenditure is maintained.

v)  Itis aregistered body under some law., _

vi)  The institution or fund is required to be approved by the Commissioner,

Check your Progress - 1

What are the deductions allowed under sections 80 CCA and 80CCR?

........................................................................

........................................................................

........................................................................

Check Your Progress -2

List out donations for which 100% deduction is allowed.

........................................................................

.........................................................................
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ILLUSTRATIONS

Compute total income of the cases given below:

1. Abdulla’s gross total income is Rs.4,00,000. He donated Rs.70,000 to a charitable
- institution and Rs.25,000 to the National Defence Fund set-up by the Central Govern-
ment. ' B

2. Rejendra’s gross total income is RS.SS,O0,000. He donated Rs.3,80,000 to Prime
. Minister’s National Relief Fund and Rs.4,00,000 to 2 Gurdwara notified by the Central
_ Government as place of historic importance.- ' : .

3. Sﬁvastava’s gross total income is Rs.11,00,000. He has donated Rs.3,50,000 to atemple

being a palace of archacological importance according to a notification issued by the
Central Government. o

4. Shiv Swarup’s gross total income is Rs.4,50,000 as he has donated Rs.21,000 to a
‘University and Rs.20,000 to a church which is a place of artistic value, He pays Life
Insurance Premium of Rs. 15,000 ona policy of Rs.2,00,000.

5. Prag Mills Ltd’s gross total income is Rs 10,00,000. Amount donated by itduring theyear -
comes to Rs.1,00,000 out of which Rs.50,000 have been donated to the Congress Party.

6.  ShriGuptha’s grosstotal income is Rs.42,000 out of which he donates Rs.5,000to Andhra
- College and Rs.1,000 to an orphanage. -

‘Solution
Rs.
1)Gross Total Income . 4,00,000
Deduction: 50% of the qualifying donations i.e. 65,000 32,000
Total Income 3,67,500
Qualifying donations
1.Donation to a charitable institation ~ Rs. Rs.
being restricted to 10% of Gross
Total Income
40,000
- Contribution fo National Defence Fund 25,000
65,000
2.Gross Total Income ' B | © 35,00,000
- Less: Deduction w's 80 G | 5,55,000
Total Income 29,45,000
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Qualifying Amount u/s 80 G : _
‘DDonation to PM’s NRF '- © 3,80,000

ii})Donation to Gurdwara 3,50,000
7,30,000

In case of donation to Gurdwara either actual donation Rs.4,00,000 or 10% of GTI, i.e.,
3,50,000 - w.e. is less qualifies, : :

Amount Dednctible w/s 80 G:

Rs,
1)Donation to P.M.’s NRF - 100% 3,80,000
2)Donation to Gurdwara - 50% of : :
qualifying amount (3,506,000 x 50 / 106) - 1,75,000
'5,55,000
. . Rs.
- 3.Gross Total Income ' 11,00,000
Deduct: 50% of the qualifying donation i.e. Rs. 1,10,000 o 55,000
Total Income - 10,45,000
* Qualifyiig Donations
Donation to a temple must not exceed 10% of
(TI that is Rs.1,10,000
4.Gross Total Income
4,50,000
Deduction under section 80 G-Donation;
50% of the qualifying donation of Rs.41,000 : ' : 20,500
Total Income 4,29,500

Qualifying Donations under section 80 G.

Donation to the University and Church Rs.41,000 or 10% or.
Rs.4,50,000 that is Rs.45,000, which ever is less.




' 5 Gross Total Income ' - 10,00,000
Deduct: 50% of the qualifying donation i.e. 50,000 . 25,000

Total Income 975,000

Note:-Donation to any political party is not eligible for the refief. kt has been assumed that the
balance of the donation has been made to approved charitable institution.

6.Gross Total Income 42,000
Deduct: 50% of the qualifying donation i.e. 4,200 ' 2,100
Total Income 39,000

Donationto Andhra College qualifies for relief subject to the maximum of 10% of G.T.L.
Amount given to an orphanage can also be aliowed provided it is approved and the limit has not
been exhausted as in the present case. - '

v} Deduction in Respect of Rent paid: Section 8¢ GG

Deduction under this section takes care of situation when an assessee is compelled to pay
high rent forthe accommodation he is occupying. You may be knowing that persons with similar
income but placed in different tocations will not be able to pay equal amount to tax because of
many economic factors. One of them is Tent. A person getting Rs.1,00,000 and staying in
Mahaboobnagar in a rental accommodation of Rs.5,000 per annuim is placed differently than a
person with some amount of income but placed in Bombay where he has to pay Rs.30,000 by
way of rent for the accommodation. Naturally, the man in Bombay needs some concession in
tax computation, Deduction under this section is meant for this type of situations. The following
conditions are necessary to be complied with:

1} Deduction under this provision will beallowed only to a person who has notbeenailowed
any house rent allowance which is tax free.

ii)  Theassesses is entitledto deduction in respect of house rent allowance only when the rent
paid by him is in excess of 10 percent of total income. The deduction will be restricted
to such excess.

iii)  The maximum deduction under this provision will be eitherRs. 1,000 per month or 25 per
cent of total income, whichever is less. :

iv)  The assessee should not own any house property himself any where nor does his spouse,
minor child or the HUF of which he is a member should own any house property
anywhere. :

v)  The deduction under this section shall be ailowed only when the accommodation is
situated at any one of the following places.

(i)  Agra, Ahmedabad, Allahabad, Amritser, Bangalore, Bhopal, Calcutta, Coimbatore,
Delhi, Faridabad. Gwalior (Laskhar), Hyderabad, Indore, Jabalpur, Jaipur, Kanpur,
Lucknow, Ludhiyana City, Madhurai, Nagapur, Patna, Poone, Srinagar, Surat,

‘Vododara (Baroda) or Varanasi or the urban agglomeration of each of such plases,

(i) Bombay, Calicut, Cochin, Ghaziabad, Hublii-Dharwad, Madras, Sholapur,
Trivendrum or Vishakhapatnam.
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ILLUSTRATION

Rajan is employed on salary ofRs. 50,000 p-a. with no other allowance or perquisite. His
share of profit froma registered firm is Rs.25,000. He is insured for Rs. 1,00,000 and pays annual
premium at Rs.7,500. He lives ina rental house at Bangolore and pays annual rent 0f Rs.10,000,
He donated Rs.6,750 to the Africa (Publi(;'Contribution-India) Fund. Calculate his total income
for the assessment year 1992-93,

Solution : Rs. Rs.
Salary o 50,000
Less : Standard Deduction _ 12,000

38,000

Share of Profit from Regd. Firm : 25,000

Gross Total Income - 63,000
Less: Deduction u/s 80 G (100%) 6,750
w's 80 GG 4,375

11,125

Total Income . 51,875

Qualifying Amount for rebate of tax:
Life Insurance premium' of Rs. 7,500 on a capital sum of Rs, 1,00,000.

Note;

Deduction under section 80 GG has been caleulated at below:

Gross Total Income - _ 63,000

nguction (excepting section 80 GGy | 6,750

Total Income for the purpose 5;3-,-2.‘_5—(;

Rent paid for the accommodation 10,000
10% of total income calculated above 5,625
Excess Rent Paid ' _ ' ;‘3_:?-5-

a)  Rs.1,000 P.M. - Rs.12,000

b)  25% of GTI (56, 250 x 25 / 100) = Rs. 14,062
¢} Rent Paid - 10% of GTI =Rs.4,375

- Which eﬁer less is deductible w/s 80 GG.
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vi) Deduction in respect of Certain Donations for Scientific Research or Rural Devel-
~ opment: Section 80 GGA ' i

Governmént is also interested in seeing that the couniry makes progress in the areas of
scientific research and rural development. Tt is therefore, stated in this section that donations
meant for scientific research and rural development may also be treated favourably. In fact such
donations are treated so while computing taxable income under the head business or profession.

Now ifan individual makes donation to such institutions, if he isnot engaged'in business,
will get deduction under this section in respect of such donations.

1. Scientific Research

Any som paid by the assessee in the previous yearto a scientific research association
which has-as its object the undertaking of scientific research o to a university, college or other
institution to be used for scientific research. The only condition is that such association,
university etc. is for the time being approved for the purpose of Section 35 (1) (ib).

Further any sum paid by the assessee in the previous year to a University, College or other
institution to be used for research insocial science orstatistical research will also be eligible fordeduction
underthe above section w.e.£ the A.Y.1992-93. Suchuniversity, college or institution should have been
approved for the purpose of clause (iif) of sub-section (1) of section 35. . '

2. Rural Development

Any sum paid by the assessee in the previous year to an association or institution which
has as its object the undertaking of any programmne of rural development approved for the
purpose of section35 CCA. Associations and institations whichtrains persons forimplementing
programmes of rural development are also eligible to collect funds under this section provided
they are for the time being approved for the purpose of section 35 CCA(2}

Provided that the assessee furnishes the certificate referred to in section 35 CCA (2} or35
CCA (2A) from such association or institution.

Further any sum paid by the assessee in the previous year to a Public Sector compaiy 0f
a local authority or to an association of institution approved by the national committee for

carrying out any eligible project or scheme will also be eligible for deduction under this section
w.e.f the A.Y. 1992-93. '

3.9 National Fund for Rural Development

Any sum paid by the assessee in the previous year to a National Fund for rural
development set up and notified by the Central Government for the purpose of section 35 CCA.

4, Conservation of Resources or of Afforestation.

Any sum paid by the assesseetoan association or institution which must have as its object
the undertaking of any programme of conservation of natural resources or of afforestation to b
used for carrying out any programme approved under section 35 CCB. Another condition is thag
such association etc. is also for the time being approved for the purpose of said section.

Check Your Progress - 3 s

What is the deduction available under Section 80 GGA

.........................................................................




173 TLLUSTRATIONS

1. Robert’s income from various sources is as foliows;
Salaty Rs. 36,000
‘Income from other sources - - Rs. 25,000

_ He pays Rs.5,000 by way of premium on his life msurance of Rs. 1,00,000 and buys
National Savings Certificates 0fRs.10,000. He donates Rs.3,000 to Govt. for promoting famity
planning programme.

Solution
Salary o 36.000
Standard deduction ' 12,000
' Taxable Salary

24,000
{ncome from other sources ' ' 25,000
Gross Total Income '- ' 45,000
100% of donation of Rs.S,OO_U 3,000
Total Income 46,000

Qualifying Amount for rebate of tax u/s 8:

1. Life Insurance Premium 5,000
2. National Savings Centificates 13,0060
15,000

Note: Donation to Gowt, for promotion of family planning programme is deductible in
full, : : ' - '

2. Miss Lata is a playback singerand earns gross remuneration of Rs. 1,00,000 during
~ the previous year 1991-92. She incurs Rs.30,000 on items necessary to her profession. She pays
Rs.10,000 as her contribution to Public Provident Fund on which the interest credited i3
Rs.5,000. She donates Rs, 10,000 to National Defence F und. Calculate her total (ncome,

So!utic_m _
Gross Income from profession : . 1,600,600
* Allowable expenses ' - £ 30,000
Gross Total Income ' o 70,000

tad
-




Deductions Allowed
Approved Donations:

50 percent of Rs. 10,000 5,008 - 5,000

Totai Income 65,000

Qualifying Amount for Rebate Tax u/s 88
Contributicn to Public Provident Fund Rs. 10,000
Note: 1. Interest on public provident fund is notto be taken into account. It is totally tax free.

2 Contribution to National Defence Fund qualifies for deduction without any limit.
Therefore, the full amount of Rs.10,000 will be deductible at the rate of 50 percent.

17.4 SUMMING UP

Deductions from gross total income is an important segment ofthe process of determining
total income, It is the quantum of total deductions allowable that will ultimately decide the total
income in respect of which the assessee pays tax.

Deductions have been zllowed in respect of the following:
A.  How the assessee has disposed of his income?
B.  What type of incomes have been included in gross total income?

The deductions under (A) pertain to savings, donations and certain necessary expenses
which are incurred by the assessee. Where he is required to pay higher rents for his accommo-
dation, he is allowed deduction. These deductions in respect of certain payments are allowed
under sections, 80 CCA, 80 CCB, 80 D, 80 DD, 80 G, 80 GG, and 80 GGA.

17.5 CHECK YOUR PROGRESS: MODEL ANSWERS

1. i) Under Section 80 CCA, deduction is allowed for the amount deposited in National

Savings Scheme, It can be claimed by individual and HUF assesses. 100% of such

. amount deposited in this Scheme or Rs.40,000 w.e is less shall be allowed as
deduction from total income. '

ii)  UnderSection 80 CCB, deduction s allowed inrespect of amount invested in units
of Mutual Funds (Equity Linked Savings Scheme). This can be claimed by
individual and HUF assessees. The deduction will be 100% of such amount
invested or Rs:10,000 w.e.is less. '

2. i) Donation to Prime Minister’s National Relief Fund.
ii)  Donation to Prime Minister’s Armenia Earthquake Relief Fund.
i) Donation to Africa (Public Contributions - India) Fund.
'iv) Donation for Promotion of Family Planning in India

3. Under Section 80 GGA, deduction is aliowed for donation given for rural development
programme, scientific research etc. All such assessees except those who are not engaged

in business can claim this deduction. The actual amount given as donation inthe previous
year is allowed.




17.6 MODEL EXAMINATION QUESTIONS

I Essay QueStions

Answer the following essay questions in about 30 lines each,

1.
2.

What are the steps involved in allowing deduction for approved donations?

Are the following approved donations:

a.  Help to a poor student in financing his smdieé.

b.  Subscription to a political party.

€. Donation to an orphanage.

d. Helping a relative in the marriage of his daughter. _

. Donation to a temple. o

f.  Donation to Municipal Board in furtherance of family planning programme.

Donation to Chief Minister’s Relief Fund.

=@

Donation to National Defence Fund,

—

Donation to a College in your town,
J. Life Membersh tp of an educational institution,

a.  Rahim’s gross total income is Rs.50,000. He pays Rs.2,000 by way of his contribu
tion to Public Provident Fund, Rs.3,000 as life insurance premium, Rs.200 to
Jawaharlal Nehra Memorial Fund, Rs.500 to Prime Minister’s Nationa! Relief Fund.
Calculate his total income.

b.  Shivashanker’s £r0ss total income is R5.75,000 and he subscribes R5.30,000 under
National Savings Scheme during the previous year 1991-92 and donates Rs. 10,000
National Defence Fund. Calculate his total income,

I, Short Questions

Answer the following short questions in about 15 lines each,

1
2.

Describe the provisions for deduction in respect of rent paid.

What type of deduction is.available for donations for Scientific Research or Rura]
Development. '

What are the maximum and minimum limits in respect of charitable donations?
Enumerate the approved agencies for donationsg,

Summarise the provisions relating to deduction in respect of Equity Linked Savingg
Scheme, ;

Explain the provisions relating to deduction in respect of deposits under Nationai
Savings Scheme. '
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UNIT-18: DEDUCTIONS FROM GROSS TOTAL INCOME - i1
Contents- | |

18.0 Aims and Objectives '.

18.1 Introduction

18.2 Deductions in respect of Certain Incomes

18.3 Other Deductions |

18.4 Nlustrations

i8.5 Summing Up |

18.6 Check Your Progress: Model Answers%

187 Model Examination Questions

18.0 ATMS AND OBJECTIVES

The objective of this unitis to discuss deduction in respect of certain incomes which have
been included in Gross Total Income. Concessions are also allowed when income has been
derived in a particular way or froma particular source. This concessional ireatment will be the
subject matter here. '

After completing this unit, you should be able to:

* explain deductions thatare aliowed in respect of certain incomes from gross total income.

18.1 INTRODUCTION

We have discussed the concession being shown when the assessee saves for the future or
when he is required to pay heavy rent which reduces his disposable income. Similarly if the
assessec invests some amount in shares of a new issue where he wiil be required to wait fora
few years before being ina position to receive dividends, there is some concession.

The law is helpful in certain other matters too. Where the assessee is in receipt of certain
incomes which are helpful, concession is shown by the Act. As has been discussed earlier fiscal
laws are being used not only for collecting revenues, but also giving direction to the economy.
For example, if we are certainly interested in small scale units, we can provide for concessional
treatment to profits from small scale units. On the other hand, if we are interested in encouraging
industires, we may provide for tax holiday in the Act, that is we may say that profits from newly

-established industrial units will not be taxed fora period of five or ten years. We will study this
type of concessions in this unit. '

Since we are not including companies for your coutse, all those concessions which are
shown to company form of organisation, are being excluded from out treatment.

- 18.2 DEDUCTIONS IN RESPECT OF CERTAIN INCOMES

b Deduction in Respect of Profits and Gains from newly Established I.r'l'dustrial
- . - Undertakings or Hotel Business in Backward Areas (80 HH)
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This provision helps estublishment of new industries in backward areas. Suppose you

want 1o start an indugtrial unit and the Government tell you that if you start the unit at place X,

tney will either not charge tax =i they will treat you concessionally in tax marters. You wouid

naturally be inclined to start the unit trere if other things remain the same. Thus backward areas

will have industries and their inkubitants will have employment oppertunities, Weare E;vmb
‘below salient features of this section,

i) Concession

The assessee deviy ing profits and gains from a newly started industrial undertaking orthe
business ofa hotel set up in specified backward areas will be entitled to a deduction of an amount _
equai to 20 percem ot such profit and foss. The backward areas have been listed in the Elghth
Schedule.

ii)  Period of Deduction

In case of pew units in backward areas, the deduction under this section will be allowed
for a period of ten assessment years. The first assessment year will be one which is relevant to
the previous year in which the industrial production commences or the hotel starts functioning,
For example, where the production commence in June, 1984 and the accounts are finalised for
the first time on 3ist December, 19384, the first assessment year for this previous vear wauld be
1985-86. Deduction uridr this section will theu,fﬁre e available till the assessment year 199495,

itiy New Industna, Undertaking ar Hotel

Ca)Rrnast st munuac e of anticles or the hotel must staﬂ tunctioning durmb the
relevant ')lt.\"ul.i‘ =BT,

b} B is not formied by the splitting up or the reconstruction of a business already in
existeyce '

of o Ie s pet formea b fue wraasfer t anew business or note! of machiner Y oT plam
previ Cllsh used fof any puipose inany backward area.

D The hotel is for the tume beig cpproved by the Central Government.

i ¢) - The industry must employ 10 or more workers in the manufacturing process when
- itis capried o with the ald or power and 20 or more workers when it is carried on
witheut the did of power,

i It must start !uncuomng after 31-12-1970, but before 1-4-1990 in any nor;tlcd
backward area

iv)  Other points
a) The tax concession is available to all assessee,

b)  The assesses shall have to submit accounts duly audited along with a copy of lln,
audit report by the Chartered Accountant along w |th the retum of income.

¢} - Incase there are inter fiem transfers under the ow nership of the saime asseesee and
it appears 1o the A 0. that the consideration does not coite: sporkl wits the market

price, thew the ALO. shall compute pmhts as if the tmnbfer had been made at the -
ninrket value,

d) Deduction untlcr this section cndll not be a]lowed te a Hindu [ mh\ wded Family
which at any time during the previous year has at feast one menmiber whese rolal
meame of the previous vear exceeds the maximum amouit 1ot cliarazatne 1o tax,
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II) Deduction in respect of Profits and gains from Newly Established Small Scale
Industrial Undertakings in Certain Areas: Section 80 HHA

This section gives benefit to those new industries which are set up in rural areas. The
Govemnment of India is interested in getting industries to rural areas and therefore this section
will play an important role in creating employment opportunities in rural areas. Unlike section
80 HH, this section helps only small scale industrial undertakings.

i) Concession

An assessee is deriving any profits and gains from a newly started small scale industrial
undertaking set up in any rural area is entitled to a deduction of an amount equal to 20 percent
of such profits and gains,

ii)  Period of Deduction

The deduction under this section is available fora period of ten assessment years. Itbegins
from the assessment year relevant to the first previous year in which the production begins.

jiify Other poinis

a)  Theunit must start manufacturing after 30th September, 197 7, but before 1st April
1990 in any rural area.

b) It must not be formed by the splitting up or reconstruction of an existing business.

¢} It employes ten persons or more when the manufacture is done with power and 20
or more when the production is carried on without power.

d)  The accounts have to be audited by a Chartered Accountant and the audited
accounts with the audit report have to be submitted along with the return of income.

¢}  An industrial undertaking is deemed to be a small scale industry if the agpregate
value of the plant and machinery installed as on the first day of the previous year
does not exceed 35 lakhs.

f) In case the assessee is also entitled to deduction under section 80 HH, deduction
underthat section shall not be aliowed for the same years. Inother words deduction
will be allowed only under one section and not both the sections.

IIT} Deductionin Respect of Profits and Gains from Projects Qutside India: Section 80
HHEB

You might be aware that the country is interested in exports with a view to earning foreign
exchange which we need badly. In fact, these days the country’s prosperity is judged by the
quantum of exports. Exports are of many types. We have traditional exports like tea, coffee etc.
Then we have exports ofexpertise. These days with development of industries and advancement
of technology, we are also in a position to export expertise. One of them is the execution of
various projects abroad. We are executing different types of projects all over the world. It is
the eaming from such types of projects that is allowed concessional treatment under this section.

Deduction under this section is allowed to resident tax payer in India who derives any
profits and gains from the business of execution of a project under a contract entered into by him
with the Govermnment of a foreign state. Earnings from contracts with statutory or public
authority or agency in a foreign state are also eligible for deduction under this section.




i) Concession

Deduction af the rate of 50 percent of the profits and gains arising out of execution of
projects in foreign countries will be allowed. The projects relate to the construction of any
building, road, dam, bridge or other structures outside India, the assembly or installation or any
plant and machinery outside India. If the project is pertaining to some other field, then the
deduction will be allowed only when the Board of Direct Taxes approves the project for this
benefit. The fees must be payable in all such cases in foreign currency.

i) Period of Deduction

There is no prescribed number of years for deduction under this section. As iong as the
assessee is in receipt of profits or gains from the execution of projects from foreign countries,
he will be allowed deduction under this section. : ' :

iii}  Other points

a)  Thetaxpayer is required to maintain separate accounts in respect of the profits and
gains from projects. :

b)  The accounts will have to be got audited by a chartered accountant and the audit
report and the audited accounts must accompany the return of income.

¢} The assessee will be required to credit to a *‘Foreign Projects Reserves Account’’
a sum equal to 50 percent of the profits and gains from such project or work. This
reserve will be required to be utilised by the taxpayer during a period of five
immediately succeeding assessment years for the purpose of the business. It must
not be used for distribution by way of dividends or profits.

d) In case the assessee utilises this reserve for distribution of dividend etc.. the A.O.
wilt recompute the profits after withdrawing the deduction.

IV}  Deduction in Respect of Export Turnover: Section 80 HHC

This section gives reliefby way of deduction to those who are engaged in export business.
It encourages assessees to increase their expoits and thus claim deduction under this section.

Concession

This concession is available to an Indian company or to other assessee who is resident in
India. The deduction will be of an amount calculated as per the following formula:

Profit of the business X Export turnover +

Total turmover

90% of export incentive X Export turnover

Total turnover

Provided that the deduction under this section shall not exceed the profits derived by the
assessee from the export of such goods or merchandise. '

I order 1o get deduction under this section the assessee has to satisfy the following
corniditions: .

I Goods should have been serﬁ out of India,

2. Onebasto expont eligible goods or merchandise.
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There must be repatriation of sale proceeds intc india in convertible foreign exchange
within six months from the end of the previous year or within such further period as the

- chiefCommissioner or Commisslonermav forthe reasons to be recorded in writing allow.

This deduction applies even to those assessees who export goods manufactured or
processed by others. '

The deduction is not allowed in respect of the following:

a) Minera! oils ; and

b} Mmerms and Ores, other ‘han those sanctioned below:

The benefit of Section 80 HHC will also be allowed to the profits of export of processed

minerals and ores specified in the Twelﬁh Schedule, {w.e.f. 1-4-1961)

V)

Deduction in Respect of Earnings i Converiible Foreign Exchange: Section 80
HHD

This deduction is available to the following.
b)) ' an indian company, or

b) any other resident person engaged inthe b!..smew ofahotel, tour operator or a travel
agent.

The amount of deduction will be equivalent to:
a) 50% of profits desived from services provided to forelgn tourists.

b} somuch oftheamount ofthe rema intng profits from such services which is debited
to the Profit and Loss Account of the previous year and <redited to a Reserve
Account meant to be utilised as prescribed. '

The reserve should be utilised within five years of its credit to the Reserve Account for

the following purposes:

i) Construction of new hotels approved by prescribed authority.
ii)  Purchase ofnewcarsand new coaches by approved tour gperators andtravel agents.

iiiy  Purchaseofsports equipment for mountameermg goif, rivervafling and other water
sports,

iv)  Construction of conference/convention centres.

v) . Provision of other new facilities as notified for the growth of Indian Tourism.

From the AY 1991-92, the tax payer is requtred to bring into India the receipts in relaxxon

to services provided to foreign tourists, in convertible foreign exchange within a period of six

months from the end of the previous year or w1thm such extended pﬂr.od as the Commissioner
of Income Tax may allow.

-

VI) . Deduction in respect of Profits from Export of Computer Software, ete.: Sectmn 80

HHE

1n computing the income of an assessee, being an Indian company or a person {other than
a company) resident! in India, engaged in the business of ;

i) export out of India of Computer software or its transmission from India to a place
outside India by any means; or '




2
3

4

5)

Vi)

i) provndmg techmcal services outside lndta in connection with the development or
production of computer software, the assessee shall be allowed a deduction in
computing his total income. =

Quantum of deduction - 100 per cent of the proﬁts derived by the assessee fror the
aforesaid business.

Period of deduction ~ The deductlon will be allowed in relation to the assessment years

- 1991-92, 1992-93 and 1993-94, .
* Conditions for deduction:’

a)  Theconsideration in respect of the aforesaid business is received in or brought into
India by the assessee in convertible foreign exchange withina period of six months
from the end of the previous year or wtthm such furcher penod as may be allowed

by the Commissioner. -

b) - The assessee fumnishes in the prescribed form along with the return of income the

report of an accountant certifying that the deduction has been correctly claimed.

Computation of profits - Profits derived from the afofesaid business shall be the amount
which bears to the profits of the business, the same proportion as the export turnover bears
to the total turnover of the busmess carned on b}' the assessee.

Deductioni inrespectof me’ ts and Gains of Ind ustrial Undertakmgs (Tax Hohday)
Seéction 80-1 :

We have earlier discussed that there is a provismn oftax holiday in respect of profits and

gains from newly started industrial undertakmg Sectlon 80-f permrts deductlon from such
_ profits.

i)

Concession |

A deduction of an amount equal to 2 per cent of profits from the newly started industrial

undertaking, a ship, business of a hotel or the business of repairs to ocean-going vessels or other )
powered craft will be allowed in computing the total income of the assessee. For a company
assessee the tate of deduction is 25 percent.

i)

- Condition: New Industriat Undertaking

a) It is not formed by the spllttmg up or the reconstruction of a business already in
 existence. :

b)  Itiznot formed by the transfer to a new busmess of machinery or plant prevmubly
used for any purpose.

¢y It manufactures or produces any amcle ot thmg which is not’ mentmned in the

Eleventh Schedule.

"d)_ It starts functioning at any time within a period of ten years aﬁer 31-3:1981. The

~ period can be extended by the Central Government with referenceto any particular
industrial undertaking.

e) '_ The industrial undertaking must empioy ten or more workers in a manufacturing

- process carried on with the aid of power and twenty or more workers where the
mam:facturmg is carried on with the aid of power.
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ﬂ . The concession will be available in case of re-establishment, reconstructlon or
' revwal by the assessee wnhm the meaning of sectlon 33B.

g)  The.concession will be available to all small scale industrial undertakmgs even
. when they are manufactunng articles listed in 1 1th Schedule.

ili) Other poiats

:. @)~ - Though tax holiday is also available in case of ships; hotels and the business of
repairs to Ocean-going vessels, these should be owned by an Indian company. If
they are owned by individuals or partnership firms etc., such tax holiday will not
beallowed, Asthecompany form of. organisationis not tobe covéered in this course, -
we are excluding all this discussion in case of tax holiday too.

B _The tax. hohday concession is available in computmg the total income of the
- prévious year in which the unit starts functlomng for the first time. Thereafter it
- will further be allowed for a period of séven more years. In case, the new unit is
owned by a co-operative society, it will be allowed for nine subsequent years in

. place of seven in other cases. : :

¢)  The accounts have to be got audited by a Chartered Accountant.

The amount énd"periqd_pf deduction is given below:

Assessee N % of Profit Period of |
B ‘ Deductible Deduction

i) Incase of corporate assessee
' -engaged in the business of

Tepairs to ocean going vessels BT R 5 Years
if)  Any other corporate assessee 25 8 Years
iti)  In case of Coop.Society ol 20 - 10 Years

iv)  Any other assessee 20 - 8Years

Anindustrial undertaking which begins to manufacture ora ship which is brought into use

or a hotel which starts functioning aﬁer 31-3-90. but before 14-91 will be eligible for tax
concessnon as follows:

Assessee _ ' o _' % of Profit Per_iod_of

_ Deductible Deduction
i) Company o 0 - 10 Years
if) Co-op. S'oc_i_ety T £ oo 12 Years

i) Any other 25 710 Years,

Amendment of Sectu:m 80-1

B The deduction under section 80-1 will be avaJlable only to those industrial
undertakings ‘which Begin to manufacturé articles before 1st April, 1991 and ‘those ships and

* hotels which start functioning beforé Ist April, 1991, By amending this section the provision

of starting the aforesaid busiriess before 1st April, 1995 is replaced by 15t April, 1991.
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VIID) Deduction in respect of Profits and Gains from Industrial Undertaking, etc., in
Certain Cages: Section 80-1 A

The provisionss of newly inserted section 80-1A are almost the same as are of Section 80-I.
However, the following are the noticeable features of this section:

1)} - Theassessee must beginto manufacture orproduce articles or thin gs oroperate cold
' storage plant in any part of India after 31.3.1991 but before 1-4-1995,

- 2)  Theship mustbebrought into use by an Indian Companyafier31.3.1991 but before
1.4.1995, e

3)  The hotel (owned by an India Company) must stast functioning:

(a)  ina hilly area or a rural area or a place of pilgrimage or other notified area
by the Central Government after 31.3.1990 but before 1.4.1 994;

) i any other place after 31.3.1991 but before [.4:1995.

Quan_fum ofdeduction = Company "= Other Assessee
{1} . Industrial Undertakings | 30% of Profits 25% of profits
{2) Hotel |
a). | Located in a Hilly areé, Tural
area or place of pilgrimage 50% - -
b}  Located at other places _ 30% --
(3) Ship 30% L

Period for which deduction will be allowed
(a)  inthe case of a co-operative society-twelve years;

(b) in any other case - ten assessment years.

Where a hotel is located in hilly area, mral area or place of pilgrimage and it is approved
by the prescribed authority before 31.3.1992, it shall be deemed to have been approved by the
authority with effect from assessment year 1991-92 and the deduction under section 80-IA also
be aliowed from the assessment year 1991-92. o '

IX) Deductior in Respect Of Profits and Gains Of Poultry Farming: Sec.80 JJ

Under Sec.80 JJ. deduction will be available from the Accountiﬁg year 1‘990_—91 inacase
where the gross total income of an assessee includes any profits and gains derived from poultry
farming. The amount of deduction is equal to 33_;..% of the profits and gains derived from such

business. . ' ' R

- X} Deduction in Respect of Dividend, Etc.: Section 80 L. |

We have stated earlier that the Government is interested in mobilising savings and thus
encouraging capital formation in the country. Accordingly there is a provision that where the
assessee derives income from ceitain types of interest or dividends etc., and if it is included in
his total income, a deduction is allowed in respect of such income. Section 80L enumerates
certain interests etc., with respect of which a deduction is permissible. -
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o Qualif_yinglnterest

© The following interest and dividend gualify:

{1}

(ia}

(iv}
{v)
(vi)

" interest on any security issued by the Central or State'Govemﬁment. '

Interest on National Savings certificates (VI, VII and VIII Issues)

 Interest on debentures issued by any co-opefative society ot any other institution

notified by the Central Government in this behalf.

interest on deposits undet any scheme framed and notified by the Central
Government in this behalf.. '

-

Dividend from any Indian 'C.o"rﬁpany.

Income in respect of units from the Unit Trust of India.

Interest on deposits with a banking compény including co-operative society

- engaged in the business of banking.

{vii}

(i)
(ix}
(x)

a)  Interest on deposits_'wtth and such bank established by an Act of Parliament
and notified by the Central Government for the purposes of this clause.

Tnterest on deposits with a financial corporatioﬁ providing long term finance fot
industrial development in India or a company providing long term finance for
construction or purchase of houses in India for residential purposes.

(a) Interests on deposits with any authority constituted in India engaged in
satisfying housing needs, town planning, impravement of cities, etc.

Interest on deposits with a co-operative society.
Dividends from any co-operative society.

Fncome received from Mutual Fund specified under Section 10 (23D) '

A deduction in respect of the above income is allowed éubject to maximum limit of Rs. 7,000,

- Anadditional deduction ofRs. 3,000 is aliowed inrespect of dividends on units of the Unit
Trust of India, income from Mutual Fund and interest on deposit with National Deposit Scheme.
However, this provision is dropped w.e.f the AY.1993-94. - :

Another additional deduction upto Rs. 3,000 is allowed in respect of interest received
during the previous year on deposits under the National Deposit Scheme of the Government of
India and on any dividend from an Indian company.- However, this provision is also dropped
w.e.f the AY. 1993-94.. : .

if}  Other points

a.

Deduction under this section is allowed only to an individual, HUF or to an
association of persons..

Interest received in respect of Cd.mpulsory deposits made under the Compulsory
Deposits {Income-Tax Payers) Scheme, 1974 is also deemed as intetest received

- “from a banking Company. . -




iv}) Ililustrations

Ramarao submits the followmg figures for computat;on of his total income for previous
year 1991-92,

Rs,

Salary (Gross) - 65,000
Interest on Government Securities 4,000

.. Interest on National Deposit Scheme - 2,500

Interest on Compulsory Deposit Account 2,100

Dividends ((Jross) 4,000

_ 1nterest£Dw:dends from Unit Trust of India _ 3,400

He donates Rs. 5,000 to an approved agency and pays Rs. 7,000 by way of Life Insurance
Premlum on his life insurance. Compute his total income.

_Solu_tlon -
Rs Rs
Salary (Gross) '_ - 65,000
Less: Standard deduction - 12000 53,000
Income from other sources: |
Interest on Securmes - o . 4,000
Interest on National Deposit Schemo - " 2,500
 Interest on Com]_:}ulsory deposit _ k | 2,100
Dividends (Gross) from Indian companies | S 4,000
Dividends from UTI ' 3400 16000
GrossTotal ncome 69,000
a. Donation 50% of Rs. 5,000 ' : . o 2,500
b. Interest etc. under section 80L : 7,000
- Addl, deductlon for NDS and Dividends - 3,000
© Addl for UTL . 3000 13000 15500
Total Income ' . 53,500

Nete:-Deduction under section 80L for interest etc. has been worked out as under.
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Interest on Govemment secuntles 4,000

Interest on compulsory dep031t 2,100 |
Dividends 4,000
10,100

Being restricted to Rs. 7,000

Additional deduction in respect of interest on National Deposit Scheme Account and
dividend from Indian companies is also eligible for deduction upto an amount of Rs. 3,000.

In addition, an amount upto Rs. 3,000 is allowable in respect of dmdends from Unit Trust
of India.

XI) Deduction in vespect of royalties, etc., Received from Certam Foreign Companies
Section 80 0

Deduction under this section is allowed to an Indian company ot a person (other than a
company) who is resident in India deriving income by way of royalties, commigsion, fees, etc.,
from a foreign Government or a Foreign enterprise. It should be in consideration for the use
outside India of any patent, model, design, etc., or information concerning industrial, commer-
cial or scientific knowledge made available to such Government or enterprise. The deduction
allowed would be equal to 50% of the income received in India. This deduction shall be allowed
only in respect of that income; which is received in convertible foreign exchange in India. In
~ addition, such income must be received in India either in the previous year or within a period

of 6 months from the end of the previous year or within such extended period granted by the
Commissioner,

XIT) Deduction in respect of Profits and Gains from the business of Publication of Books:
Sec.80 Q
I 4

_ Where the gross total income of an assessee includes any profit and gains from the

business of printing/publication of books, there shall be allowed in computing the total income,
a deduction of an amount equal to 20 percent of the profits and gains from such business in
respect ofthe income of the previous year relevant to the A.Y. 1992-93 orto any one ofthe next
four assessment years.

XIII) Deductionin respectof Professional Income of Author of Text Booksin [ndién
Languages: Section 80 QQA

_ With a view to encouraging authors to write standard text books of University level in
Hindi and other Indian languages, Section 80 QQA provides for a deduction in computing total
income of an author. It will be at 25% of the income from such books. It will be available in
respect of any lump-sum consideration for the assignment or grant of any of his interest in the
copyright of any such book or of royalties or copyright fees (whether receivable in lompsum of
otherwise). For claiming this deduction the following conditions are to be fulfilled.

a.  The book has been prescribed or recommended as textbook by’ any yniversity for
a degree, postgraduate courses or is a dictionary, thesaurus or encyclopaedia.

b.  Thebook etc. is in language specifted in the Eighth Schedule of the Constitution -
orinany language as may be notified by the Central Government having regard to
the need for publication of such text books in that language.




‘The deductlon will be ava:lable from 1992—93 assessment year for a period of five years.

XIV) ‘Deduction in respect oI Remuneranon f.rom Certam Forelgn Sources in the case of
" Professors, Teachers etc.: Section 80R :

Deduction under this section is allowed-only in case of professors and teachers who have
earned remuneration from abroad during the previous year.

Points for consideration:
a  The individual must be a citizen of India.

b,  Remuneration must be received from any University or educational institution
estabtished outside India or any other association etc. :

c. The individual must have served as professor, teacher or research worker in such
Umversrty etc, :

d. The amount of deductlon will be -- o
a) 50% of such income recewed by the tax payer or

by  75%ofsuchi income as is brought into India by or on behalfof the tax payer
in accordance with FERA 1973; whichever is higher. -

XV) Deduction in Respect of Professional Income from Foreign Sources in Certain
Cases: Section 80 RR - -
This Section takes care of the eamings of an author, p-laywright értiei musician
sportsman or athlete restdent in India who derives income in the exercise of his profession from
foreign source, _
The-amount of deduction will be:
a)  50% of such income received by the tax payer, or

b}  75% of such income as is brought into India by or on behaif of the tax payer in
accordance with the FERA 1973, Whiehever is hi gher '

XVD Deducuon in respect of Remunera!.on Recewed for Services Rendered Outmde
India: Section 80 RRA

Deduction under this section is: atlowed to,an individual who is a citizen of India. It is
allowed in respect of any remunetation received in foreign currency from any employer for the
services rendered outside India.” It is allowed as stated below _

a. 50 percent of the remunerat.on or

b. 75 percent of such remuneration as is brought mto India by or on behalf of the
~ assessee in accordance with the Foreign Exchange Régulation Act, 1973, and any
rules made thereunder, whichever is higher.

. i) Other Conditions

1 . Theindividual before undertaking such services musthave been inthe employment
of the Central Government or State Government when the service is spoasored by
the Central Govemment,




2. In casé of noﬁ~govenimeﬁt employees or individuals, he must be a technician and
- conditions of his service outside India must be approved in this behalf by the
Central Government or the prescribed authority.
3. -Hemay be under an Indian employer or a fofeign employer. -
Check Your Progress -1 |

What are the deductions available under section $0HH, 80HHA and 80HHB 7

Check Your Progress - 2

Explain in brief the deduction allowed wnder section 80L.

.........................................................................
...........................................................................

.........................................................................

18.3 OTHER DEDUCTIONS

Deduction in the case of permanent physical disability (including blindness): Section 80 U

A deduction of Rs. 20,000 will be alowed in computing the total income of an individual
who Is resident and who at the end of'the previous year is suffering from a permanent disability
(including total or partial blindness). It is also available to a person who is subject to mental
retardation. S

The above deduction is allowed subject to the following conditions:

1} The ailment must have the affect of reducing considerably such individual’s

capacity for normal work or engaging in a gainful employment or occupation.

ii)  Such person should produce the disability certificate from a physician/surgeon/
oculist/psychiatrist working in a government hospital.

18.4 ILLUSTRATIONS

L.Mr. Manohar requests you to compute his total income for the assessment year 1992.
93 from the following: ' ’ '

"Rs.  Rs

Business Profits . ' o 6_7,600
Interest on b'ank deposit's - ' ' 23,000
' Interest on coniﬁarfy dquéits L o | : 10,000
Winnings from State Lotteries - - 55.000
Long-term capital gains from sale of Jewellery {25 years) 2,040,000
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Solution ' i
Business profit | ' 67,000
Long term capital gains 2,00,000
Less:Deduction u/s 48(2):

First 15,000 - 100% 15,000
50% of Rs. 1,85,000 92,500 1,07,500 .92,500
Income from other sources: ' '
Interest on bank deposit 23,000

Interest on company deposits 10,000

Winnings from Lotteries 50,000 83,000
(55,000 - 5,000)

Gross Total Income 2,42.500

Less: Deduction under 80L in respect of dividends | 7,000
Total Income : 2,35,500

e i

2. Mr.Lokesh is an assessee for the assessment year 1992-93. The following are the
particulars of his income and you are required to compute his total income.

\ Rs, Rs.
Salary (Gross} | 75,000
Income from house property (computed) ' 25,000
Interest on bank deposits 12,000 ,
Casual Income 16,000 3 : !
Tami_l-Nadu Lottery Prize. 30,000 |
His disbursements are as follows:
Life Insurance Premium 10,000
Donations to National Defence Fund 3,000
Tax Advocate Fee | 1,000

Interest on Monéys_ borrowed for payment of tax 500

Solution Rs. Rs. -
‘Salary (Gross) 75,000
Less:Standard deduction 12,000 63,000

Income from house property 25,000




[ncome from other sources:
interest on bank deposits
Casual income (16,000-53,000)

Lottery Prize

Gross Total Income

Permigsible Deductions:

- 80 G: Donation 50% of
Rs. 3,000

80 L: Interest on B?snk |
deposit

Total income

12,000
11,000 o
80,000  1,03,000
1,91,000

1,500
7,000 8,500
1,82,500

Qualifying amount for Rebate of Tax under section 88:Rs. 10,000

18.5 SUMMING UpP

Certaindeductions are allowed in respect of certain incomes. They pertain to tax holiday
in case of newly started industrial undertakings, starting new units in rural areas, income from
dividends, interest, long term capital gains, etc. Students are supposed to have a good idea of
all such deductions so that they are in a position to compute the tax liability correctly. The
deductions are helpful to those who are interested in starting tax consultancy.

The following is the summary of all deductions mentioned in these two units (Units 17 and 18):

Section Who can claim? Nature of deduction for
: ' the assessmet year (1992-93).
80 CCA Individuals, HUFs and certain AQPs/ Deposit in National Savings
BOIs ' Scheme (Subject to maximum
of Rs.40,000)
80 CCB Individuals, HUFs and certain AQPs/ "The amount invested in Unit
BO1s. ' linked savings schemes subject
to a maximum of Rs.10,000
80D Individuals, HUFs and certain AQOPs/ Medical insurance pre'mia
BOLs : {upto Rs.3,000)
80 DD Individuals and HUF Medical expenditure incurred
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forthe treatment of handicapped
dependents (R5.6,000 provided
total income does not exceed

. Rs.one lakh.). )




80 G

80 GG

80 GGA

80 HH

80 HHA

80 HHB

80 HHC

80 HHD

80 HHE

80-1

All assesses

Individuals/HUFs

All assesses not having any income
chargeable under the head "Profits
and gains of Business or Profession."

All assesses

All assesses

Indian company and a non-corporate
resident assessee .

Indian company and a non-corporate
resident assessee

Resident taxpayers engaged in the

business of hotel/tour operators

“or travel agent.

Person resident in India

All assesses

Donation to certain funds, chari-
table institutions (subject to a
maximum of 50 per cent of
qualifying donation, 100 per
cent qualifying donation forpro-
motion of family planning, do-
nation to the Prime Minister's
National Relief Fund, PM's
Armenia Earthquake Relief
Fund and Africa (Public Con-
tributions ~ India) Fund.

Rent paid for fumished, or unfur-
nished residential accommoda-
tion subject to a maximum of
Rs.12,000.

Certain-donations for scientific
research, rural development etc.

Profits and gains from newly
established industrial
undertakins or hotel business in
backward areas (20 per cent of
such profits or gains).

Profits and gains from newly
established Small Scale Indus-
trial underakings in certaincases
(20 per cent of such profis ér
gains).

* Profits and gains from projects

out side India(50 pet cent).

Profits and gains from export

‘turnover (100 per cent of

such profit)..

Earmings in convertible foreign
exchange.

Profits from export of compu- .
ter software ot providing tech-
nical services relating to com-
puter software outside India.
{100% of such profits).

Profits and gains from indus-
trial undertakings set up after
March 31, 1981 but before




R0IA

80JJ

S0L

80O

80 Q

80QQA

8OR

80RR

80

All assesses

All assesses

Individuals, HUFs and certain
BOIis/AOPs

Indian companies and nen-corporate
resident assessees.

AM assessees

Resident Individuals

Indian Citizens

Indi_an Citizens:

RRA Indian_ Citizens

1.4.91 (25 per cent and 20 per
cent of such profits and gains in
the case of companies and non-
corporate assesses, respec-
tively).

Profits and gains from indus-

-trial undertakings etc. in certain

cases set up after 31.3.1991,
(30% (50% in case of hotel) and
25% of such profits and gains in
case of companies and non cor-
porate assesses respectively).

Profits and gains derived from
the business of poultry farming
(33 1/3 per cent of such
income).

Interes on certain securities,
dividends etc. subject to maxi-
mum of Rs.7,000 (additional
deduction of Rs.6,000 in some
cases).

Rayalty fees, etc. received
from foreign companies (50%
of such royalty, fees, etc.).

Profits and gains from business
of publication of books (20% of
such profits and gains).

Professional income of authors
oftextbooks in Indian languages

- {25% of such income.

Remuneration from certain for-
eign sources in the case of pro-
fessors/teachers, etc. (50% of
such income or 75% of such
income as brought into India as
per FERA, w.e. is higher).

_ Professional income from for-

eign sources in certain cases
{50% of such income or 75% of
such income as brought into
India as per FERA, w.e. is
higher).

Remunerationreceived forserv-
ices rendered outside India (S0%
of such income or 75% of such
income as brought into India as
per FERA, w.e. is higher).




80U Resident Individuals Income of totally or partially
blind or physically handicapped
persons (subject to a maximum
of Rs.20,000).

18.6 CHECK YOUR PROGRESS: MODEL ANSWERS

1, i) Under section 80HH deduction in respect of profits and gains from newly ' 3
established industrial undertakings or hotel business in backward areas is allowed .
from gross total income to the extent of 20% of such profits or gains, E

i)  Under section 88HHA, deduction of 20 percent of profits and gains from newly
established small scale industrial undertakings in certain areas.

iii)  Under section SOHHB, deduction in respect of income from projects outside India
at the rate of 50 per cent is allowed.,

2. Under Section S0L, deduction in respect of dividend, interest and other such incomes is
allowed from Gross Total income.

The rate of deduction is:
A deduction in respect of these incomes is allowable subject to a maximum limit of Rs. 7,000.

An additional deduction of Rs. 3,000 in respect of interest units of UTIand NDS and
Rs. 3,000 in respect of interest on deposits in NDS and any dividend from an Indian Company. i

18.7 MODEL EXAMINATION QUESTIONS

L Essay Questions

Answer the following essay questions in about 30 lines each,

1.  Explainand illustrate the provisions relating to tax holiday.

2. Explain the following deductions: |
a) Royalty income for writing text books in Indian languages. i
b} Remuneration from abroad in the hands of technicians. .

1.  Short Questions | #

Answer the following short questions in about 15 lines each
1.  Enumerate deductions allowable in respect of certain incomes.

2. Summarise provisions relating to the deduction in respect of profits and gains from newly
established industrial undertakings in backward areas.

3. Discuss the deduction in respect of profits and gains from newly established small scale '
industrial undertakings in certain areas.

4.  What type of deduction is allowed in respect of export turnover?

5.  Explain the deduction in relation to bank interest and dividends, etc.







BLOCK -V

COMPUTATION OF TOTAL INCOME AND.TAX

This block presents computation of total income and tax relating to individual assessees. :
Three units are included in this block. The first two units cover computation of income of ﬂ
individuals and tax respectively, whereas the last unit gives a number of problems covering :
various provisions on the computation of total income of individuals. :

Unit - 19 : Computation of Total Income of Individuals

Unit - 20 : Computation of Tax

Unit - 21 ¢ Revisionary Problems







UNIT-19: COMPUTATION OF TOTAL INCOME OF
INDIVIDUALS ! -

| Contents
- 19.0 Aims and Objectives
9.1 Introduction _
192 Income of an Individual in various capacities
193  Determination of Taxable Income
19.4 lliustrations
19.5 Summing Up
19.6 Check Your Prbgress: Model Answers |

19.7 Model Examination Questions

79.0 AIMS AND OBJECTIVES

The objective of this unit is to present a few problems on the computation of total income
of Individuals. o .

After going through the unit, you will be able to:

* Solve numerical problems on the compuitation of total income of individuals.

19.1 INTRODUCTION -

We have already discussed the method of calculating taxable income under different
~ heads. Provisions regarding clubbing of income have also been explained. In addition we will
take care of the set off and carry forward and set off of losses. The resultant figure will then be
the gross total income. Out of gross total income are deducted a few amounts with a view to
finding out the total income. In this unit all that will be put to test when you would be asked
to compute total income giving numerical illustrations.

19,2 INCOME OF AN INDIVIDUAL IN VARIOUS CAPACITIES

For the sake of clarity we will discuss below how an individual is taxed in various
capacities. '
) . Member of HUF

Whatever amount is received by an individﬁal as a member of the HUF will not be
included in total income. It is not necessary that the HUF must have paid tax before the member
thereof claims tax exemption cited above. '

* i)  Asa Member of an Unregistered Firm or Association of Persons

Share from an unregistered firm is included in the hands of individual assessee. In case
the unregistered firm has paid income-tax on its total income, his share in his hands wili be
eligible for rebate of income-tax at average rate. In case the firm has not paid tax on its incorie
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being less than the taxable limit, the individuat assessee will not claim any rebate in respect of
share of profit from unregistered firm. The same provision appligs in respect of Association of
persons. : : o

iif) Asa Member of a Registered Firm _ o b

Share of profit from a registered firm is included in total income of the individual assessee
and taxed like any other income. :

iv) AsaMemberofa Company

An individual assessee can also be a sharcholder of a company in which capacity he will _
"be entitled to dividend in respect of his holding. Whatever dividend he receives from the
company is taxable in his hands. : S

There is a possibility of an individual assessee getting amounts from firm and the
company as well as the HUF. In that case we will include all that amount in his gross total
income. The problems given iri this unit are based on whatever provisions we have discussed
in the earlier units.

19.2 DETERMINATION OF TAXABLE INCOME
| While_ _determi'p_in_g t_he. taxable in;:ome, the foI_low_ing are the steps to be followed:

i) First, ascertain gross total income ignoring income exempted under Sec. 10, ifany.
Income under different heads is to be added for this purpose.

ii) - Second, deduct admissible deductions under chapter VI A ofthe Income-Tax Act.
‘The following deductions are available to an individual for the AY 1992-93.

~ Section _ Nature of deduction
80CCA National Savings Scheme
80CCB Unit Linked Savings Schee
80D | - Payment for medical insurance premia
.' .8(I)f)D Med.i"ca'l treatment for dep_endel}t handicapped person . . - '
80G -+ Donations to charitable institutions and funds
806G Rent paid | |
80GGA  Dénations for scientific research or rural development - ..
- 80HH Profits and gains from new industrial undertakings or hotels set
up in certain backward areas.
.SOHEA_ Profits and gains from new small-scale iﬁdusn'ies :
set up in certain rural areas. :
80HHB Profits and gains from ﬁrdj ects outside India
80HHC . Profits and -géins from export tumover g I
80HHD | ~~ Earnings in convertible foreign exchange in certain cases . ._. _




‘80HHE Profits from export of computer software setup before 14-91

801 " Profits and gains from industrial undertakings, efc.
80IA : Profits and gains from Industrial under takmg, etc., set up after
: _ 31-3-91. I
1) S Profits and gains from poulffy'}‘aﬂning
S0L _ " Interest on certain securities, dividends, etc.
800 Royalties, fees, etc., received from certain foreign companies.
80Q Profits and gains from business of publication of books.
. 80QQA Professional income of authors of text-books in Ind:an
languages
80R Remuneration received by teachers and professors from
foreign services
SORR. Professional inceme from foreign so(mces _
SORRA Remuneration recewed from semces rendered outsxde India
: sOU Income of blind and handlcapped persons
Check Your Pregress -1 |
‘What are the steps involved in determining the taxable income? ;
i ' |
19.4 ILLUSTRATIONS . _ l

'l Shri Prem Prakash fumishes the following particulars refating to his income. He is an
employee of a Private Limited Company at Madras.

a)  Satary Rs. 2,000 per month
b)  Bonus equal to 2 months salary.

)  Deamess Allowance at 20% of the basic salary

| d)  He contributes 15% of his salary to Recogmsed Provident Fund to which his
employer contributes equal amount

e) - Interestcredited to Provident Fund accountat 11% perannum forthe prevxous year |
amounted to Rs. 1,100. :

f)  Heis given rent-free furmshed quarter owned by employeér whlch has a municipal
value of Rs. 500 per month and cost of the furniture amounts to Rs. 10,000. -

) Employer has given him a car with 14 H.P. which he uses for both private and
official purposes, expenses for the private being met by Sri Prem Prakash himself.

.




b} The company pays his Life Insurance Premium of Rs. 6,000, the policy amount
being Rs. 50,000 and he pays Rs. 1,000 Insurance Premium on the life of his wife,
the assured sum being Rs. 8,000, o

i) Heisoffered free services of a gardener and of a servant whose monthly salaries
amounted to Rs. 100 and Rs. 80 respectively, Compute his Total income for the
previous year 1991-92, e : :

Solution

._ Basic Salary at Rs 2,000 per month _ 24,000 .
Bonus 2 months salary _ R _ 4,000
Deamess allowarce at 20% - : 4,800
Employer’s contribution to R.P.F.in excess over 10% 1,200
Rent free house o | 3,800
Useoffcecar a0

| Life Insumnce pfenl_l.ium pald bythe coiml.mny. a 6,000
Free servant a.t.' Rs 80 per monfh - _ 860
Gross Salary P _4;,;;-(;
Standard deduction _ 12.000

Net salafy being gross total income/Taxable Income 33,960
Qualifying Amount for Rebate of Tax U/S 88

~ Contribution to R.P.F _ 3,600
Life Insurance paid by Co. o 5000
Premium paid by the assessee -~ 800
9,400
- NOTES

l.  Employer’s contribution to'Recognis.ed Providént.Fund is tax free upto 10% of
i - salary Excess over 10 percent is included in salary and taxed.

2. Rent free house has iaeen valued as under;

Rs.-

Salary plus Bonus (24,000+4,000) 28000
" 10% of salary and bonus | 2,800




Excess of rental value (Rs.6,000+l,200) .

© over 60% of Salary and bonus (16,800) N
‘ ' - 2,800
10% for furniture _ R 1,000
Taxable Value of furnished home 3,800

2. Dilip received the following incomes during the year ended 3 1st March 1992.

. : _ ‘Rs.

! a)  Salary from his employer at Rs. 3,000 per month. . 36,000
b) Leave Travel concession for proceeding on - : :
leave to home-town in India L 4,000

¢) Lunch Allowance at Rs. 250 per month o ' | o _'3_,000

d) Reimbursement of medlcal expenses from employer N 4,300.

Dilip also enjoyed the followmg other benefits and perqulsltes

i) Rent-free flat in Bombay for which his employer pays arent ofRs. 1,200 per month.

| ii)  Free gas and electricity for which employer paid total bills of Rs. 1,700.
- i) One free car of 14 H.P. with driver for persenal use and official purposes.

Dlhp had certain investients in shares on which he eamed dividend of Rs: 8,000. Out
of this, however only Rs. 6,300 was received in hand after deducting tax at source of Rs. 1,600 |
and bank commission of Rs. 100 for realising the dividend. '

Compdte the gross total income of M. D'ili'p fei‘ the assessment jfear'1'992_-93..

Solution - Rs. ’ Rs.
Basic at Rs. 3,000 p.m. -. ' 36,000
Lunch allowance at Rs. 250 p.m. 3,000
Rent Free Flat at Bombay | 4_;.07;0...
Free Gas and Electricity Bills paid by employer I' 1,?00
Free use of Car (450 X 12} S o 5,400
Gross Salary : ;;}“ l-:!-{;
Less: Standard Deduction | 12000 38,170

Income from other Sources:

Dividend | - 8000

_ Less: Collection Charges N o . o100




Gross Total Income C 46,070
Less: Deduction u/s 80L : 7,900

Total Income - 38,170

NOTES

1. Leave Travel Concession is not taxed assuming that the conditions for such
exemptions have been complied with,

2. Reimbursement of medical expenses is not taxed assumlng that all the relevant
: COIIdlthI]S are satisfied. ' . .

3. Salary is taxable on accrual basis.

4. Valuation of Rent-free flat at Bombay:

FRYV of the flat is Rs. 14400

10% of Salary - 4,070

Add: FRYV - 60% of Salary Nil
4,070

Salary for this purpose is Rs.40,700 (i.e. 36,000 + 3 000 +1,700). Gas, electricity and
water bills paid by employer also form part of° *“Salary’’ for this purpose -

4, Itis assumed that the dividend is from Indian Company.

3. Following are the particulars of income of M. Tushar, Manager of a limited company for
the year ended 31st March, 1992.

1 Salary Rs. 2,500 p.m. from which 10% is deducted as contnbutlon to an
Unrecogmsed Provident Fund, the company contributing the same amount.

2. Conveyance allowance received from the company is Rs. 250 p.m. but he has not
spent any amount of this, -

3. Rent-free house has been provided by the company whose annual letting value is
~ Rs. 3,000

4. 6%dividend is declared by the company on 500 shares of Rs. 100 each held by hll‘l‘l

5.  Hewithdrew from the Company Rs. 3,500 as travellmg allowance out of which he
- actually spent Rs. 1,500,

- 6. Hissonisstudyingina college and the company pays Rs. 400 p.m. towards the cost
- of his education. ' '

7. During the year, he paid Rs. 4 ,500 as Life Insurance Premium,

8. He depos‘ited Rs. 5,000 in a 10 year Cumulative Time Deposit Account ina post
office and Rs. 3,000 in a public provident fund.

You are required to compute his total income for the assessment year 1992.93,




Soluﬁon

Rs,
Salary at Rs. 2,500 per month . - . 30,000
_Conveyance allowance not spent at Rs. 250 p.m. - - 3,000
. Unspent travelling allowance (3,500-1,500) . - 2,000
| Education expenses of his son met by the company ... 4,800
Rent-free accommodation - - 3,000
Gross Salary N . 42,800
Standard deduction : : 12,000
Taxable Salary : _ 30,800
Income from other sources (Dividends Grossed)- - 3,000
(iross Total Income: -~ : : ' 33,800
Permissible Deductions: | | . '
ws.80L:Dividends | | 3,000
Total Income | 30,800

Qualifying Amount: u/s 88 for Rebate of Tax

Qualifying Amount:

a. = Life Insurance Premium 4500
b 10 year Cumulative Time Deposit | 5,000 |
c. Public Provident Fund 3,000

4.  The following is the Income and Expenditure Account of a Medical Practltloner for the
previous year ending 31st March 1992,

Expenditure .Income
Salary to Staff 12,000 Consultation Fees 41,100
Laboratory expenses 6,000 Visiting fees 10,000
Rent of dispensary 6,000 Gift from patient’ 4,000"

Purchase of medicine 4,500 Sale of medicine 8,000




Income tax 3,500 Rent from house property 12,000 S
Car expenses 3,640 Interest on debentures (Net) 900
E Membership fees 200 |

. Municipal tax(on house) 1,200

Repairs 1,800
1 ' Printing charges 400
{ " Charity 150
Sundry expenses 750
Surplus for the year 35,860

76,000 76,000

Compute his total income for the Assessment Year 1992-93 after taking into considera-
tton of the following information:

a. Gift includes Rs. 1,000 received from his relatives in per':sonal capacity.
b.  There was no stock of Medicines |
€. The car was used entirely for the profession

d.  Repairs related to house property. _

3 He'paid insurance premium of Rs. 8,000 on his life policy of Rs. 80,000

f Depreciation on surgical equipment and fumiture amountedto Rs, 4,500 allowable
as deduction as per rule.

2. Debentures are listed in recognised stock-exchange.
Solution |

Income from House Property

Rs. Rs

Rent received | 12,000

Municipal taxes 1,200

Anmual Value - 10,800

Less: repair.‘;allowance S _ 1,800 L 9.000
Profits and gains from Profession |
RECEIPTS
Consultation Fee 41,100

| Visiting Fee 10,000




Gifts from patients o - - 3,000

Sale of medicines : o 8,000 62,100
EXPENS.ES |
 Salaries D | 12,000
Laboratory expenses | _ _ 6,000
Rent of dispensary _ ._ . 6,000
Purchase of -mediéine‘s _ : | 4,500
Car expenses _ _ 3,640
Membership feeé | | 200
| Printing charges : - ' 400
‘Sundry expenses - ' | 750
Depreciation Allowance o 4,500 37,990
* : | ~ Income from ,Prqf_eésion 24,110

———————

Income from Other Sources

Interest on débentu_r&s (net) Rs. 900

Gross interest 900X 100/88.8 - 1,014 |
Computation of Total Income; é
i)  Income from House Property | 9,000
i)  Income from profession - 2,110 .
iif) Income froin other sources : - 1,014
Taxable Income ;l-, 124
o ) S
Qualifying Amount u/s 88-- Rs.8,000
NOTE
1.  Tax is deducted at source at 11.2% where the debentures are listed in a recognised

stock exchange.

2. Gifts excluding those received from relatives in personal capacity wili be included
in professional income.




5. Shri Enterprise owned by Krishna has prepared the following statement for the year
endmg on 31-3-1992: '

PROFIT AND LOSS ACCOUNT
Salary to ﬁmﬁrietor 12,000  Gross Profit b/d 50,000
Office staf? saiaiy 15,000  Bad debts recovered 5,000
General expenses 5,000  Interest on Gowt. Securit:ies_ | 3,500
Interest on capital 2,000  Dividend on shares 18,500
Bad debts 1,000 Interest on Public Provident
- Fund 2,000
Advertisement 2,700  Interest on Post Office -'
Deposit (10 years) 3,000
~ Fire Insu_rence _ 1,000 | _
Depreciafxieh -. | 4,000 ‘
Provision of bad Debts 2,000
Income-tax (1990-91) 3,000
Advance Income-tax 2,000
Donation to
Prime Minister’s
Drought Relief Fund 2,000 :
- Car expenses 1,000 L - ' '
- NetProfit 29,300
8-2,(}?}0 - 82,000
Additional Information

a. De\preciation allowed as per LT.Act.Rs. 3,600 only,
General expenses include Rs. 500 spent on printing calenders and diaries < -
c. Advenisement includes cost of New Sign Board Rs. 1 400,

d.  Ofthebad debts recovered, the AO had dlsallowed Rs 2 000 only in the concerned
assessiment year, _

e. Car is used for business as well as for private purposes 'e'quallly.'
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I.
|
{
Less:
11,

Conil.mte-his total income for the Assessment year 1992-93.

Solution

Income from Business '

Net Profit as per Profit and Loss Account
Add.Inadmissible items:

Salary to Proprictor

Interest on Capital

Depreciation (4,000-3,600)

Provision for bad debts

Income-tax

Advance Income-tax

Donation to Prime Minister’s Drought
Relief Fund

" Advertisement (cost of new sign board)

Car expenses 50%

Incomtes to be shown sepa.rait.ely:
Bad debts recovered

Interest on Government Securities
Dividend on Shares

Interest on R.P.F.

Interest on Post Office Deposits

Income from Business

Income from Other Sources
Dividend on Shares
Interest on P.O.Deposits

Interest on Government Securities

12,000

2,000

400
2,000
3,000
2,000

18,500
3,000
3,500

Computation of Total Income of Mr. Krishna for the Assessment Year 1992—93.

e e e e

29,000

25,600

——r——




Less: admissible expenses | | -

25,000

———————

Computation of Total Income of Mr, Krishna for the Assessment Year 1992-93.

_ Rs, Rs,
I Income from Business 25,600
IT. . Income from other sources | .' 25,000
Gross Total Income ' 50,600
Deduction u/s.80L: _ 9,000 \ _
Deduction w/s 80G 1,000 10,000
Total Taxable Income 40,600

NOTES
1. Cost of new sign board is capital expenditure.
2 Interest 6n Public Provident Fund is exempted
3. Bad debts disallowed in earlier years, if recovered are not put to tax.
4 Expenses on printing calendars and diaries Rs. 500 is allowed,
5. Itis assumed that dividend on shares is frorh Indian companies, .

; 6.  From the following particulars of Mr. A for the"previous year ended 31-3-1992 compute
! his total income; ' '

Rs.
Dividend on preference shares {Gross) 1,000
Income from sub-letting of building and
Machinery on hire 12,000
Interest on Bank deposits 2,500
Director’s sitting fees received 1,200
Income from undisclosed sources 10,000
Winning from Lotteries - 20,000
Collection charges of Dividend 30
Rent paid on Building and Machinery 4,000
Repairs to the Machine as per agreement 100
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Solution

Computation of Total Income of Mr. ‘A’ for the A.Y, 1992-93.

Dividend on Preference Shares ' 1,000 l'
Less: Collection Charges 30
: 970
Income from sub-letting of
Building and Machinery 12,000
Less:Rent paid - 4,000
Repairs to Machinery _100 4100 7,900
Interest on Bank deposits | - 2,500
" Directors sitting fees received | 1,200
Income from undisclosed sources ' © . 10,000
Winning from lotteries(20,000-5,000) 15,000
o Gross Total Income - 37,570
Deduction under-section 80L: ' . 3,470 |

Total Taxable Income _ - 34,100

7.  Fromthe following particulars, compute thetotal income of Shri Nand Kumar, Bangalore:

1.  SalaryRs. 12,000 p.a. Annual Bonus at 20% of Salary, Conveyance Allowance of
Rs. 1,200 p.a. House rent allowance Rs. 250 p.m. (he lives in house paying a rent

Rs. Rs.

e e o

of Rs.300 p.m). He paid Rs. 400 as a donation to a recognised school. He andhis
employer contributed 15% of salary each towards Recognised Provident Fund.
Interest credited toR.P.F isRs. 1,200 at 10%. HepaysRs. 1,000 as L.1.C premium.

2. His Investments are:

a.

b.

C.

d.

Rs. 15,000 in 10 percent Preference Shares of a company.

. Rs, 4,000 in 4 percent Mysore Government Loan.

Rs. 12,000 in 6 percent Mangalore Port Trust debentures; :
Rs. 15,000 in 12 percent debentures of Raymond Woollens Ltd.

His banker charged Rs. 40 as commission to buy and sell these securities during the year,
and Rs. 10 for collecting interest and dividends. : :

3. He sold a machinery yielding a capital gain of Rs. 10,000 and a building in which
the capital gain was Rs. 15,000(the second one is long term for 15 years)

4, He won a prize money in crossword puzzle Rs. 500.

Compute the total income for the assessment year 1992-93.




Solution )
Computation of Total Income of Shri Nanda Kumar for A.Y 1992-93: -+ = - ..
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IL.

Il

Income from Salary:

Salary

Bonus 50%

House rent allowance 3,000
Less exempted LALO_Q _

Excess of contribution to R.P.F by employer

Less standard deduction at 33.- %
Income from capital gains:

Ldng term capital gain on sale of building
Less deduction w/s 48 (2)

First 15,000 100%

Short term capital gain on

~ Sale of machinery

Income from other sources:

Dividend on preference Shares _ 1,500

Interest on securities

4,000 in 4% Mysore Govt.Loan 160

12,000 in 6% Mangalore Port =~ |

Trust debentures 720

15,000 in 12% Raymonds Ltd.

debentures 1,800
' 4,180

Less Collection Charges 10

Income from crossword puzzle
(500-500) -

Computation of Total Income

i)  Salary income

i) Capital Gains

iii} Income from other sources

12,000
2,400

e i i

4,170

10,400

10,000

24,570

10,400

Nil




Deductions

'NOTES

6.

~ Under Section 80 G 200 .

Total Income 24,370 -

Conveyance allowance received by Mr. Kumar has been assumed to have __been
spent

Calculation of H. R A 1east of the following 1s exempted

a) 40%of salary : 4,800
b)  Excess of Rent paid over 10% of

_salary (3,600-1,2000 2,400

¢ Acwel HRAseceived 3,000

Calculation of Quahfymg amount for Sectlon 88:

a) Contribution to K.P.F. ' : 1,800
b) ~ L.LC.Premium 1,000
2,800

50% of Donations are allowed.

Commission paid to Banker Rs, 40 towards purchase and sale of securities is not
allowed. = '

Prize money won on crossword puzzle Rs. 500 is exempted as it is casual income
and is less than Rs. 5,000,

8. From the following Profit and Loss Account ascertain the taxable income of Mr. Reddy
for the assessment year 1992-93.

Rs. Rs.
Office expenses _ | 5,720 Gross t’toﬁt o | 27,635
Sundry expenses - 2,640 Interest on Govt.securities 1,660
Interest on Capital 1,580 ) Ct)mtnission .. | 365
Reserve for bad debts 835 Bad debts Recoveréd | 640
Audit Fees : . 300 Profits on sale t)f securities 850
Rent of shop = 1,255 Miscellaneous receipts - 250

Income-tax
Charity and donation -

Legal charges




Compensation to workmen 1,000
Fire Insurance 2,000
Net Profit . 13,458
31,400 31,400
a.  Sundry Expenses include Rs. 250 for furniture purchased.
b.  Depreciation allowance admissible according to rules is Rs, 1,400

o

Charity and donations include Rs. 300 donated to Cbngress Party.

d  Heownsa house, half of which is occupied by him for his own residence and the
other halfis let outata monthily rent of Rs. 200, He pays Rs, 300 as municipal taxes
and Rs. 400 for fire insurance premium inrespect of the house, During the previoys
year he spent Rs, 900 for white washing and repairs of the house.

Solution _

L. Income from Business: | | Rs. Rs.
Net Profit as per P&L Account | 13,455
Add Inadmissible expenses:

Sundry expenses 250
Interest on capital _ _ _ 1,580
Reserve for Bad debts 835
Income tax o 1,730
Charity and Donations 485
: ' - 4,880
_ 18,335
Less: Depreciation Allowance 1,400
16,935
Less: incomes to be shown separately:
Interest on Govt. Securities - | 1,660
Profit on sale of Securities 850 2,510
) 14,425

1L Income from House Property

a. Let out House Rental Value 2,400
~ Less: municipal Tax : 150
Annual Value 2,250
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DEDUCTIONS

1/6 repairs 375 |
Fire Insurance 200 8§75 T 118
b. Self Occupied House R N 1.675
[iL. Income from capital Gains Profit . i
On sale of Securities . 850
IV. Income from other Sources: |
J Interest on Govetnment securities o 1,660
| ' Gross Total Income C 18,610
Deduction under Section 80L : 1,660
Taxable Income - L ' 16,950
NOTES
1.  Charity and donations do not qualify for deduction,
2. It is assumed that profit on sale of securities is short term in nature. r

9. Mr. Chopra draws a salary of Rs. 1,000 P.M. He owns two houses, one whose municipal :
valuation is Rs. 3,000 is occupied by him for his own residence and the other, whose
municipal valuation is Rs. 25,000 is let out at Rs. 250 p.m. The expenses in respect of
both the houses are:

st House 2nd House

{occupied for (Let out) :
own residence} t
Rs. _ . Ras.
Municipal Tax 300 300
Land revenue . 150 200 F
Interest on loan for recons-
tructing the house 300 400
© Fire Insurance Premium 200 200 |
Interest on Mortgage - 500 _
Rent collection charges - 200 r

The 2nd house remained vacant for two months. His income from dividends during the
previous year 1991-92 was Rs. 5,200.

Calculate his total Income.




Solution

Computation of Total Income of M. Chopra for the Assess.me_nt Year (A.Y.)1992-93,

L Income from Salary . Rs. - Rs.
Salary 1,000 X 12 12,000 I
. Less Standard deduction 4,000 8,000 . _' -

at 33 1/3%
.- Income from house Property:

a.  Let Out Property:

Rental Value (250X12) 3,000
Less Municipal Tax - - 300

Annual Value ;,',;{-]-O-

DEDUCTIONS

1/6 Repairs 450

Land Revenue 200

interest on Loan C 400

Fire Insurance 20.0

Vacancy aliowance 450

(2,700 X 2/12)

Collection charges restricted to
6% of annal valye 162 1.862 838

b) Self Occupied House:

Annual Value Nil _
Less interest on Loan  -300 =300 538
I Income from other sources: |
Dividend received ' - 5200
Gross Total__Income _ 13,738
Deduction u/s. 80L 5,200
Total Income _ .+ 8,538

NOTES

Interest on mortage is not an allowable expense where the money has been used for
purposes other than construction/repairs of the house property.
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10. Calculatethenetsalarymcomeoer D.G.Prakasham, anAocomuant maPublicLimted
Company whose particulars are given below: '

a
b.

<.

i

J

Solution

Salary per month Rs. 1,000.
City Compensatory allowance Rs. 100 p.m.
Bonus at 8.33% of basic salary and C.C.A.

Employer’s contribution to ‘recognised provident fund at 15% of basic salary and
his own contribution is also 15%.

Rent-free furnished house for which the Company pays Rs. 3,000 per month;
furniture of the depreciated value of Rs. 8,000, the original cost being Rs. 12,000.

Free use of 12 HL.P. motor car for personai purpose, the expenses being paid by the
employee.

'Freeservices ofa gardener and a watchman at Rs. 100andRs. 80p.m. respectively.

Education allowance to two children at Rs. 100 per child p.m.
Rs. 2,000 paid towards Life Insurance Premium on the policy of his wife.

Received Rs. 6,500 as interest on deposits in a Nationalised Bank.

Computation of Total Income of Mr. D.G.Prakasam for the AY.1992-93

1.

Income from Salary Rs. Rs. Rs.
Salary 1,000 X 12 o 12,000
C.C.A 100X 12 1,200
Bonus ' 1,100
" Excess of Employer’s o
contribution to R.P.F. 600

Education allowance , . : 1,200
Rent Free Accommodation:

10% of Salary 15,500 1,550
(12,000+1,200+1,100+1,200)

Excess of Fair rental value
over 50% of salary : ~ Nl
S 1550
Add 10% on the cost of fumniture 1,200 2150
o 18,850
Less standard deduction 33"%' % 6,283 12,567




I Income from other_Sources:

Interest on Bank deposits - : s 6,500

Gross Total Income B 19,067
Deductions; S S o | '
)
Under section 80L 6,500 : 6,500
Total Income o o 12,567

o —————

NOTES

1. Astheassessee’s total Monetary emoluments do not exceed Rs, 24,000, he is not
' a specified assessee. Hence the following are not taxable (a) Free Car (b) Free
services of gardener and Watchmen,

2, 'Calculation of qualifying amount for Rebate of Tax under section 88 is as follows:
a.  Contributionto R.P.F, at 15% 1,800
b. L.LC. Premium 2,000

.a"-é

3. Calculation of Bonas:

Salary - 12,000
C.C.A 1200
13,200 x 833 ~ 1,100 (approx.)

100

4. Education allowance is exenipted from tax @ Rs. 50 per child p.m. upto a
maximum of two children.

11, Sunil Kumar is Sales Executive in a company with Head Quarters at Banga'lore. He
furnished the following information for the previous year ending 31st March, 1992 for
calculation of his taxable income.

a. Salary Rs. 3,500 per month,

b.  Entertainment allowance Rs. 600 p.m.

¢.  Bonus equal to two months salary

d. Commission on sales at 2.5% of Rs. 8,00,000.

e. His contribution to recognised provident fund is at 15% with an equal contribution
from his employer. ' ' -

f, Interest credited to the provident fund is at 10% and amounts to Rs. 8,800,

-8« Unfumished rent-free house has been providt_zd to him with faif rental valye ot Rs. 12,000,




h, Medical bills reimbursed amounted to Rs. 4,500.
i Club bills of Rs. 2,500 were paid by the employer.

1 Two motor cars were at his disposal for official and privat'é _pu‘rpés’e_. They ate
Indian make cars of less than 16 H.P.

3 Solution

Computation of Total Income of Sunil Kﬁmar for the A.Y. 1992-93.

1. Income from §alary:
Salary 3,500 X 12 42,000
Entertainment allowance 600 X 12 ' 7,200
Bonus 3,500 X 2 | | 7,000
Commission ( 8,00,000 x 2.5/100) © 20,000
Excess contribution by empioyer. o 3,100
w R.P.F. -
Club bills paid by employer © 2,000
Car (300x12) o ' 3,600
Driver’s Salary (150x12) : 1,800
Rent Free Accommodation o Rs
10% of Salary - 7,620
(42,000+7,000+7,200+2_(},000)
Excess of F.R.V.over 50% of Salary = Lﬁ;ﬁ : r
94,320 ' '
Less Standard Deduction 333 % | 12,000
Total Income | :;2;;{;
Qualifying amount under Section 88: 6,300 N L-

NOTES
1.  Reimbursement of Medicai bills is exempted upto Rs. 5,000.

Interest credited upto 12% of R.P.F. is exempted.

Assumed that Driver is provided to the car.

> w »

Qualifying amount under section 88 is 15 percent of Rs. 42,000=6,300




*2. ShriSrinivas has furnished ihe fol fowing particulaes of his income fortie vearending 31«
March 1992;

a)  Salary Rs. 1,800 per month,
b} Dearness aliowance Rs. 350 per month,

€} Bonus: Two months salary

&) Heisamemberof recognised provident fund and contributes 12 percent of sintary -
thereto with an e€qual contribution by the employer.. During the vear inferest o
Rs. 2400 at 16 bercent has been credited to the fund,

2} The employer provided him with a 20 H.P. car for office as well as private use
bearing all expenses.

f) The employer has provided him a rent-free hoyse of the annual value of Rs. 6,600
Furniture costing Rs. 10,000 has also been provided therein,

g)  Interest on debentures of cooperative society Rs. 1,800.
h)  Income from dividends of Unit Trugt of India Rs. 2,600,

i) Royalty received in respect of a book on Accountancy Rs, 10,000. He claims
Rs.3,000 as an expenditure in preparing the manuscript of the book.

i He donated Rs. 6,000 to Prime Minister’s National Defence Fund.
k}  Heis insured for Rs, 40,000 on which he pays an annual premium of Rs. §,000.
You are required to rompute Shr Srinivasa’s total income for the Assessment year 1992.93.

Solution

Computation of Tota) Income of Shii Srinivas for the A.Y. 1992-93,

L Income from Salary
Salary : 1,800 x12 21,600
DA, 350x 12 4,200
Bonus 1.800x 2 3,600
Excess of employer’s 432
contribution to RPF
Car expenses , 400 x 12 4,800
Rent Free Accommodation
10% of Satary 2,520
(21,600+3,600)
Excess of F.R.V.over 50% of salary ==
| | | 2,520
- Add. 10% of cost of furniture 1.000
: 3,520
38,152
Less standard deduction 12,000 26,152




. Income trum other S;out_c_.e§:__ G i
Inlﬁrcs! on Dehentur_es _o.f -C_g.—op.sbcie_ty 1.800 _ r
~ Income from divi_dends_ U.T.L 2600
| Réyalty Received o r
Less: Expenses 3.000 | 7.000 11,400 F
: '.G'.ross Total Income 37.552 r
| DEDUC.TIOINS
Under Séction 80G: _ |
50% of Donations | | 3,000 . : r
IUnder Sé&ion S0L o 4400 _ 7.400
Taxablelncome 30,152
NOTES
1. Interest credited to R.P.F.is exempted upto 12 percent.

2. Qualifying amount s 88:

1) L.LC.Premium restricted to 10% of sum assured 4,000

2) Contribution to R.P.F. | 2,592
| . |
19.5 SUMMING UP

“This unit has dealt with-the assessment of individuals. Individuals may derive income
from various sources. Similarly, he may derive incomes in various capacities. All such
provisions have been discussed earlier in relevant units. Assessee is able to reduce his tax -
liability by managing his affairs in a way that the maximum deductions could be claimed in r

computing total income. A few numerical problems on the computation of total income are
illustrated in this unit.

 19.6 CHECK YOUR PROGRESS : MODEL ANSWERS ;

- L ) Asscertain unable incomes under different heads.
ii)  Add: incomesascertained under different heads. .

iii)  Deduct admissible deuctions. Thee resultant amount is the total income..




197 MODEL EXAMINATION QUESTIONS
227 MOOEL EXAMINAT

1. Solvethe following num.erical problems giving suitable notes and neceésary workings:

1. Shri Ajit is a manager of X Co.Ltd. He furnished the foliowing particulars of his
income for the previous year 1991.92 . . :

| Rs,
1. Basic Salary - 36,000
' 2. Dearness allowance _ . 6,000
3. Bonus ' 5,000 _
4. His contribution to a Recognised Provident Fund 4,000
5. His employer’s contribution to the Fund 4,000
6. Interest credited to.the accumulated balance .
of the provident fund at 10% 3,000
7. He was provided with a small car which he used
both for official and private purposes :
8. He incurred expenditare on Books _
and newspapers ' ' 400
9. He received interest on listed commercial :
securities (Net) _ 3,600
10. He received divided from a Co-op. _
Society (Gross) 470
11. He paid LIC premium of Rs. 1,000 p.m.on his
life insurance f_or Rs. 1,50,000
12. He donated to an approved institution ' '_3,000. -

Compute his total income for AlY. 1992-93
2. The following investments were held by Shri Mallinath during the previous year 1991.92.
1. Rs. 50,000 6% Tax Free Central Government Securities o
2 Rs. 40,000 8% Port Trust Debenﬁ:res
3. Rs.30,000 15% Debentures of Paper Mills Ltd.
4. Rs. 20,000 7-1- % Municipal Debentures
5. Rs.25,000'10% Post Office Cash Certificates.
6
7

Rs. 30,000 15% preference Shares of A" Co.Ltd.
Rs. 20,000 9% Kamataka State Government Loan,

On 1-5-1988 Shri Mallinath sold the above Municipal debentures for Rs. 24,000 and on
the same day he purchased for Rs. 24,000 10% debentures of Cotton Mills Lid,
s




Shri Mallinath paid Rs. 150 as commission for colecting the interest and Rs. 4 000 as

interest on the loan taken for purchasing the 6% Tax Free Central Government Securities. The
interest on the above securities is payable half-yearly on Ist July and 1st January each year.’

Compute his income from other sources for the A.Y. 1992-93.

Shri Sandeep is a registered medical practitioner. He has prepared the following Income
and Expenditure Account forthe year ending 31st March, 1992. Youare required to find
out his taxable income for the assessment year 1992-93.

Income and Expenditure Account

Expenditure _ © income
Rs. | RS.
Household expenses 8000 Consultation Fees | 7,500
Municipal Tax 800  Visiting fees 12,500
(House Property) B Sale of Medicine 15,0000
Repairs of house property 600  Rent from . o
Establishment expenses 4,000  House property N 9,800
\Surgical Equipment 1,500 |
Books 250
Income-tax 1,000
Car expenses 2,000
Fire Insurance on house 500
Property
Life Insurance premium
on own Life 1,800
- Surplus 24,350
ss0 44,800

Depreciation allowable on CarRs. 1,500 and on Surgicél equipment 15 percent. One haif

of car expenses are for personal purposes. Establishment expenses include Rs. 400 being cost
of a cycle purchased. '

4,

Shri Sankar purchases a house property for Rs. 1,20,000 on 10-4-1984. Hesold it on 30- .
4-1991 for Rs. 1,90,000. He incucred an expenditure of Rs. 20,000 on its development
and Rs, 5,900 being 40% of the total expenditure in connection with the sale ofthe house

and the remaining expenditure was bome by thepurchaser. His income from other sources
is Rs. 18,000. Compute his total income for A.Y.1992-93.
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1. Attempting the foHowing short qﬁestions in about 15 lines each

1. What are the suitable heads of income under which you wili charge the following:
a. Remuneration from examination
b.  Dividends on equity shares.

‘ €. Dividends on preference shares )
d.  Interest on Bank deposits
€ Interest on debentures
f. Income from sub-letting,
g Agricultural income from Nepal
2. How do you allow deductioﬁs for_ long term capital £ains?

3. Howmuch deduction is available in respect of dividends, interest on bank deposits and
dividend from Unit Trust of India?

4. How do you treat share of profit from registered firm in the hands of partner?

5. Explain taxability of speculation profits.




UNIT-20: COMPUTATION OF TAX

Contenis

20.0 Aims and Objectives

20.1 Introduction

20.2 Tax Rebate s 88

70.3 Rounding off of Income and Rounding off of Income Tax
20.4 Calculation of Tax Liability

20.5 Illustrations

20.6 Suinming Up

20.7 Check Yoﬁr Progress:Model Answers

20.8 Model Examination Questions

20.0 AIMS AND OBJ ECTIVES
The objectives of this unitareto familiarise you with the rates ofincome tax as applicable
to individuals and explain you the computation of tax liability.

After completing this unit, you will be able to:

* mention the income tax rates relating to individual assessees.

* compute the tax liability of individuals.

20.1 INTRODUCTION

We have stated in the beginning of the course that though the Income-Tax Act, 1961, is
fairly bulky, the rates of income-tax have not been given therein. Thereisa provision to enact
a Finance Act every year. For example, the rates at which income tax has to be paid during the
assessment year 1992-93 have been prescribed by the Finance Act, 1991, The Finance Act also
contains the rates at which income tax is to be deducted at source during the current financial
year which will be the previous year for the coming assessment year. For example, the Finance
‘Act also contains the rate structure at which the assessee will be required to pay Income-tax in

advance or the rates at which income-tax has to be deducted at source during the Financial Year
1991-92. : '

‘The income is earned in the previous year and the assessment of total income takes place
during the following financial year which is known as the assessment year. For example, income
earned during the previous year 1991-92 will be assessed in the assessment year 1992-93.

Income-tax is payable in India according to slab system. Thetotal income is broken into
a few slabs of certain amounts. Each successive slab is taxed at a higher rate progressively. For
example, where the total income is Rs. 50,000, we may have say first slab of Rs. 22,000-second
of Rs. 8,000, and third Rs.20,000. The fisst slab can go tax free whereas the second and third
slabs could be charged at the rates of 20% and 30% respectively.

.14
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N3 TAX REBATE U/S 38

'Fﬁx Rebate u/s 88 in respect of life insnrance premia, contribution to provident fund ete,

_ Tax rebate v/s 88 is available to an individual, hindy undivided family and to certain
association of persons or body of individuals, 2

To calculate tax rebate ws 88, we have to first calculate gross qualifying amount,
Gross qualifying amount: Gross_qualifying amount is the aggrepate of the following:
1. Life Insurance Premium

Any sum paid in the previous vear by an individual assessee to effect or to keep in force
an insurance on hig life, the life of the Spouse orany child ofthe assessee, qualifies for tax rebate

assessee pays Rs. 12,000, he will get tax rebate in respect of Rs. 16,000 only.

You would be interested in knowing that at maturity when the insurance amount is
received, it is just like capital receipt and there is no question of taxing that amount,

2 Termination of Life Insurance Policy

6. Contribution to Public Provident Fund qualifies, The minimum amount to be de_pos'igéd-_ :
~ i Rs. 100. : \ C . N e

7... Contribution to recognised provident fiind qualifies for rebate of tax under this __$éction, )

8 _Cpﬁfril_)'l;ftio;n to Apprqyed- Suﬁer&nnuﬁfion Fund also qualifies for tax rebate, -




9. Family Pension Fund

“These days almost all employees have started family pension fund which is other than the
pension which is payable by the employer as a matter of employment contrict. Almost all State
Governments have started these funds. There is no contribution from the emplover. 1t is used
for giving a specified amount on the death of a member of the fund while he’she is in service.

Amount contributed to family pension fund qualifies for rebate of tax.
10.  Unit Linked Insurance Scheme of the UTT '

Amount paid to the Unit Trust of India by the assessee under the Unit Linked Insurance
Scheme qualifies for tax rebate. '

11. 'Cumulative Time Deposit in Post Office

Amount deposited inthe previous yearina 10 or 15 Year Account of the Post Office under
Post Office Cumulative Time Deposit Scheme qualifies.

12 Deferred A_]in'uity in the case of Government Employees

Any sum deducted in the previous year from the salary payable by or on behalf of the
Government for securing to hima deferred annuity or making provision for his wife or children.
The maximum amount that will qualify is one-fifth of salary.

' 13. National Savings Certificates Vi, VII and VI1I issues

Amount invested in buying National Savings Certificates qualifies for tax rebate. They

now carry interest atthe rate of 11 percent perannum and the amount is repayable aftersix years. -

On V1 issue interest accumulates and is payable at the end of the period. Inrespect of Vil issue,
interest is payable every six months. '

: Interest accruing on Vith issue for every half year is supposed to be reinvested and
therefore the assessee wilt be entitled to rebate of tax under this section in respect of the interest
that has accrued but not received.

14. Contribution for participation in notified unit-linked insurance plan of the L.1.C.Mutual
Fund (i.e.Dhanaraksha plan}. - o :

15. Any sum paid as subscription to House Loan Account Scheme of the National Hdusing
~ Bank ' : :

16. - - Any payment made to specified institutions towards the cost, ofpurchasefcbnstmétion of

a new residential house. property upto Rs. 10,000 in a previous year is eligible for tax
rebate. = N

17. Other deposit schemes:

~Subscription to any deposit scheme of a public sector company engaged' in providing
long-term finance for construction or purchase of houses in India forresidential purposes. (w.e.f.
the AY. 1993-94). . o Co

o f«\m_ount"of tax rebate: 20 percent of gross qualifying amount or Rs. 10,000 which ever
is l.eSS-ls {he tax rebate available under this section. However, inthe case of author, 'playwﬁglit,
artist, musician or sportsman (athlete), the tax rebate available is 20% of groSs qualifying
amount or Rs. 14,000 which ever is less.

-




Note: 1) WeftheAY, 1993-94, the subscriptions to the schemes at present covered under
ection 80 CCA and 80 CCB have been included under this sub-section {of
Section 88 and thereby they are made eligible for tax rebate as per the limits
indicated below. In other words Sec. 80 CCA and 80 CCB will be dropped from
the A.Y. 1993.94, '

Note: 2)  Wef the AY. 11993 -94 the amount of tax rebate is revised as follows;

i) In the case of an individual whose income derived from the exercise of his

ii) Inthe case of any other individual: 20 percent of gross qualifying amount or R,
12,000 whichever is less,

Note: 3)  W.e.f the A.Y. 1993-84, an additionai rebate of 10 percent of the net tax payable
will be allowed to individuals resident in India who are of the age of 65 years or
more at any time during the relevant previous year and have gross total income -
not exceeding Rs. 50,000 (Sec. 88 B),

Check Your Progress-1

What is the rate of rebate allowable under section 887

............................................................................
............................................................................

............................................................................

20.3 ROUNDING OFF OF INCOME AND ROUNDING OFF OF
' INCOME TAX -

To iIl'ustrate total income amounting to Rs, 50,465 is rounded off'to Rs. 50,470, whereas
" Rs. 50464 is brought down to Rs. 50,460.

- Rounding off of tax etc,

According to Section 288 B the amount of tax {including tax deductible at source or
payable in advance, interest, penalty, fine or any other sum) payable and the amount of refind
due shall be rounded-off to the nearest rupee. For this purpose where such amount contains g

part of a rupee consisting of paise such pait being 50 paise or more it shall be increased to one




20.4 CALCU LATION OFTAX LIABILITY

While calculating the tax liability of an individual, the following steps are to be followed:

i) First net income of an individual is chargeable to tax for A.Y. 1992-93 (Finance Act
1992) at the rates given below:

1. - Onthe First Rs. 22,000 Nil

2 On the next Rs. 8,000 20%
3. On the next Rs. 20,000 30% -
4 On the next Rs. 50,000 4%
5. On the balance of tofal income 50%

Surcharge: If the total income exceeds Rs. 75,000, the assessee shall be liable to pay a
surcharge @12% of the amount of net income tax.

Net income tax=Tax on total income (after making adjustments for tax on agricultural .
income)--Rebates w/s 88 '

If the individual has agricultural income, due consideration is to be given to the rules
relating to that income. '

iiy  Second, from the amount of tax determ ined as above, the following tax reliefs!rebﬁtes are
10 be deducted if applicable to that individual.

a)  Rebate under Sec. 86 in respect of share of profits from an unregistered firm of
association of persons.

b)  Relief under Sec. 89 (1) in respect of salary paid in advance or in arrears.
¢}  Reliefunder Sec. 31 in respect of doubly taxed income.
d)  Rebate under Sec. 88.

Check Your Progress - 2

Mr.<X’ an Individual has a total income of Rs. 50,000 for the A.Y. 1992-93. He has paid
insurance premium of Rs. 4,000. Calculate his tax liability.

.................................................................................................
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"20.5 ILLUSTRATIONS

1. Compute tax liability in the following cases for the assessment year 1992-93.
a) . Anil, an individual whose total income is Rs. 35,400.

by  Singh, an individual whose total income is Rs. 23,500, - -

23




Solution _ _ _
8)  ANIL: TOTAL INCOME RS. 35,400, Rs.
Income tax on the first Rs. 22,000 : Nil
Income-tax on the next Rs, 8,000, 200 - 1,600
Income tax on the balance of Rs. 5,'400, 30% 1,620

Total Tax 3,220

b)  SINGH: TOTAL INCOME Rs. 23,500:

Income-tax on the first Rs. 22,000 : : Nil
Income-tax on the balance of Rg, 1,500 at 209, 300
Total Tax 300

2. Compute tax liability in the folldwing case for the assessment year 1992.93,
An Individua] My, Gopal shows tota) income of Rs, 32,000 in his return of income,

Solution
INDIVIDUAL GOPAL: TOTAL INCOME Rs. 32,000

Income-tax on the first Rs. 22,000 : Nil

Income-tax on the next 8,000 at 20 percent 1,600

Income-tax on the balance of Rg, 2,000 at 30% | 600
Total Tax 2,200

3. Compute the tax liability of Mt. Rao from the following particulars for the A v
1992-93, o

i) Total | ncome Rs. 38,000
i)  Tax deducted at source Rs. 500
iii)  He paid Rg, 7,000 by way of L]C Premium on his Ljfe Insurance
tv) . He contributed Rs. 1,000 to PF.
Solution

Calculation of tax liability of Mr. Rao for the A.Y. 1992:93.

_ - Rs.

Total Income 38,000
Tax: - ' '

First_ Rs. 22,000 of total income Nil

Next Rs. 8,000 of tota] income @ 20% 1,600




Balance Rs. 8,000 of total income @30% 2400 ) 4,000 ‘
Less: Tax deducted at source __500
Balance Tax 3,500

: Less: Rebate u/s 88: :

# ; Qualifying Amount: Rs.
LIC Premium 7,000 :
PF contribution 1,000 #

8.000
Y O AR 1,600

- Net Tax payable 1,900

4. Mr. Ramana gives the following details of his income. Calculate his tax liability for the.

AY. 1992-93.
i i) Salary income Rs. 36,000
ij) Heis contributing Rs. 300 p.m. to Recognised Provident Fund and depositing Rs.

200 p.m.in 10-year C.T.D account. Annual Insurance premium paid by him is Rs.
1,500 on the sum assured Rs. 10,000.

Solution

Calculation of Tax Liability of Mr. Ramana for the A.Y. 1992-93.

Rs.
Salary income being total income 36,000
First Rs. 22,000 of total income Nil
Next Rs. 8,000 of totat income of @ 20% 1,600
Balance Rs. 6,000 of total income @ 30% 1,800 _
Total tax | 3,400
Less: Rebate u/s 88 '
Qualifying amount:
i)  Contribution to provident fund - 3,600
i) C.T.D.Deposit | ; 2,400
fii) L.LC.Premium Restricted to 10% of
the sum assured ' 1,000
7,000
-20% of Rs. 7,000 1,400
Net tax payable S “-2-,-(;0-5




. A

3. Frony the particulars given below, compute the tax Ii'abi]ity of Mr. .Srf Ram for the
Assessment Yegr 1992.93. '
Rs.
(i) Income from let-out house (computed) 15,000
{fi)  Dividend from shares (Gross) 3,000
(iti) Business Income 20,000
{ivi He paid LiC Premium 2,000

Solution

Computation of total income of Mr. Sri Ram and his tax liability for the AY.1992-93,

_ Rs, ,
Income from House-Propeny 15,000
" Busingss Income o | 20,000

Income from other sources: _

Dividend _ ' o ' 3,000 :
Gross Total Income : ' 38,000

{-) Deduction u/s 0L (Dividend) 3,000

Total Income o o 35,000

Tax Liability

First Rs. 22.000 Nil
Next Rs. 8,000 @ 20% 1,600
Balance Rs. 5,000 @@ 30% _ 1,500
Total Tax : - 3,100
(-} Rebate u/s 88

Qualifying Amount Rs. 2,000

2,000 x 20 / 100 | | 400
Net tax payable 2,700
20.6 SUMMING UpP
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557 CHECK YOUR PROGRESS: MODEL ANSWERS

1. 20% of Qualifying amount for rebate under section 88, _ L
2. On first Rs. 22,000 Nil

Next Rs. 8,000 20% 1,600

Next Rs. 20,000 30% 6.000

Total Tax 7.600

(-) rebate of tax _R00

‘Net tax payable _ _ _ 6,800

20.7 MODEL EXAMINATION QUESTIONS

L Solve the following problems:
1. Compute the tax liability of Mr. Bihari Lal from the following particulars:
a)  Total income Rs. 55,800
b) | Agricultural Income Rs. 8,600
He paid LIC premium of Rs. 5,000; and deposited Rs 4,000 in P.O. 10 Year CTD

~Account. .

2. *M’ an Individual supplies you the following information for compudation of his tax
liability for the assessment year 1992-93.

Rs.

1. Income from house property (€0 mputed) 10,000

5. Profit from business ' : 5,000

3. 1/3 share of profit from an unregistered ﬁ.rm 10,000
4. Interest on securities (gross) (listed) _ 8,000 |

5. Interest on tax-free Gowt. Securities 2,000

35,000

He paid Rs. 3,000 as life insurance premium and donated Rs. 5,000 to an institution,
approved by the Income-Tax Department. Income Tax was deducted at source at 10% from the’
amount of interest on securities.

1. Answer the following short questions in 15 lines each

1, What are the different rules prescribed for computing net agricultural income for
inclusion in total income under the partial integration scheme?

2 How do you compute income-tax liability of a person?

3 How do you round off total income and income tax?

x
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21.0 AIMS AND OBJECTIVES

The objective of this unit is to recapitulate what we have studied so far under the subject,
income-tax with the help of a few problems

Aﬁercom‘pleting this unit, yoii will be able to solve problems on the computation of tota]
income of individuals,

21.1 INTROD UCTION

In continuation to the description given in the previous units, an attempt is made in this -
unit to solve different problems covering the various provisions of the Act, '

21.2 PROBLEMS

L The following items show the income of Shri Ashoka for the previoys year 1992-93,

1. Profit from business in Iran received in India Rs, 5,000

2 Income from house property of Iran received in India Rs. 5,000
3. Income from house property in Pakistan, deposited in g Bank there Rs. 1,000, *
4

Profits of Business established in Paris deposited in a Bank there Rs. 1,000 - thig
business in controlied from India,

5. Income accrued in India byt received in England Rs. :2,000.
6. Profit earned from business in Kanpur Rs. 6,000.

From the above particulars, ascertain the taxable income of Shri Ashoka for the previous
year 1991-92 ifhe is (i) a resident (i} a not ordinarily resident (iti) a non - resident.

Solution -
- Particulars of Income ' Resident - Not Ordinarily Non Resident
B Resident
: ~ Rs. ~ Rs. R
_ L. Profit from Business in [ran 5000 5,000 5,000
; ; received in India . S SRR :
_,:"' 2. Income from house property in 5.000 - 50600 - . 5,000

Iran received in India




3. Income from house property in 1,000 e L e
pakistan, deposited there ' ’

4, Profit from business established '
in Paris deposited ina bank there,
business controlied from India 1,000 1,000
5. Income accured in India but
received in England _ 2.000 2,000 2,000
6.  Profit earned from business _
in Kanpur 6,000 6,000 6,000
Taxable Income 20,000 19,000 18,000
2. Compute the total income of Mr. Y who is working as Sales Manager of Z Company r
Limited, Bombay, for the current assessment year. He received the following incomes

and perquisites in the accounting year.

) Salay . Rs. 3,000 pm.
v
ijy  Dearness Allowance, as per terms of employment,
it is included into computation of service benefits. Rs 600 p.m.
iiiy Employers contribution to RPF: ' Rs. 400 pm.

Mr. Y. also contributes a like amount each month.,

iv)  Interest credited to Mr. Y’s
balance in the PF @ 11% p.a. Rs. 2,400

v)  Entertainment Allov?ance granted regularky
since 1954 Rs. 7400

vi)  Rent-free unfurpished accommodation. 4

Rent paid by the employer Rs 800 pm ‘
vii) Freeuse ofa20 H.P.Car Running and maintaining |

expenses wholly incurred by the employer Rs. 2,800
viii). Dividends from a cooperative society {Gross) Rs. 1,200

ix) He received Rs. 2,700 as interest on units of
UTI and dividend from Indian company '
Rs. 7,760 (after deduction of tax @ 22.4%})

X) He invested Rs. 6,000 in CANPEP (a notified
. equity linked deposit scheme}

' Mr. Y was resident for the previous year and he paid Rs. 3,500 as insurance premiuimn on
a policy of Rs. 30,000 taken on his life. :

Solution _
n Income from Salary: Rs. ‘Rs.
Salary 36,000 ’
Deamness Allowance 7,2.00 *

a7
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Notes:

Employer’s contribution to -
RPF in excess of 10% of salary .
(Rs.4,800 - 4,320) 480

Entertainment Allowance - ‘;‘,4_00

Value of Rent-Free Accommodation:
10% of Salary (Rs. 36,000+7,200 =43,200) 4,320

Car Expenses: 2,800
Gross Salary 5;,-200
Less: Standard Deduyction _ 12,000
Entertainment Allowance 7,200
Dividends from Cooperative Society 1,200
Interest from U.T.L. 2,700
Dividend from Indian Coﬁpany 10,000
Gross Total Income
Less: Deductions:
Ws 80 CCB | 6,000
“uws80L 12,700

Total Income

givenin the problem,

39,000

- 52,900

i

i

Car expenses of Rs. 2,800 can be directly taken into account because it is clearly

Calculation of Exempted Entertainment AIlowance:Least of the following four

will be exempted from tax:

) Actual E.A. Rs. 7,400
b)  E.A. before 141955 Rs. 7,400
©)  Statutory limit Rs. 7,500

4 1sth of Satary (36,000 x7/5) Rs. 7,200

Calculation of qualifying amount for Rebate w/s 88:

Contribution to p.F Rs. 4,800
LIC Premium (Restricted) 3,000
7,800




4. putat] ti
General Maximum deduction: Rs. 7,000

Additional deduction for dividends from

Indian Companies _ R, 3,000
Additional deduction for incoine © Rs. 2,700
From U.T.L : . 12,700
3 A’s investments for the previous year ended 31st March 1992 were as given below:
Rs.

a) 30,0005 percent Municipal Debentures.
x b 20,000 4-12- percent Port Trust Bonds.
| <) 10,000 4 percent Bombay Development Loan.
d) 32,000 3-%- percent Tax Free Government of India Loan K
| ) 32,000 11% Convertible Debentures of a Company.
fi 16,000 G%IDebentures of Company

g) Rs. 10,000 in 5 years National Development Bonds. Interest accrues at 13 percent
' and payable on maturity. They were bought on 1-10-1991.

h) . Rs. 15,000 in 6 year National Savings Certificates (ViIssue): Interest at 12% pér
annum accrues but paid on maturity. They were bought on 1-10-1991.

i) Rs. 20,000 in 7 years National Savings Certificates (11 Issue): Interest at 6% per
annum accraes annually. They were bought on 1-2-1991..

On 1st September, 1991, he bought Rs. 40,000 s percent U.P. Govt. Loan, the interest on
which ispayable on 30th Juneand 31st December. For this purpose he took a loan of Rs. 30,000
at 6% per annum. The bank charged 1 percent commission on purchase.of securities and 2
percent commission on realisation of gross interest,

"Find out his taxabié iﬁc'ome under the head ‘Income from .other sources’ for the
assessment year 1992-93. : : _

Solution ' - - Rs.
a) Rs. 30,0005 percent Municipal Debentures '. 1,500

" B)  Rs. 20,000 4 % Port Trust Bonds 900

. © BRs 10,000 4 percent Bombay Development Loan 400

d) Rs. 32,000 3—;- p’erceni Govt. of India Loan (Tax Freej 1,120
e) Rs. 32,000 11 percent Convertible Debentures 3;520 , |
f) Rs.16,0006 percent Debentures of a Company : 960




N

£) Rs. g0 13 percent 5 vear Nationa| Development

Bonds tinterest for SiX months only ) 650

h)y . Rs, 15,000 6 Year National Savings Certificates 12%
{Interest for three months) 450
' Rs 40,000 5% U.p.Gout. Loan for six months 1,000
10,500

; Less:i)interest on Bank Loan of
: Rs. 30,000 @& 6% for 7 months 1,050

ii} Bank commission at 2% on Rs. 10,500, 210 i,260

————

Income from Other Sources . 9,240

NOTES
. Commission on purchase of securities js not allowable.

2. Rebate of income-tax on Rs, 1,120 being interest on tax free Govt.Securities will
be allowed at an average rate or 27-21. % whichever is Jegs,

3 Interest on 7 Year National Savings Certificates (Il Issue) is completely tax-free
and, therefore, it is not includible in tota] income.

Receipts : Payments
Radio Programmes : 8,950  Telephonesg Telegrams 5,000
* Film Corporation 10,540 Typist and Clerk 12,000
From other Producers 50,250  Attendants 12,000
Rent received 8,000  Private Secretary 12,000
Dividends received(net) 7800 Tour abroad 50,000
UTI Interest recejved 2,000 Car expenses 18,460
Sp_ebial programmes 3,000 Municipal Taxes _
_ (Let out house) 800
Programmes ip London |
and New York ' 1,00,000 Municipal Taxes 1,000
(self occupied) _ _
Surplus : 79,280
1,90,540 1,90,540

100




It was found that one fourth of the Car expenses pertain to private use thereof. The
attendants are also working in the house performing duties not refated to profession.

According to FERA provisions she brought the entire income from foreign sources to
India.

Solution
I Income from House Propei‘ty _
Let out house: Rent Received 8,000
Municipal taxes _ —800
2,200
Self occupied house: | Nil
7,200
‘Less: 1/6 for repairs 1,200 6,000
IL i’rol‘it from Profession
Radid Programmes | 8,950
Film Corporation 10,540
Other Producers 50,250
Special Programmes 3,000
Receipts from tour LQQ,O_QQ
1,72,740
Less: Expenses
Telephones & Telegrams 5,000
Typist and Clerk 12,000
Private Secretary 12,000
Tour Expenses 50,000
Car Expenses.” = 18,460
Less: Private use 4615 13,845 92,845 79,895
II.I. Income from Other Sources
* Dividends (gross) [7,800x100/77.6] 10,052
UTI Interest 2,000 12,052
Gross Total Income 97,947

Deduction w's 80L
Dividends etc. - 10,000




Additienal for UTI 2.000 12,000

U/S 80 RR 75% of income
- brought into India from . _
foreign sources [1,00,000-50 0(}0] 37,500 49500 +

¢ Total Income 48,447

| NOTES
1. Annual value of the self-occupied house is taken to be nil.

2. As the full information is not available about the expenditure on attendants, no
deduction is allowed.

5. The following are the particulars of assets sold by Mr. Sampatkumar during the prevnous
year 1991-92,

a)  Residential house purchased on 1-1-1987 for Rs. 45 .000 sold on 1-3-92 .
for Rs. 80,000. ;

b}  House let out by him was purchased on 1-1-1990 at a cost of Rs. 70 ,000 was sold
in December, 1991 for Rs. 1,00,000.

¢)  Factory machinery purchased for Rs. 20,000 in 1962 of the written down value as
on 1-4-1991 Rs. 6,000 sold on 1-1-1992 for Rs. 6,000.

d)  Factory machinery purchased i July 1990 for Rs. 10,000 sold for an amount Rs.
12,000.

€} Motor Truck purchased for Rs. 1,20,000 during the .year was sold at Rs. 1,15,000.

) Shares of the Jute Company purchased on 1-2-1989 for Rs, 15 ,000 sold on 1-4-
1991 for Rs. 20,000.

During the year Mr. Sampatkumar purchased a new residential house forRs. 20,000. His
‘other incomes for the year amounted to Rs. 40,000,

Compute his total income for the assessment year 1992.93,

Solution
Long-term Capital gains

i) Sale of residential house

(Rs.80,000--45,000) ' _ 35,000
Less: Deduction w/s 54 for having bought
another house for his own residence 20,000
15,000
" Less:Deduction /s 48
First Rs. 15,000 - 100% - 15,000
Nil
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ii)  Sale of Shares 5,000
Less: Deduction u/s 48 '

60% of Rs. 5,000 3,000 2.000 2000
Short-term Capital gains

iii)  Sale of let out house {1,00,000-70,000) 30,600

iv)  Sale of factory machinery [12,000-10,000] ' 2,000

' ' 32,000
v}  Loss on sale of truck-short tarm ' S5.000 22,000
Income from capital gains ' 29.,000
Income from other sources _ i S - 40,000
Gross Total Income ' 69,000
" Deduction . Nit
Total Income 69,000

NOTES

1. it has been assumed that the new house purchased by the assessee has been for his
own residential purposes. It is therefore, preferable to claim deduction under
section-54.

2. Since machinery mentioned under (C) has been sold at the written down value,
there is neither profit nor gain. Depreciation is not allowed in respect of the asset
in the year in which it is sold, destroyed etc.

6 From the particulars given below, compute the total income of Miss Geetha, a resident
of Kakinada, |

I.  Salary Rs. 2,000 p.m.
T.A.Bill Rs. 5,000 p.m.
Actual expenditure Rs. 6,000 p.m.

Her contribution to statutory provident fund Rs. 300 p.m. Emplover’s contribution to -
SPF-10% of salary. Interest on accumulated balance of SPF at 13% - Rs.2,000.

1L She owns two houses, one of which is let out at arent of Rs. 400 p.m. and the other
was occupied by her. The annual value of the house occupied by her is Rs. 1,000.
The two houses are subject to Municipal Taxes of Rs. 600 and Rs. 100 respectively.

IMI.  She received Rs. 1,500 (gross) as interest from the Government Securities and Rs.
1,600 as gross dividend.

IV.  She pays Life Insurance premium of Rs., 5,000 on her life policy of Rs. 60,000,
She deposited Rs. 250 p.m. in post office CTD 10 year account.




Solution

Computation of Total Income of Miss Geetha for the Current Assessment Year

Rs. Rs.
L. Income from salary
Salary at Rs, 2,000 p.m. 24,000
Less standard deduction w/s 16(1) 8,000
(331/3% of gross salary or Rs. 12,000 w.e.l) 16,000
1L Income from House Property
Gross annual value 4,800
Less:Municipal Taxes. 600
Net Annual Value 4,200
less Deduction u/s 24
Repairs 1/6th of N.A.V, 700 _ 3,500
M. Income from other sources
Dividend (gross) 1,600
Interest on securities : 1,500 3,100
Gross Total Income 22,600
Less:Deduction w/s 80L 3,100
Total Income _ . 19,500
Notes: 1 Q.A. for rebate u/s 88.
Rs.
Contribution to SPF ' 3,600
Life Insurance premium 5,000
Contributionto PO CTD a/lc 3,000
11,600

2 Travelling allowance is fully exempted.

7. Thefollowing particulars are given by Mrs. 'Valli, Visakhapatnam, in respect ofherannual
income for the year ended 31st March, 1992,

i) Basic Rs. 3,500 p.m.
ii)  House rent allowance at 20% of basic.
iii)  Actual house rent paid Rs. 1,500 p.m.
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iv). Contribution to RPF by self and employer each 10% of basic.
v)  Life Insurance premium paid Rs. 1,200.

vi)  Travelling allowance received Rs. 2,500 Rs: 2,000 was spent for official
duties.

vii} Interest and dividend incomes:
Interest on deposits with State Bank of India Rs. 6,000.
Income from units of UTI Rs, 3,000.
Interest on debentures of Ponds India Ltd., Rs, 1,750.
Dividend from an Indian Company Rs. 5,000,

viii) Medical expenses spent for her family Rs. 5,000. Her employer reimbursed
Rs. 2,500.

ix)  Rent received from tenant of her own house property Rs. 9,600 Municipal Taxes
paid Rs. 960.

Solution

Computation of Mrs. Valli's total income for the A/Y 1992-93.

Rs. Rs.

L Salaries

Basic (3,500x12) 42,000

Travelling allowance (2,500-2,000) 500

Gross Salary ' 42,500

Less:Standard deduction /s 16 (i)

33-;— % of gross salary or

Rs. 12,000 w.e.l 12,000 30,500
II.  House property:

Gross annual value 9,600

Less Taxes - 960

Net annual value 8,640

Less:repairs 1/6th of N.A.V. 1440 7,200
III.  Income from other sources:

Interest on Bank Deposit 6,000

Income from Units of UTI 3,000

Dividend : 5,000
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Interest on debentures 1750 ' 15,750

Gross Total Income : 53,450

Less:Deduction w's 80L _ _ 13,000

Total Income _ _ 40,450
Notes i} H.R.A. exemption

H.R.A. received 8,400

Rent paid-10% of

Salary (18,000-4,200) 13,800
50% of salary 21,000

w.e.l. is exempted

i) Q.A. for rebate of tax w's 88
Own contribution to RPF .4,200
Life Insurance Premium 1,200

8. Given below is the profit and loss account of Mr. Prasad for the year ended 31.3.1992.

Dr. Rs. Cr. Rs.
To Salaries ) 7,000 By Cross profit 50,000
To Drawings 8,000 By interest on Post
- Office Saving
Bank Account _ 100
To Life Insurance premium 1,000 By Proceedings from
Life Insurance Policy 6,900
To Depreciation 4,500 By Interest on Bank
Deposits 3,600
To Donation to recognised
Institution 300
To Generat Expenses ' 2,600
To Education expenditure
of his sons’ 6,600
To provision for doubtful
 debts 1,500
To Income Tax 2,000
ToRent 1,700
To Net Profit 25,200
60,6060 60,600




Compute his taxable income for the A/Y 1992-93 after taking the following information
inte consideration. :

a) The amoﬁnt of allowable depr.eciatidn' is Rs. 4,000.
b)  General expenses include Rs. 600 for his private expenses.
Solution
Compatation of total Income of Mr. Prasad for the A/Y 1992-93.
L Profits from business:
Net profit as per Profit & Loss a/c 25,200

Add Inadmissible expenses:

Drawings ' 8,000_
Life Insurance premium _ 1,000
Depreciation 4;500
Donations : 500
Education expenditure of his sons 6,600
Provision for doubtful debts : 1,500
Income tax 2,000
Private expenses : 600 24,700
49,900
J Less Incomes not taxable under this head:
| Interest on P.O.Savings Bank a/c 100
Proceeds from Insurance policy 6,900
- Interest on Bank Deposits 3,600 10,600
Less Admissible deductions 39,300
Depreciation _ 4,400 3.5,3 00
Il. ~ Income from other sources: |
Interest on Bank deposits - 3,600
Gross Total Income 38,900
Less Deduction w's 80 G (50% of 500) 250
Deduction ws 80L 3,600 | 3,850

Total Income 35,050




NOTES

1.  Interest on P.0O.Savings Banks account and proceeds from Life Insurance Policy
are not taxable,

2. Qualifying amount for tax rebate u/s 88
Life Insurance Premiam 1,000

9,  For the A/Y 1992-93, Mr. Venkat, a resident of Hyderabad, furnished the following

information.
Basic pay Rs. 18,000
Project allowance Rs.15,000
Education allowance (Rs. 150p.m. for
3 children) - Rs. 5,400
Hostel allowance (Rs.500 per month for '
1 child) Rs. 6,000
Free car facility for his family, cost
te the employer - Rs. 2,000
Employer’s contribution towards unrecog-
nised P.F, Rs. 2,000
Share of profit from:
a registered firm ' Rs.36,000
, an unregistered firm Rs. 42,000
! an association of persons Rs. 34,000
a Hindu Undivided family Rs. 18,000
Income from betting Rs. 2,_400
Income from business Rs. 81,600

Pavments and Investments;

Contribution towards unrecognised P.F. Rs. 1,700
Payment of insurance premium on

father’s life Rs. 500
Payment of premium on own Mediclaim

policy _ Rs. 3,000
Deposit in 10 year P,O.Savings Bank

(CTD) Rules of 1959 Rs. 5,000
Donation to an approved public Rs. 3,000

charitable iastitution

q Determine total income of Mr. Venkat for the A/Y 1992-93,
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Solution

Computation of Total Income of Mr. Ven kat for the A/Y 199293,

I. Income from saiéry: Rs. Rs.
Basic pay | ' 18,000
Project Allowance 15,000
Education Allowance (5,400-1,200) 4,200
Hostel allowance (6,000-1,800) 4,200
i Car 12,000
Gross Salary 43,400 )
Less: Standard deduction _l_2&_09_ 31,400
II.  Profits and gains of business or profession:
Profits from registe'red firm 36,000
Profits from unregis.'tered firm 42,000
Profits from an association of petsons 34,000 _
Pfoﬂts ffom business 81,600 1,893,600
' Gross Total Income . 2,25,000
Less
Deduction w's 80D (Mediclaim premium) 3,000
i Deduction ws 80G (50% of 3,000) 1,500 4,500
Total Income 2.20,500
" NOTES |
‘ 1. Education allowance is exempted to the extent of Rs. 50 p.m. per child upto two

children (50x12x2=1200)

2. Hostel allowance is exempted to the extent of Rs. 150 p.m. per child upto two
children, But it was given for one child only. (150x12=1800)

3, The perquisite value of car is taxable as Mr. Venkat is specified employee (salary
exceeds Rs. 24,000 p.a)

4. Employer’s contribution to unrecogniéed PF is not taxable.
3. Income from betting is exempted as casual income, because it .is below Rs. 5,600,
6..  Share of profit from HUF is not taxable.
7. Q.A. for tax rebate w/s 88.
Life Insurance Premium on father’s life 500
Deposit in P.O Savings Bank (CTD) 5,000
5,500

8. Contribution towards unrecognised PF is not eligible for rebate w/s 88.




Mr. Krishna Rao, a lecturer in Ambedkar Open University, submits the following
particulars of income and payments for the A/Y 1992-93.

Rs.
Basic Salary _ 4,500 p.m.
Dearness allowance ' 300 p.m.
Wardenship allowance 600 p.m.
Examinership remuneratibn 4,000 .
Royalty from books (computed) 73,920 _ j
Income from house property : 5,000 (computed) '
Interest on Government securitics 2,000
Divid'end. from a private Ii.mi.ted company | 2,600
Contribution to SPF 7,000
Contribution to PPF | 42 000
Medical insurance premium on his
mother’s heaith 3,000 (dependent)

Donation to an approved charitable institution Rs. 30,000, Determine the total income

of Mr. Krishna Rao for the Af_Y 1992-93,

Solution

Computation of Total Income of Mr.Krishna Rao for the A/Y 1992-93.
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Rs. Rs.
L Income from salary
Basic (4,500x12) _ : 54,000
Dearness Allowance (300x12) 3,600
Wardenship allowance (600x12) - 2,200
Gross Salary 64,800
Less:Standard deduction 12,000 52,800
- Il Income from house property 5,000
HL  Income from other sources: '
Examinership remuneration .4,000
Royalty from books 73,920
Interest on Government Securities 2,000

Dividends from private




NOTE

limited company o 2,600 82,520
Gross Total Income 1,40,320

Less:Deduction u/s 80 D

(Medical insurance premium) 3,000

Deduction w's 80G(50% of 13,272) 6,636

Deduction u/s 80L

(Interest + dividend) 4,600 14,236

Total Income _ 1.26,084
Rounded off to Rs. 1,26,080

Deduction w/s 80G. Gross Qualifying amount of Rs.30,000 or 10% of Gross
taxable income (i.e.1,40,320-3,000-4,600)13,272 w.e.L.

QA for tax rebate u/s 88

Contribution to SPF 7,000
Contribution to PPF - 42,000

21.3 SUMMING UP

Inthis unit various problems covering different provisions relating to computation oftotal
income have been illustrated.

21.4 MODEL EXAMINATION QUESTIONS

Solve the following probiems

I.  Mr.Satyam, aresident of Hyderabad, submité the following details of his income for the
previous year 1991-92.

i)
if)
i)

iv)

vi)
vii)

viii)

Salary Rs. 2,800 p.m.

D.A. Rs. 3,600 p.a.

Entertainment Allowance Rs.300 p.m. (priorto 1-4-55 he was getting Rs. 100 p.m.)
City Compensatory Allcowance Rs. 100 p.m.

Bonus Rs. 3,000

Empléyer‘s contribution to the recognised provident fund Rs.4,000.

His own contribution to the Fund Rs.4,000.

Interest.on the accumulated baalance of the Fund @ 9% p .a. Rs. 14,000.
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He is provided with an unfurnished house for which the employer charges Rs. 200 p.m.
The municipal value of the homebeing Rs. 6,000 p.a. He is also provided with a 18 H.P.car with
a driver by the employer. The car is used for official purposes only and the entire expenses of
its running and maintenance are met by the employer.

During the year Mr. Satyam has received dividends from Indian companies 0f Rs.3,500
(gross). He paid insurance premium of Rs. 5,000 ona policy taken on his own lifeand Rs. 2,000
on the life of his father who is not dependent on him, He has spent Rs, 2,000 on the education
of his son studying B.E.

Compute the taxable income of Mr. Satyam for the A. Y 1992-93.

2. Followmg are the particulars of the income of Mr. Rao for the year endmg on31-3-1992,
Compute his total income:

t. (i) PayRs. 1,000 p.m.
(ii} D.A.Rs. 20b p-m.(included in pay for service benefits)
(iii) Additional Dearness Allowance Rs. 100
(iv) Bonus-one month’s salary (Pay + D.A.)

 (v) Rent-free furnished accommodations Annual rental value is Rs.3,000 and
cost of furniture provided in the residence Rs. 17,000.

1. Heowns two houses, one in Hyderabad and another in Vijayawadé. Both of them
are let out at Rs. 6,000 and Rs, 10,000 respectively. The Municipal value for the
first house is Rs. 5,000 p.a., and for the second house is Rs. 12,000.

The following expenses are claimed:

1st House 2nd House

Rs. Rs.
GroundRent = . . = = 506 200
Insurance Premium | 200 300
Municipal Taxes _ .. 500 1,200

Collection charges for both houses Rs. 1,200,
His savings are: |
1) Contribution to public provident fund Rs. 3,000. -
“il) *  Contribution'to Post Office-CTD {10 year)A/c-200 p.m.
iii)  LIC premium Rs. 5,000 p.a. on a policy of Rs: 40,000.
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For the year ending on 31-3-1992. Mr. Laxman furnishes the following particulars of his
income from each source:

Rs.

1. Salary received in India - 60,000
Profit from business in Germany received in India 5,000
Income from house property 2,000
Income from other sources 15,000

oW N

His savings are
i)  Contribution fo RPF Rs. 2,000 p.a.
ii)  LIC premium Rs. 1,500
iii) Deposit in P.O CTD (10 yean)A/C Rs.2,000.
Compute his total income for the A Y. 1992-93.

Sri Ram Rao a resident of Madras, submits the following details of income for the ]
financial year 1991-92, ) '

1. Salary Rs. 2,800 p.m.
2. D.ARs.300pm.

3. Entertainment Allowance Rs. 400 p.m. (prior to 1-4-55 he was getting Rs. 250
© p-m.)

4,  City compensatory AlIowanée Rs. 100 p.m.

5. Bonus Rs. 3,000.

6.  Employet’s contribution to Recognised P.F, Rs.4,000.

7. His own contribution to R.P.F Rs. 4,000

8. Interest on the accumulated balance of the Fund @10% p.a.Rs.14,000.

9. He is provided with a furnished house for which the employer charges Rs. 200 p.m. The

municipal value of the house being Rs. 6,000 p.a. Cost of the fumiture is Rs. 10,00-.

10. Heis provided with acar of 18 H.P.by the employer. It is used for both official -
and personal purposes and the entire expenses are borne by the employer.

11, He received dividends amounting to Rs. 7,000 (Gross).

12.  Hecontributed Rs. 4,000 in ULIP and purchases NSC’s (VIII Issuc) worth Rs. 6,000 in
the previous vear. He donated Rs. 4,000 towards P.M.’s National Relief Fund.

Compute his taxable income for the A.Y. 1992-93,







BLOCK - VI
ASSESSMENT

This block is devoted to various important aspects of Assessment. They include Income
Tax Authorities, Assessment Procedure, Appeals and Revision, Collection of Tax and Lapses
and Consequences. ' '
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UNIT-22: INCOME-TAX AUTHORITIES

Contents

22.0 Aims and Objectives

22.1 Introduction

22.2 The Central Board of Direct Taxes |
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22.9 Inspectors of Income;Tax

22.10 Summing Up

22.11 Check Your Progress: Model Answers

22.12 Mode] Examination Questions

22.0 AIMS AND OBJECTIVES

Inthis unit we propose to explain the functions of the authorities responsible for collecting
income-tax from assesses..

By the end of this unit,. you will be able to:

* explain the various classes of income-tax authorities.

* discuss the powers of Central Board of Direct Taxes; and

* list out the functions of various income-tax authorities

22.1 INTRODUCTION

~ Forthepurpose of administration and execution of functions inthe Act there isa provision
for appointing number of authorities, the most important of them being the Income-Tax Officer,
It is the Income-Tax Officer who comes into close contact with the assessees and who assesseg
their income. Attop ofthe hierarchy, there is the Central Board of Direct Taxes which functions
directly under the Ministry of Finance, Government of India.




Section 116 of the Income-Tax, Act 1961, enumerates the following classes of Income-
tax authorities, '

i) The Central Board of Direct Taxes constituted under the Central Board of Revenue
Act, 1963.

iiy  Directors-General of Income Tax or Chief Commissioners of Income Tax

iii)  Directors of Income Tax or Commissioners of Income Tax or Commissionets of
Income Tax (Appeals)

iv)  Deputy Directors of Income Tax or Deputy Commissioners of Income Tax or
Deputy Commissioners of Income Tax (Appeals)

v)  Assistant Directors of Income Tax or Assistant Commissicners of Income Tax
vi)  Assessing Officers
vil) Tax Recovery Officers

viii) Inspectors of Income Tax.

22.2 THE CENTRAL BOARD OF DIRECT TAXES (CBDT)

This is the highest executive authority which came into being from 1st January, 1964 in
place of the Central Board of Revenue. The Board consists of a few members. The Central
Government makes rules for the purpose of regulation of transaction of business by the Board.
Its functions are mostly administrative and in that sphere it can modify or cancel any
administrative order passed by any other authority of the income-tax department.

Powers

It has powers of administration, supervision and control over the entire income-tax
department. It has powers to issue orders and directions to all officers employed inthe execution
of the Act but it will not interfere with the discretion of the Commissioners (Appeals) in the
exercise of their appellate duties. Besides these general powers, specific powers have also been
granted by the Act, some of which are given below: C ' '

a) It can declare any association whether Indian or non-Indian, incorporated or not,
to be a company for the purposes of the Act.

b} It determines the previous year of any person or business.

¢) It can direct not to tax the income of a trust engaged in international welfare in
which India has an interest. ' :

'd) It determines the functions of the Directors of Inspection, and jurisdiction of the
: Commissioners and AACs. - .

L

e) It has power to transfer cases from one AO to another,

) Italso decides accountancy examination which a person shouald qualify in order tq
become authorised representative income-tax practitioners. ' '

£ It makes rules for the whole or and part of {ndia for carrying out the purposes of
: this Act.
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The Central Board of Direct Taxes is a body different from the Centrat Government. The
powers given to either under the Act are quite different and distinct. :

Section} 19 {11)provides in unmistakable terms that every officer and person employed
inthe éxecution ofthe Act shall observe and follow the orders, instructions and directions of the
Board. Circulars issued by the Board are generally binding on Officers and persons employed
in the execution of the Act.

22.3 DIRECTOR GENERAL OF INCOME-TAX OR CHIEF
COMMISSIONER OF INCOME-TAX '

‘The Central Government may appoint such persons as it thinks fit to be the Director
General or Chief Commissioner of Income-Tax.

_ The jurisdiction of these authorities shall be determined by the C.B.D.T keeping in view
the area, persons, incomes Of Cases. '

I. FUNCTIONS: The C.B.D.T.may by general or special order and subject to such
conditions, restrictions or limitations, authorise any Director or Chief Commissioner to
perform such functions of any other income-tax authority as may be assigned to him in
such order. '

II. POWERS: The following are the impostant powers of the Director General or Chief
i Commissioner of Income-Tax.

i, If the Central Government authorises he can appoint an income-tax authority
below the rank of Assistant Commissioner.

2. After giving the assessee reasonable opportunity of being heard in the matter after”
recording the reasons, can transferthe case from one Assessing Officertothe other.

3. If he has reason to suspect that any income has been concealed or likely to be
concealed by any person then he is empowered to make an enquiry.

4. When the Director General is of the opiniop that the assessee has not submitted the
facts properly or fails to submit the books of accounts, etc., the Director General
can order for search on buildings or place or vehicle etc. Where he has reason to
suspect about their availability can seize any such books of accounts and other
documents, money, bullion and jewellery etc.

5. Requisition of Books of accounts: Where the notice has been issued to any person
to produce books of account or documents, but these books of account are with
other authority under any law. '

6.  To make an enquiry under the Act.

22.4 DIRECTORS OF INCOME-TAX OR COMMISSIONERS OF
INCOME-TAX OR COMMISSIONERS OF INCOME-TAX
(APPEALS)

The Central Government may appoint such persons as it thinks fit to be the Directors of
Income-Tax or Commissioners of Income-Tax or Commissioners of Income-Tax (Appeals).




The jurisdiction of Commissioners or Directors is to be determined by the C.B.D.T.keeping in
view the area, persons, incomes or cases.

1. FUNCTIONS: The Board may, by general or specific order and subject. to such
conditions, restrictions or limitations, authorise any Director or Commissionerto perform
such functions of any other income-tax authority as may be assigned to him in such order.

The Commissioner is the pmcticél head of the administration. He has both administrative
and judicial powers. His principal powers are as under:

a)

b)

I
d}
e)
B
g
h)
i)
P
k)
)

m)
n)

0)

He grants registration to a charitable and religious trust or institution.

He is authorised to appoint Class If Income Tax Officers and Inspectors of Income-
Tax.

He issues necessary instructions for the guidance of Income-Tax Officers.
He is authorised to transfer cases from one authority to another.

He assigns functions to Inspectors of Income-Tax,

.He enforces attendance of witness.

He is empowered to authotise entry,.search and seizure etc.

He may require books of account etc. from the custody of other authorities etc.
He may make any enquiry under the Act,

He may disclose any information relating to assessee.

He sanctions re-opening of assessment after expiry of four years.

He may authorise an Income-Tax Officer to recover arrears of tax by sale of
defaulter’s movable property. '

He may direct the ITO to prefer appeal to the Tribunal against CIT (Appeals) or
AAC’s order.

He is also authorised to require the Appellate-Tribunal to state a case to the High
Court, :

He can revise any order passed by a subordinate authority on application by the
assessee, or on his own.

COM’MISSIONERS OF INCOME TAX (APPEALS)

Commissioners (Appeals) shall perform their functions in respect of such areas or of such
persons of classes or persons or of such incomes or classes of income as the Board may direct.

The powers and ﬁ.mc_:tionslof a Commissioner (Appeals) are as follows:

S a)
b)

c)

Sy
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He may enforee attendance of persons.

- He may call for information from any person.

He is authorised to rectify mistakes in the orders earlier passed by him.

He can condone delay in filling appeals.




e) He may admit an appeal without payment of the adnutted amount of tax,
f) He is to decide dispose of the issues raised in appeals:

The Commissioners (Appeals) are under the control of the Board. However, the Board
cannot interfére with their discretion in the exercise of their appellate functions if their decisions
are against the department, the department has a right of appeal to the Tribunal.

'22.5 DEPUTY DIRECTORS OF INCOME-TAX OR DEPUTY
COMMISSIONERS OF INCOME-TAX OR DEPUTY
COMMISSIONERS OF INCOME-TAX (APPEALS)

The Central Government appoints Deputy Directors or Deputy Commissioners of
Income-Tax who are subordinate to Commissioners, and Chief Commissioners.

Their area of operation is specified by the Board or any other authority so authorised.
Their jurisdiction can be concurrent with other such authorities.

L FUNCTIONS: They perform such functions as are assigned to them by general or
specific order issued by the Board and in respect of specific area, class of persons or
specific cases ot class of cases. ' '

1. POWERS:

(a) He is empowered to accord sanction to levy additional income-tax on companies
in which public are not substantially interested.

(b)  He may be authorised by the Board, or Chief Commissionerto exercise the pOWErs
of assessing officer. : -

(c)  He has the power to cancel the registration of a firm which is not a genuine firm.

(d) Hehasthe powerto issue instructions to Assessing Officer to revise an order issued
by LT.Q., if he has received an application from assessee regarding pending case.

Check Your Progress-1

(a) = What are the various classes of Income-Tax authorities?




*

§1.6 ASSISTANT DIRECTORS OF INCOME-TAX OR

ASSISTANT COMMISSIONERS OF INCOME-TAX

The Assistant Directors or Assistant Commissioners of Income-Tax are appointed by the
Central Government. They shall perform their functions in respect of such areas, persons or
income which the Board may direct.

The powers and functions of these authorities are as follows:
a)  He issues instructions for the guidance of an ITO subordinate to him.

b)  He enforces attendance of witnesses and take other steps for discovery of
production of evidence.

¢} Ifsoauthorised by the Commissioners, he distributes and allocates work amongst
Income-Tax Officers subordinate to him.

d)  He accords approval to an ITQ to make an order in relation to seized assets.
¢)  He exercises the powers of survey,

) He may make any enquiry under the Act and exercise powers of the ITO in this
respect.

g)  Hemay impose penalty for failure to answer questions, sign statements and allow
inspection,

22.7 ASSESSING OFFICERS (INCOME TAX OFF ICERS)

Assessing Officer is an authority who is approached by the assessees time and again. It
is he who initiates assessment. He calls for the return of income and computes the tax payable
by theassessee. He has wide powers withregard to assessment, reassessment registration of time
etc. However, there is also a restraint over his authority. Most of the orders passed by him are
subject to appeal to the appellate Assistant Commissioner.

Assessing Officers shall perform their functions in respect of such areas and persons,
incomes and classes of incomes as the Commissioners may direct. Any assessee whose place
of business is situated in the jurisdiction of an ITO will be answerable to that ITO. Incasethe

business is conducted at more than one place, then the location of the principal place of business
will decide the jurisdiction of the ITO. a :

Where, inrespect ofany proceeding under this Act, the income tax authority is transferred,
the indome-tax authority so succeeding may continue the proceedings from the stage at which
itwas left by his predecessor. But the assessee concerned may demand that before the proceeding

is to be continued the previous proceeding or any part thereof be reopened or that his case may
be released before any order is passed against him, '

Power to Issue Summons
The ITO, AAC and Commissioner shall have the same powers as are vested in a court

under the Code of Civil Procedure. The powers of the court are exercised in the following
matters:
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b)

c)
d)

Discovery and Inspection,

Enforcing attendance of any person including any officer of a banking company
and examining him on oath.

Compelling the production of books of account and other documents.

Issuing Commissions.

The ITO has power to impound and retain his custody for such period as he thinks fit, any
books of account ot-documents produced before him any proceeding under this Act.

Search and Seizure

The Director of Inspection or the CIT and Deputy Director of Inspection may authorise
the ITO for search etc. in the following cases:

a)

b)

c)

any person to whom summons were issued to produce books of account has omitted
or failed to produce them.

Any person to whom summons or notice as aforesaid has been issued or might be
issued in case he has not produced any books of account or other documents which
will be useful or relevant to any proceeding.

When any person is in possession of any money, bullion, jewellery or other
valuable article and they represent either wholly or partly undisclosed income or
property.

The Officers so authorised will be within their rights in the following matters:

4y

i) To enter and search any building, place, person, vehicles, vessels and
aircraft, where he has reason to believe that account books etc., are kept.

iy  Tobreak open the lock of any door, locker, safe, almirah etc, where the keys
are not available.

iii}  Seizeany suchbooks ofaccounts, documents, money, bullion, jewellery efc.
found as a result of such search.

iv)  Place marks of identification on any books of account or other documents
found in the search.

v}  To make anote or any inventory of any such money, bullion, jewellery or
other valuable article or thing. o

The CIT is empowered to authorise search and seizure irrespective of whether the
person with respect of whom the search is authorised is assessed in his jurisdiction
or not, if the building etc. fo be searched is assessed in his jurisdiction and he
considers that any delay would be prejudicial to the interests of the revenue.

Section 132 (1) mentions three conditions to be fulfilied before the authorization fér
carrying out the search is issued, the search would be valid only in the following cases:

a)
b}

The Official has reasonable grounds for believing that a search is necessary.

. He believes that the required object cannot otherwise be obtained ﬁ;‘ithout undue
delay. I




d)

g)

h)

He records his reasons in writing.

Where search has been authorised by one Commissioner, but some of the premises
to be searched fall outside his jurisdiction, the Commissioner available locally is
empowered to authorise extension of search to premises not mentioned in the

search authorization issued by the first Commissioner where he is satisfied that

such extension of the search is necessary.

If in the course of a search, certain account books and documents are found in the
premises of an assessee, it will be presumed that such assets, books of accounts etc,
belong to the assesses, that their contents are true and that the signature and
handwriting are of the persons who can reasonably be assumed to have signed or
written the books of accounts.

Summary assessment has to be made by the ITO with the previous approval of the
Inspecting Commissioner. '

Such summary assessment should be made within a period of 120 days of the
search and seizure, and he can retain such assets as would be sufficient to satisfy
the existing liabilities, tax liabilities, penalty and interest payable under the IT Act.

The Code of Criminal Procedure, 1937 relating to searches and seizures would be
applied to searches and seizures under this Act. Materials obtained by search and
seizure could be validly used for the purpose ofassessment even if such search and
seizure have been hold to be illegal, :

Fower to call for information

The A.T.O,A.A.C or LA.C.may call upon any of the following for furnishing informations:

I.

A firm to furnish him with a return of the names and addresses of partners of the
firm and their respective shares.

2. Ahindu undivided family to farnish him with return of the names and address of
the manager and the members of the family.

3. A person who is trustee, guardianoragent, to furnish him witha return of the names -
of the persons for whom he is a trustee, guardian or agent and their addresses.

4, A dealer, broker oragent of a stock orcommodity exchange, to furnish a statement
of the names and addresses of all persons on whose behalf transactions have been
conducted by him.

5, An assessee, to fqmish a statement of the names and addresses of all persons to
whom he has paid in any previous year rent, interest, commission, royalty,
brokerage and interest etc, of an amount exceeding Rs. 1,000 together with
particulars of all such payments and receipts.

Power of Survey

1. The powers of survey are available to the Office of the Department including the
IAC and Assistant Directors of Inspection. :

2. The Income-tax authority may check cash stocks or other valuables found in the
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3. The income-tax authority may record the statement of any person in the business
premises.

4. The Income-tax authority may require furnishing of information which may be
useful for or relevant, to any proceeding under the Act.

5. Theassesseeisalso required to accord facility to enable the authority to visit any
other premises, besides the business premises, where the agsessee states that any
part of books of his account, cash, stock etc, is kept.

The Income-tax authorities are also entitled to collect information and record statements
of such persons concerned at any time after an event, function or ceremony, but well before the
stage of assessment proceedings in the following year if they are of opinion that having regard
to the nature, scale and extent of the expenditure incurred, it is necessary to do so. This is
intended to enable collection of evidence about ostentatious expenditure immediately after the
gvent.

CHECK YOUR PROGRESS - 2
(ay  List out five important powers of an Assessing Officer.

22.8 TAX RECOVERY OFFICERS

Tax Recovery officer may be Income Tax Officer who may be authorised by the Chief
Commissioner or Commissioner by special or general order in writing, to exercise the process
of a Tax Recovery Officer.

22.9 INSPECTORS OF INCOME TAX

Inspectors of Income-Tax are appointed by the Commissioner of Income Tax and they are
subordinates to the A.O. They perform such functions in the execution ofthe Actasare assigned
to them by the A.O. and other Income-tax Authority under whom they happen to work.

22,10 SUMMING UP

In this unit, we have presented the information relating to the apex body of taxes, called
the Central Board of Direct Taxes and the appointment, the functions and the powers pertaining
to the Director General of Income Tax, Directors of income-Tax, Deputy Directors of Income-
Tax, Assistant Directors of Income-Tax and Assessing Officers. Of all these authorities, it is
the Assessing Officer who frequently comes in touch with the assessees.

22.11 CHECK YOUR PROGRESS: MODEL ANSWERS

1. (a) The Central Board of Direct Taxes, Director General or Chief Commissioner of
Income-Tax, Directors or Commissioners of Income-Tax, Deputy Directors or
Commissioners of Income-tax, Assistant Directors or Commissioners of Income-
Tax, Assessing Officers, Tax Recovery Officers and Inspectors of Income-Tax.
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(b)  He can appoint income-tax authority below the rank of Assistant Commissioner.
He can transfer the case from one Assessing Officer to another. He is empowered
to make any enquiry. He can seize any books of accounts, money, jewellery and
other documents etc.

2. (@ (i) Discovery and production of evidence
. (ii)  Search and Seizure of books and other properties.
(1ii) Inspect the registers of Companies
(iv) Power to call for information

(v) Power of Survey

122,12 MODEL EXAMINATION QUESTIONS

1 Attempt the following essay questions in about 30 lines each.
1, Describe the powers of the Central Board of Direct Taxes.

2. How is Director General or Chief Commissioner of Income-Tax appointed? What
are his powers?

3 What powers are enjoyed by the Assistant Directors or Assistant Commissioners
of Income Tax?

4. Summarise the provisions of search and seizure as stated in section 132.
II.  Attempt the following short questions in about 15 lines each.

L. State the powers of Deputy Director or Deputy Commissioner of Income-Tax.
Describe the areas of administration handled by a Commissioner of income-Tax.
Explain the functions and powers of a Commissioner (Appeals).

State the powers of an Assistant Commissioner of Income-Tax.
What type of information can be called by the AQ ot the AC?
What does an Inspector of lncome-Ta){ do?

Enumerate the classes of Income-tax authorities.

© M A W N

" Explain the jurisdiction of the Commissioner of Income-Tax and the Director of
Income-Tax.

126




i

UNIT-23; ASSESSMENT PROCEDURE
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23.0 Aims and Objectives
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2352 Discretionary Best Judgement Assessment
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_23.7 Rectification of Mistakes
23.8 Summing Up
23.9 Check Your Progress: Model Answers

23.10 Model Examination Questions

23.0 AIMS AND OBJECTIVES

The objective of this unit is to discuss various provisions governing the assessment of
Income-Tax. _

On completion of this unit, you will be able to:

explain various provisions relating to filing of Return of Income.
* describe the provisions of Self Assessment

discuss the procedure of Best Judgement Assessment

list out the circumstances of Reassessment

23.1 INTRODUCTION

The term *assessment’ has not been defined in the Act. However, it means computation
of total income and determination of the tax liability. The procedure laid down inthe Actisalso
include in the term. The assessment begins with the submission of the return of income by the..

assessee and ends up with the payment of tax by him. During the process there may be various
stages which are all covered in the Act.




23.2 GENERAL PRINCIPLES

Forassessment to be undertaken, there should be an assessee. It cannot be proceeded with
against a non-existing person. Where it appears to the Assessing Officer (AOQ) that certain
income has been received ir the previous year by either A or B or by both of them together, it
would be open to determine as to who should pay tax by initiating proceedings against him.

Return of Income {139 (1)}

Every person whose total income of the previous year exceeded the maximum amount
which is not chargeable to income-tax shall furnish a return of his income voluntarily in the
prescribed form (A copy of the Return of income is given in the Appendix at the end of the
book) and get verified in the prescribed manner. For the agsessment year 1992-93 this limit is
Rs. 22,000. In other words, any person whose total income assessable in 1992-93 does not
exceed Rs. 22,060 need not file a return of income.

The return envisaged here is a return of total income learned by an assessee for the
financial year immediately proceeding the assessment year.

The due dates for filing returns of income are as follows:
' a) Where the assessee is a company - 31st December,
b)  Where the as.sessee is aperson other than a company:
i) wheo is required to get his accounts andited - 31st October.

i) deriving income from business or profession but does not fall in (i) above
- 31st August.

iii)  in any other case- 30th June.
Filing of Return of Income by Certain Salaried Taxpayers is optional [139 (1A)]

It is not necessary to furnish a voluntary return of income if the following' conditions are
fulfilled:

a) I the person concerned was employed by a company was not at any time during
the previous year either a director of the company or a person having substantial
interest in the company.

b}  His income chargeable under the head ‘Salaries’ (exclusive of the value of all
benefits or amenities) does not exceed Rs. 22,000.

c) The income, if any, of the person concerned of the nature described in section 80L
does not exceed the maximum amount of deduction available under that section.

d) The tax deductible at source under Section 192 from the income chargeable under
the head ‘Salaries’ has been fully deducted.

Return of Loss {139 (3)]
It is not the profit or income only that the assessee is required to submit in his return bug

it is important to submit the return when the assessee suffers loss from business or from capita}

assets. The benefit of carry forward and set-off will be givento the assessee only when the retup
of loss is submitted. |
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Related Retarn [139 (4)]

Any person who has not submitted the return within the specified time allowed under
section 139 (1) or under section 142 (1), he may furnish the return for aity previous year atany
time before the expiry of one year from the end of the relevant assessment year or before the
completion of the-assessment, whichever is earlier.

Revised Return [139(5]

If any person having fumished a retum under section 139(1) or 142(1) discovers any
omission or any wrong statement therein, he may furnish a revised return at any time before the
expiry of one year from the end of the relevant assessment year or before the completion of the
assessment whichever is earlier.

Defective Return

 Where the A.O.considers that the return of income furnished by the tax payer is defective
- he is given the discretion -to intimate the defect to the taxpayer and give him an opportunity to
rectify the defects withinaperiod of 15 days from the date of intimation. The A.O.mayalsoallow
extension of time for rectification of such defects. Ifthe defect is not rectified the A.O.will treat
the return as an invalid return and the provisions of the Act will apply as ifthe taxpayer had failed
to furnish the return.

It has further been stated that the return will be treated as defective if the annexure,
statements and columns in the return are not fully filled in and it is not accompanied by the
following:

a)  Statement showing the computation of tax payable on the basis of return.

b)  Proof of tax deducted at source, tax paid in advance and the tax paid on the basis
of self-assessment.

c) In case the assessee is businessman and he maintains regular books of accounts,
he is supposed to submit Manufacturing Account, Trading and Profit and Loss
Account and Balance Sheet,

d)  Where the accounts of the assessee have been audited the audit report has also to
be submitted alongwith the return. '

e) ~ Where regular books of accounts have not been maintained, the assessee is
expected to submit a statement showing the turnover, gross receipts, gross profit
and expenses etc. He must also supply details of sundry debtors and creditors,

Permanent Accounit Number (139 A}

The income-tax department has been allotting numbers t0 all the assessees which are
Imown as Permanent Account Numbers. Everybody whose income exceeded the tax-free
income limit during the previous year, has to apply to the A.O. for allotment of this number.
Every person engaged in business or profession has also to apply for this if his gross turnover
or gross receipts exceeded Rs. 50,000 in the previous year. The assessee has to quote such
permanent account number in all his correspondence with the department and in his challan etc.




Who should sign the return (140)?
The retum is to be signed and verified:

1. In the case of any individual, by the individual himself. Where he is not available
or where he is of unsound mind, it can be signed by any person who is authorised
to sign on his behalf. '

2. Inthecase of HUF, by the Karta of the family. Where he is not available or where
he is of unsound mind, any adult member of the family may si gnit.

3. Inthecase of a firm by the managing partner thereof or where for any unavoidable
reason such managing partner is not able to sign and verify the return or where there
is no managing partner as such, by any partner thereof not being a minor,

4. Inthe case of acompany, by the managing directorthereof, or where such managing
director is not able to sign, or where there is no managing director, by any director
of the company;

5. In the case of a local authority, by the principal officer thereof:

6. In the case of any other association, by any member of the association or the
principal officer thereof ; and

7. In the case of any other person, by that person or by some other person competent
to act on his behalf,

23.3 SELF ASSESSMENT (SEC 140 A)

Under section 140 (A) it is provided that every assessee while submitting the return of
income shall assess himself and pay the tax {after deducting advance tax and tax deducted at
source) together with interest payable under any provision of the Act. The proof of the tax so
paid should be submitted along with the return of income. Tax so paid shall be adjusted towards
the tax liability as ascertained on regular assessment. In case the amount falls short of the
aggregate of the tax and interest, the amount so paid shall be adjusted against tax payable.

Incase assessee fails to pay the whole or any part of such tax or interest or both, he shall
be deemed to be assessee-in-default in respect of the amount not paid by him.

23.4 REGULAR ASSESSMENT (ASSESSMENT ON TIE BASIS
OF RETURN FILED) (SEC.143(D))

Where a return has been filed by the Assessee u/s 139 oru/s 143 (), the Assessing Officer
will complete the assessment on the basis of the return. Afterthe completion of the assessment
the Assessing Officer shall send an intimation to the assessee specifying the tax or interest

payable by him. Ifany refund is due to the assessee on the basis of such return, it shall be granted
to the assessee.

In computing the tax or interest payable by, or refundable to the assessee, the following
adjustments shall be made in the income or loss, declared in the return, namely:
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a)  ANyarnametical errors InTe retum, accounts or documents accompanying it, shall
be rectified:

b} any loss carried forward, dedilction, allowance or relief which is prima facie
admissible but which has not been claimed in the return shall be allowed; and

c) any loss carried forward, deduction, allowance or reliefclaimed in the return which
is prima facie inadmissible, shall be disallowed.

In case any adjustrhent is made by Assessing Officer an intimation to this effect must be
sent to assessee even if no tax or interest is found due from him as a result of such adjustment.

Sometimes the Assessing Officer feels that the retum is not supported by adequate
documents and he wants farther support of evidence to substantiate certain details. Then he
issues a notice ws 143 (2) to the assessee to furnish documents and produce evidence. The
assessee is obliged to send all such details.

No notice under this sub-section shall be served after the expiry of the financial year in
which the return is furnished or the expiry of six months from the end ofthe month in which the
return is furnished, whichever is later.

Ouce all such documents are furnished by the assessee, the Assessing Officer will
complete the assessment after going through all such documents and satisfying himselfto the
correctness thereof.

Levy of Additional Income-Tax

An additional income-tax will be levied of an amount equal to 20 percent of the tax
payable on the amount of difference between the total income determined under section 143()
and the total income declared in the return. Incase any refund is due, the amount of such refund
shall be reduced by an amount equivalent to the additional income-tax so calculated.

Check Your Progress - 1

What do you mean by Self Assessment and Regular Assessment?

.............................................................................................
.............................................................................................

23.5 BEST JUDGEMENT ASSESSMENT

There are situations when the assessee neither complies with the provisions of the
Income-Tax Act nor does he comply with the notice issued by the Assessing Officer. In such
a case, the Assessing Officer is left with no choice except assessing the person ex-parte.
Assessing the person ex-parte is also known as Best Judgement Assessment.

In this type of assessment the Assessing Officer proceeds with the finalisation of income
ot loss of the assessee according to the best of his ability, knowledge, judgement, guess work
etc. The idea of this type of assessment is not to punish the assessee for his non-cooperation,
but to make the assessment on the basis of the available information. However the AO should
not rely on hearsay evidence and his private opinion should not override the honest estimate. He
must decide the case according to law, rules of reason and justice.




The best judgement assessment is of two types:
a}  Compulsory Best Judgement Assessment

b)  Discretionary Best Judgement Assessment

23.5.1 COMPULSORY BEST JUDGEMENT ASSESSMENT
(SEC.144)

A compulsory best judgement assessment shall be made, if any person:
i) fails to file the return u/s 139; or
ii fails to comply with the notice issued ws 142(i);or

iti}  fails to comply with the directions issued u/s 142 (2A)regarding audit of his
accounts;

iv)  fails to comply with the notice issued u/s 143 (2)to give evidence in support of his
returm.

U/s 144 the AO shall make the assessment to the best of his judgement after taking into
account all relevant material which he had gathered and after giving the assessee an opportunity
of being heard.

Consequences

Along with best judgement assessment, the assessee will also face the following
consequences;

i) Ifthe assessee isa firm, the AO may refuse to register the firm forthat previous year
or if the firm is already registered, the same may be cancelled.

iiy ~ Where the assessee isa company in which public are substantiaily interested, such
company would lose the right of declaring dividend to escape the additional
Income-Tax,

iif) ~ When the assessee files an appeal against the best judgement assessment, he is
prevented from bringing on record any new facts before the appellate authoritics.

In addition to these consequences, the assessee becomes liable for penalties and
prosecutions,

Remedies

The assessee has only two remedies against compulsory best judgement assessment.
These are;

i} Filing of an application with the AQO for the cancellation of best judgement
assessment,

Jit) Filing of an appeal against such assessment with the higher authority.




23.5.2 DISCRETIONARY BEST JUDGEMENT ASSESSMENT
[(SEC.145(2)]

Discretionary best judgement assessment may be made under the following two types of cases:

i} Where AG is not satisfied with the correctness or the completeness of the accounts
of the assessee, or

{i)  Where no method of accounting has been regularly employed by the assessee.

Under these circumstances it is upto the discretion of the AQ whether to make a best
judgement assessment or a regular assessment w's 143 (3). But onge this type of assessment is
made, the assessee will have no option but to file an appeal with the higher authority.

Check Your Progress - 2

What is Best Judgement.Assessment? What are its kinds?

3.6 REASSESSMENT OR INCOME ESCAPING ASSESSMENT
(SEC.147)

it is possible that while assessing a person, he might have been underassessed ot certain
incomes might have escaped attention of the Assessing Officer. This type of lacuna is taken
care of by the provision of a re-assessment provided u/s 147, Reassessment is possible under
the following circumstances: '

a)  Where an assessment has been made, but income chargeable to tax has been
underassessed or assessed at too low a rate or any excessive loss or relief or
depreciation allowance or any other allowance has been allowed.

b) Where no return of income has been furnished by an assessee although total income
xceeded the maximum amount which is not chargeable to fax.

) Where a return of income has been fumished but no assessment has been made
and the assessee is found to have understated his income or claimed excessive 1oss,
deduction, allowance or relief in the retum.

Once an assessment has been reopened, any other ‘income which has escaped assessment
and which comes to the notice of the A.Q.subsequently in the course of the proceeding u/s 147
‘can also be included in the assessment. If an assessment has been made for the relevant
assessment year Ws 143 (3) or w/s 147 no action shall be taken u/s 147 after the expiry of four
years from the end of the relevant assessment year untess the income has escaped assessment
due to the failure on the part of the assessee to file a returnw/s 139 or 142 (1) or 148 orto disclose
fully and truly all material facts necessary for his assessmient. Before making the reassessment
u/s 147 the A.Q.shall serve on the assessee, a notice requiring him to furnish a returp of income
of within such period (not being less than 30 days) as may be specified in the notice. The
reassessment shall be made within the period prescribed under sections 149 and 151.




23.7 RECTIFICATION OF MISTAKES

There are possibilities of mistakes being committed by the income-tax authorities. The
law has provided a detailed scheme for rectification either at the instance of the assessee or on
his own motion.

The order for rectification of mistakes shall be in writing and where it effects the assessee
adversely he shall be given an opportunity of being heard in the matter. But where the
rectification of mistake results in the reduction of tax liability, the authority concerned will make
arefund to the assessee. Amendment ander this section can not be done after the expiry of four
years from the order sought to be amended. The important element leading to tectification is
the mistake apparent from record when it is obvious or self evident. The A.O. will not be given
an opportunity to rectify when there is no fresh information or when the mistake is not apparent
from record. _

‘Rectification of Mistake not on Record (155)
Section 155 gives alist of cases where there are no mistakes apparent from the record but

the A.O is empowered to make amendments in the order of assessment and his action is deemed
te be rectification of mistake.

23.8 SUMMING UP

The assessment begins with the submission of the return of income by the assessee. The
various assessment procedures discussed in the unit are: Self assessment, Repular assessment,
Best judgement assessment and reassessment. Every assessee while submittin g the return of
income shall assess himself and pay tax accordingly. On the basis of the return filed by the
assessee, the Assessing Officer completes the assessment. This is known as Regularassessment,
In certain situations the assessing officer may assess the person ex-parte. It is known as Best
Judgement Assessment. It is oftwo types. Theyare: (1) Compulsory best judgement assessment
and (ii) Discretionary best judgement Assessment. Sometimes an assessee may beunderassessed
or certain incomes may be understated. In such a situation reassessment is made.

23.9 CHECK YOUR PROGRESS: MODEL ANSWERS

1. An assessee assesses himselfand pays tax actordingly while filing the return of income.
This is known as self assessment. '

On the basis of the return filed by the assessee, the Assessing Officer completes the
assessment. This is known as regular assessment under Section 143 (1)

2. In certain situations the Assessing Qfficer finalises the assessment according to his
knowledge and judgement. Here, he assesses the person ex-parte. This is Best Judgement

Assessment. 1t is of two types i.e.(1) Compulsory best judgement assessment and (ii)
Discretionary best judgement assessment.
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33.10 MODEL EXAMINATION QUESTIONS

L

II.

Essay Questions

Answer the following questions in about 30 lines each:

1.  Describe the provisions of regular assessment.

2. What is a defective return? How do you remove the defect? Explain the
consequences when the defect is not removed?

3, Explain the provisions of Income Escaping Assessment.

4.  When is Compulsory Best Judgement Assessment resorted to? Explain the
consequence of such an assessment. -

Short Questions

Attempt the following short questions in about 15 lines each.

1.

2
3.
4

When is filing of a return of income optional?
Who is required to sign a return of income?
Explain the purpose of a Permanent Account Numbef.

Describe the provisions of self assessment. When is rectification of mistakes
possible?

Explain the best judgement assessment.




UNIT-24: APPEALS AND REVISION

Coiitents

24.0 Aims and Obj ectives

24} Introduction

24.2 Appeal to the Deputy Comnmissioner (Appeals)
24.3 Appeal to the Commissioner (Appeals)

24,4 Appeal to the Appellate Tribunal

24.5 Appeal to High Court (H.C.)

24,6 Appeal to Supreme Court (8.C.)

24,7 Reviston by the Commissioner of Inéome Tax
24.8 Summing Up

249 Check Your Progress: Model Answers

24,10 Mode! Examination Questions

24.0 AIMS AND OBJ ECTIVES

The objective of this unit is to discuss all the provisions relating to appeal for revision
of income-tax.

After going througb this unié, you should be able to:

* list out the orders of A.Q.against which the assessee can appeal to the DC(A) and to the
Commissioner {Appeals)

explain, how appeals are made to the Appellate Tribunal
discuss the provisions relating to an appeal to H.C. and 8.C.

describe the revisions made by the Commissioner of Income - Tax.

24.1 INTRODUCTION

The right to appeal to the higher authorities orcourt is a part of natural justice and therefore
it is natural that the Income-Tax Act should provide such a right to the assessee. There are many
occasions when the Assessing Officer passes many orders which £o against the interest of the
assessee. He will, therefore, seek justice by approaching higher authorities.

It is an accepted fact that the right of appeal is apart of natural justice. However, the right
te appeal is not available to the aggrieved party automatically unless the relevant status grant it
specifically. The Income Tax Act 1961, contains an elaborate scheme of appeals and revisions.
The assessec may go in appeal to the Deputy Commissioner {Appeals) against the order of the
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Assessing Officer. In case he has inclination to go in appeal he may go to the Commissioner
of Income-Tax for seeking revision of the order of the Assessing Officer.

343 APPEAL TO THE DEPUTY COMMISSIONER (APPEALS) -

The assessee is granted the right to-appeal to the Deputy Commissioner (Appeals) against
the following orders of the Assessing Officer (other than the Deputy Commissioner)

a)  anorder against assessee where denies liability to be assessed or order w/s 143 (3}
or 144 where assessee objects to amount of income assessed or amount of tax
determined or amount of loss computed or status under which he is assessed.

b)  anorder or assessment or reassessment or recomputation ws 147 or 150.

¢)  an order of rectification of mistake enhancing the tax liability or reducing the
refund.

.d)  an order of treating the assessee as the agent of non-resident.

e)  anorder of making the assessee lable in respect of his predecessor’s tax liability.

1) an order relating to the assesément after partition of a Hindu Undivided Family.
g)  an order of refusing registration or cancelling the registration of a firm.

h)  an order of treating a person as an assessee-in-default,

i) an order relating to the interest payable by the assessee as a result cfunder payment
of advance tax,

i) an order imposing penalty for various defaults on the part of the assessee.

An appeal by a company-assessee, in the aforesaid cases, lies with the Commissioner
(Appeals). Moreover, in the case of 8 non-Corporate assessees the first appeal lies with the
Commissioner (Appeals), if the amount of income assessed or loss computed exceeds Rs.
1,00,000.

24.3 APPEAL TO THE COMMISSIONER (APPEALS)

. In the following cases first appeal against the order ofthe A.O.lies with the Commissioner
(Appeals), and not with the D.C.(A). :

a)  Any order givenunder the appealable orders to D.C.(A), where such order is made
by Deputy Commissioner.

b)  An order against a closely-held company imposing additional income-tax on it.

¢}  An order imposing penalty made by a Deputy Commissioner.

&)  An order of assessment made on the basis of directions issued by the Deputy
Commissioner u/s 144 A, :




e} Anorder imposing penalty by the A.O. with the previous approval of the Deputy
Commissioner.

f) An order, made by the Deputy Commissioner, relating to rectification of mistake. -
g)  Anorder imposing a penalty on account of failure to get accounts audited.
~h)  An order made by an A O.in cases which the Board may direct,

Procedure for Filing Appeal

The appeal shall be presented within 30 days of the receipt of the order against which
appeal is preferred. It shall be in the prescribed form. The D.C.(A) or Commissioner (A) after .
hearing the assessee and the Income-Tax Department, is required to pass his order in writing.
The order should be communicated to the assessee and the Commissioner of Income Tax.

Powers of D.C.(A) or Commissioner (Appeals)(Sec.251)

In disposing of the appeal, the D.C.(A) or the Commissioner (Appeals) has following
powers:

i) In an appeal against an order of assessment, he may confirm, reduce, enhance or
annul the assessment or he can set aside the assessment and refer the case back to
the A.O.for making fresh assessment in accordance with the direction given by
him. .

ii) In an appeal against an order imposing a penalty, he may confirm, or cancel such
order or make a variation in the amount of penalty.

iii}  In any other case, he can pass such orders as he thinks fit.

24.4 APPEALS TO THE APPELLATE TRIBUNAL

Appellate Tribunal is the final fact finding body. On facts whatever it says is final and
no appeal lies anywhere else on matter of facts, The Appellate Tribunal is the second court of
appeal, :

Ifthe assessee is not satisfied with the order of the D.C.(A) or Commissioner (A), he may
prefer an appeal before the Appellate Tribunal. Similarly if the A.Q. is not satisfied with the
order of the D.C(A) or Commissioner (A), he may, with the approval of the Commissioner of
Income-tax, file an appeal before the Appellate Tribunal.

The Central Government shall constitute an Appellate Tribunal to hear appeals against the
orders of the D.C.(A) or the Commissioner {Appeals). It consists of judicial and accountant
member. The judicial member acts as president. There are many benches of the Tribunat
scattered all over the country. In Bombay alone there are four benches. '

Every appeal tothe Appellate Tribunal shall be filed within 60 days ofthe date ofthe order
sought to be appealed against. An appeal to the Tribunal shall be in the prescribed form and be
verified in the prescribed manner and shall be accompanied by a fee or Rs. 200. Ifthe appeal
is preferred by the Department, fee is not paid. The parties are heard by the Tribunal and orders
passed. The decision is the majority decision. In case two members hearing the case hold .
different views the matter is referred to the President who appoints another member to hear the
whole case. After taking his views into account majority decision prevails.
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The Tribunal is the final fact finding body. The courts therefore, will not interfere with

its working. Onpoint of law, the parties may suggest to the Tribunal to refer the case to the High

"Court. Ifthe point involved is quite important on which different High Courts hold different

views, the Appellate Tribunal may refer the case directly to the Supreme Court for its verdict

inthe matter. This is done witha view toputting a stop to the different rulings and the consequent
confusion,

. Check Your Progress - 1
Who can appeal to the Appellate Tﬁbunal?

..............................................................................................

24.5 APPEAL TO HIGH COURT

On getting the decision of the Tribunal, either of the aggrieved parties may apply to the
Appellate Tribunal to prepare a statement of the case and refer the questions of law to the High
Court for its decision. This application shall be accompanied by a fee of Rs. 200. The
Commissioner is not required to pay this amount. Ifthe Appellate Tribunal refuses to state the
case on the ground that no question of law arises, the assessee or the Commissioner may apply
to the High Court. The High Court, if satisfied with the contention of the party that there does
arise a question of law, may direct the Appellate Tribunal to prepare a statement of the case and
forward it for decision. The High Court upon hearing any such case should decide the questions
of law raised therein.

24.6 APPEAL TO SUPREME COURT

Ifany ofthe parties to the dispute is not satisfied with the judgement delivered by the High

~ Coutt, there is a provision for going to the Supreme -Court. For going to the highest Court of
the land, the affected party may request the High Court to give it a certificate that the dispute
is a fit case to be decided by the Supreme Court. Some times the High Court may not agree
with the contention of the party that the case be referred to the Supreme Cout for final decision
in the matter. In such circumstances, the affected party may go to the Supreme Court directly
and convince that the case is worth hearing. Where the Supreme Court agrees that the case is
worth hearing by them, the Court may direct the High Court to refer the case to it. The High Court
shall then send the reference to the Supreme Court. Any judgement given by the Supreme Court

* shall be carried out by the Department and the assessment shall be completed onthe lines given
by the highest Court of the land. This is the final verdict.

24.7 REVISION BY THE COMMISSIONER OF INCOME - TAX :

The Commissioner may call forand examine the record of any proceeding under this Act,

If he considers that any order passed by the Assessing Officer is erroneous and prejudicial to

the revenue, he may make further enquiries in the matter and revise such order. 1f the revision

*, results in enhancement of tax liability, the assessee is given reasonable opportunity of being
- heard in the matter. The assessee is also entitled to apply to the Commissioner, for revision of .

some of orders of the A.O. But this is done when the assessee does not prefer any appeal to the
“appellate authority.




The power of revision under section 263 can be exercised only if the following conditions
are satisfied. Firstly, the Commissioner must call forand examine therecords ofthe proceedings
under the Act. Secondly the Commissioner must consider the order passed by the A.O to be
erroneous in so far as it is prejudicial to the interest of revenue.

Necessary Conditions

a) - No order shall be passed after the expiry of two years from the end of the financial

year in which the order sought to be revised was passed.

b)  There should be a proceeding under the Act and in such proceeding the A.O.must
have passed an order which according to the Commissioner is erroneous and
prejudicial to the interests of the Revenue.

Revision of Other Orders

The Commissioner is also competent to revise orders passed by the Assistant Commis-
sioneror Deputy Commissioner. He is also authorised to revise orders of such authorities when
they are brought to the notice of the Commissioner by the assessee. Onhis own too he may call
forsuch records for revision. Where the Commissioner wants to revise orders under this section,
the time limit is one year from the date of order sought to be revised. Where the assessee has
to approach the Commissioner for revision he shonld do so within a year of the service of erder
sought to be revised.

The Coramissioner has a right to make enquiries and pass such orders as he thinks fit,
However, any order prejudicial to the assessee can be passed only after a suitable opportunity
has been provided to him to defend himseif. '

Every application for revision by the assessee shall be accompanied by 4 fee of Rs. 25.
Check Your Progress - 2

i} Who has the power to revise the orders of AQ, Deputy Commissioner?

.........................................................................................................

ii)  List out the powers of Commissioner of Income-Tax regarding revisions.

.........................................................................................................

.........................................................................................................

24.8 SUMMING UP

The assessee has a right to appeal to the higher authorities against the orders passed by
A.Q. There are various such orders against which we can appeal to the Deputy Commissioner
(Appeals) or Commissioner (Appeals). They have certain powers to dispose of these appeals.
If the assessee is not satisfied with the order of DC(A) or Commissioner {A), he can appeal to
the Appellate Tribunal. It is the final fact finding body. On gettingthe decision ofthe Tribunal,
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the case may also be referred to High Court and from there to the Supreme Court. Finaily, it
isthe Commissioner of Income-Tax who can revise the orders passed by the different authorities.

24.9 CHECK YOUR PROGRESS: MODEL ANSWERS

1. If the assessee or A.O.is not satisfied with the order of D.C.(A) or Commissioner
(Appeals) they can appeal to the Appellate Tribunal.

2, i) The Commissioner of Income-tax
.ii) i) To examine the record of any proceeding under the Act
if)  To enquire and revise orders passed by the A.O.
i) To revise_ordﬂs passed by Assistant Commissioner or Deputy Commissioner.

24.10 MODEL EXAMINATION QUESTIONS
1. Essay Questions

Answer the following questions in about 30 lines each.
1. Enumerate the appeilate orders go to the D.C(A)

2. Whatdo you mean by the Income-Tax Appellate Tribunal? What type of appeals should
go there?

3. How is reference to the High Court or Supreme Court preferred?

4, Describe in fuli the provisions relating to revision by the Commissioner of Income-Tax.

L. Short Questions
Answer the following in about 15 lines each

1. Under what circumstances the assessee is required to go to the Deputy Commissioner _

(Appeals)?

When should an assessee to go the Appellate Tribunal?

How is reference to the Supreme Court made?

What is revision? Who does it? | o

What type of orders are revised by the Commissioner o his own?

Describe the procedure for filing an appeal before the Appellate Tribuﬁal. '
'How_ is reference to High Court preferred? | |

What are the powers of D.C(A), Commissioner (Appeals) in disposing an Appeal?




UNIT - 25: COLLECTION OF TAX
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25_}; Check Your Progress: Model Answers

25.8 Model Examination Questions.

25.0 AIMS AND OBJECTIVES

In this unit we propose to explain various methods of collection and recovery of tax from
the assessee. In addition ‘Refunds” are also explained.

On completion of this unit, you should be able to:
* explain the rationale of deducting tax at source;

o descnbe the procedure for recovenng tax.

25 1 lNTRODULl lON

_The tax on total income is ; Collected in three-ways. |
i) Deduction of tax at source; o
il)  Advance payment of tax; and
iii) Taxon assessment

The last method i.e. tax on assessment has already been dlSCllssed in unit 23 ent1tled
‘Procedure for Assessment’. Therefore, the remaining two methods i.e.; deduction of tax at
source and advance payment of tax are dlscussed m thlS chapter along with Reﬁmds’ and
Recovery of tax. :

25.2 DEDUCTION OF TAX AT SOURCE

Soastoreducethecases oftax evasion, the Income-Tax Acthas made provisionsto collect
tax at source in certain specified cases of income at the time when the income eamer receives
them. Under this scheme, persons deduct tax at source and deposit the same with the

142




Government’s treasury within the stipulated time. The recipient of income-though he gets only
the net amount-is liable to tax on the gross amount and the amount deducted at source.is adjusted
- against his final tax liability.

The specified cases of income, where tax is deducted at source are: salaries, interest on
securities, dividends, interest other than interest on securities, winnings from lotteries, cross-
word puzzles and horse races, payments to contractors, insurance commission, payments in
respect of National Savings Scheme, payments onaccount of repurchase of units of mutual funds
or UT], and also on other source chargeable under the Act which-arepaid to non—res1dents The
provnsmns of the Act, in each case, are given beiow

- Salaries (Sec 192)

Any person responsible for paying any income chargeable under the head “salaries’ is
required to deduct tax at source on the amount payable. Tax is to be calculated at the rates
prescribed for the financial year in which the payment is made on the estimated income of the
assessee under this head of that financial year. While estimating income under this head the

" amounts deductible under sections 80 CCA, 80 CCB, 80D, 80DD, 80G[certain payments only],
80GG, 80RRA, 80U and relief u/s 89 (1) (in certain cases).should also be considered.

Where a person is employed simultaneously under more than one employer, or where he
has held successively employment under more than one employer, the tax at source shall be
deducted by an employer (as the assessee may choose) from the aggregate salary ofthe employee
for the year.

* Where an employee is having income under any other head of income he can furnish
details ofhis other incomes to this employerand the employer can deduct tax at source for such
incomes also. But the assessee has no right to claim the set off of any loss from any other head.

The person responsible for paying salary may, at the time of deducting tax at source,
increase or decrease the amount to be deducted for the purpose of adjusting any previous
deficiency or excess deduction. The employer has no right to negotiate with any employee,
whereby arrangement the employee has undertaken to discharge his tax liability. No tax is
required to be deducted at source, unless the estlmated salary exceeds the maximum exemption
limit specified for that financial year. :

Interest on Securities (Sec.193)

The person responsible for paying interest on securities is liable to deduct income-tax at
the time of paying the interest at the rates specified by the Finance Act of the year. However,
no tax is deductible at source from the amount of interest payable on 2) 4 -l‘percent National
Defence Bonds 1972, held by any resident individual; b) 44 percent National Defence Loan, -
1968 or4 i-percentNatlonal Defence Loan, 1972 heldby anmamdual c)NatlonalDevelopment'
Bonds; d) National Savings Certificates (First issue); e) 7-year Nationgl Savings:Certificates.
(&-issue), f) debentures issued by any co-operative society or any other institution or authority
notified by the Central Government; g)&i‘ percent Gold Bonds, 1977 or 7 percemt Gold Bonds,
1980 held by a resident individual (provided the conditions specified in section 193 are fulfilled);
h) notified securities of the Central/State Governments; i) any other security of the Central or
State Governments held by a resident provided the conditions in section 193 are satisfied; j)
Debentures issued by a widely-held company, which are listed on a recognised exchange in
India, provided the interest is paid by the company by an account payee cheque and the amount
of such interest paid or likely to be paid during the financial year by the company to such
individual does not exceed Rs. 2,500. :
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No deduction of tax is made from interest on securities, inthe case of a resident individual
if he furnishes a declaration in Form No. 15 to the payer of such income.

Dividends (Sec.194)

'Ihepnnclpaloﬁicerofadmnaucconwylsreqmmdtodedudlaxatsoutceﬁomtlwamomt
of dividend to be distributed to a shareholder who is a resident in India at the prescribed rate.

No deduction of tax is made from the dividend.

a) If the shareholder obtains a certificate from the concerned Assessing Officer,
~ anthorising the payer to pay dividend without deduction of tax at source, then no
deduction of tax is made from dividends.

b)  Incase of a resident individual, if he furnishes a declaration in Form No. 15G to
the payer of such income.

¢)  Itisnotnecessaryto deduct tax from dividend income paid by a company (in which

public are substantially interested) to a shareholder, being an individual who is

- resident in India, if i) the dividends are paid by such company by an account payee

chegue; and b) the amount of such dividend distributed or paid or likely to be
distributed or paid during the financial year does not exceed Rs. 2,500,

Interest other than interest on securities (Sec 194 A).

Any person, not being an individual or a Hindu undivided family, who is responsible for
paying interest other than interest on securities (in excess of Rs. 2,500) to resident during the
financial year is required to deduct income-tax thereon at the rates in force. However, no tax is
deductible at source where the person, not being a company or registered firm, has fumnished an
affidavit declaring that his estimated total income during the year in which the income is credited
or paid will be less than the minimum income liable to income-tax. Moreover, o deduction
oftax will be made in the case of a resident individual if he fornishes a declaration in Form No.
15H to the payer of such income.

Itis also open to the recipient to obtain certificate, from the concerned Assessing Officer,
authorising the payer to deduct tax at lower rates or deduct no tax at all.

Winning from Lotteries or Crossword Puzzles (Sec.194B)

A person responsible for paying to any person any income by way of winnings from
lotteries or crossword puzzles exceeding Rs. 5,000 is required to deduct income tax at the time
of such payment at the rates in force, where the prize is given partly in cash and partly in kind,
the entire tax will be deducted from cash prize. Ifthe prize is given only inkind, notax is required
to be deducted.

Winnings from horse races (Sec.194 BB)

A person responsible forpaying to any pemon any income by way of winnings from horse
races exceeding Rs. 5,000 (Rs.2,500 from October, 1991) is required, at the time of such
payment, to deduct income-tax thereon at the rates in force.

Payments to Contractors (Sec._l94C)

A person responsible for paying any sum to aresident contractor in pursuance ofacontract
with the Central Government or any State Government or any local authority or any corporation
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or amy company of any co-operative society is required to deduct tax at source at the rate of 2
percent from such payment. Likewise, a contractor, other than an individual or a Hindu
undivided family, is required to deduct tax at seurce at the rate of 1 percent from any sum paid
to any sub-contractor, '

However, no tax is to be deducted at source in respect of a contract, the consideration for
which does not exceed Rs. 10,000. It is open to the recipient to obtain a certificate, from the
concerned Assessing Officer, authorising the payerto deduct tax at lower rates or deduct no tax.

Imsurance Commission (Sec.194 D)

Tax at source will be deducted by any person responsible for paying to a resident, any
~ income by way of remuneration or reward, whether by way of commission or otherwise for
soliciting or procuring insurance business if such payment exceeds Rs. 5,000 in a financial year.

Payments in respect of National Savings Scheme (Sec.194 E)

The person responsible for paying any amount from National Savings Scheme is required
to deduct income-tax thereon at the rate of 20 percent if such paymerit exceeds Rs. 2,500 in a
financial year. However, no such deduction shall be made if the payment is made to the heirs
of the deceased depositor or if the recipient furnished a declaration to paying authority.

Payments on account of purchase of units of Mutual funds or UTI (Sec 194 F),

At the time of repayment of units of UTI or Mutual Funds on which a deduction w's 80
CCB was claimed, a tax at 20 percent shall be deducted as source.

Any other sums (Sec.195)

‘Any person responsible for paying to a non-resident not being a company or to a foreign
company, any interest (not being Interest on Securities) or any other sum (not being dividend),
shall at the time of payment deduct income-tax at the prescribed rates for that year. No tax shall
be deducted at source in case the assessee furnishes a prescribed certificate granted by the
concerned Assessing Officer.

‘When tax is not to be deducted at source (Sec.196) -

No tax shall be deducted at source by any person on interest or dividend payableto (i) The
Government; or (ii) the Reserve Bank of India; or (iii) a Corporation or (iv} a Mutual Fund.

Consequences on Failure to Deduct or Pay (Sec.201)

Any person responsible for deduction oftax at source fails to do so or after deducting fails
to deposit such a tax into the Government treasury, would be deemed to be an assessee in default
in respect of the tax and would be personally liable to pay tax as well as penalty which may be
imposed. . : ' '

Check Your Progress - 1

(a) What are the various ways in which the tax is collected on the total income?




(b)  Why is tax deducted at source‘? What are the various circumstances under which tax is
deducted at source?

..............................................................................................

.....................................................................................................

25.3 ADVANCE PAYMENT OF TAX

The soheme of advance payment of tax is also known as ‘pay as you €arn scheme This
means that an assessee has to pay tax in advance in a particular financial year on his estimated
income which is to be taxed in the assessment year immediately following. For example, the
advance tax payable during the current financial year 1992-93 is onthe estimated taxable income
to be taxed in the assessment year 1993-94. A separate schedule of rates of tax is specifically
provided in the annual Finance Act every year according to which tax is to be computed for
payment in advance. From the tax so computed, tax deducted at source will be deducted.

When a person becomes liable to pay advance tax {Sec.208)

Every person is liable to pay advance tax if advance tax payable is Rs. 1,500 ormore. All
items of income including capital gains, winnings from lotteries, cross word puzzles etc, are
liable for payment of advance tax.

Computation of Advance Tax
Advance tax liability is computed as follows.
Rate structure for computing Advance Tax during Financial Year 1992-93:
In the Case of individuals: |

- Rates of Income TaX:

1. First Rs. 28,000 of total income _ Nil

2 Next Rs. 22,000 of total incom 20%

3. Next Rs. 50,000 of total incom 30%

4 Balance of total income over | 40%
Rs.1,00,000

In respect of individuals having total imsome exceedmg Rs. 1,08,000/- income tax will
be calculated as per the above rates; ther rebate under Sec.88 and 88B will be allowed.. On the
balance, Surcharge @ 12% is to be added.

TVayment of advance tax by the asessee on his own account

An assesssee who is liable to pay advance tax is required to estimate his current income
and pay advance tax thereon without submitting any statement of income to the assessing
authorities. After making payment of first, second instalmentsof advance tax on assessee can
revise the remaining instalment(s) of advance tax in accordance with his revised estimate of
current income and pay tax accordingly.




Payment of advance tax in pursuance of order of Assessing Officer

Ifthe assessee fails to pay advancetax, the Assessing Officer may pass an order, requiring -
him to pay advance tax on his current year’s income, before the end of February of the financial
year. On receipt of the notice from the Assessing Officer the assessee can submit his own
estimate of lower current income/advance tax and pay tax accordingly. If the advance tax on
current income as per assessee’s own estimate is higher than the amount estimated by the
Assessing Officer, the assessee shall pay higher tax in accordance with his own calculation.

Computation of tax by Assessing Officer

The total income of the latest previous year in respect of which the assessee has been
assessed by way of regular assessment or the total income returned by the assessee in any return
of income furnished by him forany subsequent previous year, whicheveris higher, shallbetaken
as current income by the Assessmg Officer and thetax on it is computed at the rate in force. durmg _' \
the financial year.

Payment of advance tax in pursuance of revised order of Ass_essin_g. Officer .

The order passed by the Assessing Officer to pay -advance : tax-can be revised by him
w's 210 (4) if subsequent to the making of'an-order to pay advance tax but before March Ist of-
the relevant financial year; a return of income in respect of any later year has been furnished or .
any assessment for any lateryear has been completed at higher figure. Onreceipt of revised order
the assessee will haveto pay advance taxaccordingly. However, the assessee can submit his own
_estimate of lower current income/advance tax and pay tax accordingly. In such acase he has to
send an intimation to the Assessing Officer. '

Instalments of advance tax

. Advance tax is payable in three mstalments during the ﬁnancral year Upto 30 percent '
60 percent, 100 percent-ofthe advance tax payable shall be paid by September 15, December 15,
and March 15 respectively. However, any payment of advance tax made before March 31 shall-
also be treated as advance tax paid during the financial year.

Interest payable by Government

In case any ; assessee pays advance tax more than the amount of assessed tax determrned
on regular assessment, the Central Government, shall pay simple interest at 15 percent to such
assessee on the above said excess payment of advance tax. Suchinterest shall be calculated from
Ist April néxt following the said financial year to the date of regular asseéssment. The interest
so paid to the assessee is liable to tax as income.

Interest payable by assessee .. .

" The assessee has to pay simple interest at 15% in case his estlmate of i mcome turns out '
to. be too low and advance tax pard is less than 75 percent of assessed tax.

Assessee deemed to be in default

The assessee is deemed to be in default if he does not pay on the due date any instalment
of advance tax that he is required to pay by an order of the Assessing Officer.




Check Your Progress - 2

When does the Government pay interest to the assessee?

25.4 REFUNDS

Refund means ““to pay back’’. Refund arises when the tax paid by an assessec is more
than the actual tax payable on his income in respect of an assessment year. Refund may arise
due to (i) excess deduction of tax at source; (ii) by excess payment of advance tax (iii) excess
payment of tax under self-assessment; (iv) reduction in tax liability as a result of appeal or
revision (v) grant of double taxation relief.

Who can claim refund (Sec.238)

Generally, refund can be claimed only by a person who has made excess payment of tax.
Where the inicome of one person is included in the total income of any other person, the latter
alone would be entitled to a refund in respect of such income. Again, if due to death, incapacity,
insolvency or some other reason, a person is unable to claim a refund due to him, his legal
representative or guardian or receiver is entitled to claim or receive such refund.

How to claim refund

Every claim for the refund has to be made in the prescribed form (Form No.30) and in the
prescribed manner. The claim should be accompanied by a return of income if the claimant has
not furnished such a return earlier, If the total income of the claimant consists of interest on
securities, dividends etc., from which income-tax has been deducted at source, the claim should
be accompanied by the certificate for such deduction.

The claim of Refund should be made within two years from the last day of the relevant
assessment year. However, this time limit does not apply to such cases where the refund
becomes due to the assessee as a result of an order passed by any of the appeliate authorities, In
such a case the assessee is not required to file any formal application. The Income Tax Officer
is bound to grant refund suo moto.

Note; The period for claim up refund is reduced to one year w.e.fthe A.Y.1993-94,
Power to withhold Refund in certain cases (Sec.241)

In the case where (i) a notice has been issued u/s 143(2); or (ii) an order giving rise to
refund is the subject matter of an appeal; or (iii) any other proceedings are pending under this
Act, the Assessing Officer may withhold the refund if he feels that the grant of refund may

adversely affect the revenue. But while doing so, he must obtain the previous approval of the
Commissioner or Chief Commissioner. :

Interest on refund

Where refund is of any advance tax ortax collected at source, the interest is payable at the
rate of one percent (1.5 per cent upto September 30, 1991) per month or part of the month from
the first day of the assessment year to the date of grant of refund. However, no interest is payable
if the excess payment is less than 10 percent of tax determined on regular assessment,
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Where refund is of tax other than advance tax or tax coll_ected at source, interest is payable
at the rate of 1 per cent (1.5 percent upto 30.9.1991) per month or part of month from the date
of payment of such tax upto the date on which the refund is granted.

Set-off of Refunds against Outstanding Tax {Sec.245)

Where a refund is due to an assessee in respect of a particular assessment year and at the
same time there is a sum by way of tax, penalty etc., due from him in respect of some other
assessment year, the tax authorities may, in lieu of refund set-off the amount to be refunded
against the sum due from the assessee,

25.5 RECOVERY OF TAX

" The tax liability of an assessee in respect of the income of a particular year is determined
when the regular assessment is made. If the aggregate amount of the tax collected at source,
advance payment of tax and tax paid under self-assessment falls short of the tax payable on
regular assessment, the Assessing Officer will issue a demand notice for the balance. The
assessee is required to pay the tax demanded within the stipulated time. Payment may also be
made in instalments by the assessee if prior approval of the AQ is obtained. Ifthe assessee fails
to pay the tax within the stipulated time, he is treated as an assessee in default. He will then be
liable for interest and penalty.

Modes of Recovery (Sec.222)

Where an assessee is in default, the Tax Recovery Ofﬁcer (TRD}shall draw up a statement
specifying the amount due from the assessee, and shall proceed to recover the amount by any
of the methods given below:

i) Attachment and sale of assessec’s movable and immovable property.

it} - -Appointingareceivertotakeoverthe charge ofassessee’s movable and immovable
property.

iii}  Issuing orders for the artest of the assessee.

iv)  Ifthe assessee is an employee, the TRO may approach the person paying salary to
deduct arrears of tax from salary of the assessee and pay the same to the
Government. . -

v)  Ifaperson owes any amount to the assessee, the TRQ may ask such person to pay
the amount to the Government to coverthe arrears of the tax due from the assessee.

vi)  The TRO may also apply to the court in whose custody there is any money
belonging to the assessee for payment of such money to discharge the tax liability.

Recovery through State Government (Sec.227)
If the recovery of tax in any area has been entrusted to a State Government, it may direct

that the tax will be recovered from the assessee in respect ofthat area along with other local taxes
due from him. Such tax shall be collected according to the law prevailing in that area.
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25.6 SUMMING UP

In this unit, we have dealt with the specified cases of income which are subject to tax at

source. Further, we have discussed the concept of ‘Advance payment of Tax’, its computation -

and the method of its payment. The circumstances warranting the refund oftax, the persons who
are entitled to claim such refund, the method of claiming refund, the situation where interest is
calculated on the grant of refund etc., are also explained exhaustively. Finally, we have

examined the recovery oftax, modes of its recovery, and recovery through State Governments,

25.7 CHECK YOUR PROGRESS: MODEL ANSWERS
1. (a) There are three ways of 'co]lectin‘g_tax on total income.. They are:
- (i)  deduction of tax at source
(ii) advance payment of tax and
(i) tax on assessment

(b} Some assesses resort to tax evasion. In order to avoid this type of
malpractices by the assessees the Income-Tax Act has made a provision to
deduct the tax at source itself. The following-are the cases where fax is
deducted at source:

. Salaries; interest on securities; dividends; interest received on other than securities;
lotteries; cross word puzzles; winning from horse races; payments to contractors; insurance
commission; payments on the purchase of units of mutual funds or UTI etc.

2. Ifany assessee pays more than the tax assessed on regular basis, the Central Government

~ has to pay simple interest at 15% per cent on the excess amount of tax. The interest is

calculated from 1st April next following the said financial year to the date of regular
assessment,

25.8 MODEL EXAMINATION QUESTIONS

1. Essay Questions
Attempt the following essay questions in about 30 lines each

1. What are the provisions of law regarding deduction of tax at source?

- 2. Explain the provisions of Income-Tax law relating to ‘Advance pajdn_ent oftax’? -

3."  Describe briefly the procedure of claiming a refund.

4. What are the modes of recovery of tax?
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