    Note on 234B and 234C for the Interest calculation under the                Income Tax Act, 1961
1) Section 234B of the Income Tax Act,1961:

· Background:
Sec.234B relate to the interest payable for default in the payment of advance tax under section 208(Assessee whose tax liability is more than is.5,000) or where the advance tax paid under section 210 is less than 90% of the assessed tax, the assessee shall be liable to pay the simple interest @ 1% for every month or the part of month comprised into one month from the 1st day of the next financial year up to the date of determination of the total income. 
· In case of filling return of income:

While filing the return of income the interest shall be calculated as follows:

	Assessed tax
	      16,600 
	Interest U/s 234B:
	

	(-) Advance Tax Paid
	      14,000 
	Total shortfall
	      2,600 

	
	
	Interest for 7 month @1%
	        182 

	Short fall payment 
	       2,600 
	S.Tax paid on 29.10.2006
	      2,782 

	Interest U/s 234B
	          182 
	
	

	Self Assessment Tax Paid
	       2,782 
	
	


· In case of Scrutiny assessment u/s 143:

While the payment of tax in case of scrutiny assessment the interest under this section are calculated as follows: 
In this case the interest is calculated in two stages:
1) Calculate the total tax payable-

	Assessed tax in return of Income
	      16,600 

	(+) Additional Tax U/s 143
	       5,000 

	
	      21,600 

	(-) Advance Tax Paid
	      14,000 

	Tax Payable
	       7,600 


2) Calculate interest on additional demand:

	Interest U/s 234B:
	

	Total shortfall
	      7,600 

	(+)Interest for 20 month   @1%
	      1,520 

	
	      9,120 

	(-) S.A. Tax Paid 
	      2,782 

	Tax Payable
	      6,338 


   It can also be done in the following manner:

	
	  1st  Part 
	  2nd Part
	 Total

	Additional Demand
	5000
	2600
	7600

	Month
	20
	20
	40

	Interest @ 1%
	1000
	520
	1520

	
	
	
	

	Tax Payable
	6000
	3120
	9120

	
	
	
	

	(-) S.A. Tax Paid 
	
	
	     2,782 

	Net Payable
	
	
	     6,338 


Notes:

1. While computing the interest u/s 234B tax deducted at source also to be taken into consideration, it is to be reduced from the tax payable after the advance tax paid.

2. “Comprised into one month” means the fraction of month is treated as one month for the calculation of the interest.
3. The total income for the calculation of interest  :
For 140A- Income declare in the return

For other- Income determined u/s 143(1) of the Income Tax Act,1961

2) Section 234C of the Income Tax Act,1961:
· Background:

Section 234C relates to the interest for deferment of advance tax. As per the income tax act every individual who is liable to pay advance tax  calculated u/s 209 are liable to pay such tax in specific installment on certain due dates:
	Type of Assessee 
	    1st Part
	    2nd Part
	   3rd Part
	  4th Part

	 
	 
	 
	 
	 

	COMPANY
	15%
	45%
	75%
	100%

	Due Date
	       15th June
	15th September
	15th December
	15th March

	OTHER THAN COMPANY
	30%
	60%
	100%
	 

	Due Date
	15th September
	15th December
	15th March
	 


· Interest calculation is to be done in  the following manner:
For e.g. suppose Tax due on return income is Rs.60,000 and advance taxes paid in the following manner:

 1st Installment-10,000 on 15-09-2006

 2nd Installment-16,000 on 15-12-2006

             3rd Installment-30,000 on 15-03-2007
	Due date of Installment
	Installment         payable
	Installment Paid
	Shortfall
	Interest
	Amt Payable

	On or before 15-09-2006
	                     18,000 
	              10,000 
	            8,000 
	 8000x1%x3 
	              240 

	On or before 15-12-2006
	                     26,000 
	              16,000 
	          10,000 
	 10000x1%x3 
	              300 

	On or before 15-03-2007
	                     34,000 
	              30,000 
	            4,000 
	 4000x1% 
	                40 

	
	
	
	
	Total
	580


In the same manner interest payable by the company is also to be computed.
· In case of companies if the advance tax paid by the company on its current income on or before the 15th day of June or 15th day of September, is not less than 12% or, as the case may be, 36% of the tax due on the returned income, the it shall be not liable to pay any interest on the amount of the shortfall on these dates.

· In case when the total income include-

i) any capital gain and/or 

ii) Income like winning from lotteries, crossword, etc.

Then interest arising on a/c of under-estimate or failure to estimate such income shall not be levied under this section provided tax on such income is paid as part of remaining installment of advance tax paid.

· The following table is to be used for this calculation:

	Date of Payment 
	% of Tax Payable
	Tax Payable
	Payment Made
	Shortfall
	 Interest Amt. 

	 
	 
	(A)
	(B)
	( C)
	(D)

	1st Installment
	15%
	
	 
	 
	 

	2nd Installment
	45%
	
	
	
	 

	3rd Installment
	75%
	
	
	
	 

	4th Installment
	100%
	 
	 
	 
	 


Steps: 1. Determine total tax payable.
2. Calculate % payable in Colum “A”.

3. Fill the payment made Colum.

4. Tax payable is to be computed 

     {(Tax Amt. x % payable)-Installment Paid}

            5. Shortfall will be (A-B)

            6. Interest will be computed on Colum “C ” 

Note: 

1) The income considered for the purpose of computation of interest is the income declares in the return of Income.

2) The total income for the calculation of interest  :

    For 140A- Income declare in the return

    For other- Income determined u/s 143(1) of the Income Tax Act,1961

3) This section shall be applied from A.Y. 2003-03 and  onwards
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