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	QUICK LOOK 

· Taxes in India are of two types, Direct Tax and Indirect Tax. 
· Direct Tax, like income tax, wealth tax, etc. are those whose burden falls directly on the taxpayer. 
· The burden of indirect taxes, like service tax, VAT, etc. can be passed on to a third party. 
Income Tax is all income other than agricultural income levied and collected by the central government and shared with the states. 

According to Income Tax Act 1961, every person, who is an assessee and whose total income exceeds the maximum exemption limit, shall be chargeable to the income tax at the rate or rates prescribed in the finance act. Such income tax shall be paid on the total income of the previous year in the relevant assessment year.

The total income of an individual is determined on the basis of his residential status in India.

Residence Rules

An individual is treated as resident in a year if present in India 
I. for 182 days during the year or
II. for 60 days during the year and 365 days during the preceding four years. Individuals fulfilling neither of these conditions are nonresidents. (The rules are slightly more liberal for Indian citizens residing abroad or leaving India for employment abroad.) 
A resident who was not present in India for 730 days during the preceding seven years or who was nonresident in nine out of ten preceding yeas I treated as not ordinarily resident. In effect, a newcomer to India remains not ordinarily resident.

For tax purposes, an individual may be resident, nonresident or not ordinarily resident.

Non-Residents and Non-Resident Indians

Residents are on worldwide income. Nonresidents are taxed only on income that is received in India or arises or is deemed to arise in India. A person not ordinarily resident is taxed like a nonresident but is also liable to tax on income accruing abroad if it is from a business controlled in or a profession set up in India. 

Capital gains on transfer of assets acquired in foreign exchange is not taxable in certain cases. 

Non-resident Indians are not required to file a tax return if their income consists of only interest and dividends, provided taxes due on such income are deducted at source. 

It is possible for non-resident Indians to avail of these special provisions even after becoming residents by following certain procedures laid down by the Income Tax act.

Taxability of individuals is summarised in the table below
Status
Indian Income
Foreign Income
Resident and ordinarily resident
Taxable
Taxable
Resident but not ordinary resident
Taxable
Not Taxable
Non-Resident
Taxable
Not Taxable
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· Income tax is levied on the 'total income' of the assessee. 

· Income of the 'previous year' is taxed in the 'assessment year.' 

· Income is classified into and compted under five categories called 'heads of income.' 

· The basic scheme of income tax is the principle 'pay as you earn.' 

· One must pay his taxes in advance and by the due dates, in the prescribed percentages. 

· Deferment in the payment of advance tax would result in the payment of interest. 

The income tax basic scheme is explained in brief as: 

· Income tax is levied on the 'total income' of the assessable entity which is computed under the provisions of the Act. 

· The income which are pertaining to the 'previous year' is taxed, but in the 'assessment year.' 

· Income tax is charged at the rates being fixed by the for the year by the annual Finance Act. But the liability to pay the tax is based on the principle 'pay as you earn.' 

Also check Taxable Heads of Income for the definition of salary, wages, pension, allowance, etc.

Pay as you Earn
A persone is not allowed to wait until 31 March to pay his/her taxes. The Income Tax Act has the provision of 'pay as you earn.' This do not pinch a tax payer at the end of the year making a lump sum payment. Such payments are done during the previous year in the form of 'TDS', 'TCS' and 'advance tax.'

TDS (Tax deducted at source)
This tax is deducted at the source of encome, by the employer or the payer and paid to the government. It includes salary, interest, commission and contract fees, rent, professional fees, etc. This type of deduction is popularly known as TDS. Such tax is subject to certain limits and certain conditions. For example if the earning up on fixed deposit is Rs. 5,000 in a bank, TDS at 10% and education cess at 2% i.e. a total of 10.2% will be deducted at the time of credit or at the time of payment, whichever is earlier.

In case of senior citizen, if he/she estimates that the tax on the income is nil, Form No.15H duly filled and signed is to be submitted in duplicate to the bank. So, no TDS will be deducted. If the total income is less than the threshold limit, Form No.15G is to be submitted to the payer to prevent TDS from such interest.

TCS (Tax collected at source)
Unlike tax deducted at source, TCS is collected by a seller of certain specified goods at the specified rates on the purchase of the goods and it is remitted to the trasury on behalf of the buyer. In the same way, a person granting a lease or licence in a parking lot, toll-plaza, etc. collects the taxes at the specified rates as tax paid on behalf of the lessee.

Advance Tax
Advance Tax is paid by the income earner during the previous year. The computing of the liability of advance tax is done by estimating the 'total income' for the year, calculating the surcharge and taking into consideration the rebate that will be available. The advance tax is required to be paid in three instalments.
	Schedule of Advance Tax:

	A
	On or before 15 September
	Not less than 30% of advance tax.

	B
	On or before 15 December
	Not less than 60% of advance tax as reduced by amount paid earlier.

	C
	On of before 15 March
	Full advance tax as reduced by the amount or amounts if any, paid in earlier instalments.



If the assessee does not pays the advance tax as described above, an interest of 1% is charged per month for 3 months for the deferment of advance tax instalment. If the total amount of advance tax is not paid on or before 15 March, an interest of 1% is charged for one month.

Further, if the total advance tax paid is less than 90% of the advance tax payable, the interest at 1% per month is charged for the shortfall in the advance tax paid for the period commencing from 1 April of the assessment year and ending on the date of payment or assessment, whichever is earlier.
	Income Tax - Modern History of Income Tax
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The Income Tax history in modern India dates back to 1860. In this year first Income Tax Act was introduced and which remained in force for a period of 5 years. This Act lapsed in 1865. Thereafter Act-II of 1886 was in force. This Act of 1886 was the improved version. It introduced the definition of agricultural income and the exemption it granted in respect of agricultural income has continued to be a feature of all subsequent legislations. 

The year 1918 saw the introduction of Act VII of 1918, it recasted the entire tax laws. This Act was designed keeping in mind the remedy to certain inequalities in the assessment of individual tax payers under the 1886 Act. The Act introduced the scheme of aggregating income from all sources for the purpose of determining the rate of tax.

The Indian Income Tax Act, 1922 which came into being as a result of the recommendations of the All India Income Tax Committee is a milestone in the evolution of Direct Tax Laws in India. Its importance lies in the fact that the administration of the Income Tax hitherto carried on by the Provincial Governments came to be vested in the Central Government. 

The Act of 1922, similar to the Act of 1918, applied to all incomes "accruing or arising", or received in British India, or deemed to be accrued, arisen or received. This Act marked an important change from the Act of 1918 by establishing the charge in the year of assessment on the income of the previous year instead of merely adopting the previous year's income as a measure of income of the year of assessment. 

The Act made a departure by abandoning the system of specifying the rates of taxation in its own Schedules. It left the rates to be announced by the Finance Acts, a feature which survives to this day. It also enabled loss under one head of income to be set-off against profits under any other head, so that the tax was chargeable only on net income.

The Act of 1922 remained in force till the year 1961. In 1956 the Government had referred the Act to the Law Commission to recast it on logical lines and to make it simple without changing the basic tax structure. The present Income Tax Act is the Act of Sept., 1961.

Income Tax Timeline in India
1860
1860 Introduced for the first time for a period of five years to cover the 1857 mutiny expenses. It was abolished in 1873.
1877
1877 The tax system was revived as a result of the Great Famine of 1876.
1886
1886 Introduced as Act II of 1886. It laid down the basic scheme of income tax that continues till the present day.
1918
1918 Introduced as Act VII of 1918. It had features like aggregation of income from various sources for the determination of the rate, classification of income under six heads and application of the Act to all income that accrued or arose or was received in India from whatever source in British India.
1922
1922 On the recommendations of the All-India Income Tax Committee, the father of the present act was introduced. The central government was vested with the power to administer the tax.
1961
1961 The Act came into force from 1 April 1962, it extended to the whole of India.
1997
1997 Establishment of the Tax Reform Committee under the chairmanship of Dr. Raja J. Chelliah. It was followed by restructuring the income tax with parameters like lower taxes, fewer slabs, higher execptions, etc.
2003
The Kelkar Task Force, which was followed by outsourcing of PAN/TAN, exemption of dividend income, compensated by levy of the dividend distributed tax to be paid by the company.

Income Tax Rates Across the World 

Country
Personal Income Tax Rate
Australia
0% - 48.5%
Canada
16% - 29%
Estonia
24% - 24%
Denmark
44% - 63%
Hong Kong
0% - 33%
India
0% - 33%
Israel
10% - 49%
Malaysia
0% - 29%
Mexico
3% - 32%
Russia
13% - 13%
Singapore
0% - 22%
UK
0% - 40%
US
10% -35%
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Salary includes the pay, allowances, bonus or commission payable monthly or otherwise or any monetary payment, in whatever name called from one or more employers, as the case may be, but does not include the following, namely: 
a. dearness allowance or dearness pay unless it enters into the computation of superannuation or retirement benefits of the employee concerned; 
b. employer's contribution to the provident fund account of the employee; 
c. allowances which are exempted from payment of tax; 
d. the value of perquisites specified in sub-section (2) of section 17 of the Income-tax Act; 
It also includes the following: 
a. Wages; 
b. Any annuity or pension; 
c. Any gratuity; 
d. Any fees, commissions, perquisites or profits in lieu of or in addition to any salary or wages; 
e. Any advance of salary; 
f. Any payment received by an employee in respect of any period of leave not availed of by him; 
g. The annual accredition to the balance at the credit of an employee participating in a recognized provident fund, to the extent to which it is chargeable to tax under Rule 6 of Part A of the Fourth Schedule; and 

h. The aggregate of all sums that are comprised in the transferred balance as referred to in sub-rule (2) of rule 11 of part A of the Fourth Schedule of an employee participating in a recognized provident fund, to the extent to which it is chargeable to tax under sub-rule (4) thereof. 
Is the allowance paid outside India by the Government to the Indian citizens taxable? 

Any allowance, paid outside India by the Government to an Indian citizen for rendering services outside India, is fully exempt from tax u/s.10 (7) of the Income-tax Act. 

How is the tax determined on the salary received by ships crew? 

Under section 10(6)(viii), salary that is received by or due to a Non-resident foreign national, who is a member of a ships crew, is exempt from tax, provided the total stay of the crew member in India does not exceed 90 days in the previous year. 

If a person foregoes his salary for any reason, would it be taxable? 

Since the salary is taxable on due or receipt basis, whichever is earlier, foregoing of salary would amount to giving up something, which is due to him. Hence, even if a person foregoes salary, the same would still be taxable. 

In the case of a Hindu undivided family, how would you determine whether the remuneration, received by an individual is the income of the individual or the income of the Hindu undivided family? 

If the remuneration, received by the co-parcener, is compensation made for the services rendered by the individual co-parcener, then it will be income of the individual co-parcener. If the remuneration received by the individual co-parcener is because of investments of the family funds, then it will be considered as the income of the Hindu undivided family. If the income was essentially earned as a result of the funds invested, then the fact that the co-parcener had rendered some service will not change the character of the receipt. It will still be regarded as income of the Hindu undivided family. However, on the other hand, if the co-parcener has received remuneration for services rendered by him, even if his services were availed of because he was a member of the family which had invested funds in that business or that he had obtained qualifying shares from out of the family funds, the receipt would be the income of the individual. 

If an assessee is employed in a company where he is called Managing Agent but is in fact, the Chief Manager of the company, under what head would the remuneration that is paid to him be charged? 

Though he may be called a Managing Agent, the remuneration earned by him will be charged under the head of Salaries and not as Business Income. The fact that he is actually the Chief Manager of the company will make the remuneration earned by him chargeable to tax under the head Salaries. It is the true nature of the contract that will determine the relationship between the assessee and the company. Once it is established that the managing director functions, subject to the control and supervision of the Board of Directors, the inevitable corollary is that an employer - employee relationship exists and, that being so, his remuneration is assessable under the head "salary". 

Is the salary, bonus, commission or remuneration, received by a partner of a firm from the firm regarded as salary? 

No. The salary, bonus, commission or remuneration, by whatever name called, due to or received by the partner of a firm from the firm shall not be regarded as salary for the purpose of tax. It will be regarded as Business Income and taxable under the head 'profits and gains from business or profession'. Accordingly, no standard deduction, which is otherwise allowable from Salary Income, is available. 

Would the remuneration, received by a director be taxable under the head 'Income from salaries'? 

The remuneration, received by a director is taxable as 'Income from salaries' or not, would depend upon whether the director is an employee of the payer or not. This can be determined from the nature of the relationship between the director and the payer. If the relationship of a master and servant exists between the payer and payee, then the director would be an employee and the remuneration that is received would be taxable under the head 'salaries'. However, if such relationship does not exist, then the director will not be considered an employee of the payer and the Income would be taxable as Professional Income. 

If a person is following the cash system of accounting would he be liable to pay tax in respect of salary which is due to him but which he has not received? 

Salary is taxable on due basis or receipt basis, whichever is earlier, irrespective of the method of accounting that is followed by the assessee. Accordingly, advance salary is taxable on receipt basis, though not due. Hence, the method of accounting followed by the assessee is not of any consequence. 

Explain the taxability of salary of foreign employees. 

Under section 10(6)(vi), the remuneration received by An individual who is not a citizen of India foreign national as an employee of a foreign enterprise for services, rendered by him during his stay in India, would be exempt from tax, in the following cases: 

1. The foreign enterprise is not engaged in any business or trade in India; 

2. The employee's stay in India does not exceed in the aggregate a period of 90 days in the previous year; and 

3. The remuneration, paid to him, is not liable to be deducted from the income of the employer chargeable under the Act. 
Is the salary of diplomatic personnel taxable?

Under section 10(6)(ii) of the Income-tax Act, any remuneration that is received by an individual who is not a citizen of India as an official of the Embassy, High Commission, Legation, Commission, Consulate or Trade representative of foreign State or, as a member of the staff of any of those officials would be exempt from tax, if the corresponding Indian officials in that foreign country enjoy similar exemption. 

Is there any significance to the place where the services are rendered for the taxability of salaries? 

Salary is deemed to accrue or arise at the place where the service is rendered. Even if salary is paid outside India, if the services are rendered in India, the said salary is taxable in India. Leave salary, paid abroad, is also taxable in India as it is deemed to accrue or arise out of services rendered in India. 

It may be noted that salary, paid by the Indian Government to an Indian national, is deemed to accrue or arise in India even if the services are rendered outside India. Any pension, payable outside India to a person residing outside India permanently, shall not be taken as income deemed to accrue or arise in India, if the pension is payable to a person, referred to in Article 314 of the Constitution or to a person, who has been appointed as a Judge of the Federal Court or of the High Court, before the 15th of August, 1947 and continues to serve as a Judge in India on or after the commencement of the Constitution. 

Are there any special privileges that are enjoyed by the officials of the United Nations Organization and other such international organizations? 

Under section 2 of the United Nations (Privileges and Immunities) Act, 1947, read with section 18 of the Schedule, thereto, exemption is granted from Income tax in respect of salaries and emoluments that are paid by the United Nations and other notified international organizations to its officials. Pension is also covered under this provision and no tax is payable. 

What is the taxability of the compensation, received by a person on voluntary retirement? 

Under section 10(10C) of the Income-tax Act, compensation that is received at the time of voluntary retirement is exempt if the person satisfies the following conditions: 
· It is received at the time of voluntary retirement; 

· It is received by an employee of a public sector company; or any other company; or authority established under the Central, State or Provincial Act; or a local authority; or a co-operative society; or a University; or an Indian Institute of Technology; or any State Government; or the Central Government; or an institution having importance throughout India or in any other State(s); or a notified institute of Management. 
The compensation that is received should be in accordance with the scheme(s) of voluntary retirement, or in the case of a public sector company, a scheme of voluntary separation. Further, the schemes of the abovementioned companies and authorities must be in accordance with such guidelines as may be prescribed. The maximum amount of exemption, however, is restricted to Rs.5, 00,000/-. Once the employee has claimed an exemption under the above provisions, he is not entitled to claim any further exemption for any other assessment year. 

	Taxable Heads of Income - Tax upon Pension
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The paying branch is responsible for deduction of Income Tax at source from pension payments in accordance with the rates prescribed from time to time. While deducting such tax from pension payments the paying branch also allow deduction on account of relief available under Income Tax Act from time to time on production of proper and acceptable evidence of eligible savings by pensioners. The paying branch also issue the pensioner in April each year a certificate of tax deducted in the form prescribed in the Income Tax Rules. 

Under section 9(1)(iii), pension accruing is taxable in India only if it is earned in India. Pensions received in India from abroad by pensioners residing in this country, for past services rendered in the foreign countries, will be income accruing to the pensioners abroad, and will not, therefore, be liable to tax in India on the basis of accrual. These pensions will also not be liable to tax in India on receipt basis, if they are drawn and received abroad in the first instance, and thereafter remitted or brought to India. 

It is only in cases where in pursuance of a definite agreement with the employer or former employer, the pension is received directly by the pensioner in India that the pension would become taxable in India on receipt basis. 

While the pension earned and received abroad will not be chargeable to tax in India if the residential status of the pensioner is either 'non-resident' or 'resident but not ordinarily resident', it will be so chargeable if the residential status is 'resident and ordinarily resident'. The aforesaid status of 'ordinarily resident' cannot, however, be acquired by a person unless he has been resident in India in at least nine out of the preceding ten years. 

Note :- 
Retirement/death gratuity and the lumpsum amount received on account of commutation of pension is not taxable under Income Tax Act. 


Bonus

Bonus is taxable on receipt basis and is included in the gross salary in the year in which the bonus is received. 

Fees & Commissions

Any fees or commission received by the employee or receivable by the employee is fully taxable and has to be included in gross salary. Commission may be a fixed amount per annum or may be a percentage of turnover or net profit. However, the same is taxable under the head "Salaries" when it is received or receivable by the employee. 
	Taxable Heads of Income - Tax upon Gratuity
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Gratuity can be received by the employee at the time of his retirement or by his legal heir in the event of death of the employee. Gratuity received by an employee on his retirement is taxable under the head "Salary" and gratuity received by the legal heir is taxable under the head" Income from Other Sources". 

In both the above situations gratuity upto a specified limit is exempt under the provisions of sec.10(10) of the Income Tax Act, 1961. 

For the purpose of exemption of gratuity under sec.10(10) the employees are divided under three categories: 
1. Govt. employees - In the case of govt. employees the entire amount of death-cum-retirement gratuity is exempt from tax and nothing is therefore taxable under the head Salaries. 
2. Employees covered under the Payment of Gratuity Act, 1972 - The employees covered under the Gratuity Act who receive gratuity have been given exemption which is the minimum of the following amounts. Gratuity received in excess of the minimum of the amounts mentioned below is included in the gross salary for the purposes of taxation. 
· The amount of gratuity actually received. 
· Fifteen days' salary (7 days in the case of seasonal employment) for every completed year of service provided the employment is more than six months. 
3. Other employees - In the case of other employees the gratuity received or receivable on his retirement or on his becoming incapacited prior to such retirement or termination of his employment or any gratuity received by his heirs is exempt to the extent of the minimum of the following amounts. The amount received in excess of the sums mentioned below is included in the gross salary of the employee for the purposes of taxation. 
· Actual amount of gratuity received. 
· Half month's average salary for every completed year of service. (Average salary means the average of the salary drawn by the employee for 10 months immediately preceding the month in which he retires) 

	Taxable Heads of Income - Tax upon Annuity 
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Annuity is an annual grant received by the employee from his employer and is covered under the definition of salary. It may be paid by the employer voluntarily or on account of contractual agreement. A deferred annuity is not taxable until the right to receive the same arises. Other form for annuities made under a will or granted by a life insurance company or accruing as a result of contract come under the head "Income from Other Sources" and are assessed u/s 56 of the I.T. Act.
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	Taxable Heads of Income - Tax upon profits in lieu of or in addition to salary
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The amount of any compensation due to or received by an assessee from his employer or former employer at or in connection with the termination of his employment or the modification of the terms and conditions relating thereto; 

Any payment (other than any payment referred to in clause (10) clause (10A)clause (10B, clause (11), clause (12), clause (13) or clause (13A) of section 10), due to or received by an assessee from an employer or a former employer or from a provident or other fund, to the extent to which it does not consist of contributions by the assessee or interest on such contributions or any sum, received under a Keyman insurance policy, including the sum allocated by way of bonus on such policy. The expression "Keyman Insurance policy" shall have the meaning assigned to it in clause (10D) of section 10; 

Any amount, due to or received, whether in lump sum or otherwise, by any assessee from any person in the following cases: 
· Before his joining any employment with that person; or 
· After cessation of his employment with that person. 
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	Taxable Heads of Income - Tax upon advance salary and perquisites
[image: image26.png]



Tax upon salaries and wages | Tax upon pension | Tax upon bonus, fees & commissions | Tax upon Gratuity | Tax upon Annuity |Tax upon profits in lieu of or in addition to salary | Tax upon advance salary and perquisites

	[image: image27.png]




[image: image28.png]


[image: image29.png]



According to (Sec 17 (2)) 'perquisite' includes the following: 
· The value of rent-free accommodation provided to the assessee by his employer; 
· The value of any concession in the matter of rent with respect to any accommodation provided to the assessee by his employer; 
· The value of any benefit or amenity granted or provided free of cost or at concessional rate in any of the following cases: 
· Any benefit given by a company to an employee, who is a director thereof; 
· Any benefit given by a company to an employee, being a person who has a substantial interest in the company; 
· Any benefit given by any employer (including a company) to an employee to whom the provisions of paragraphs (a) and (b) of this sub-clause do not apply and whose income under the head "Salaries" (whether due from, or paid or allowed by, one or more employer/s), exclusive of the value of all benefits or amenities, not provided for by way of monetary payment, exceeds Rs 50,000. However, nothing in this sub-clause shall apply to the value of any benefit provided by a company free of cost or at a concessional rate to its employees by way of allotment of shares, debentures or warrants, directly or indirectly under any Employees' Stock Option Plan or Scheme of the company offered to such employees in accordance with the guidelines, issued in this behalf by the Central Government. The use of any vehicle, provided by a company or an employer for journey by the assessee from his residence to his office or other place of work, or from such office or place to his residence, shall not be regarded as a benefit or amenity granted or provided to him free of cost or at concessional rate for the purposes of this sub-clause. 
· Any sum, paid by the employer in respect of any obligation which, but for such payment, would have been payable by the assessee; 
· Any sum, payable by the employer, whether directly or through a fund, other than a recognised provident fund or an approved superannuation fund or a Deposit-linked Insurance Fund, established under section 3G of the Coal Mines Provident Fund and Miscellaneous Provisions Act, 1948 (46 of 1948), or, as the case may be, section 6C of the Employees' Provident Funds and Miscellaneous Provisions Act, 1952 (19 of 1952)], to effect an assurance on the life of the assessee or to effect a contract for an annuity; and 
· The value of any other fringe benefit or amenity as may be prescribed. 
Nothing in this clause shall apply to the following: 
· The value of any medical treatment provided to an employee or any member of his family in any hospital maintained by the employer; 
· Any sum, paid by the employer in respect of any expenditure, actually incurred by the employee on his medical treatment or treatment of any member of his family-(a) 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 employees; (b) In respect of the prescribed diseases or ailments, in any hospital approved by the Chief Commissioner, having regard to the prescribed guidelines. In such a case, the employee shall attach, with his return of income, a certificate from the hospit al specifying the disease or ailment for which medical treatment was required and the receipt for the amount paid to the hospital. 
· Any portion of the premium, paid by an employer in relation to an employee, to effect or to keep in force an insurance on the health of such employee under any scheme approved by the Central Government for the purposes of clause (ib) of sub-section (1) of section 36; 
· Any sum, paid by the employer in respect of any premium 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; 
· Any sum paid by the employer in respect of any expenditure actually incurred by the employee on his medical treatment or treatment of any member of his family other than the treatment referred to in clauses (i) and (ii); so, however, that such sum does not exceed Rs 15,000 in the previous year; 
· Any expenditure incurred by the employer on the following: 
· Medical treatment of the employee, or any member of the family of such employee, outside India; 
· Travel and stay abroad of the employee or any member of the family of such employee for medical treatment; 
· Travel and stay abroad of one attendant who accompanies the patient in connection with such treatment, subject to the following conditions: 
· The expenditure on medical treatment and stay abroad shall be ex cluded from perquisite only to the extent permitted by the Reserve Bank of India; and 
· The expenditure on travel shall be excluded from perquisite only in the case of an employee whose gross total income, as computed before including therein the said expenditure, does not exceed two lakh rupees; 
· Any sum, paid by the employer in respect of any expenditure actually incurred by the employee for any of the purposes specified in clause (vi) subject to the conditions specified in or under that clause: 
For the assessment year beginning on the 1st day of April, 2002, nothing contained in this clause shall apply to any employee whose income under the head "Salaries" (whether due from, or paid or allowed by, one or more employers) exclusive of the value of all perquisites, not provided for by way of monetary payment, does not exceed Rs 1,00,000. 

Explanation 

For the purposes of clause (2), 

i. 'Hospital' includes a dispensary or a clinic or a nursing home; 

ii. 'Family', in relation to an individual, shall have the same meaning as in clause (5) of section 10; and 

'Gross total income' shall have the same meaning as in clause (5) of section 80B; 

How are perquisites valued? 

For the purpose of computing the income chargeable under the head 'Salaries,' the value of perquisites provided by the employer directly or indirectly to the assessee (hereinafter referred to as employee) or to any member of his household by reason of his employment shall be determined in accordance with Rules 3 of the Income Tax Act. 

What is the perquisite value of furnished Accommodation? 

In the case of furnished accommodation, first the value of the un-furnished accommodation is worked out and to that 10% per annum of the original cost of the furniture is added. If the furniture is not owned by the employer, the actual hire charge that is payable (whether paid or not) is added. 

How is the perquisite value of a motorcar, provided to the employee by an employer, computed? 

Value of Perquisite per calendar month 
Sl. No.
Circumstances
Where cubic capacity of engine does not exceed 1.6 litres
Where cubic capacity of engine exceeds 1.6 litres
1.
Where the motor car is owned or hired by the employer and- 
a. a. is used wholly and exclusively in the performance of his official duties. 

b. Is used exclusively for the private or personal purposes of the employee or any member of his house-hold and the running and maintenance expenses are met or reimbursed by the employer. 

c. Is used partly in the performance of duties and partly for private or personal purposes of his own or any member of his household and 
i. The expenses on maintenance and running are met or reimbursed by the employer. 

ii. The expenses on running and maintenance for such private or personal use are fully met by the assessee. 
No value provided that the documents specified in clause (B) of this sub-rule are maintained by the employer. 

Actual amount of expenditure incurred by the employer on the running and maintenance of motor car during the relevant previous year including remuneration, if any paid by the employee or any member of his house-hold and the running and maintenance expenses are met or reimbursed by the employer. 

Rs. 1,200 (plus Rs. 600, if chauffeur is also provided to run the motor car) 

Rs. 400 (plus Rs. 600, if chauffeur is provided by the employer to run the motor car) 
No value provided that the documents specified in clause (B) of this sub-rule are maintained by the employer. 

Actual amount of expenditure incurred by the employer on the running and maintenance of motor car during the relevant previous year including remuneration, if any, paid by the employer to the chauffeur as increased by the amount representing normal wear and tear of the motor car and as reduced by any amount charged from the employee for such use. 

Rs. 1,600 (plus Rs. 600, if chauffeur is also provided to run the motor car) 

Rs. 600 (plus Rs.600, if chauffeur is also provided to run the motor car) 
2.
Where the employee owns a motor car but the actual running and maintenance charges (including remuneration of the chauffeur, if any) are met or reimbursed to him by the employer and 
i. such reimbursement is for the use of the vehicle wholly and exclusively for official purposes. 

ii. such reimbursement is for the use of the vehicle partly for official purposes and partly for personal or private purposes of the employee or any member of his household. 
No value provided that the documents specified in clause (B) of this sub-rule are maintained by the employer. 

Subject to the provisions contained in clause (B) of this sub-rule, the actual amount of expenditure incurred by the employer as reduced by the amount specified in col.(1)(c)(i) above. 
No value provided that the documents specified in clause (B) of this sub-rule are maintained by the employer. 

Subject to the provisions contained in clause (B) of this sub-rule, the actual amount of expenditure incurred by the employer as reduced by the amount specified in col. (1)(c)(i) above. 
3.
Where the employee owns any other automotive conveyance but the actual running and maintenance charges are met or reimbursed to him by the employer and 
i. such reimbursement is for the use of the vehicle wholly and exclusively for official purposes. 

ii. Such reimbursement is for the use of the vehicle partly for official purposes and partly for personal or private purposes of the employee. 

No value provided that the documents specified in clause (B) of this sub-rule are maintained by the employer. 

Subject to the provisions contained in clause (B)of this sub-rule, the actual amount of expenditure incurred by the employer as reduced by an amount of Rs.600: 
No applicable

Provided that where one or more motor-cars are owned or hired by the employer and the employee or any member of his household are allowed the use of such motor-car or all or any such motor-cars (otherwise than wholly and exclusively in the performance of his duties), the value of perquisite shall be the amount calculated in respect of one car in accordance with item (1)(c)(i) of the Table II as if the employee had been provided one motor-car for use partly in the performance of his duties and partly for his private or personal purposes and the amount calculated in respect of the other car or cars in accordance with item (1)(b) of the Table II as if he had been provided with such car or cars exclusively for his private or personal purposes. 

(B) Where the employer or the employee claims that the motor-car is used wholly and exclusively in the performance of official duty or that the actual expenses on the running and maintenance of the motor-car owned by the employee for official purposes is more than the amounts deductible in item 2(ii) or 3(ii) of the above Table, he may claim a higher amount attributable to such official use and the value of perquisite in such a case shall be the actual amount of charges met or reimbursed by the employer as reduced by such higher amount attributable to official use of the vehicle provided that the following conditions are fulfilled. 
i. the employer has maintained complete details of the journey undertaken for official purpose, which may include date of journey, destination, mileage, and the amount of expenditure incurred thereon; 
ii. the employee gives a certificate that the expenditure was incurred wholly and exclusively for the performance of his official duty; 
iii. the supervising authority of the employee, wherever applicable, gives a certificate to the effect that the expenditure was incurred wholly and exclusively for the performance of official duties.
Explanation: For the purposes of this sub-rule, the normal wear and tear of a motorcar shall be taken at 10% per annum of the actual cost of the motor-car or cars. 
Is the facility of a car, provided by the employer for use between the residence and office, a perquisite? 

The use of a vehicle of an employer for the journey from his residence to his office or, from any other place of work to his residence will not be taxable as perquisite provided the following conditions are satisfied: 

(i) The employer has maintained complete details of the journey undertaken for official purpose, which may include date of journey, destination, mileage, and the amount of expenditure incurred thereon; 

(ii) The employee gives a certificate that the expenditure was incurred wholly and exclusively for the performance of his official duty; 

(iii) The supervising authority of the employee, wherever applicable, gives a certificate to the effect that the expenditure was incurred wholly and exclusively for the performance of official duties. 

What is the perquisite value of gas, electricity or water supply, provided free of cost to the employee? 

The value of benefit to the employee or any member of his household, resulting from the supply of gas, electric energy or water for his household consumption shall be determined as the sum equal to the amount paid on that account by the employer to the agency supplying the gas, electric energy or water. Where such supply is made from resources, owned by the employer, without purchasing them from any other outside agency, the value of perquisite would be the manufacturing cost per unit incurred by the employer. Where the employee is paying any amount in respect of such services, the amount so paid shall be deducted from the value so arrived at. 

Can the reimbursement of actual expenses be treated as a perquisite? 

No. Reimbursement of actual expenses cannot be treated as a perquisite. 

What is the perquisite value of rent-free unfurnished accommodation that is provided by an employer to an employee? 

Rule 3: The value of the residential accommodation, provided by the employer during the previous year, shall be determined as below. 
· Where the accommodation is provided by Union or State Government to their employees, either holding office or post in connection with the affairs of Union or State or, serving with any body or undertaking under the control of such Government on deputation: Licence fee, as determined by Union or State Government in accordance with the rules framed by that Government as reduced by the rent, actually paid by the employee. It is to be noted that the value of the rent-free official residence, provided to officers of Parliament, Union Ministers and the leader of the Opposition Party in Parliament, is also exempt from tax. 
· Where the accommodation is provided by any other employer and 
· Where the accommodation is owned by the employer: 10% of salary in cities having population exceeding 4 lakhs as per 1991 census; 
· Where the accommodation is taken on lease or rent by the employer: 7.5 % of salary in other cities, in respect of the period during which the said accommodation was occupied by the employee during the previous year as reduced by the rent, if any, actually paid by the employee. Actual amount to lease rental, paid or payable by the employer or 10% of salary whichever is lower as reduced by the rent, if any, actually paid by the employee. 
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An allowance is defined as a fixed amount of money given periodically in addition to the salary for the purpose of meeting some specific requirements connected with the service rendered by the employee or by way of compensation for some unusual conditions of employment. It is taxable on due/accrued basis whether it is paid in addition to the salary or in lieu thereon. 

The basic golden rule is that all such allowances are taxable as these are paid because of direct relationship between an employer and employee. However, there are exceptions to this rule. Some of them are given below :- 

Clause (14) of Section 10 provides for exemption of the following allowances: -

(a) Any special allowances or benefit granted to an employee to meet the expenses incurred in the performance of his duties. 

(b) Any allowance granted to an assessee either to meet his personal expenses at the place of his posting or at the place he ordinarily resides or to compensate him for the increased cost of living. 

However, the allowance referred to in (b) above should not be in the nature of a personal allowance granted to the assessee to remunerate or relating to his office or employment unless such allowance is related to his place of posting or residence. 

Earlier the exempt allowances were being specified through notifications issued by the Central Government. With effect from 1.7.95, the details of allowances exempt is given in the Income Tax Rules. 

The following allowances are exempt to the extent and subject to the conditions indicated in the Rules :- 

a) Any allowance for meeting the cost of travel on tour or on transfer. 

b) Any allowance, whether granted on tour or for the period of journey in connection with transfer (including any sum paid in connection with transfer, packing and transportation of personal effects on such transfer). 

c) Any allowance granted to meet the expenditure incurred on conveyance in performance of duties of an office/employment of profit. Provided free conveyance is not provided by the employer. 

d) Any allowance granted to meet the expenditure incurred on a helper where he is engaged for the performance of duties of any Office/employment of profit. 

Any allowance granted for encouraging academic research in educational and research institutions. 

Any allowance for Purchase or maintenance of uniform for wear during the performance of duties of an office/employment of profit. 

Are the above allowances to be actually spent to avail of the exemption? 

Yes, certainly. Any allowance (mentioned above) received but not actually spent will be taxable. 

Are there any allowances which are only exempt when received at a particular place(s) ;pr area(s)? and do they have any upper ceilings : for exemption? 

For the new amended Rules contain other allowances also .which are exempt (subject to ceilings) in particular area(s) only. These special allowances are :- 

i) Any special Compensatory Allowance, in the nature of Composite Hill Compensatory allowance or High Altitude, Allowance or Uncongenial Climate Allowance or Snow Bound Area Allowance or Avalanche Allowance; 

ii) Any special Compensatory Allowance given which is in the nature of border area allowance or remote area allowance or difficult area allowance or disturbed area allowance; 

ii) Tribal Area Allowance; 

iii) Allowance granted to an employee working in any transport system to meet his personal expenditure during his duty performed in the course of running of such transport from one place to another place, provided that such employee is not in receipt of daily allowance; 

iv) Children Education Allowance; 

v) Any allowance granted to an employee to meet the hostel expenditure of his child; 

vi) Compensatory Field Area Allowance; 

vii) Compensatory Modified Field Area Allowance; 

viii) Any Special allowance, in the nature of counter insurgency allowance granted to the members of armed forces operating in areas from their permanent locations for a period of more than 30 days. 

Note: It may be noted that the Dearness Allowance and City Compensatory Allowance granted to an employee are not covered by the Amended Rules. So, these allowances will clearly be part of income and will have to be taken into account in the computation of income for the purposes of deduction of tax at source. The reimbursement of tuition fee is also not exempt. 
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Deferred Compensation is an opportunity to voluntarily shelter a portion of your wages from income taxes while saving for retirement to supplement your social security and pension benefits. Under the Plan, income tax is not due on deferred amounts or accumulated earnings until you receive a distribution (payment) from your account. Presumably, distribution is at retirement when your tax rate is expected to be lower. 

OR 

Deferred compensation is income to be paid at a later date, usually the end of employment. 

OR 

Compensation earned by an individual, the receipt of which is postponed until a later date, usually upon termination of employment or retirement. Typically, the deferred amounts are invested on the recipient's behalf and may be supplemented by contributions by the company. If the compensation arrangement meets certain requirements, an individual may not pay income taxes on the compensation until he or she receives a distribution of some or all of the deferred amounts. 
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What income will be considered 'Income from House Property'? 

The annual value of property, consisting of any buildings or lands appurtenant thereto of which the assessee is the owner, other than such portions of such property as he may occupy for the purposes of any business or profession carried on by him, the profits of which are chargeable to income tax, shall be chargeable to income tax under the head "Income from House Property". 

Is income from any property covered under this section? 

No. Only the income from buildings or part of a building, held by the assessee as the owner and the income from land appurtenant to the buildings is covered under this section. Income from other property such as open land is out of the purview of this section. Income from such land will be taxed under the head, 'income from other sources.' 

When the property is used by the owner for his business or profession, the income of which business or profession is chargeable to income tax, the income of that property is not charged in the hands of the owner. Similarly, when a firm carries on business or profession in a building owned by a partner, no income from such property is added to the income of the partner, unless the firm pays the partner any rent for the same. If the assessee is not the owner of the building but is a lessee and he sublets the property, he would be taxed under the head 'Income from other sources'. 

What is included in the term 'buildings' for the purpose of this section? 

The term 'buildings' includes any building (whether occupied or intended for self-occupation), office building, godown, storehouse, warehouse, factory, halls, shops, stalls, platforms, cinema halls, auditorium etc. Income arising out of the building or a part of the building is covered under this section. 

What is meant by the term "land appurtenant"? 

Land appurtenant includes land adjoining to or forming a part of the building. It would depend on the nature of the land, whether it is appurtenant to the residential building, factory building, hotel building, club house, theatre etc. and will include courtyards, compound, garages, car parking spaces, cattle shed, stable, drying grounds, playgrounds and gymkhana. 

Is the income arising from vacant land covered under this section? 

Any income, arising out of vacant land, is not covered under this section even though it may be received as rent, ground rent or lease rent. Such income would be assessable as income from other sources. Even rent, arising out of open spaces, or quarry rent, is taxed as income from other sources. 

If a company is formed with the sole object of acquiring and letting out immovable properties, what head would the rental income be taxable under? 

Even if a company is formed for the sole object of acquiring and letting out immovable properties, the rental income would be taxable as "Income from House property" and not as "business income." 

If a building is used as a market and the owner/landlord provides certain other services as required by the municipal license, what head would the income fall under? 

The income from letting out shops would be considered income from house property. 

When is the income from house property wholly exempt from tax? 

In the following cases, income from house property is completely exempt from any tax liability: 
i. Income from any farmhouse forming part of agricultural income; 
ii. Annual value of any one palace in the occupation of an ex-ruler; 
iii. Property Income of a local authority; 
iv. Property Income of an authority, constituted for the purpose of dealing with and satisfying the need for housing accommodation or for the purposes of planning development or improvement of cities, towns and villages or for both. (The Finance Act, 2002, w.e.f. 1.4.2003 shall delete this provision.); 
v. Property income of any registered trade union; 
vi. Property income of a member of a Scheduled Tribe; 
vii. Property income of a statutory corporation or an institution or association financed by the Government for promoting the interests of the members either of the Scheduled Castes or Scheduled tribes or both; 
viii. Property income of a corporation, established by the Central Govt. or any State Govt. for promoting the interests of members of a minority group; 
ix. Property income of a cooperative society, formed for promoting the interests of the members either of the Scheduled Castes or Scheduled tribes or both; 
x. Property Income, derived from the letting of godowns or warehouses for storage, processing or facilitating the marketing of commodities by an authority constituted under any law for the marketing of commodities; 
xi. Property income of an institution for the development of Khadi and village Industries;' 
xii. Self-occupied house property of an assessee, which has not been rented throughout the previous year; 
xiii. Income form house property held for any charitable purposes; 
xiv. Property Income of any political party. 
How is the annual value of the property determined? 

Under S 23 (1) of the Income tax Act, annual value of property shall be deemed to be the following: 
i. The sum for which the property might reasonably be expected to be let out from year to year; 
ii. Where the property or any part of the property is let and the actual rent received or receivable by the owner in respect thereof is in excess of the sum referred to in clause (a), the amount so received or receivable; 
iii. Where the property or part of the property is let and was vacant during the whole or any part of the previous year and, owing to such vacancy, the actual rent received or receivable by the owner in respect thereof is less than the sum referred to clause (a) the amount so received or receivable. 
The taxes levied by any local authority in respect of the property shall be deducted while determining the annual value of the property of that previous year in which such taxes are actually paid by him. Further, the amount of actual rent received or receivable by the owner shall not include the amount of rent, which the owner cannot realize. 

Sub-section 2: The annual value of a house or part of a house shall be taken as nil if the property consists of such house or part of the house and is occupied by the owner himself for the purpose of his own residence or, if such house or part thereof cannot be occupied by him because his employment, business or profession is carried on at any other place and, he has to reside at that other place in a building that does not belong to him. 

Nevertheless, the above provision would not apply if the house or part thereof is actually let during the whole or any part of the previous year; or if any benefit therefrom is derived by the owner. 

If the property consists of more than one house, the provisions of the sub-section (2) shall apply in respect of only one of such houses, which the assessee may at his option specify. The annual value of the house(s), other than the house in which the assessee has exercised an option, shall be determined under sub-section (1) as if the house (s) had been let out 

What are the deductions permitted to be made from Income from house property"? 

S 24 lays down that 'income chargeable under the head 'Income from house property' shall be computed after making the following deductions: 
1. A sum equal to 30% of the annual value; 
2. If the property has been acquired, constructed, repaired, renewed or reconstructed with borrowed capital, the amount of any interest payable on such capital. Where such property has been acquired, constructed, repaired, renewed or reconstructed with borrowed capital, on or after 1st April 2003, the amount of deduction under this clause shall not exceed Rs 1, 50,000. 
The amount of deduction shall not exceed Rs 30,000 where the property consists of a house or part of a house, which the owner occupies for his own residence or which cannot be occupied by him because his employment, business or profession is carried on at any other place and he has to reside at that other place in a building which is not his own. 

Can rental income be treated as business income? 

The main criteria for deciding whether the rent is assessable as income from property or as business income depends upon the assets are exploited commercially or whether the same are let out for enjoying the rent. 
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What conditions must be satisfied for an income to fall under the head of income from profits and gains of business? 

For charging the income under the head "Profits and Gains of business," the following conditions should be satisfied: 
· There should be a business or profession. 

· The business or profession should be carried on by the assessee. 

· The business or profession should have been carried on by the assessee at any time during the previous year. 

What income will be chargeable to income tax under the head 'Profits and gains of business or profession'? 

The following income would be chargeable under the head "Profits and gains of business or profession": 
· The profits and gains of any business or profession, which was carried on by the assessee at any time during the previous year; 

· Any compensation or other payment, due or received by the following:- 
· Any person, by whatever name called, managing the whole or substantially the whole of the affairs of an Indian company, at or in connection with the termination of his management or the modification of the terms and conditions relating thereto; 
· Any person, by whatever name called, managing the whole or substantially the whole of the affairs in India of any other company, at or in connection with the termination of his office or the modification of the terms and conditions relating thereto; 
· Any person, by whatever name called, holding an agency in India for any part of the activities relating to the business of any other person, at or in connection with the termination of any agency or the modification of the terms and conditions relating thereto; 
· Any person, for or in connection with the vesting in the Government, or in any corporation owned or controlled by the Government, under any law for the time being in force, of the management of any property or business; 
· Income, derived by a trade, professional or similar association from specific services performed for its members; 
· Profits on sale of a license granted under the Imports (Control) Order, 1955, made under the Imports and Exports (Control) Act, 1947; 
· Cash assistance (by whatever name called), received or receivable by any person against exports under any scheme of the Government of India; 
· Any duty of customs or excise repaid or repayable as drawback to any person against exports under the Customs and Central Excise Duties Drawback Rules, 1971; 
· The value of any benefit or perquisite, whether convertible into money or not, arising from business or the exercise of a profession; 
· Any interest, salary, bonus, commission or remuneration, by whatever name called, due to, or received by, a partner of a firm from such firm. 
However, it is provided that where any interest, salary, bonus, commission or remuneration, by whatever name called, or any part thereof has not been allowed to be deducted under Clause (b) of section 40, the income under this clause shall be adjusted to the extent of the amount not so allowed to be deducted. 

Would the interest income be assessed as ''business income'' or as ''income from other sources''? 

Interest Income is either assessed as ''Business Income'' or as ''Income from other sources'' depending upon the activities carried on by the assessee. If the investment yielding interest were part of the business of the assessee, the same would be assessable as ''business income'' but where the earning of the interest income is incidental to and not the direct outcome of the business carried on by the assessee, the same is assessable as ''Income from other sources''. Business implies some real, substantial and systematic or organized course of activity with a profit motive. Interest generated from such an activity is considered Business Income. Otherwise, it would be interest from other sources. 

What deductions are allowed in computing income from profits and gains of business or profession? 

A number of other deductions under Section 36 of the Income-Tax Act are allowed while computing income from profits and gains of business or profession: 
· S36 (i): The amount of any premium, paid in respect of insurance against risk of damage or destruction of stocks or stores, used for the purposes of the business or profession; 
· (ia) The amount of any premium, paid by a federal milk co-operative society to effect or to keep in force an insurance on the life of the cattle owned by a member of a co-operative society, being a primary society engaged in supplying milk, raised by the members of such federal milk co-operative society; 
· (ib) The amount of any premium, paid by cheque by the assessee as an employer to effect or to keep in force an insurance on the health of his employees under a scheme, framed in this behalf by the General Insurance Corporation of India, formed under section 9 of the General Insurance Business (Nationalization) Act, 1972 (57 of 1972) and approved by the Central Government; 
· (ii) Any sum, paid to an employee as bonus or commission for services rendered, where such sum would not have been payable to him as profits or dividend if it had not been paid as bonus or commission; 
· (iii) The amount of the interest paid in respect of capital borrowed for acquisition of the asset from the date it is put to use for the purposes of the business or profession; 
· (iv) Any sum, paid by the assessee as an employer by way of contribution towards a recognized provident fund or an approved Superannuation fund, subject to such limits as may be prescribed for the purpose of recognizing the provident fund or approving the Superannuation fund, as the case may be; and subject to such conditions as the Board may think fit to specify in cases where the contributions are not in the nature of annual contributions of fixed amounts or annual contributions, fixed on some definite basis by reference to the income chargeable under the head "Salaries" or to the contributions or to the number of members of the fund; 
· (v) Any sum, paid by the assessee as an employer by way of contribution towards an approved gratuity fund created by him for the exclusive benefit of his employees under an irrevocable trust; 
· (va) Any sum, received by the assessee from any of his employees to which the provisions of sub-clause (x) of clause (24) of section 2 apply, if such sum is credited by the assessee to the employee's account in the relevant fund or funds on or before the due date. 
· (vi) In respect of animals which have been used for the purposes of the business or profession, otherwise than as stock-in-trade and have died or become permanently useless for such purposes, the difference between the actual cost to the assessee of the animals and the amount, if any, realized in respect of the carcasses or animals; 
· (vii) Subject to the provisions of sub-section (2), the amount of any bad debt or part thereof which is written off as irrecoverable in the accounts of the assessee for the previous year; 
· (viia) in respect of any provision for bad and doubtful debts made by the following: 
· A scheduled bank or non -- scheduled bank, an amount not exceeding five per cent of the total income and an amount not exceeding ten per cent of the aggregate average advance made by the rural branches of such bank computed in the prescribed manner; 
· A bank, being a bank incorporated by or under the laws of a country outside India, an amount not exceeding five per cent of the total income; 
· public financial institution or a State financial corporation or a State industrial investment corporation, an amount not exceeding five per cent of the total income. 
· (viii) In respect of any special reserve created by a financial corporation which is engaged in providing long term finance for industrial or agricultural development in India or, by a public company formed and registered in India with the main object of carrying on the business or providing long - term finance for construction or purchase of houses in India for residential purposes, an amount not exceeding forty per cent of the total income can be carried to the reserve account; 
· (ix) Any bona fide expenditure incurred by a company for the purpose of promoting family planning amongst its employees; 
· (x) Any sum, paid by a public financial institution by way of contribution towards any Exchange Risk Administration Fund, set up by public financial institutions, either jointly or separately. 
· (xi) Any expenditure, incurred by the assessee on or after the 1st day of April 1999 but before the 1st day of April 2000, wholly and exclusively in respect of a non-Y2K compliant computer system, owned by the assessee and used for the purposes of his business or profession, so as to make such computer system Y2K compliant. 
· (xii) Any expenditure (not being in the nature of capital expenditure) incurred by a corporation or a body corporate, by whatever name called, constituted or established by a Central, State or Provincial Act for the objects and purposes authorized by the Act, under which such corporation or body corporate was constituted or established. 
It is important to note that deductions are subject to certain conditions being satisfied. 

What deductions are allowable in respect of rent, rates, taxes, repairs and insurance for premises, which are used for the purpose of business or profession? 

S 30: The deductions that are allowed while computing income from 'profits and gains from business or profession' in respect of rent, rates, taxes, repairs and insurance for premises, which are used for the purpose of business or profession while computing income from 'profits and gains from business or profession' are as follows: 
· Where the premises are occupied by the assessee: 
1. As a tenant, the rent paid for such premises; and further if he has undertaken to bear the cost of repairs to the premises, the amount paid on account of such repairs; excluding expenditure in the nature of capital expenditure. 
2. Otherwise than as a tenant, the amount paid by him on account of current repairs to the premises; excluding expenditure in the nature of capital expenditure. 
· Any sums, paid on account of land revenue, local rates or municipal taxes; 
· The amount of any premium, paid in respect of insurance against risk of damage or destruction of the premises. 
What deductions shall be allowed in respect of repairs and insurance of machinery, plant and furniture? 

S 31: The following deductions shall be allowed in respect of repairs and insurance of machinery, plant and furniture: 
· The amount paid on account of current repairs thereto; excluding expenditure in the nature of capital expenditure. 
· The amount of any premium, paid in respect of insurance against damage or destruction thereof
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What is meant by the term ''Capital Assets''?

S 2(14): Capital asset means property of any kind held by an assessee whether or not connected with his business or profession. It however does not include the following: 
1. Any stock-in-trade, consumable stores or raw materials held for the purpose of his business or profession; 

2. Personal effects, i.e., movable property (including wearing apparel and furniture, excluding jewellery), held for personal use by the assessee or any member of his family dependent on him. 

3. Agricultural land in India, not being land situated in the following:- 
a. In any area which is comprised within the jurisdiction of a municipality (whether known as a municipality, municipal corporation, notified area committee, town area committee, town committee, or by any other name) or a cantonment board and, which has a population of not less than ten thousand according to the last preceding census of which the relevant figures have been published before the first day of the previous year; or 
b. In any area within such distance, not being more than eight kilometers, from the local limits of any municipality or cantonment board referred to in item (a), as the Central Government may, having regard to the extent of, and scope for, urbanization of that area and other relevant considerations, specify in this behalf by notification in the Official Gazette; 
4. 6.5 per cent Gold Bonds, 1977, or 7 per cent Gold Bonds, 1980, or National, Defence Gold Bonds, 1980, issued by the Central Government; 

5. Special Bearer Bonds, 1991, issued by the Central Government; 

6. Gold Deposit Bonds issued under the Gold Deposit Scheme, 1999 notified by the Central Government. 
Which are the assets, which do not fall within the term "capital assets", and which can give rise to a tax-free surplus? 

· Any stock-in-trade, consumable stores or raw materials, held for the purpose of his business or profession; 

· Personal effects, i.e., movable property (including wearing apparel and furniture, excluding jewellery), held for personal use by the assessee or any member of his family dependent on him; 

· Agricultural land in India, not being land situated in the following: - 
· In any area which is comprised within the jurisdiction of a municipality (whether known as a municipality, municipal corporation, notified area committee, town area committee, town committee, or by any other name) or a cantonment board and which has a population of not less than ten thousand according to the last preceding census of which the relevant figures have been published before the first day of the previous year; or 

· In any area within such distance, not being more than eight kilometers, from the local limits of any municipality or cantonment board referred to in item (a), as the Central Government may, having regard to the extent of, and scope for, urbanization of that area and other relevant considerations, specify in this behalf by notification in the Official Gazette; 
· 6.5 per cent Gold Bonds, 1977, or 7 per cent Gold Bonds, 1980, or National, Defence Gold Bonds, 1980, issued by the Central Government; 

· Special Bearer Bonds, 1991, issued by the Central Government; 

· Gold Deposit Bonds, issued under the Gold Deposit Scheme, 1999 notified by the Central Government. 
Are the gains, arising from sale or transfer of property, subject to Income tax?

Yes, gains, which arise from the transfer of capital assets, are subject to tax under the Income-tax Act. Section 14 of the Income-tax Act has classified Capital Gains as a separate Head of Income. 

Further, certain other transactions are also included in the definition of transfer. These are as follows: 
1. In a case where a capital asset is converted by the owner thereof into (or is treated by him as) stock-in-trade of a business that is carried on by him, such conversion (or treatment) of the capital asset shall also be treated as "transfer of the asset" and hence chargeable to income tax. 

2. Profits and gains arising from transfer made by the depository or the participant, having beneficial interest in respect of the securities, shall also be chargeable to income tax. 

3. Profits and gains, arising from transfer of a capital asset by a person to a firm or other association of persons or body of individuals, in which he is or becomes a partner or member by way of capital contribution or otherwise, shall also be chargeable to income tax. 

4. Profits and gains, arising from transfer of a capital asset by way of distribution of capital assets on the dissolution of a firm or other association of persons or body of individuals (not being a company or a co-operative society) shall also be chargeable to income tax as the income of a firm or other association or body. 

5. Any money or assets, received by a person under an insurance policy from an insurer, on account of damage or destruction of any capital asset, any profits or gains arising from receipt of such money or other assets shall be taxable under the head "capital gains". 

6. Capital gains, arising from the transfer of a capital asset, being a transfer by way of compulsory acquisition under any law or a transfer, the consideration for which was determined /approved by the Central Govt., or the RBI. 
What transactions are not regarded as transfers?

Certain transactions are not regarded as transfers and hence, the profits and gains arising from such transfer are not taxable under the head "Capital gains". Such transactions are as follows: 
· Distribution of assets in kind by a company to its shareholders on its liquidation (S 46(1)); · Any distribution of capital assets in kind by a Hindu undivided family to its members at the time of total or partial partition (S 47 (i)). 
· Any transfer of a capital asset under a gift or will or an irrevocable trust. Nevertheless, this clause is not applicable to a transfer under a gift or will or an irrevocable trust of capital asset, being shares, debentures, or warrants, allotted by a company (directly/indirectly) to its employees under an Employees Stock Option Plan or Scheme of the company, in accordance with the guidelines issued by the Central Government (S 47 (iii)). 
· Any transfer of a capital asset by a company to its subsidiary, provided the Company wholly owns such subsidiary company and the subsidiary company is an Indian company (S 47 (iv)). 
· Any transfer of a capital asset by a subsidiary company to the holding company, provided such holding company wholly owns the share capital of the subsidiary company and the holding company is an Indian Company (S 47 (v)). 
· Any transfer of a capital asset in a scheme of amalgamation by the amalgamating company to the amalgamated company, provided the amalgamated company is an Indian company (S 47 (vi)). 
· Any transfer of shares in an Indian Company, held by a foreign company to another foreign company in pursuance of a scheme of amalgamation between the 2 foreign companies, provided at least 25% of the shareholders of the amalgamating foreign company continue to remain shareholders of the amalgamated foreign company and such transfer does not attract tax on capital gains in the country, in which the amalgamating company is incorporated (S 47 (via)). 
· Any transfer of a capital asset in a scheme of demerger, by the demerger company to the resulting company, provided that the resulting company is an Indian company (S47 (vib)). 
· Any transfer of shares, held in an Indian company, by a demerged foreign company to the resulting foreign company, provided the shareholders, who hold not less than 3/4ths in value of the shares of the demerged foreign company, continue to remain shareholders of the resulting foreign company and such transfer does not attract tax on capital gains in the country in which the demerged foreign company is incorporated (S 47 (vic)). 
· Any transfer or issue of shares by the resulting company in a scheme of demerger to the shareholders of the demerged company if the transfer or issue is made in consideration of the demerger of the undertaking (S47 (vid))). 
· Any transfer by a shareholder, in a scheme of amalgamation of share(s) held by him in the amalgamating company, if the transfer is made in consideration of the allotment to him of any shares(s) in the amalgamated company and the amalgamated company is an Indian company (S 47 (vii)). 
· The transfer of a capital asset by a non-resident of such foreign currency convertible bonds or Global Depository Receipts as are referred to sub-section (1) of Section 115AC, held by him to another non-resident where the transfer is made outside India (S 47 (viia)). 
· Any transfer of agricultural land in India, effected before March 1, 1970 (S 47 (viii)). 
· Any transfer of a capital asset, being any work of art, archeological, scientific or art collection, book, manuscript, drawing, painting, photograph or print, to the Government or a University or the National Museum, National Art Gallery, National Archives or any such other public museum or institution as may be notified by the Central Government (S 47(x)). 
· Any transfer by way of exchange of a capital asset, being membership of a recognized stock exchange for shares of a company to which such membership is transferred, provided such exchange is effected on or before December 31, 1998 and such shares are reflected by the transferor for a period of not less than 3 years from the date of transfer (S 47 (xi)). 
· Any transfer of a land under a scheme, prepared and sanctioned under section 18 of the Sick Industrial Companies (Special Provisions) Act, 1985 by a sick industrial company, which is being managed by its workers' co-operative, provided such transfer is made during the period commencing from the previous year, during which it has become a sick industrial company under S17 (1) of that Act and ending with the previous year, during which the entire net worth of such company becomes equal to or exceeds the accumulated losses (S 47 (xii)). 
· Any transfer of a capital asset or intangible asset by a firm to a company as a result of succession of the firm by a company in the business carried on by the firm, or any transfer of a capital asset to a company in the course of corporatisation of a recognized stock exchange in India, as a result of which an association of persons or body of individuals is succeeded by such company, subject to the following conditions: 
· All the assets and liabilities of the firm, relating to the business immediately before the succession, become the assets and liabilities of the company; 
· All the partners of the firm, immediately before the succession, become the shareholders of the company in the same proportion in which their capital accounts stood in the books of the firm on the date of the succession; 
· The partners of the firm do not receive any consideration or benefit, directly or indirectly, in any form or manner, other than by way of allotment of shares in the company; and 
· The aggregate of the shareholding in the company of the partners of the firm is not less than fifty per cent of the total voting power in the company and their shareholding continues to be as such for a period of five years from the date of the succession. (S 47 (xiii). 
· S.47 (xiiia): Any transfer of a capital asset, being a membership right, held by a member of a recognized stock exchange in India for acquisition of shares and trading or clearing rights, acquired by such member in that recognized stock exchange in accordance with a scheme for demutualization or corporatisation, which is approved by the Securities and Exchange Board of India, established under section 3 of the Securities and Exchange Board of India Act, 1992. 
· Where a sole proprietary concern is succeeded by a company in the business, carried on by it as a result of which the sole proprietary concern sells or, otherwise transfers any capital asset or intangible asset to the company, provided that the following conditions exist: 
a. All the assets and liabilities of the sole proprietary concern, relating to the business immediately before the succession, become the assets and liabilities of the company; 

b. The shareholding of the sole proprietor in the company is not less than fifty per cent of the total voting power in the company and his shareholding continues to remain as such for a period of five years from the date of the succession; and 
c. The sole proprietor does not receive any consideration or benefit, directly or indirectly, in any form or manner, other than by way of allotment of shares in the company. (S47 (xiv)). 
· Any transfer in a scheme for lending of any securities under an agreement or arrangement, which the assessee has entered into with the borrower of such securities and which is subject to the guidelines issued by the Securities and Exchange Board of India, in this regard, which the assessee has entered into with the borrower of such securities. (S 47 (xv)). 
In what circumstances are capital gains that arise from the transfer of house property exempt?

Under S 54, capital gains, arising from transfer of house property, are exempt from tax provided the following conditions are satisfied 
1. The house is a residential house whose income is taxable under the head "income form house property" and transferred by an individual or a Hindu Undivided Family. 

2. The house property, which may be self-occupied or let out, is a long term capital asset (i.e. held for a period of more than 36 months before sale or transfer.) 

3. The assessee has purchased a residential house within a period of 1 year before the transfer (or within 2 years after the date of transfer) or has constructed a residential house property within a period of 3 years after the date of transfer. In case of compulsory acquisition, the above time limit of 1-year, 2 years and 3-years is applicable from the date of receipt of compensation (whether original or additional). 

4. The house property, so purchased or constructed, has not been transferred within a period of 3 years from the date of purchase or construction. 
The following points should also be kept in mind:- 
a. Construction of the house should be completed within 3 years from the date of transfer. The date of construction is irrelevant. Construction may be commenced even before the transfer of the house. 

b. A case of allotment of a flat under the self-financing scheme of DDA (or similar schemes of co-operative societies and other institutions) is taken as construction of house for this purpose. 
What are the consequences if a new house is transferred within 3 years? 

If the new house is transferred within a period of 3 years from the date of its purchase or construction, the amount of capital gain that arise, together with the amount of capital gains exempted earlier, will be chargeable to tax in the year of the sale of the new house property. 

It is also provided that if the new house is transferred within 3years from the date of its acquisition or date of completion of construction, the amount of exemption under S 54 shall be reduced from the cost of acquisition of the new house, while calculating short-term capital gain on the transfer of the new asset. 

What is the amount of exemption available on capital gains that arise from transfer of house property? 

If the amount of capital gain is less than the cost of the new house property, including cost of land, the entire amount of capital gains is exempt from tax. Alternatively, if the amount of capital gains is more than the cost of the new house property, the difference between the amount of capital gains and the cost of the new house is chargeable to tax as capital gains. 

What is the mode of computation? 

The computation of capital gains depends upon the nature of capital asset that is transferred, i.e., whether it is a short-term or a long-term capital asset. Capital gain, arising on transfer of a short-term capital asset, is short-term capital gains whereas Capital gain, arising on transfer of a long-term capital asset, is long-term capital gains. As compared to long-term capital gain, the tax incidence is higher in the case of short-term capital gain. 

The method of computation of short-term and long-term capital gain, as applicable from the assessment year 1993-94 onwards, is as follows: 
Computation of Short-term capital gain 
Computation of Long-term capital gain 
1. Find out the full value of consideration

2. Deduct the following:
  a. Expenditure incurred wholly and exclusively in connection with such transfer.
  b. Cost of acquisition. c. Cost of improvement

3. From the resulting sum deduct the exemption provided by section 54B, 54D and 54G.

4. The balancing amount is the short-term capital gain. 
1. Find out the full value of consideration

2. Deduct the following:
  a. Expenditure incurred wholly and exclusively in connection with such transfer
  b. Indexed Cost of acquisition
  c. Indexed Cost of improvement.

3. From the resulting sum deduct the exemption provided by section 54, 54B, 54D, 54EC, 54ED, 54F and 54G.

4. The balancing amount is the long-term capital gain. 


Full value of consideration: Whole price without any deduction whatsoever. 

Expenditure incurred wholly and exclusively in connection with such transfer: Expenditure incurred which is necessary to effect such transfer e.g. stamp duty, registration etc. 

Cost of acquisition of an asset: Value for which it was acquired. Expenses of capital nature for completing or acquiring the title to the property may be included in the cost of acquisition. 

Cost of improvement: 

a. In relation to goodwill of a business or a right to manufacture, produce or process any article or thing, the cost of improvement is taken to be nil. 
b. In relation to any other capital asset- 
1. Where the capital asset became the property of the assessee before April 1, 1981 the cost of improvement includes all expenditure of capital nature incurred in making any addition/alteration to the capital asset on or after April 1, 1981 by the owner. 
2. In any other case, the cost of improvement refers to all expenditure of a capital nature that is incurred in making any additions or alterations to the capital asset by the assessee or the previous owner. 

What is the indexed cost of acquisition? 

S 48 defines "indexed cost of acquisition" as the amount, which bears to the cost of acquisition the same proportion as Cost Inflation Index for the year, in which the asset is transferred, bears to the Cost Inflation Index for the first year in which the asset was held by the assessee or for the year beginning on the 1st day of April, 1981, whichever is later. 

The Cost Inflation Index, in relation to a previous year, means such Index as the Central Government may, having regard to 75% of average rise in the Consumer Price Index for urban non-manual employees for the immediately preceding previous year to such previous year, by notification in the Official Gazette. 

What is the indexed cost of improvement? 

S 48 defines indexed cost of improvement as the amount, which bears to the cost of improvement the same proportion as Cost Inflation Index for the year, in which the asset is transferred, bears to the Cost Inflation Index for the year in which the improvement to the asset takes place. 

Cost Inflation Index, in relation to a previous year, means such Index as the Central Government may, having regard to 75% of average rise in the Consumer Price Index for urban non-manual employees for the immediately preceding previous year to such previous year, by notification in the Official Gazette, specify in this behalf. 

Is there any tax shelter for avoiding capital gains tax? 

The Income Tax Act grants total/partial exemption of capital gains under Ss- 54, 54B, 54D, 54EC, 54F, 54G and 54H. 
a. Under S 54 capital gains, arising from transfer of house property, are exempt from tax provided certain conditions are satisfied. (Refer to Q5) 

b. Under S 54B capital gains, arising from transfer of land, being used by an individual or his parents for agricultural purposes for a period of 2 years, immediately preceding the date of transfer, are exempt from tax, provided the assessee has purchased another land for agricultural purpose within a period of 2 years from the date of such transfer. In the case of compulsory acquisition, a period of 2 years from the date of receipt of compensation (whether original or additional) is applicable. 

c. Under S 54D, capital gains, arising on compulsory acquisition of any land or building forming part of an industrial undertaking, is exempt from tax, provided such land or building was used by the assessee for the purpose of the industrial undertaking for at least 2 years preceding the date of compulsory acquisition and, the assessee has, within a period of 3 years after that date, purchased any other land or building or right in any other land/ building or constructed any other building for the purpose of shifting or reestablishing the said undertaking or setting up another industrial undertaking. 
d. Under S 54E, where the capital gain arises from the transfer of a long-term capital asset before the 1st day of April, 1992, and the assessee has, within a period of six months after the date of such transfer, invested or deposited the whole or any part of the net consideration in any specified asset. 
e. Under S 54EA, where the capital gain arises from the transfer of a long-term capital asset before the 1st day of April, 2000 and the assessee has, at any time within a period of six months after the date of such transfer, invested the whole or any part of the net consideration in any of the bonds, debentures, shares of a public company or units of any mutual fund referred to in clause (23D) of section 10, specified by the Board in this behalf by notification in the Official Gazette. 

f. Under S 54EB, where the capital gain arises from the transfer of a long-term capital asset before the 1st day of April, 2000, and the assessee has, at any time within a period of six months after the date of such transfer invested the whole or any part of capital gains, in any of the assets, specified by the Board in this behalf by notification in the Official Gazette. (l) Under S 54 F where, in the case of an assessee being an individual or a Hindu undivided family, the capital gain arises from the transfer of any long-term capital asset, not being a residential house, and the assessee has, within a period of one year before or two years after the date on which the transfer took place purchased, or has within a period of three years after that date constructed, a residential house. 

g. S 54 G provides exemption on transfer of assets in the case of shifting of industrial undertaking from an urban area, provided the capital asset (being plant, machinery, land or building or any right in land or building), used for the purpose of the industrial undertaking situated in an urban area, is transferred in the course of or, in consequence of the shifting of such industrial undertaking to any area other than an urban area, and the assessee has, within a period of 1 year ,before or 3 years after the date on which the transfer took place, purchased a new machinery or plant for the purposes of business of the industrial undertaking in the area to which the said undertaking is shifted or, has acquired building or land or constructed a building for the purposes of his business in the said area or shifted the original asset and transferred the establishment of such under-taking to such area; and incurred expenses on such other purpose as may be specified in a scheme, framed by the Central Government for the purposes of this section. 

h. S 54H, provides that where the transfer of the original asset is by way of compulsory acquisition under any law and the amount of compensation, awarded for such acquisition, is not received by the assessee on the date of such transfer, the period of acquiring the new asset under S 54, 54B, 54D, 54EC and 54F by the assessee or the period for depositing or investing the amount of capital gain shall be extended in relation to such amount of compensation as is not received on the date of transfer. The extended period shall be reckoned from the date of receipt of the amount of compensation. Moreover, when the compensation in respect of transfer of the original asset by way of compulsory acquisition under any law is received before April 1, 1991, the period(s) aforesaid, if expired, shall extend up to December 31, 1991. 
If the asset has been inherited by the assessee or gifted to the assessee does that mean that the asset was acquired at no cost?

S 49(1) states where the asset has been inherited by the assessee or gifted to the assessee, the cost of acquisition of the asset for which the previous owner acquired it, shall be deemed to be the cost of acquisition of the asset as increased by the cost of improvement of the assets if any, incurred or borne by the previous owner or the assessee as the case may be. 

(2) Where the capital asset is a share(s) in an amalgamated company, which is an Indian company, became the property of the assessee in consideration of a transfer in a scheme of amalgamation, the cost of acquisition of the asset shall be deemed to be the cost of acquisition to him of the shares(s) in the amalgamating company. 

(2A) Where the capital asset, being a share or debenture in a company became the property of the assessee in consideration of a transfer by way of conversion of bonds or debentures, debenture-stock or deposit certificates in any form, the cost of acquisition of the asset to the assessee shall be deemed to be that part of the cost of debenture, debenture- stock or deposit certificates in relation to which such asset is acquired by the assessee. 

(2AA) Where the capital gain arises from the transfer of the shares, debentures or warrants, the value of which has been taken into account while computing the value of perquisite under clause (2) of section 17, the cost of acquisition of such shares, debentures or warrants shall be the value under that clause. 

(2C) The cost of acquisition of the shares in the resulting company shall be the amount which bears to the cost of acquisition of shares, held by the assessee in the demerged company, in the same proportion as the net book value of the assets transferred in a demerger bears to the net worth of the demerged company immediately before such demerger. 

(2D) The cost of acquisition of the original shares held by the shareholder in the demerged company shall be deemed to have been reduced by the amount as so arrived at under sub-section (2C). 

What is the rule regarding period of holding if the assessee has inherited the property only six months ago? Can this be considered to be a short-term capital asset? 

Under the definition of short-term capital asset, given in section 2(42A), it is specifically provided in sub-clause (b) that in the case of an acquisition by the modes provided in Section 49, there shall be included the period for which the previous owner held the asset. Thus, if the present holder inherited it only 6 months ago, but the previous holder had held it for three years, it will be deemed that the present holder has held it for three and a half years. 
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What income would fall under the head "income from other sources"? 

Income of every kind, which is not chargeable to income tax under the heads 1) salary 2) income from house property, 3) profits and gains of business and profession, and capital gains can be taxed under the head "income from other sources". However such income should also not fall under income not forming part of total income under the IT Act. 

The following income shall be chargeable to income tax under the head "Income from other sources", namely: - 

1. Dividend; 

2. Any annuity due or commuted value of any annuity paid under section 280D. 

3. 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. 

4. Any sum, received by the assessee from his employees as contributions to any provident fund or Superannuation fund or any fund set up under the provisions of the Employees State Insurance Act, 1948 (34 of 1948), or any officer fund for the welfare of such employees, if such income is not chargeable to income-tax under the head "Profits and gains of business or profession"; 

5. Income from machinery, plant or furniture belonging to the assessee and let on hire, if the income is not chargeable to income -- tax under the head "Profits and gains of business or profession"; 

6. Where an assessee lets on hire machinery, plant or furniture belonging to him and also buildings, and the letting of the buildings is inseparable from the letting of the said machinery, plant or furniture, the income from such letting, if it is not chargeable to income tax under the head "Profits and gains of business or profession." 

7. Any sum received under a Keyman insurance policy, including the sum allocated by way of bonus on such policy, if such income is not chargeable to income tax under the heads "Profits and gains of business and profession" or under the head "Salaries". (Keyman insurance policy means a life insurance policy taken by a person on the life of another person who is/ was the employee of the 1st mentioned person or who is/was connected in any manner whatsoever with the business of the 1st mentioned person.) 

So, basically "income from other sources" is the residuary head of income, which takes within its ambit any income, which does not specifically fall under any other head of income. 

If certain Income is not chargeable to tax under the specific head, can it be taxed under the head "Income from other sources"? 

If a receipt falls under one of the specific heads of income, then such receipt can be taxed only in accordance with the provisions relating to that head. Income of every kind, which is not chargeable to income tax under the heads 1) salary 2) income from house property, 3) profits and gains of business and profession, and capital gains can be taxed under the head "income from other sources". However, this is subject to the condition that such income does not fall under income, not forming part of total income under the IT Act and provided that it is not exempted from taxation under any provision of the I-T Act. 

Is the dividend income of all assessees liable to tax? 

There are certain assessees who are exempted in respect of the taxability of dividend income and therefore, dividend income in the hands of these particular assessees, to the extent as specified in the section, is not taxable even though the same falls under the head "Income from other sources". The dividend income, earned by the following entities or institutions, is exempt from tax, namely: 

1. Local Authorities. 

2. An approved scientific research association. 

3. A venture capital fund or venture capital company from investments made by way of equity shares in a venture capital undertaking. 

4. Notified news agency. 

5. Pension fund set up by LIC or any other insurer approved by the Controller of Insurance or Insurance Regulatory and Development Authority 

6. Fund established for the welfare of employees. 

7. Trust or society approved by Khadi and Village Industries Commission. 

8. An authority whether known as Khadi and Village Industries Board or any other name for the development of Khadi and Village Industries. 

9. Any body or authority established, constituted or appointed under any enactment for the administration or public, religious, or charitable trusts or endowments or societies for religious or charitable purposes. 

10. SAARC Fund for Regional Projects. 

11. Secretariat of Asian Organization of Supreme Audit Institutions. 

12. Insurance Regulatory and Development Authority. 

13. Any person, receiving income on behalf of specified national funds, approved public charitable institutions, educational institutes, and hospital. 

14. Mutual funds registered under SEBI Act or set up by a public sector bank or a public financial institution or authorized by the Reserve Bank of India. However, w.e.f. 1.4.20003, income from units of the UTI and mutual funds will also be taxed. 

15. Investor Protector Fund. Synonym 

16. Credit Guarantee Fund Trust thesaurus 

17. Infrastructure capital fund. 

18. Statutory provident funds, Recognized provident funds, Approved Superannuation funds, approved gratuity funds, and approved coal mines provident funds. 

19. Registered Trade Unions or association of Registered Trade Unions. 

20. Employees State Insurance Fund. 

21. Members of a Scheduled Tribe, residing in Manipur, Nagaland, Tripura, Arunachal Pradesh, Mizoram and Ladakh. 

22. Statutory Corporation or a body/ institution financed by the Govt., formed for promoting the interest of Scheduled castes/tribes, minority community. 

23. Co-operative societies formed for promoting the interest of Scheduled castes/tribes. 

24. Marketing authority, engaged in letting godowns and warehouses. 

25. Certain Commodity Boards/ Authorities. 

26. Political parties. 

Would the interest income be assessed as 'business income' or as 'income from other sources'? 

Interest Income is either assessed as 'Business Income' or as 'Income from other sources' depending upon the activities carried on by the assessee. If the investment yielding interest is part of the business of the assessee, the same would be assessable as 'business income' but where the earning of the interest income is incidental to and not the direct outcome of the business carried on by the assessee, the same is assessable as 'Income from other sources'. Business implies some real, substantial and systematic or organized course of activity with a profit motive. Interest, generated from such an activity, is business Income; else it would be interest from other sources. 

What are the deductions allowed under the head 'Income from other sources'? 

The income, chargeable under the head 'income from other sources,' shall be computed after making the following deductions: 
· In the case of interest on securities, any reasonable sum, paid by way of commission or remuneration to a banker or to any other person for the purpose of realizing such dividend or interest on behalf of the assessee; 
· In the case of income, received by the assessee from his employees as contributions to any provident fund or Superannuation fund or any fund set up under the provisions of the Employees'' State Insurance Act, 1948, or any other fund for the welfare of such employees, which is chargeable to income tax under the head "Income from other sources" deductions so far, as may be in accordance with provisions of S 36(1) (va). 
· In the case of income from machinery, plant or furniture belonging to the assessee and let on hire, if the income is not chargeable to income -- tax under the head "Profits and gains of business or profession or where an assessee lets on hire machinery, plant or furniture belonging to him and also buildings, and the letting of the buildings is inseparable from the letting of the said machinery, plant or furniture, the income from such letting, if it is not chargeable to income tax under the head "Profits and gains of business or profession", deductions, so far as may, be in accordance with the provisions of clause (a), clause (3)of Section 30, Section 31, and subsections (1) and (2) of Section 32 and subject to the provisions of S 38. 
· In the case of income in the nature of family pension, a deduction of a sum equal to thirty three and one third per cent of such income or fifteen thousand rupees, whichever is less. 
· Any other expenditure (not being capital expenditure) laid out or used wholly and exclusively for the purpose of making or earning such income. 
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Tax upon Clubbing of Income

The total income of an individual also includes certain income of other persons. These are:- 
a. income of spouse from, 
· remuneration derived from the concern in which the individual is substantially interested unless the remuneration is by virtue of the application of technical or professional skill possessed by him or her; 

· assets transferred by the individual to the spouse or to any other person for the benefit of the spouse unless the transfer is for adequate consideration or in consideration of an agreement to live apart. 
b. income of son's wife from assets transferred by the individual to her or to any other person for her benefit unless the transfer is for adequate consideration. 

c. income of his minor child - other than the minor child suffering from disability specified in section 80-U, referred to in para 5.3.9 except when such income arises to the child on account of any manual work done by him or on account of any activity which involves application of any skill, talent or specialised knowledge and experience. 
The individual in whose income the income of other spouse as mentioned in (a) (i) above is to be included will be the husband or wife whose total income - before including such remuneration income - is greater. Similarly the income of minor child is to be included in the income of the parent having greater income. If the marriage of the parents does not subsist, it will be parent who maintains the child. 
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Self assessment| Regular assessment | Best judgement assessment | Re-assessment | Precautionary assessment
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Basically assessment is an estimation for an amount assessed while paying Income Tax. It is a compulsory contribution that is required for the support of a government. It is generally of the following types.

Self assessment
The assessee is required to make a self assessment and pay the tax on the basis of the returns furnished. Any tax paid by the assessee under self assessment is deemed to have been paid towards regular assessment.

Regular assessment
On the basis of thereturn of income chargeable to tax furnished by the assessee an intimation shall be sent to the assessee informing him about the tax or interest payable or refundable to him.

Best judgement assessment
In a best judgement assessment the assessing officer should really base the assessment on his best judgement i.e. he must not act dishonestly or vindictively or capriciously. There are two types of judgement assessment : 
1. Compulsory best judgement assessment made by the assessing officer in cases of non-co-operation on the part of the assessee or when the assessee is in default as regards supplying informations.
2. Discretionary best judgement assessment is doen even in cases where the assessing officer is not satisfied about the correctness or the completeness of the accounts of the assessee or where no method of accounting has been regularly and consistently employed by the assessee 

Income escaping assessment or re-assessment 
If the assessing officer has reason to believe that any income chargeable to tax has escaped assessment for any assessment year assess or reassess such income and also nay other income chargeable to tax which has escaped assessment and which comes to his notice in course of the proceedings or any other allowance, as the case may be.

Precautionary assessment
Where it is not clear as to who has received the income, the assessing officer can commence proceedings against the persons to determine the question as to who is responsible to pay the tax.
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	Look for INSERT for AY 2007-08 

As per Assessment Year 2006-07
Section 80C
Section 80L used to allow deduction of interest earned on, say, a National Savings Certificate or a bank deposit up to a limit of Rs 12,000. But now all these are gone .In their place has come Section 80C -- "u/s 80CCC, & u/s 80CCD", as the Finance Bill puts it. Thus, the new Section 80C of the Income Tax Act proposed in Union Budget gives you a bigger tax break than what the current regime offers. 

· Deduction in respect of Life Insurance Premia, Contribution to Provident Fund, etc. 

· Rs 1 lakh can be invested under this section without any individual sub-limits except in the case of Rs 10,000 in pension funds. 

· Sections 88, 80L, 80CCC and 80CCD is clubbed in. 
INSERT (AY 2007-08)
It is proposed to insert clause (xxi) in sub-section (2) of this section in order to provide that the investment in a term deposit for a fixed period of not less than five years with any scheduled bank shall be eligible for a deduction under this section. 
Schemes eligible for Section 80C benefits 

· PPF 

· ELSS - Mutual Funds 

· NSC 

· KVP 

· Life Insurance 
Note : - Section 80CCC is for deduction in respect of contribution to certain Pension Funds. Section 80L is for deductions in respect to Interest on certain Securities, Dividends, etc

Sections abolished from Union Budget 2005-06 

· 88 (Rebate on Life Insurance Premia, Contribution to Provident Fund, etc.) 
· 80L (Deductions in respect to Interest on certain Securities, Dividends, etc.) 
· Note :- 
Rebate of Rs 5,000 for women and Rs 20,000 for senior citizens have been wiped off. 
The key features of the new provision 

· Exemption available to all taxpayers irrespective of income bracket -earlier Section 88 did not provide benefit to those having income exceeding Rs 500,000. 

· No exemption/adjustment for interest income 

· All saving modes/options under Section 88 covered and also 80CCC and 80CCD covered. 
Following benefits will continue irrespective of changes 

· Interest paid on housing loan for self-occupied house property. 

· Medical insurance premium. 

· Specified expenditure on disabled dependant. 

· Expenses for medical treatment for self or dependant or member of an HUF. 

· Deduction in respect of interest on loans for pursuing higher studies - Section 80E. 
· Deduction to person with disability. 
Section 10(33) 
Dividends from mutual funds are fully exempt from income tax under Section 10(33). Equity funds (schemes that invest 50 per cent of their funds in equity) are also exempt from dividend tax. This means that unlike companies, they do not have to pay tax at the rate of 10.2 per cent on the dividend that they distribute. 

Section 88
Upto 31 March 2005, rebates were available on the tax payable under three sections. 

According to the section, 30 per cent or 20 per cent or 15 per cent of the amount invested in certain schemes (schemes referred in Section 80C) was available as a rebate on the tax payable. 
· 30 per cent of the amount invested was available as rebate only if the salary income of the individual was less than Rs. 1 lakh and if it constituted 90 per cent or more of the assessee's gross total income. 

· 20 per cent of the amount invested was available as rebate if the gross total income of the individual was less than Rs 1.5 lakh and the case did not fall under the above mentioned case. 

· If gross total income was more than Rs. 1.5 lakh but less than Rs 5 lakh of the individual, a rebate of 15 per cent of the amount invested was available. 

· If gross total income was more than Rs 5 lakh of the individual, then there is no rebate. 

Section 88B
Under this section, an individual resident in India and above the age of 65 years was allowed to a maximum rebate of Rs. 20,000 on the tax payable. 

Section 88C
Under this section a lady resident in India, aged below 65 years, was allowed a maximum rebate on the tax payable of Rs 5,000.

Section 89 (1) 
This is available to an employee when he receives salary in advance or in arrear or when in one financial year, he receives salary of more than 12 months or receives 'profits in lieu of salary' W.e.f. 1.6.89, relief u/s 89(1) can be granted at the time of TDS by employees of all companies co-operative societies, universities or institutions as well as govt./public sector undertakings. The relief should be claimed by the employee in Form No. 10E and should be worked out as explained in Rule 21A of the Income Tax Rules. 
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	As per Assessment Year 2006-07



Post Budget Funda : Rebates Turning to Reductions

As the taxation system has drastically shown a change in every steps of money involvement, it has become necessary to think twice in parking your money in the right place. Section 88 are now available for deduction under the newly introduced section 80C. 

· Rs 1 lakh can be invested under this section without any sub-limits. 
· Investment in pension funds under section 80CCC can still be up to a maximum of Rs 10,000 and treated as a part of investments of Rs 1 lakh under section 80CCE. 

· For individuals who are looking for more returns from their investments, can move away from low-return infrastructure bonds. Earlier they were bound to purchase for Rs 30,000 for getting maximum tax benefits. 

In simple words
A tax payer can invest up to Rs 1 lakh in EPF, PPF, life insurance, infrastructure bonds, NSC, repayment of home loans, tax saving mutual funds, pension plan, etc without any individual sub-limits except in the case of Rs 10,000 in pension funds.

For an individual who has availed of a home loan, she can get a deduction for its repayment from her taxable income up to Rs 1 lakh. She benefits the most as apart from getting debt free, gets benefits from two sections of income tax. 
· First, for deduction in respect to interest on home loan under section 24 

· Secondly, deduction in respect to repayment of home loan under section 80C. 

The good thing
Now you can invest your full quota of investments (i.e. Rs 1 lakh) in tax saving mutual funds, in case you are willing to take that extra bit of risk. Or if you want to play safe and are looking for a fixed rate of return, they opt for NSCs or PPF depending upon the term of investment.

For salaried
Salaried employees who are looking for an extremely safe investment, with handsome return should ask their employers to voluntarily deduct extra provident fund over and above the normal 12% deductions. The same will fetch you a return of 9.5% compounded annually. Investments made in PF are highly secure. 

If you do not want to lock in your money for long can go for investment in infrastructure bonds. The lock-in period is minimum three years, but mind you, it will fetch the least amount of returns, between 5% and 5.5% annually.
· Deduction in respect of Life Insurance Premia, Contribution to Provident Fund, etc. 

· Rs 1 lakh can be invested under this section without any individual sub-limits except in the case of Rs 10,000 in pension funds. 

· Sections 88, 80L, 80CCC and 80CCD is clubbed in. 
Top of Form

	Section 80CCC
Any individual who makes a contribution for any annuity plan of the Life Insurance Corporation of India or any other insurer is eligible for a deduction of the amount paid or Rs. 10,000, whichever is less. When an individual or his nominee receives any amount under the following circumstances it will be taxed as the income of the individual or his nominee, in the year of withdrawal or the year in which the pension is received: 
· On the surrender of the annuity plan or 

· As pension received from the annuity plan. 

INSERT (AY 2007-08)
The limit of investment is proposed to increase from Rs 10,000 to Rs 1,00,000 subject to overall cap of Rs 1,00,000 provided under section 80CCE. 

Section 80CCD
The deduction for contributions to a pension scheme of the Central Government is available only to those individual who have been employed by the central government on or after 1st January 2004, and will be allowed for any amount deposited in such a pension scheme. But, in this case, deduction of more than 10 per cent of the employee's salary shall not be allowed. 

The contributions to the fund are also made by the Central Government. Deduction will be available for any contribution which is made by the Central Government or 10 per cent of the employee's salary, whichever is less. 

When the individual or his nominee receives any amount out of the scheme which meets the following descriptions, it shall be taxed in the hands of the recipient. 

· On closure/ opting out of the pension scheme; or 

· As pension received from the annuity plan. 

The term 'salary' here includes Dearness Allowance (if considered for retirement benefits), but it excludes other allowances and perquisites.

The aggregate deduction under the Sections 80C, 80CCC and 80CCD cannot exceed Rs 1 lakh as whole.

Section 80D

Any Premium which is paid for medical insurance that has been taken on the health of the assessee, his spouse, dependent parents or dependent children, is allowed as a deduction, subject to a ceiling of Rs 10,000.

Where any premium is paid for medical insurance for a senior citizen, an enhanced deduction of Rs 15,000 is allowed. The deduction is available only if the premium is paid by cheque.
INSERT (AY 2007-08)
Under section 80D, the deduction has been increased to Rs 15,000 and for senior citizen it is now Rs 20,000. 

Section 80DD
Deduction under this section is available to an individual who: 

· Incurs any expenditure for the medical treatment, training and rehabilitation of a disabled dependant; or 

· Deposits any amount in schemes like Life Insurance Corporation for the maintenance of a disabled dependant. An annuity or a lump sum amount is paid to the dependant or to a nominee for the benefit of the dependant in the event of the death of the individual depositing the money, from the said scheme, 
A deduction of Rs 50,000 is available. Where the depandant is with a severe disability, a deduction of Rs 75,000 is allowed.

If the death of the dependant occurs before that of the assessee, the amount in the scheme is returned to the individual and is taxable in his hands in the year that it is received. 

An individual should furnish a copy of the issued certificate by the medical board constituted either by the Central government or a state government in the prescribed form, along with the return of income of the year for which the deduction is claimed. 

The term 'dependent' here refers to the spouse, children, parents and siblings of the assessee who are dependant on him for maintenance and who themselves haven't claimed a deduction for the disability in computing their total incomes.

This deduction is also available to Hindu Undivided Families (HUF). 

Section 80DDB
An individual, resident in India spending any amount for the medical treatment of specified diseases affecting him or his spouse, children, parents, brothers and sisters and who are dependant on him, will be eligible for a deduction of the amount actually spent or Rs 40,000, whichever is less. 

Note:- For the complete list of disease specified, refer to Rule 11DD of the Income Tax Rules. 

For any amount spent on the treatment of a dependent senior citizen an individual is eligible for a deduction of the amount spent or Rs 60,000, whichever is less is available. 

The individual should furnish a certificate in Form 10-I with the return of income issued by a specialist working in a government hospital. 



If any amount of medical expenditure is borne by the employer or is reimbursed under an insurance scheme, the eligibility of the deduction is the reduction to that extent. This deduction is also available to Hindu Undivided Families (HUF). 

Section 80E
Under this section, deduction is available for payment of interest on a loan taken for higher education from any financial institution or an approved charitable institution. The loan should be taken for either pursuing a full-time graduate or post-graduate course in engineering, medicine or management, or a post-graduate course in applied science or pure science.

The deduction is available for the first year when the interest is paid and for the subsequent seven years. Up to March 2005, deduction was available for the repayment of principal and interest aggregating to Rs 40,000 a year. 

Section 80U
It is deduction in the case of a person with a disability. An individual who is suffering from a permanent disability or mental retardation as specified in the persons with disabilities (Equal Opportunities, Protection of Rights and Full Participation) Act, 1995 or the National Trust for Welfare of Persons with Autism, Cerebral Palsy, Mental Retardation and Multiple Disabilities Act, 1999, shall be allowed a deduction of Rs 50,000. In case of severe disability it is Rs. 75,000. 

The assessee should furnish a certificate from a medical board constituted by either the Central or the State Government, along with the return of income for the year for which the deduction is claimed. 
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	Fringe Benefit Tax (FBT)
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For the Assessment Year 2007-08
The following amendments will be in effect from 1 April 2008: 

· In respect of any allotment or transfer of any specified securities or sweat equity shares, either directly or indirectly, by the employer to its employees (including former), FBT will be levied. 
· On the difference between FMV of securities FBT will be payable, for both on the date of exercise and the amount recovered from the employee. 
· The FBT will be computed according to the prescribed method of CBDT. 
· The benefits which are subject to FBT will henceforth be considered as cost of acquisition for coputing of capital gains tax in the hands of the employee at the time of sale of specified securities. 
· Section 17(2)(iii) for the beneficial proviso for computing the 
· perquisite value in the hands of the employees is deleted. 

The undermentioned expenses will be excluded from Sales Promotion & Publicity: 

· Expenses on display of products. 

· Expenses on distribution of samples, either free of cost or at a concessional rate. 


The following amendments is in effect from 1 April 2007: 

· Equal proportion and due dates for the payment of advance tax on income will be applicable to advance FBT. 

· Consequential change will be made in the process of computing interest for delay in the payment of advance FBT. 




As per Assessment Year 2006-07

Fringe benefit tax retained at 30%
According to P. Chidambaram's announcement in the Lok Sabha, a FBT of 30% will be levied on 20% of the fringe benefit expense. In simpler terms, FBT will work out to be 6% of the total amount.

But in end, the effective FBT turned out to be just 2% for regular companies and 0.5% for special-category companies like IT and pharmaceuticals. What's more, India Inc can avoid paying even this minuscule amount of tax if their auditors certify an expense as a genuine business expenditure.

According to industry sources, there will be 1.5 to 2% additional tax burden to companies due to items covered under FBT account for about 10-15% of total corporate profits.
Taxable or Exempted items under Fringe Benefit Tax (FBT)
Taxable
Exempted
Use of telephones, including mobile phones, the base for valuation will be 20%
Expenses on advertising
The base for valuation of FBT will be 20% for expenses on entertainment, hospitality, sales promotion and publicity, employee welfare, conveyance, tour and travel (including foreign travel) and use of hotels.
Expenses on leased lines will.
50% for expenses on festival celebrations, use of clubs, scholarships and so on.
Charitable institutions, trusts and funds.
For superannuation funds, FBT will be levied on the entire contribution made by the employer for employees.
Individuals and Hindu Undivided Families (HUFs) engaged in a business or profession.
Tax on foreign tour and travel. Infosys, for instance, spend about 4% of its revenues on foreign travel. Phone bills account for close to 1%, another expense attracting the fringe benefit tax.
Conference expenses, only the fee for participation
Repairs and maintenance of cars have also been brought under the purview of fringe benefit tax now. The only saving grace is that only 5% of maintenance costs for transport companies will now be subject to FBT. 
Employee welfare expense, only the expenses incurred to fulfil any statutory obligation or to mitigate hazards or to provide first aid facility that too only in a hospital or dispensary run by the employer.
Any privilege, service or amenity provided directly or indirectly by an employer by way of reimbursement or otherwise to employees will attract FBT, which is to be paid by employers. 
Guest houses for training.
Fifty per cent of expenses on club facilities.
Expenses incurred due to sales promotions
Expenses borne by companies on foreign travel of their employees will be under the purview of FBT. FBT on travel expenses has been cut to 5%.
Medical expenses. 
Any free or concessional ticket provided by the employer for private journeys of employees or their family members and any contribution to an approved superannuation fund for employees will come under the purview of FBT.
Companies that are loss making.
Expenditure on employees welfare will attract FBT, but not the expenditure incurred or payment made to fulfil any statutory obligation or mitigate occupational hazard or provide first aid facilities in hospital or dispensary run by employers.
 

Other expenditures that will come under FBT are conveyance, tour and travel including foreign travel, use of hotel, boarding and lodging facilities, repair, running, maintenance of motor cars and aircraft and the amount depreciation on them.
 

Maintenance of any accommodation like guest house except those used for training purposes, festival celebrations, use of health club and similar facilities, use of any other club facilities, gifts and scholarships will come under FBT.
 



% of expense under the fringe benefit tax
 

Earlier 
Now 
Use of telephone (other than leased lines)
10%
20%
Entertainment
50%
20%
Scholarship to children of employees 
Actual 
50%
Hospitality
50%
20%
Maintenance of accommodation like guest houses
50%
20%
Conference
50%
20%
Employee welfare
50%
20%
Sales promotion, including publicity
50%
20%
Festival celebration
50%
50%
Gifts
50%
50%
Use of club facilities
50%
50%
Use of health clubs, sports and similar facilities
50%
50%
Conveyance, tour and travel,
including foreign travel
20%
20%
Hotel, boarding and lodging
20%
20%
Repair, running (including fuel), maintenance of motorcars and depreciation thereon
20%
20%
Repair, running (including fuel), maintenance of aircraft and depreciation thereon
20%
20%

Tax of 30% will be levied on the value of the fringe benefit calculated at the above rates
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	Income Tax on Donations
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For the Assessment Year 2006-07

Section 80G
Under this section deduction is made in respect of donations to certain funds, charitable institutions, etc. Deduction is not available for donations given in kind.

The deduction is available only for the entity to which donations is made is an approved charitable institution by the government. A receipt of the institute, in evidence made, should be attached to the return of income.

Section 80GG
Under this section a non-salaried person or a salaried person, if, not getting house rent allowance, he/she can claim to the deduction for the rent he pays for a residential accommodation. The deduction available is least of the following: 
· Rent paid in excess of 10 per cent of total income. 

· 25 per cent of total income. 

· Rs 2,000 per month. 
The total income of the individual is computed after reducing the amount deductible under other sections, receipts exempt from tax, and long-term & short-term capital gains taxable at concessional rates.

The deduction is not available if the assessee or his spouse or minor child owns the accommodation in which he stays or works, or carries on his business or profession. Deduction is even not allowned, if the assessee owns a house in any other place, and the concession in respect of self-occupied house is claimed by him.

Section 80GGA
An individual, who is not engaged in any business or profession, is eligible for a deduction of the amount donated to certain institutions engaged in scientific research, rural development, etc.

Section 80GGC
It is the deduction in respect of contributions given by any person to political parties. An individual shall be allowed to a deduction of any amount contributed by him to a political party. 

Approved Entities Under Section 80G (Donation) 

Particulars
Qualifying Amount (% of Contribution)
Whether Restricted to 10% of Gross Total Income
Nationla Defence Fund
100
No
Jawaharlal Nehru Memorial Fund
50
No
Prime Minister's Drought Relief Fund
50
No
Prime Minister's National Relief Fund
100
No
Prime Minister's Armenia Earthquake Relief Fund
100
No
Africa (Public Contributions-India) Fund
100
No
National Children's Fund
50
No
Indira Gandhi Memorial Trust
50
No
Rajiv Gandhi Foundation
50
No
National Foundation for Communal Harmony
100
No
Approved university/educational institution
100
No
Chief Minister's Earthquake Relief Fund
100
No
Zila Saksharta Samiti
100
No
National Blood Transfusion Council
100
No
Medical Relief Funds of state govt.
100
No
Army Central Welfare Fund, Indian Naval Ben. Fund, Air Force Central Welfare Fund
100
No
National Illness Assistance Fund
100
No
Chief Minister's or Lt. Governor's Relief Fund
100
No
National Sports Fund
100
No
National Cultural Fund
100
No
Donations to govt./ local authority for charitable purposes (excluding family planning)
50
Yes
Authority/ corporation having income exempt under erstwhile section or u/s 10(26BB)
50
Yes
Govt./ local authority/ institution/ association towards promoting family planning
100

Yes
Donations for repair/ renovation of notified places of worship
50
No
Central Govt.'s Fund for Technology Development & Application
100
No
National Trust for Welfare of Persons with Autism, Cerebral Palsy, Mental Retardation & Multiple Disabilities
100
No
Indian Olympic Association/ other such notified association
100
No
Any other approved fund or institution
50
Yes
Andhra Pradesh Chief Minister's Cyclone Relied Fund
100
No 
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For the Assessment Year 2007-08

One-by-Six Scheme was omitted according to the proposal of Finance Bill, which said that no return shall be required to be furnished under the proviso for assessment year 2006-07 and subsequent years. The amendment took effect from 1st June, 2006. 




As per Assessment Year 2006-07
It is statutorily obligatory for every person to furnish a return of his total income or the total income of any other person in respect of which he is assessable under the income tax act, in all cases where his total income or the total income of any other person in which he is liable to be assessed exceeds, in any relevant accounting year the maximum amount which is not chargeable to income tax. the return of income must be furnished by the assessee in the prescribed manner by the board from time to time.

Filing of Return - compulsory

One-by-Six Scheme

If a person is enjoying any of the following item, he/she has to file his/her return. 

· Occupation of a House 

· Ownership of a motor car 

· Expenditure on foreign travel 

· Holder of credit card 

· Electricity payments in excess of Rs 50,000/annum 

· Member of a club - where the entrance fee is more than Rs 25,000/-. 
The assessee is obliged to voluntarily file the return of income without waiting for the notice of the assessing officer calling for the filing of the return. The time limit for filing of the return by an assessee if his total income of any other person in respect of which he is assessable exceeds the maximum amount not chargeable to tax shall be as follows: 

a. Where the assessee is a company the 30th day of November of the assessment year 

b. Where the assessee is a person, other than a company :- 
i. where the account of the assessee are required to be audited under the income tax act or any other law, or in cases where the report of the chartered Accountant is required to be furnished under sections 80HHC or 80HHD i.e.. for deduction in respect of profits retained for export business and also in respect of earnings in convertible foreign exchange, or in case of a cooperative society, the 31st day of October of the assessment year 

ii. where the total income includes any income from the business or profession, not being a case falling under sub clause (i), the 31st day of August for the assessment year 

iii. in any other case, 30th day of June of the assessment year 
The requirements of Income-tax Act making it obligatory for the assessee to file a return of his total income apply equally even in cases where the assessee has incurred a loss under the head 'profit and gains form business and profession' or under the head 'capital gains' or maintenance of race horses. Unless the assessee files a return of loss in the manner and within the same time limits as required for a return of income or by the 31st day of July of the assessment relevant to the previous year during which the loss was sustained, the assessee would not be entitled to carry forward the loss for being set off against income in the subsequent year.

Late Return

Any person who has not filed the return within the time allowed may be file a belated 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, which ever is earlier. However, in case of returns relating to assessment year 1988-89 or any other assessment year, the period allowable is two years.

Revised Return

An assessee who is required to file a return of income is entitled to revise the return of income originally filed by him to make such amendments, additions or changes as may be found necessary by him. Such a revised return may be filed by the assessee at any time before the assessment is made. There is no limit under the income tax Act in respect of the number of time for which the return of income may be revised by the assessee. However, if a person deliberately files a false return he will be liable to be imprisoned under section 277 and the offence will not be condoned by filing a revised return.

Where the return relates to assessment year 1988-89 or any earlier assessment year, the period of limitation is two years from the end of the relevant assessment year.

Defective Return

If the assessing officer considers that the return of income furnished by the assessee is defective, he may intimate the defect to the assessee and give him an opportunity to rectify the defect within 15 days from the date of such intimation or within such further period as may be allowed by the assessing officer on the request of the assessee. If the assessee fails to rectify the defect within the aforesaid period, the return shall be deemed invalid and further it shall be deemed that the assessee had failed to furnish the return. However, where the assessee is made the assessment officer may condone the delay and treat the return as a valid return.

Signing of Return

The return of income must be signed and verified. In case of an individual 

· by the individual himself 

· where he is absent from India, by the individual himself or by some person duly authorised by him in this behalf 

· where he is mentally incapacitated from attending to his affairs, by his guardian or any person competent to act on his behalf 

· where for any other reason, it is not possible for the individual to sign the return, by any person duly authorised by him in this behalf. 
Penalty

Under the existing law, penalty for delay in filing of return of income is calculated as a percentage of the shortfall of tax. Where tax has already been deducted at source, or advance tax has been duly paid, no penalty is leviable. It is proposed to amend the law to provide for the penalty of Rs.1000 even in such cases. This provision is targeted towards the salary earners who always had the impression that their liability was over the moment the tax was deducted by the employer.

Section 139 - Return of Income 

(1) Every person, if his total income or the total income of any other person in respect of which he is assessable under this Act during the previous year exceeded the maximum amount which is not chargeable to income-tax, shall, on or before the due date, furnish a return of his income or the income of such other person during the previous year in the prescribed form 1416 and verified in the prescribed manner and setting forth such other particulars as may be prescribed : 

Provided that a person, not furnishing return under this sub-section and residing in such area as may be specified by the Board in this behalf by a notification in the Official Gazette, and who at any time during the previous year fulfils any one of the following conditions, namely :- 

(i) Is in occupation of an immovable property exceeding a specified floor area, whether by way of ownership, tenancy or otherwise, as may be specified by the Board in this behalf; or 

(ii) Is the owner or the lessee of motor vehicle other than a two- wheeled motor vehicle, whether having any detachable side car having extra wheel attached to such two-wheeled motor vehicle or not; or 

(iii) Is a subscriber to a telephone; or 

(iv) Has incurred expenditure for himself or any other person on travel to any foreign country, 

(v) Is the holder of the credit card, not being an "Add-on" card, issued by any bank or institution; or 

(vi) Is a member of a club where entrace fee charged is twenty-five thousand rupees or more : shall furnish a return, of his income during the previous year, on or before the due date in the prescribed form and verified in the prescribed manner and setting forth such other particulars as may be prescribed. Provided further that the Central Government may, by notification in the Official Gazette, specify class or classes of persons to whom the provisions of the first proviso shall not apply, 

Explanation 1 : In this sub-section, "due date" means - 

(a) Where the assessee is a company, the 30th day of November of the assessment year; 

(b) Where the assessee is a person, other than a company, - 

(i) In a case where the accounts of the assessee are required under this Act or any other law to be audited or where the report of an accountant is required to be furnished under section 80HHC or section 80HHD or where the prescribed certificate is required to be furnished under section 80R or section 80RR or sub-section (1) of section 80RRA, or in the case of a co-operative society or in the case of a working partner of a firm whose accounts are required under this Act or any other law to be audited, the 31st day of October of the assessment year; 

(ii) In a case where the total income referred to in this sub-section includes any income from business or profession, not being a case falling under sub-clause (i), the 31st day of August of the assessment year; 

(iii) In any other case, the 30th day of June of the assessment year. 

Explanation 2 : For the purposes of sub-clause (i) of clause (b) of Explanation 1, the expression "working partner" shall have the meaning assigned to it in Explanation 4 of clause (b) of section 40. 

Explanation 3 : For the purposes of this sub-section, the expression "motor vehicle" shall have the meaning assigned to it in clause (28) of section 2 of the Motor Vehicles Act, 1988 (59 of 1988). 

Explanation 4 : For the purposes of this sub-section, the expression "travel to any foreign country" does not include travel to the neighbouring countries or to such places of pilgrimage as the Board may specify in this behalf by notification in the Official Gazette. 

(3) If any person, who has sustained a loss in any previous year under the head "Profits and gains of business or profession" or under the head "Capital gains" and claims that the loss or any part thereof should be carried forward under sub-section (1) of section 72 or sub-section (2) of section 73, or sub-section (1) or sub-section (3) of section 74 , or sub-section (3) of section 74A, he may furnish, within the time allowed under sub-section (1), a return of loss in the prescribed form and verified in the prescribed manner and containing such other particulars as may be prescribed, 1429 and all the provisions of this Act shall apply as if it were a return under sub-section (1). 

(4) Any person who has not furnished a return within the time allowed to him under sub-section (1), or within the time allowed under a notice issued under sub-section (1) of section 142, may furnish the return for any previous year 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 : 

Provided that where the return relates to a previous year relevant to the assessment year commencing on the 1st day of April, 1988, or any earlier assessment year, the reference to one year aforesaid shall be construed as reference to two years from the end of the relevant assessment year. 

(4A) Every person in receipt of income derived from property held under trust or other legal obligation wholly for charitable or religious purposes or in part only for such purposes, or of income being voluntary contributions referred to in sub-clause (iia) of clause (24) of section 2, shall, if the total income in respect of which he is assessable as a representative assessee (the total income for this purpose being computed under this Act without giving effect to the provisions of sections 11 and 12) exceeds the maximum amount which is not chargeable to income-tax, furnish a return of such income of the previous year in the prescribed form and verified in the prescribed manner and setting forth such other particulars as may be prescribed 1432 and all the provisions of this Act shall, so far as may be, apply as if it were a return required to be furnished under sub-section (1). 

(4B) The chief executive officer (whether such chief executive officer is known as secretary or by any other designation) of every political party shall, if the total income in respect of which the political party is assessable (the total income for this purpose being computed under this Act without giving effect to the provisions of section 13A) exceeds the maximum amount which is not chargeable to income-tax, furnish a return of such income of the previous year in the prescribed form and verified in the prescribed 1433a manner and setting forth such other particulars as may be prescribed and all the provisions of this Act, shall, so far as may be, apply as if it were a return required to be furnished under sub-section (1). 

(5) If any person, having furnished a return under sub-section (1), or in pursuance of a notice issued under sub-section (1) of section 142, 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 : 

Provided that where the return relates to the previous year relevant to the assessment year commencing on the 1st day of April, 1988, or any earlier assessment year, the reference to one year aforesaid shall be construed as a reference to two years from the end of the relevant assessment year. 

(6) The prescribed form of the returns referred to in sub-sections (1) and (3) of this section, and in clause (i) of sub-section (1) of section 142 shall, in such cases as may be prescribed, require the assessee to furnish the particulars of income exempt from tax, assets of the prescribed nature value and belonging to him, his bank account and credit card held by him, expenditure exceeding the prescribed limits incurred by him under prescribed heads and such other outgoings as may be prescribed. 

(6A) Without prejudice to the provisions of sub-section (6), the prescribed form of the returns referred to in this section, and in clause (i) of sub-section (1) of section 142 shall, in the case of an assessee engaged in any business or profession, also require him to furnish the report of any audit referred to in section 44AB, or, where the report has been furnished prior to the furnishing of the return, a copy of such report together with proof of furnishing the report, the particulars of the location and style of the principal place where he carries on the business or profession and all the branches thereof, the names and addresses of his partners, if any, in such business or profession and, if he is a member of an association or body of individuals, the names of the other members of the association or the body of individuals and the extent of the share of the assessee and the shares of all such partners or the members, as the case may be, in the profits of the business or profession and any branches thereof. 

(8)(a) Where the return under sub-section (1) or sub-section (2) or sub-section (4) for an assessment year is furnished after the specified date, or is not furnished, then [whether or not the Assessing Officer has extended the date for furnishing the return under sub-section (1) or sub-section (2)], the assessee shall be liable to pay simple interest at fifteen per cent per annum, reckoned 1443 from the day immediately following the specified date to the date of the furnishing of the return or, where no return has been furnished, the date of completion of the assessment under section 144, on the amount of the tax payable on the total income as determined on regular assessment, as reduced by the advance tax, if any, paid, and any tax deducted at source : Provided that the Assessing Officer may, in such cases and under such circumstances as may be prescribed, 1444 reduce or waive the interest payable by any assessee under this sub-section. 

Explanation 1 : For the purposes of this sub-section, "specified date", in relation to a return for an assessment year, means, - (a) In the case of every assessee whose total income, or the total income of any person in respect of which he is assessable under this Act, includes any income from business or profession, the date of the expiry of four months from the end of the previous year or where there is more than one previous year, from the end of the previous year which expired last before the commencement of the assessment year, or the 30th day of June of the assessment year, whichever is later; 

(b) In the case of every other assessee, the 30th day of June of the assessment year. Explanation 2 : Where, in relation to an assessment year, an assessment is made for the first time under section 147, the assessment so made shall be regarded as a regular assessment for the purposes of this sub-section. 

(b) Where as a result of an order under section 147 or section 154 or section 155 or section 250 or section 254 or section 260 or section 262 or section 263 or section 264 or an order of the Settlement Commission under sub-section (4) of section 245D, the amount of tax on which interest was payable under this sub-section has been increased or reduced, as the case may be, the interest shall be increased or reduced accordingly, and - 

(i) in a case where the interest is increased, the Assessing Officer shall serve on the assessee, a notice of demand in the prescribed form specifying the sum payable, and such notice of demand shall be deemed to be a notice under section 156 and the provisions of this Act shall apply accordingly; 

(ii) In a case where the interest is reduced, the excess interest paid, if any, shall be refunded. 

(c) The provisions of this sub-section shall apply in respect of the assessment for the assessment year commencing on the 1st day of April, 1988, or any earlier assessment year, and references therein to the other provisions of this Act shall be construed as references to the said provisions as they were applicable to the relevant assessment year. 

(9) Where the Assessing Officer considers that the return of income furnished by the assessee is defective, he may intimate the defect to the assessee and give him an opportunity to rectify the defect within a period of fifteen days from the date of such intimation or within such further period which, on an application made in this behalf, the Assessing Officer may, in his discretion, allow; and if the defect is not rectified within the said period of fifteen days or, as the case may be, the further period so allowed, then, notwithstanding anything contained in any other provision of this Act, the return shall be treated as an invalid return and the provisions of this Act shall apply as if the assessee had failed to furnish the return : 

Provided that where the assessee rectifies the defect after the expiry of the said period of fifteen days or the further period allowed, but before the assessment is made, the Assessing Officer may condone the delay and treat the return as a valid return. 

Explanation : For the purposes of this sub-section, a return of income shall be regarded as defective unless all the following conditions are fulfilled, namely :- (a) the annexures, statements and columns in the return of income relating to computation of income chargeable under each head of income, computation of gross total income and total income have been duly filled in; 

(b) The return is accompanied by a statement showing the computation of the tax payable on the basis of the return; 

(bb) The return is accompanied by the report of the audit referred to in section 44AB, or, where the report has been furnished prior to the furnishing of the return, by a copy of such report together with proof of furnishing the report; 

(c) The return is accompanied by proof of - (i) the tax, if any, claimed to have been deducted at source and the advance tax and tax on self-assessment, if any, claimed to have been paid; 

(ii) The amount of compulsory deposit, if any, claimed to have been made under the Compulsory Deposit Scheme (Income-tax Payers) Act, 1974 (38 of 1974); 

(d) Where regular books of account are maintained by the assessee the return is accompanied by copies of - (i) manufacturing account, trading account, profit and loss account or, as the case may be, income and expenditure account or any other similar account and balance sheet; 

(ii) In the case of a proprietary business or profession, the personal account of the proprietor; in the case of a firm, association of persons or body of individuals, personal accounts of the partners or members; and in the case of a partner or member of a firm, association of persons or body of individuals, also his personal account in the firm, association of persons or body of individuals; 

(e) Where the accounts of the assessee have been audited, the return is accompanied by copies of the audited profit and loss account and balance sheet and the auditor's report and, where an audit of cost accounts of the assessee has been conducted, under section 233B of the Companies Act, 1956 (1 of 1956), also the report under that section; 

(f) Where regular books of account are not maintained by the assessee the return is accompanied by a statement indicating the amounts of turnover or, as the case may be, gross receipts, gross profit, expenses and net profit of the business or profession and the basis on which such amounts have been computed, and also disclosing the amounts of total sundry debtors, sundry creditors, stock-in-trade and cash balance as at the end of the previous year. 

	Admin. & Procedures - Tax Returns
[image: image83.png]



Filing of Return | Due Dates for Filing Tax Returns | Late Return | Revised Return | Defective Return | Signing of Return | Penalty | Download Return Forms

	[image: image84.png]




[image: image85.png]


[image: image86.png]



For the Assessment Year 2007-08
I
The assessee is a company
31 October of the Assessment Year
II
The assessee is a person:-
a)
· In case where the accounts of the assessee are to be audited or 

· In case of a working partner of a firm whose accounts are necessary to be audited under the Income Tax Act or any other law 

31 October of the Assessment Year
b)
If the income return is to be filed under the one-by-six criteria
31 October of the Assessment Year
c)
Any other assessee
31 July of the Assessment Year
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For the Assessment Year 2007-08
The undermentioned assets is brought under the scope of capital assets and has been excluded from the scope of personal effects: 

· Archeological collections 
· Paintings 
· Drawings 
· Sculptures 
· Any work of art 


Ceiling prescribed for investment in Long-Term Specified Bonds (LTSB) for claiming the exemption of long-term capital gains: 

· All the capital gains arising from transfer of any long-term capital assets is exempt if such gains are invested in Long-Term Specified Bonds. From April 1, 2007, ceiling of Rs 5 million has been stipulated for investments in such bonds made during any financial year. 

· Notifying of such bonds in Official Gazette is dispensed. Bond issued by NHAI or by REC on or after 01.04.07 & redeemable after three years will be LTSB. Bond issued between 01.04.06 & 31.03.07 will be deemed to be LTSB. 

 

Short-term Capital gains tax
Long-term capital gains tax
Sale transactions of securities which attracts STT:-
10%
NIL
Sale transaction of securities not attracting STT:-
 

 

Individuals (resident and non-residents)
Progressive slab rates
20% with indexation;

10% without indexation (for units/ zero coupon bonds) 

Partnerships (resident and non-resident)
30%
Individuals (resident and non-residents)
30%
Overseas financial organisations specified in section 115AB
40% (corporate) 
30% (non-corporate)
10%
FIIs
30%
10%
Other Foreign companies
40%
20% with indexation;

10% without indexation (for units/ zero coupon bonds) 

Local authority
30%
Co-operative society
Progressive slab rates



A capital gain is income derived from the sale of an investment. A capital investment can be a home, a farm, a ranch, a family business, or a work of art, for instance. In most years slightly less than half of taxable capital gains are realized on the sale of corporate stock. The capital gain is the difference between the money received from selling the asset and the price paid for it. 

"Capital gains" tax is really a misnomer. It would be more appropriate to call it the "capital formation" tax. It is a tax penalty imposed on productivity, investment, and capital accumulation. 

The capital gains tax is different from almost all other forms of taxation in that it is a voluntary tax. Since the tax is paid only when an asset is sold, taxpayers can legally avoid payment by holding on to their assets--a phenomenon known as the "lock-in effect." 

There are many unfairnesses imbedded in the current tax treatment of capital gains. One is that capital gains are not indexed for inflation: the seller pays tax not only on the real gain in purchasing power but also on the illusory gain attributable to inflation. The inflation penalty is one reason that, historically, capital gains have been taxed at lower rates than ordinary income. In fact, "most capital gains were not gains of real purchasing power at all, but simply represented the maintenance of principal in an inflationary world." 

Another unfairness of the tax is that individuals are permitted to deduct only a portion of the capital losses that they incur, whereas they must pay taxes on all of the gains. That introduces an unfriendly bias in the tax code against risk taking. When taxpayers undertake risky investments, the government taxes fully any gain that they realize if the investment has a positive return. But the government allows only partial tax deduction if the venture goes sour and results in a loss. 

There is one other large inequity of the capital gains tax. It represents a form of double taxation on capital formation. This is how economists Victor Canto and Harvey Hirschorn explain the situation: 

A government can choose to tax either the value of an asset or its yield, but it should not tax both. Capital gains are literally the appreciation in the value of an existing asset. Any appreciation reflects merely an increase in the after-tax rateof return on the asset. The taxes implicit in the asset's after-tax earnings are already fully reflected in the asset's price or change in price. Any additional tax is strictly double taxation. 

Take, for example, the capital gains tax paid on a pharmaceutical stock. The value of that stock is based on the discounted present value of all of the future proceeds of the company. If the company is expected to earn Rs.100,000 a year for the next 20 years, the sales price of the stock will reflect those returns. The "gain" that the seller realizes from the sale of the stock will reflect those future returns and thus the seller will pay capital gains tax on the future stream of income. But the company's future Rs.100,000 annual returns will also be taxed when they are earned. So the Rs.100,000 in profits is taxed twice--when the owners sell their shares of stock and when the company actually earns the income. That is why many tax analysts argue that the most equitable rate of tax on capital gains is zero. 
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· Capital asset 

· Transfer 

· Profits or Gains 

· Short Term Capital Gains (STCG) 

· Long Term Capital Gains (LTCG) 

· Full value of consideration 

· Cost of acquisition 

· Cost of acquisition with reference to certain modes or acquisition 

· Cost of improvement 

· Cost of transfer 

· Period in holding of certain cases 

· Long-term capital gains on transfer of listed equity shares 

· Long-term capital gain when transaction is covered by the securities transaction tax 
Profits or gains arising from the transfer of a capital asset made in a previous year is taxable as capital gains under the head "Capital Gains". The important ingredients for capital gains are, therefore, existence of a capital asset, transfer of such capital asset and profits or gains that arise from such transfer.

Capital asset

Capital asset means property of any kind except the following : 

a) Stock-in-trade, consumable stores or raw-materials held for the purpose of business or profession. 

b) Personal effects like wearing apparel, furniture, motor vehicles etc., held for personal use of the tax payer or any member of his family. However, jewellery, even if it is for personal use, is a capital asset. 

c) Agricultural land in India other than the following: 
· Land situated in any area within the jurisdiction of muni-cipality, municipal corporation, notified area committee, town area committee, town committee, or a cantonment board which has a population of not less than 10,000 according to the figures published before the first day of the previous year based on the last preceding census. 
· Land situated in any area around the above referred bodies upto a distance of 8 kilometers from the local limits of such bodies as notified by the Central Government (Please see Annexure 'A' for the notification). 
d) 6 1/2 per cent Gold Bonds, 1977, 7 per cent Gold Bonds, 1980, National Defence Gold Bonds, 1980 and Special Bearer Bonds, 1991 issued by the Central Government. 

e) Gold deposit bonds issued under the Gold Deposit Scheme 1999 notified by the Central Government. 

Though there is no definition of "property" in the Income-tax Act, it has been judicially held that a property is a bundle of rights which the owner can lawfully exercise to the exclusion of all others and is entitled to use and enjoy as he pleases provided he does not infringe any law of the State. It can be either corporeal or incorporeal. Once something is determined as property it becomes a capital asset unless it figures in the exceptions mentioned above. Something is determined as property it becomes a capital asset unless it figures in the exceptions mentioned above. 

Transfer

Transfer includes: 

i) Sale, exchange or relinquishement of a capital asset

A sale takes place when title in the property is transferred for a price. The sale need not be voluntary. An involuntary sale like that by a Court of a property of judgement debtor at the instance of a decree holder is also transfer of a capital asset. 

An exchange of capital asset takes place when the title in one property is passed in consideration of the title in another property. Relinquishment of a capital asset arises when the owner surrenders his rights in property in favour of another person. For example, the transfer of rights to Subscribe the shares in a company under a 'Right Issue' to a third person. 

ii) Extinguishment of any rights in a capital asset 

This covers every possible transaction which results in destruction, annihilation extinction, termination, Cessation or cancellation of all or any bundle of rights in a capital asset. For example, termination of a lease or and of a mortgagee interest in a property. 

iii) Compulsory acquisition of the capital asset under any law 

Acquisition of immovable properties under the Land acquisition Act, acquisition of industrial undertaking under the Industries (Development and Regulation) Act or preemptive purchase of immovable properties by the Income-tax Department are some of the examples of compulsory acquisition of a capital asset. 

iv) Conversion of a capital asset into stock-in-trade 

Normally, there can be no transfer if the ownership in an asset remains with the same person. However the Income-tax Act provides an exception for the purpose of capital gains. When a person converts any capital asset owned by him into stock-in-trade of a business carried on by him, it is regarded as a transfer. For example, where an investor in shares starts a business of dealing in shares and treats his existing investments as the stock-in-trade of 6 new business, such conversion arises and is regarded as a transfer. 

v) Part performance of a contract of sale 

Normally transfer of an immovable property worth Rs.100/- or more is not complete without execution and registration of a conveyance deed. However, section 53A of the Transfer of Property Act envisages situations where under a contract for transfer of an immovable property, the purchaser has paid the price and has taken possession of the property, but the conveyance is either not executed or if executed is not registered. In such cases the transferer is debarred from agitating his title to the property against the purchaser. 

The act of giving possession of an immovable property in part performance of a contract is treated as "transfer" for the purposes of capital gains. This extended meaning of transfer applies also to cases where possession is already with the purchaser and he is allowed to retain it in part performance of the contract. 

vi) Transfer of rights in immovable properties through the medium of co-operative societies, companies etc. 

Usually flats in multi-storeyed building and other dwelling units in group housing schemes are registered in the name of a co-operative society formed by the individual allottees. Sometimes companies are floated for his purpose and allottees take shares in such companies. In such cases transfer of rights to use and enjoy the flat is effected by changing the membership of co-operative society or by transferring the shares in the company. Possession and enjoyment of immovable property is also made by what is commonly known as Tower of Attorney' transfers. 

All these transactions are regarded as transfer. 

vii) Transfer by a person to a firm or other or Body of a person to a Association of Persons (AOP) Individuals (BOI) 

Normally, firm/AOP/BOI is not considered a distinct legal entity from its partners or members and so transfer of a capital asset from the partners to the firm/AOP/BOI is not considered as 'Transfer'. However, under the Capital Gains, it is specifically provided that if any capital asset is transferred by a partner to a firm/AOP/BOI by way of capital contribution or otherwise, the same would be construed as transfer. 

viii) Distribution of capital assets on Dissolution

Normally, distribution of capital assets on dissolution of a firm/AOP/BOI is also not considered as transfer for file same reasons as mentioned in (vii) above. However, folder the capital gains, this is considered as transfer by the firm/AOP/BOI and therefore gives rise to capital gains .| the case of the firm/AOP/BOI. 

ix) Distribution of money or other assets by a Company on liquidation 

(i) If a shareholder receives any money or other assets from a Company in liquidation, the shareholder is liable to pay capital gains as the same would have been received in lieu of the shares held by him in the company. However, if the assets of a company are distributed to the shareholders on its liquidation, such distribution shall not be regarded as transfer by the company. 

(ii) Transactions not regarded as Transfer 

The following, though may fall under the above definition of transfer are to be treated as not transfer for the purpose of computing Capital Gains: 

Distribution of capital assets on the total or partial , partition of a Hindu Undivided Family; of a capital asset under a gift or will or an irrevocable trust except transfer under a gift or an irrevocable trust, of shares, debentures or warrants allotted by a company to its employees under Employees' Stock Option Plan or Scheme; 

iii) transfer of a capital asset by a company to its subsidiary company, if: 

a) the parent company or its nominees hold the whole of the share capital of a subsidiary company, 

b) the subsidiary company is an Indian company, 

c) the capital asset is not transferred as stock-in- trade, 

d) the subsidiary company does not convert such capital asset into stock-in-trade for a period of 8 years from the date of transfer, and 

e) the parent company or its nominees continue to hold the whole of the share capital of the subsidiary company for 8 years from the date of transfer. 

iv) transfer of a capital asset by a subsidiary company to the holding company, if: 

a) the whole of the share capital of the subsidiary company is held by the holding company, 

b) the holding company is an Indian Company, 

c) the capital asset is not transferred as stock-in-trade, 

d) the holding company does not convert such capital asset into stock-in-trade for a period of 8 years from the date of transfer, and 

e) the holding company or its nominees continue or hold the whole of the share capital of the subsidiary company for 8 years from the date of transfer. 

v) in a scheme of amalgamation, transfer of a capital asset by the amalgamating company to the amalgamated company if the amalgamated company is an Indian company. 

vi) transfer of shares of an amalgamating company, if: 

a) the transfer is made in consideration of the allotment of share or shares in the amalgamated company, and 

b) the amalgamated company is an Indian company. 

vii) transfer of shares of an Indian Company by an amalgamating foreign company to the amalgamated foreign company, if: 

a) at least twenty-five per cent of the shareholders of the amalgamating foreign company continue to remain shareholders of the amalgamated foreign company and 

b) such transfer does not attract tax on capital gains in the country, in which the amalgamating company is incorporated. 

viii) in a demerger : 

a) transfer of a capital asset by the demerged company to the resulting company, if the resulting company is an Indian company; 

b) transfer of share or shares held in an Indian company by the demerged foreign company to the resulting foreign company if: i) the shareholders holding not less than three-fourths in value of the shares of the demerged foreign company continue to remain shareholders of the resulting foreign company; and 

ii) such transfer does not attract tax on capital gains in the country, in which the demerged foreign company is incorporated. 

c) transfer or issue of shares, in consideration of demerger of the undertaking by,the resulting company to the shareholders of the demerged company. 

ix) transfer of bonds or Global Depository Receipts, purchased in foreign currency, by a non-resident to another non-resident outside India. 

x) transfer of agricultural land in India effected before first of March,'70. 

xi) transfer of any work of art, archeological, scientific or art collection, book, manuscript,drawing, painting, photograph or print, to the Government or a University or the National Museum, National Art Gallery, National Archives or any such other public museum or institution notified by the Central Government in the Official Gazette to be of national importance or to be of renown throughout any State or States. 

xii) transfer by way of conversion of bonds or debentures, debenture stock or deposit certificate in any form, of a company into shares or debentures of that company. 

xiii) transfer of membership of a recognised stock exchange made by a person (other than a company) on or before 31.12.1998, to a company in exchange of shares allotted by that company. However, if the shares of the company are transferred within 3 years of their acquisition, the gains not charged to tax by treating their acquisition as not transfer would be taxed as capital gains in the year of transfer of the shares. 

xiv) transfer of land of a sick industrial company, made under a scheme prepared and sanction under section 18 of the Sick Industrial Companies (Special Provisions) Act, 1985 (1 of 1986) where such sick industrial company is being managed by its workers' co-operative and such transfer is made during the period commencing from the previous year in which the said company has become a sick industrial company under section 17(1) of that Act and ending with the previous year during which the entire net worth of such company becomes equal to or exceeds the accumulated losses. 

xv) Transfer of a capital asset to a company in the course of corporitisation of a recognised stock exchange in India as a result of which an Association of Persons (AOP) or Body of Individuals (BOI) is succeeded by such company, if: 

a) all the liabilities of the AOP or BOI relating to the business immediately before the succession become the assets and liabilities of the company, 

b) corporitisation is carried out in accordance with a scheme which is approved by Securities and Exchanges Board of India (SEBI). 

(xvi) Where a firm is succeeded by a company in the business carried on by it as a result of which the firm sells or otherwise transfers any capital asset or intangible asset to the company, if: 

a) all the assets and liabilities of the firm relating to the business immediately before the succession become the assets and liabilities of the company, 

b) all the partners of the firm immediately before the succession become the shareholders of the company in the same proportion in which their capital accounts stood in the books of the firm on the date of succession, 

c) the partners of the firm do not receive any consideration or benefit, directly or indirectly, in any form or manner, other than by way of allotment of shares in the Company and 

d) the aggregate of the shareholding in the company of the partners of the firm is not less than fifty percent of the total voting power in the company and their shareholding continues to be as such for a period of five years from the date of the succession. 

If the conditions laid down above are not complied with, then the amount of profits or gains arising from the above transfer would be deemed to be the profits and gains of the successor company for the previous year during which the above conditions are not complied with. 

xvii) Where a sole proprietary concern is succeeded by a company in the business carried on by it as a result of which the sole proprietary concern sells or otherwise transfers any capital asset or intangible asset to the company, if: 

a) all the assets and liabilities of the sole proprietary concern relating to the business immediately before the succession become the assets and liabilities of the company. 

b) the shareholding of the sole proprietor in the company is not less than fifty percent of the total voting power in the company and his shareholding continues to so remain as such for a period of five years from the date of the succession and 

c) the sole proprietor does not receive any consideration or benefit, directly or indirectly, in any form or manner, other than by way of allotment of shares in the company. 

If the conditions laid down above are not complied with, then the amount of profits or gains arising from the above transfer would be deemed to be the profits and gains of the successor company for the previous year during which the above conditions are not complied with. 

xviii) transfer in a scheme of lending of any securities under an arrangement subject to the guidelines of Securities and Exchanges Board of India (SEBI). 

Profits or Gains

The incidence of tax on Capital Gains depends upon length for which the capital asset transferred was held the transfer. Ordinarily a. capital asset held for 36 or less is called a 'short-term capital asset' and if the period exceeds 36 months, the asset is known as term capital asset'. However, shares of a Company, the of Unit Trust of India or any specified Mutual Fund or security listed in any recognised Stock Exchange are to considered as short term capital assets if held for 12 or less and long term capital assets if held for more 12 months. 

Transfer of a short term capital asset gives rise to "Short Term Capital Gains' (STCG) and transfer of a long capital asset gives rise to 'Long Term Capital Gains' LTCG). Identifying gains as STCG and LTCG is a very important step in computing the income under the head Gains as method of computation of gains and tax on the gains is different for STCG and LTCG. 

Short Term Capital Gains (STCG) 

Short Term Capital Gains is computed as below : 

Computation of short - term Capital Gains 
1. Find out full value of consideration 
2. Deduct the following : 
a. expenditure incurred wholly and exclusively in connection with such transfer 

b. cost of acquisition; and 
c. cost of improvement 
3. From the resulting sum deduct the exemption provided by sections 54B, 54D, 54G 
4. 4. The balancing amount is short-term capital gain 
Long Term Capital Gains (LTCG) 

Long Term Capital Gains is computed as below : 

Computation of long - term Capital Gains 
1. Find out full value of consideration 
2. Deduct the following : 
a. expenditure incurred wholly and exclusively in connection with such transfer 
b. indexed cost of acquisition; and 
c. indexed cost of improvement 
3. From the resulting sum deduct the exemption provided by sections 54, 54B, 54D, 54EC, 54ED, 54F and 54G 
4. The balancing amount is long-term capital gain 
Full value of consideration

This is the amount for which a capital asset is transferred. It may be in money or money's worth or a combination of both. 

Where the transfer is by way of exchange of one asset for another, fair market value of the asset received is the full value of consideration. Where the consideration for the transfer is partly in cash and partly in kind Fair market value of the kind portion and cash consideration together constitute full value of consideration. 

Cost of acquisition 

Cost of acquisition of an asset is the sum total of amount spent for acquiring the asset. 

Where the asset was purchased, the cost of acquisition is the price paid. Where the asset was acquired by way of exchange for another asset, the cost of .acquisition is the fair market value of that other asset as on the date of exchange. 

Any expenditure incurred in connection with such; purchase, exchange or other transaction e.g. brokerage paid, registration charges and legal expenses also forms I part of cost of acquisition. 

Sometimes advance is received against agreement to transfer a particular asset. Later on, if the advance is retained by the tax payer or forfeited for other party's failure to complete the transaction, such advance is to be deducted from the cost of acquisition. 

Cost of acquisition with reference to certain modes or acquisition 

Where the capital asset became the property of the assessee: 

a) on any distribution of assets on the total or partial partition of a Hindu undivided family; 

b) under a gift or will 

c) by succession, inheritance or devolution; 

d) on any distribution of assets on the dissolution of a 'firm, body of individuals, or other association of persons, where such dissolution had taken place at any time before 01.04.1987; 

e) on any distribution of assets on the liquidation of a company; 

f) under a transfer to a revocable or an irrevocable trust; 

g) by transfer in a scheme of amalgamation; 

h) by an individual member of a Hindu Undivided Family living his separate property to the assessee HUF anytime after 31.12.1969. 

The cost of acquisition of the asset shall be the cost for which the previous owner of the property acquired it, as increased by the cost of any improvement of the asset incurred or borne by the previous owner or the assessee, as the case may be, till the date of acquisition of the asset by the assessee. 

If the previous owner had also acquired the capital asset by any of the modes above, then the cost to that previous owner who had acquired it by mode of acquisition other than the above, should be taken as cost of acquisition. 

Where shares in an amalgamated Indian company became the property of the assessee in a scheme of amalgamation the cost of acquisition of the shares of the amalgamated company shall be the cost of acquisition of the shares in the amalgamating company. 

Where a share or debenture in a company, became the property of the assessee on conversion of bonds on debentures the cost of acquisition of the asset shall be the part of the cost of debenture, debenture stock or deposit certificates in relation to which such asset is acquired by the assessee. 

Where shares, debentures or warrants are acquired by the assessee under Employee Stock Option Plan or Scheme and they are taken as perquisites under section 17(2) the cost of acquisition would be the valuation done under section 17(2). 

Cost of Acquisition of shares in the resulting company, in a demerger. Net book value of the assets transferred in a demerger Net worth of the demerged company immediately before demerger Cost of acquisition of shares of the demerged company. 

The cost of acquisition of the original shares held by the shareholder in the demerged company will be reduced by the above amount. 

Where the capital asset is goodwill of a business or a mark or brand name associated with a business, fit to manufacture, produce or process any article or tenancy rights, stage carriage permits or loom hours, cost of acquisition is the purchase price paid by the and in case no such purchase price is paid it is nil. 

Where the cost for which the previous owner acquired the property cannot be ascertained the cost of acquisition to ,the previous owner means the fair market value on the on which the capital asset became the property of the owner. 

Where share or a stock of a company became the property of the assessee on : 

a) the consolidation and division of all or any of the share capital of the company in to shares of larger amount than its existing shares; 

b) the conversion of any shares of the company into stock; 

c) the reconversion of any stock of the company into shares; 

d) the sub-division of any of the shares of the company into shares of smaller amount; or 

e) the conversion of one kind of shares of the company into another kind.Cost of acquisition of the share or stock is as calculated from the cost of acquisition of the shares or stock from which it is derived. 

The cost of acquisition of rights shares is the amount which is paid by the subscriber to get them. In case a subscriber purchases the right shares on renunciation by an existing share holder, the cost of acquisition would include the amount paid by him to the person who has renounced the rights in his favour and also the amount which he pays to the company for subscribing to the shares. The person who has renounced the rights is liable for capital gains on the rights renounced by him and the cost of acquisition of such rights renounced is nil. 

The cost of acquisition of bonus shares is nil. 

Where equity share(s) are allotted to a shareholder of a recognised stock exchange in India under a scheme of corporitisation approved by SEBI, the cost of acquisition of the original membership of the exchange is the cost of acquisition of the equity share(s). 

Cost of improvement 

The cost of improvement means all expenditure of a capital nature incurred in making additions or alternations to the capital asset. However, any expenditure which is deductible in computing the income under the heads Income from House Property, Profits and Gains from Business or Profession or Income from Other Sources (Interest on Securities) would not be taken as cost of improvement. Cost of improvement for goodwill of a business, right to manufacture, produce or process any article or thing is NIL. 

Cost of transfer 

This may include brokerage paid for arranging the deal, legal expenses incurred for preparing conveyance |and other documents, cost of inserting advertisements in newspapers for sale of the asset and commission paid to auctioneer, etc. However, it is necessary that the expenditure should have been incurred wholly and exclusively in connection with the transfer. An expenditure incurred primarily for some other purpose but which has helped in - effecting the transfer does not qualify for deduction. 

Besides an expenditure which is eligible for deduction in computing income under any other head of income, cannot be claimed as deduction in computing capital gains. For example, salary of an employee of a business cannot be deducted in computing capital gains though the employee may have helped in facilitating transfer of the capital asset. 

Period in holding of certain cases 

Normally the period is counted from the date of acquisition to the date of transfer. However, it has the following exceptions. 

i) in the case of a share held in a company on liquidation the period subsequent to the date on which the company goes into liquidation would not be considered. 

ii) where the cost of acquisition is to be taken as the cost to the previous owner, the period of holding by the previous owner should also be considered. 

iii) where the capital asset is the shares of an amalgamated y company acquired in lieu of the shares of the v amalgamating company, the period of holding of the shares of the amalgamating company should also be considered. 

iv) where the capital asset is the right to subscribe to a rights offer and it is renounced, the date of offer of the rights should be taken as the date of acquisition. 

v) where the capital asset is share(s) in an Indian company which has become the property of the assessee in consideration of a demerger, the period for which the share(s) of the demerged company were held should also be considered. 

Long-term capital gains on transfer of listed equity shares 

Capital gains is not chargeable to tax if the following conditions are satisfied - 

1. The asset, which is transferred, is a long-term capital asset being an eligible equity share in a company. 

2. Such shares are purchased on or after March 1, 2003 but before March 1, 2004. 

3. Such shares are held by the taxpayer for a period of 12 months or more. 

If the aforesaid 3 conditions are satisfied, then the long-term capital gain arising on transfer is not chargeable to tax. Conversely, long-term capital loss arising on transfer cannot be adjusted against any income if the aforesaid conditions are satisfied. 

Eligible quity share for the above purpose means, - 

a. any equity share in a company being a constituent of BSE-500 Index of the Stock exchange, Mumbai as on March 1, 2003 and the transactions of purchase and sale of such equity share are entered into on a recognised stock exchange in India; or 

b. any equity share in a company allotted through a public issue on or after the March 1, 2003 and listed in a recognized stock exchange in India before the March 1, 2004 and the transaction of sale of such share is entered into on a on a recognised stock exchange in India. Generally in case of "public issue" the invitation is for fresh issue of share capital by a company. It is different from "offer for sale" by an existing shareholder. 

Long-term capital gain when transaction is covered by the securities transaction tax 

A new clause (38) has been inserted with effect from the assessment year 2005-06 in section 10. 

The following conditions should be satisfied - 

1. Taxpayer is an individual, HUF, firm or company or any other taxpayer. 

2. The asset which is transferred is long-term capital asset. 

3. Such asset is equity share in a company or units of equity oriented mutual fund. For this purpose "equity oriented fund" means a fund which satisfies the following points - 

a. the investible funds are invested by way of equity shares in domestic companies to the extent of more than 50 percent of the total proceeds of such fund ( the percentage of equity share holding of the fund shall be computed with reference to the annual average of the monthly averages of the opening and closing figures ); and 

b. the fund has been set up under a scheme of a mutual fund specified section 10(23D). 

4. The transaction of sale of such equity share or unit is entered into in a recognized stock exchange in India. 

5. Such transaction takes place on or after 1.10.2004 

6. The transaction is chargeable to securities transaction tax. 
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Capital is the engine of a growing economy. A recent study by Dale Jorgenson of Harvard University discovered that almost half of the growth of the American economy between 1948 and 1980 was directly attributable to the increase in U.S. capital formation (with most of the rest a result of increases and improvements in the labor force). 

The term "capital" has more than one meaning. Most people think of capital as money--the rupees invested in the stock market or in a new business. But for the purpose of understanding the capital gains tax, it is wrong to think of capital as just financial assets. Capital is also physical investment--the plant, the factory, the forklifts, the computers, the fax machines, and the other nonlabor factors of production that make a business operate efficiently. A corner lemonade stand could not exist without capital--the lemons and the stand are the essential capital that make the enterprise operate. 

Capital can also refer to technological improvements or even the spark of an idea that leads to the creation of a new business or product. Ten years ago when Bill Gates decided to form a computer software company and then brought MS-DOS to market, he was creating capital. An investor who had the foresight to take the risk of investing in Bill Gates's idea made fabulous amounts of money. That may seem like a huge windfall for the original financers of Microsoft, but without those investors' risking their money, a globally dominant American firm that employs 15,000 U.S. workers might not exist today. Of course, for every Microsoft whose stockholders make large profits, there are hundreds of risky investments that lose money for investors. 

Opponents of a capital gains tax cut often maintain that the returns on capital accrue primarily to the owners of the capital and that those owners tend to be wealthier than the average worker or family. It is therefore argued that a capital gains tax cut would mostly benefit affluent citizens. But that ignores the critical link between the wage rate paid to working citizens and the amount of capital they have to work with. 

What happens to the wage rate when each person works with more capital goods? 

Because each worker has more capital to work with, his or her marginal product [or productivity rises. Therefore, the competitive real wage rises as workers become worth more to capitalists and meet with spirited bidding up of their market wage rates. 

The relationship among productivity, wages, and capital is especially dramatic in agriculture. 

The recap 

There are three reasons capital should matter to the worker: 

1. Capital represents the modern tools that work with on the job. 

2. Capital formation makes the average worker more productive. 

3. Improvements in worker productivity lead to higher real wages and improvements in working conditions. 
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Assuming that the capital gains tax reduction would lower the cost of capital and stimulate additional investment and business formation, what would be the effect on jobs? 

Several forecasters have attempted to estimate through economic simulation models the direct employment gain from a capital gains tax cut. 

In 1994 Gary Robbins and Aldona Robbins, formerly economists with the U.S. Department of the Treasury, performed an economic simulation to estimate the number of new jobs and the increase in economic growth that would result if the Contract with America's capital gains tax provisions were adopted. The Robbinses' analysis was based on calculations of the fall in the service cost of capital for a wide range of corporate investment opportunities in response to the rate reduction. They then translated the lower cost of capital calculations into estimates of the impacts on gross national product and jobs by employing the standard Cobb-Douglas production function to simulate the long-term economywide production process. 

The Robbinses' conclusion is that the GOP capital gains tax cut would, by the year 2000, reduce the cost of capital by 5 percent, increase the stock of capital by $2.2 trillion, and yield an extra $960 billion in national output. The increased capital formation triggered by the tax cut would give rise to 720,000 new jobs. 

Historical experience also confirms that the corollary is true as well: when the capital gains tax rises, job opportunities are reduced. 

Affects not jobs but wages 

In the long term the real impact on workers of a change in the capital gains tax is reflected not in jobs but in wages. Consider the chain of events when the capital gains tax is raised: 
· The higher tax lowers the expected after-tax return for the owner of capital. 
· The lower rate of return on capital leads businesses to reduce their purchases of capital--equipment, computers, new technologies, and the like. In the very short term firms may use less capital and more labor to produce goods and services. 
· Because capital is more expensive, the cost of production rises and output falls. 
· Because workers have less capital to work with, the average worker's productivity--the amount of goods and services he or she can produce in an hour--falls. 
· Because wages are ultimately a function of productivity, the wage rate will eventually fall. 
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One of the most unfair features of the capital gains tax is that it taxes gains that may be attributable only to price changes, not real gains. Different analysts give different views regarding Capital Gains Tax Cut. Let us analyse both step wise. 

Arguments for the motion: 

1. A cut would increase investment, output, and real wages. If the tax on the return from capital investments--such as stock purchases, new business start-ups, and new plant and equipment for existing firms--is reduced, more of those types of investments will be made. Those risk-taking activities and investments are the key to generating productivity improvements, real capital formation, increased national output, and higher living standards. 

2. A cut would liberate locked-up capital for new investment. For those already holding investment capital, a capital gains tax reduction might create an "unlocking effect": individuals would sell assets that have accumulated in value and shift their portfolio holdings to assets with higher long-run earning potential. The unlocking effect might have strong positive economic benefits as well: the tax cut would prompt investors to shift their funds to activities and assets--such as new firms in the rapid-growth, high-technology industry--offering the highest rate of return. 

3. A cut would produce more tax revenue for the government. If a capital gains tax cut increases economic growth and spurs an unlocking of unrealized capital gains, then a lower capital gains rate will actually increase tax collections. 

4. A cut would eliminate the unfairness of taxing capital gains due to inflation. A large share of the capital gains that are taxed is not real gains but inflationary gains. The government should not tax inflation. 

Arguments against the motion: 

1. Provide a large tax cut for the wealthiest citizens. 

2. Have very little positive impact on the economy. Many argue that taxes do not influence investment decisions and that even if there were an unlocking effect. 

3. Increase the budget deficit. If a capital gains tax cut reduces revenues and increases the budget deficit, then savings and investment might actually fall after the tax cut. That would only worsen reported capital shortage. 
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The major explanation for the lower tax collections at higher tax rates is the lock-in effect. The lock-in effect is generally conceded even by opponents of a capital gains tax cut. The realizations of capital gains decline when tax rates on gains are increased. When the capital gains tax rate is low, the ratio of unrealized capital gains falls (i.e., investors are more likely to sell their assets). After the increases in the capital gains taxes, the unrealized capital gains ratio rises. Clearly, investors are highly sensitive to the rate of capital gains tax when determining whether to sell stock holdings and other assets. 

Since selling is taxed and possessing is not, high capital gains taxes encourage investors to hold rather than sell - thereby avoiding the tax indefinitely. Assets that are held until death avoid capital gains taxes altogether. 

When investors lock in their assets this way, government loses revenue it would have gotten if tax rates were lower, and the capital market loses efficiency because the flow of assets to those who value them the most is impeded. 

Economic Effect: More Investment

Capital gains taxes affect investment decisions. In particular, they reduce the amount of capital available for investments with higher risk potential, such as new start-ups and companies in emerging sectors. As a result, the capital gains tax tends to be a direct tax on the entrepreneurship that all economists recognize as essential to growth. 

The Case for Lower Tax Rates

The vast majority of assets have value only because they are expected to produce future income. For example, bonds will produce interest income and stocks will produce dividends and retained earnings. Since this income will be taxed as it is realized, there is no need to tax the owners of these assets at the time the assets are bought and sold. It impedes the efficient transfer of assets from those who value them less to those who value them more, and it makes investments in all income-producing assets less attractive. 

In sum, if one accepts the notion that a capital gains tax cut promotes economic growth then even the most pessimistic possible fiscal scenario is no loss of tax revenue from a tax rate cut. The more likely effect would be a substantial and permanent rise in revenues. 
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Myth: Lowering capital gains tax rates will not help the economy. 

Fact: Cutting capital gains tax rates is the single best tax policy to improve economic growth. 
· Capital gains play a unique role in fostering economic activity, especially by entrepreneurs in high-technology areas. 
· In fact, many economists believe that the optimal tax rate on capital gains is 0 percent. 
· Because government first takes money through corporate income taxes, taxation of capital gains (and dividends) represent double-taxation of investment returns and should be eliminated. 
Myth: If there is a capital gains tax cut, it should be temporary and it should not be available to all investors. 

Fact: Only a permanent capital gains cut available to all investors - include those who invested long ago -- will stimulate new investment and revive economic growth. 
· A temporary cut will induce people to sell assets, but it will not stimulate new investors who will face today's high rates again in the future after the temporary reduction has expired. 
· A temporary cut will "lock-out" new investment and will hurt economic growth. 
· The induced selling without incentives for new investment will further depress stock and other asset prices and will not stimulate new investment. By unlocking held assets and inducing people to sell investments, a temporary cut may increase tax revenue - it may not, though, because asset prices will be lower - but it will not help stimulate economic growth. 
· A permanent cut will provide the incentives for people now to sell long-held unproductive assets and for people now and in the future to make new productive investments. 
Myth: Cutting capital gains tax rates will cause stock markets to fall. 

Fact: Cutting capital gains tax rates will, as it has in the past, cause asset values, including stock markets, to rise. 
· Some people claim that lowering capital gains tax rates will cause the stock market to fall, because people would sell their investments. By this silly logic, if people want to increase stock market values, then there should be an increase in capital gains tax rates, because, then investors would be less willing to sell investments. 
· In fact, lowering capital gains tax rates increases the prices of stocks and other assets. Stock markets reflect the collective actions of people looking forward. 
· Lowering the cost of capital by decreasing tax rates on investment returns will increase asset values. 
· For example, the 1997 cut in the top capital gains tax rate from 28 percent to 20 percent increased stock prices by approximately 8 percent. 
Myth: Capital gains tax cuts benefit the "wealthy." 

Fact: Capital gains tax cuts improve the entire economy. 
· Capital gains tax reductions stimulate economic growth, which benefits the entire country. 
· Capital gains taxes disproportionately hurt the elderly, low and middle-income investors who have less discretion over the timing of their capital gains. 
· Most people who report capital gains do not have high annual incomes. 
· People with high incomes are most sensitive to capital gains tax rates, because they possess the most flexibility and means to avoid high tax rates. When capital gains tax rates are high, people with high incomes do not sell their assets and realize their gains. 
· High-income people pay a greater percentage of capital gains taxes when capital gains tax rates are low than when capital gains tax rates are high. 
· High capital gains tax rates make capital scarce. When capital is scarce it goes to safe investments. Low capital gains tax rates make capital abundant. When capital is plentiful it goes to "riskier" investments - such as inner cities and disadvantaged areas. 
Myth: Lowering capital gains tax rates will not lead to more investment. 

Fact: Taxpayers are very responsive to capital gains tax rates. High capital gains tax rates punish and reduce investment. Low capital gains tax rates induce more investment. 
· Taxpayers have a choice over when to realize capital gains and pay taxes. High capital gains tax rates lead people not to invest and current investors to hold assets, increasing the "lock-in" effect. 
· Lowering capital gains tax rates increases new investment and unlocks long-held undesirable assets, thereby increasing capital gains realizations. 
· High-income taxpayers, who have great discretion over the timing of their investment decisions, are particularly responsive to changes in capital gains tax rates. 
Myth: Government cannot "afford" large and permanent cut in capital gains tax rates. 

Fact: Improving economic growth is the proper focus of the debate regarding capital gains tax rates, and greater economic growth increases federal tax revenue from many sources. 
· The correct goal of tax policy should be to maximize economic growth, not tax revenue. Consequently, the optimal tax rate is the rate that is best for the economy, and this rate is lower than the rate that provides the government with the most tax revenue. 
· The government should not act like a business trying to maximize revenue. Rather, the goal of tax policy should be to enhance economic growth and raise only as much tax revenue as is needed, not as much as is possible. More investment and greater realizations caused by lower capital gains tax rates 
· lead to increased capital gains tax revenue and more revenue from other taxes such as corporate taxes, personal income taxes, and payroll taxes. When predicting the budgetary effects of capital gains tax rate changes, it is necessary to account for behavioral responses by using "dynamic" rather than "static" scoring. 
Myth: Capital gains already receive preferential treatment because they are taxed at lower rates than ordinary income. 

Fact: Double-taxation of investment returns and taxing inflation cause capital gains tax rates to exceed tax rates on ordinary income. 
· The government taxes investment returns - dividends and capital gains - twice, first as corporate income taxes and then as personal income taxes. 
· This double taxation causes capital gains tax rates to exceed ordinary income tax rates. 
· For example when a corporation earns $100 profit, the government takes $35 in corporate taxes, leaving $65 distributed to investors taxed at 20%. The government takes another $13 (20% of $65) in capital gains taxes, leaving investors with $52 and government with $48 out of the original $100 profit. Thus, an effective tax rate on capital gains of 48%. (Note: Since dividend are also subject to double taxation, but are taxed at ordinary income tax rates, the effective tax rates on dividends can approach 60%!) 
· The most counterproductive and unfair characteristic of the tax on capital gains is that it taxes inflation, because capital gains are not adjusted for inflation. The example above does not even include the fact that capital gains taxes include taxes on inflation, and, therefore, actually tax investors at even higher real tax rates - at times more than 100%! 
· For example, if an investment of $1000 rises in value to $1100, while prices generally have risen 10%, there is no real (after inflation) increase in value. However, an investor who sold this asset for $1100 would still have to pay taxes on the inflationary gain of $100. At the current top statutory rate of 20%, this investor would pay $20 in capital gains taxes on an investment that produced no real gain. The result, in this case, is a tax rate of infinity! 
· The policy of failing to adjust capital gains for inflation raises effective capital gains tax rates to levels substantially exceeding statutory rates and often surpassing 100 percent. 
· These high effective tax rates force investors to retain assets, increasing the "lock-in" effect. Moreover, the policy hurts economic growth by inhibiting new investments, because under current law inflation is a risk investors must bear. 
· The tax on inflation most severely punishes the elderly, low-income, middle-income, and less successful investors, because these people are less able to adjust the timing of their investment decisions than investors with higher incomes. 
· Indexing (adjusting) capital gains for inflation - as other countries have done - would eliminate the unfair and harmful tax on inflation. 
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As per Assessment Year 2006-07
QUICK LOOK 

· Deduction of up to Rs 1 lakh on investments in specified instruments is available. 

· All sectoral caps (except PPF) have been removed. 

· The EET, if implemented, could impact small savings. 

· ELSS provides the best hedge against inflation, besides tax brakes. 

· PPF isn't a strain on the pocket - invest as little as Rs 100 to keep your account alive. 

· Life insurance is fine for risk cover, but is no great shakes as an investment option. 

Eligibility for Tax Saving through Investment 

· Only individuals or HUF were eligible. 
· Only those investments, contributions and payments made from the income of the relevant financial year were considered. 

· The income should have been taxable in India. 

· Monetary limits set for each type of investment, contribution, payments had to be adhered. 
For individual and HUF, the entitled deduction is up to Rs. 1 lakh for investments, contributions and payments made towards life insurance, housing loans, PPF, infrastructure bonds, etc. There are no other sub-limits, except for PPF. It is restricted to Rs. 70,000.

The Popular Investment Options 

· PPF (with post offices/banks), statutory provdent fund (deducted and paid by the employees). 

· Life insurance premium (with the LIC or other private insurers). 

· Unit-linked insurance (UTI & mutual funds). 

· Equity-linked saving schemes. 

· National Saving Certificates. 

· Infrastructure bonds. 

· Home loans. 
Public Provident Fund 

· PPF (with post offices/banks), statutory provdent fund (deducted and paid by the employees). 

· Minimum Limit - Rs. 100 

· Maximum Limit - Rs. 70,000 

· Tenure - Minimum 15 years 

· Investment has to be made every year 
It can be opened at any branch of the SBI or its subsidiaries, at any post office or at the branches of specially nominated nationalised banks. The withdrawals are restricted to 50 per cent of the balance standing at the end of the 4th year.

Life Insurance 

· Maximum Limit - Rs. 1 lakh. 

· Premium paid in any year should not exceed 20% of the sum incurred (issued after 1 April 2003). 

· The sum paid in excess of 20% will not be allowed for any deductions. 

· The tax-free status is limited to direct taxes and not to the service tax payable on insurance maturity. 
ULIP 

· It is the combination of investment fund and insurance policy. 

· Minimum Limit - Rs. 15,000 with annual contribution of Rs. 1,000. 

· Maximum Limit - Rs. 2 lakh with annual contribution of Rs. 20,000. 

· Age of the investor - 12 - 55 years 6 months. 

· It is also exempt from wealth tax. 

· Service tax may be charged since insurance cover is taken. 
ELSS (Equity Linked Savings Scheme) 

· Maximum Limit - Rs. 1 lakh. 

· It offers investors a window to benefit from the 'power' of equities, with tax benefits as a sweetener. 

· Lock-in period - 3 years. 

· Liquidity option is curtailed. 

· It has risk but the return is maximum, even up to 47%. 
National Saving Certificates (NSC) 

· Offers flexibility like PPF. 

· Available at any post office in a denomination as low as Rs. 100. 
Infrastructure Bonds 

· Investments are in the form of shares/ debentures/ bonds issues by public financial institutions. 

· There is no opportunity of making a capital gain. 

· These are useful for investment made for long run. 

· Money is returned in a relatively shorter period like 5 years or 3 years. 

· The interest rate is the prevailing interest rate. 
Monthly Income Scheme (MIS) 

· 8% of interest. 

· Bonus of 10% on maturity. 

· Minimum Limit - Rs. 1,000 

· Maximum Limit - Rs. 3 lakh (Rs. 6 lakh for joint account). 

· Maturity Period - 6 years 

· Lock-in Period - 3 years 

· Withdrawal before 3 years there is a deduction of 3.5% 

· Withdrawal after 3 years but before 6 years, bonus will not be paid. 
Kisan Vikas Patra 

· Money doubles in 8 years and seven months. 

· Available at any post office in denominations of Rs. 100, Rs. 500, Rs. 1,000, Rs. 5,000 and Rs. 50,000. 

· Interest is paid only after maturity. 
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Tax Rates for NRI
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PERSONAL TAX RATES 

For individuals, HUF, Association of Persons (AOP) and Body of individuals (BOI): 

For the Assessment Year 2007-08
Taxable income slab (Rs.) 
Rate (%)
Up to 1,10,000
Up to 1,45,000 (for women)
Up to 1,95,000 (for resident individual of 65 years or above)
NIL
1,10,000 – 1,50,000
10
1,50,001 – 2,50,000
20
2,50,001 – 1,000,000
30
1,000,001 upwards 
30* 
*A surcharge of 10 per cent of the total tax liability is applicable where the total income exceeds Rs 1,000,000.

Note : -
· Education cess is applicable @ 3 per cent on income tax, inclusive of surcharge if there is any. 

· A marginal relief may be provided to ensure that the additional IT payable, including surcharge, on excess of income over Rs 1,000,000 is limited to an amount by which the income is more than this mentioned amount.

	Income Tax - Who, When & How to Pay IT
[image: image124.png]




	[image: image125.png]




[image: image126.png]


[image: image127.png]



An individual having salary income and no business income must file his return not later than 30th June of the assessment year. The due date of filing the return by an individual having business income and whose accounts are not required to be audited under the Act is 31st August. The return should be in the prescribed form (Saral Form). It is also necessary to file a return to claim a refund of any excess tax paid. 

You need to attach documentery support for tax deducted at source, investments/payments made that allow you to claim deductions and tax rebates and employer's certificate in Form 16-A. 

The income tax year or assessment year is the year in which income of the previous year is to be assessed. The financial year following a previous year is called the assessment year in relation to that previous year. Thus the assessment year for the previous year 1999-2000 is 2000-2001. 

An assessment, therefore, comprises of two stages 

· Computation of total income, and 
· Determination of the tax payable thereon. 
When both these stages are completed, an assessment is said to have been made. 

Dates with Income Tax 
Date
Obligation
Form No.
November 30, of the relevant assessment year 
Submission of annual return of income/wealth for the relevant assessment year, if the assessee is a corporate assessee
Income: Form No.1
Wealth: Form BA
November 30, of the relevant assessment year
Furnish audit report under section 44AB for the relevant assessment year in the case of a corporate assessee.
Form Nos. 3CA & 3CD
December 15, of each year
Payment of second installment (in the case of an assessee other than a company) or third installment (in the case of a company) of advance tax for that financial year.
No statement/ estimate is required to be submitted
March 15, of each year
Payment of third installment (in the case of an assessee other than a company) or fourth installment (in the case of a company) of advance income-tax for that financial year
No estimate/ statement is required to be submitted
April 30, of each year
Certificate of tax deducted at source to be given to employees in respect of salary paid and tax deducted during for the preceding financial year ended 31 March
Form No.16
April 30, of each year
Certificate of tax deducted at source from insurance commission during the preceding financial year ended 31 March to be given.
Form No.16A
April 20, of each year
Consolidated certificate of tax deduction (other than salary) during the preceding financial year ended 31 March.
Form No.16A
April 30, of each year
Submission of annual return of dividend and income in respect of units under section 206 of the I.T. Act 1961 for the preceding financial year ended 31 March
Form No.26
May 31, of each year
Return of tax deduction from contributions paid by the trustees of an approved superannuation fund
Form No.22
May 31, of each year
Submission of annual return of winning from lottery, crossword puzzle for the preceding financial year ended 31 March.
Form No.26B
May 31, of each year
Submission of annual return of winning from horse races for the preceding financial year ended 31 March
Form No.26BB
May 31, of each year
Submission of annual return of salary income in respect of salary paid during the preceding financial year ended 31 March
Form No.24
June 15, of each year
Payment of first installment of advance tax in the case of a company for that financial year
No statement/ estimate is required to be submitted
June* 30, of each year
Submission of annual return of income/wealth for the relevant assessment year in case the following conditions are satisfied:
a. the assessee is not a corporate assessee or a
b. cooperative society;
c. his total income does not include any income from a business or profession 
Income: Form No.3/2A 
Wealth: Form BA 
June 30, of each year
Submission of annual return of insurance commission for the preceding financial year ended 31 March
Form No.26D
June 30, of each year
Submission of annual return of insurance commission paid/ credited without tax deduction during preceding financial year ended 31 March
Form No.26E
June 30, of each year
Submission of annual return of interest on securities for the preceding financial year ended 31 March
Form No.25
June 30, of each year
Submission of annual return of interest (not being on securities) for the preceding financial year ended 31 March
Form No.26A
June 30, of each year
Submission of annual return of payment to contractors / sub-contractors for the preceding financial year ended 31 March
Form No.26C
June 30, of each year
Submission of annual return of payments in respect of deposits under National Savings Scheme, 1987 for the preceding financial year ended 31 March
Form No.26F
June 30, of each year
Submission of annual return of payments on account of repurchase of units by Mutual Fund or UTI for the preceding financial year ended 31 March
Form No.26G
June 30, of each year
Submission of annual return of payment of commission on sale of lottery tickets for the preceding financial year ended 31 March
Form No.26H
June 30, of each year
Submission of annual return of rent for the preceding financial year ended 31 March
Form No.26 J
July 14, of each year
Submission of statement of tax deduction from interest or any other sum payable to non-residents during the period April 1 to June 30 immediately preceding
Form No.27
August 31, of each year
Submission of annual return of income/wealth for the relevant assessment year, if the following conditions are satisfied:
a. The assessee is neither a corporate assessee nor a co-operative society;
b. he is not required to get his accounts audited under any law; and
c. His total income includes income from a business/ profession. 
Income:Form No.2
Wealth: Form BA
September 15, of each year
Payment of first installment (in the case of a non-corporate assessee) or second installment (in the case of a corporate assessee) of advance income-tax for that financial year
No statement/ estimate is required to be submitted
October 14, of each year
Submit statement of deduction of tax from interest, dividend or any other sum payable to non-resident during July 1 to September 30 immediately preceding
Form No.27
October* 31, of each year
Submission of annual return of income/wealth for the relevant assessment year if the following conditions are satisfied:
a. the assessee is a cooperative society or a non-corporate assessee; 
b. he is required to get his accounts audited under the income-tax Act or under any other law. 
Income:Form No.2
Wealth: form BA 
October 31, of each year
Furnish audit report under Section 44AB for the relevant assessment year, in the case of a non-corporate assessee
Form Nos.3CA, 3CB/3CC and 3CD/3CE
October 31, of each year
Submission of half-yearly return in respect of tax collected at source during April 1 and September 30 immediately preceding.
Form Nos.27EA, 27EB, 27EC and 27ED
October 31, of each year
Submission of annual audited accounts for each approved programmes under section 35 (2AA)
 


Form No.2D for non-corporate assessee other than those claiming exemption under Section 11 also, can be filled up.

Where the last day for filing return of income/loss or any other return under direct taxes is a day on which the office is closed, the assessee can file the return on the next day afterwards on which the office is open and, in such cases, the return will be considered to have been filed within the specified time limit-Circular No.639, dated November 13, 1992.

	


QUICK LOOK 

· Investing in a senior citizen's name can result for the higher tax exemption one enjoys. 

· Certain investments offers higher return to senior citizens. 

· Through gifts made to a senior citizen, investment can be made. 

· Tax-free investments can be made in the name of any family member. 

· A self-occupied house should be bought in the name of the member in the highest tax bracket. 

· A salary earner can reduce his tax by paying rent to the family member owning the house. 

There are different considerations while planning of family investments. They are as follows: 

· Choosing the right member's fund for investments. 

· Availability of the concessions on the initial investment and the returns. 

· The tax liability of such earnings. 

· Taxability of sums received on maturity. 

· Capital generation needs of each member. 

· The age of the investor. 
Investment made in the name of Senior Citizens 

· Higher basic exemption limit and increased rate of return. 

· Rs. 1.85 lakh is exempt from tax (F.Y. 2005-06).
	 INSERT (AY 2007-08)
 Rs. 1.95 lakh is exempt from tax.


· With investment or utilising, a senior citizen may not pay tax up to Rs. 2.85 lakh. 
· Certain investment schemes offer higher rates of return or are open for senior citizens. Investing in these increases the earnings of the family. 

· Funds for a senior citizen can be generated by gifts from a high net worth member. It would not suffer tax. 

· The earnings are reinvested to increase income in the subsequent years. 
Note:- A donor legally divests the title to the property in favour of the recipient by the way of gift, so he/she cannot have any claim to the property thereafter.

Tax-exempt Investment
It can be made in the name of any member but one should keep in mind to make it through such member whose chance of falling in the highest tax bracket is the least in the long run. It can be made in the name of minor so that parents does not have to pay the tax even after clubbing.

Concessional Tax Treatment
Certain investments attract tax concessions, like short-term capital gains on the transfer of shares through recognised stock exchanges. It is taxed only at 10% flat. Investment on shares can be made in any members name as it do not result in any differential tax outflaw.

Investment on Business Premises
An investment can be made in office/ business premises in the name of a member who is not the proprietor of the business. Take an example, a person carrying a retail business can buy a shop in the name of another member and then take it on rent. The rent paid is tax-deductible. The rent earned by the member of the family paying lesser or negligible tax suffers lesser tax than the tax paid by the owner of the business.

Salary Earners and HRA
A salary earner can reduce tax liability by paying rent to a member of his family who owns his house in which the former resides, provided the member falls in lower tax bracket. But before practising this one must take into consideration the place where the house is located, the local laws on letting out property on rent, like stamp duty, registration charges, leave and license agreements. The rent should be perfectly paid by cheque and on regular basis through the year to prove authenticity of the transaction.

Joint Ownership of a Residential House
In case of joint ownership where the shares are in an agreed ratio, each co-owner's share of the income from the property will be included in his/her total income while filing returns. While taking loans, the co-owner can take in any ratio, irrespective of the sharing ratio. Hence, it is beneficial for the person in higher tax bracket to borrow more. It helps him/her to save more tax on interest deductions.

Owning House Property
A self-occupied house should always be bought by the person with highest tax bracket. This will not fetch any return and the fall in his investible surplus will reduce his future income and future tax liability. Investment made in the name of Senior Citizens 

· Higher basic exemption limit and increased rate of return. 

· Rs. 1.85 lakh is exempt from tax (F.Y. 2005-06). 

· With investment or utilising, a senior citizen may not pay tax up to Rs. 2.85 lakh. 
· Certain investment schemes offer higher rates of return or are open for senior citizens. Investing in these increases the earnings of the family. 

· Funds for a senior citizen can be generated by gifts from a high net worth member. It would not suffer tax. 

· The earnings are reinvested to increase income in the subsequent years. 
Note:- A donor legally divests the title to the property in favour of the recipient by the way of gift, so he/she cannot have any claim to the property thereafter.

Tax-exempt Investment
It can be made in the name of any member but one should keep in mind to make it through such member whose chance of falling in the highest tax bracket is the least in the long run. It can be made in the name of minor so that parents does not have to pay the tax even after clubbing.

Concessional Tax Treatment
Certain investments attract tax concessions, like short-term capital gains on the transfer of shares through recognised stock exchanges. It is taxed only at 10% flat. Investment on shares can be made in any members name as it do not result in any differential tax outflaw.

Investment on Business Premises
An investment can be made in office/ business premises in the name of a member who is not the proprietor of the business. Take an example, a person carrying a retail business can buy a shop in the name of another member and then take it on rent. The rent paid is tax-deductible. The rent earned by the member of the family paying lesser or negligible tax suffers lesser tax than the tax paid by the owner of the business.

Salary Earners and HRA
A salary earner can reduce tax liability by paying rent to a member of his family who owns his house in which the former resides, provided the member falls in lower tax bracket. But before practising this one must take into consideration the place where the house is located, the local laws on letting out property on rent, like stamp duty, registration charges, leave and license agreements. The rent should be perfectly paid by cheque and on regular basis through the year to prove authenticity of the transaction.

Joint Ownership of a Residential House
In case of joint ownership where the shares are in an agreed ratio, each co-owner's share of the income from the property will be included in his/her total income while filing returns. While taking loans, the co-owner can take in any ratio, irrespective of the sharing ratio. Hence, it is beneficial for the person in higher tax bracket to borrow more. It helps him/her to save more tax on interest deductions.

Owning House Property
A self-occupied house should always be bought by the person with highest tax bracket. This will not fetch any return and the fall in his investible surplus will reduce his future income and future tax liability. 
	Income Tax - Appendix 
[image: image128.png]




	[image: image129.png]




[image: image130.png]


[image: image131.png]



For the Assessment Year 2007-08

PERSONAL TAX RATES 

For individuals, HUF, Association of Persons (AOP) and Body of individuals (BOI): 

Taxable income slab (Rs.) 
Rate (%)
Up to 1,10,000
Up to 1,45,000 (for women)
Up to 1,95,000 (for resident individual of 65 years or above)
NIL
1,10,000 – 1,50,000
10
1,50,001 – 2,50,000
20
2,50,001 – 1,000,000
30
1,000,001 upwards 
30* 
*A surcharge of 10 per cent of the total tax liability is applicable where the total income exceeds Rs 1,000,000.

Note : -
· Education cess is applicable @ 3 per cent on income tax, inclusive of surcharge if there is any. 

· A marginal relief may be provided to ensure that the additional IT payable, including surcharge, on excess of income over Rs 1,000,000 is limited to an amount by which the income is more than this mentioned amount. 




One-by-Six Scheme

One-by-six scheme was omitted according to the proposal of Finance Bill, which said that no return shall be required to be furnished under the proviso for assessment year 2006-07 and subsequent years. The amendment took effect from 1st June, 2006.



Tax Rates for NRI

Name of Income
Rate*
Dividend**
20%
Interest received on loans made in foreign currency to an Indian concern or Government of India. 
20%
Income received in respect of units purchased in foreign currency
20%
Royalty fees or technical fees
For Agreements entered into: 

· After 31.05.97 but before 01.06.05 - @ 20% 

· After 01.06.05 - @ 10% 

Interest on FCCB
10%
*The rates further increases by surcharge and education cess.
**Other than dividends on which Dividend Distribution Tax (DDT) has been paid.

Note:- If the NRI has a Permanent Establishment (PE) in India & the royalty or the fees for technical services paid is effectively connected with such, the same could be taxed at 40% (+ surcharge & education cess) on net basis. 



Fringe Benefit Tax (FBT)


The following amendments will be in effect from 1 April 2008: 

· In respect of any allotment or transfer of any specified securities or sweat equity shares, either directly or indirectly, by the employer to its employees (including former), FBT will be levied. 
· On the difference between FMV of securities FBT will be payable, for both on the date of exercise and the amount recovered from the employee. 
· The FBT will be computed according to the prescribed method of CBDT. 
· The benefits which are subject to FBT will henceforth be considered as cost of acquisition for coputing of capital gains tax in the hands of the employee at the time of sale of specified securities. 
· Section 17(2)(iii) for the beneficial proviso for computing the perquisite value in the hands of the employees is deleted. 

The undermentioned expenses will be excluded from Sales Promotion & Publicity: 

· Expenses on display of products. 

· Expenses on distribution of samples, either free of cost or at a concessional rate. 


The following amendments is in effect from 1 April 2007: 

· Equal proportion and due dates for the payment of advance tax on income will be applicable to advance FBT. 

· Consequential change will be made in the process of computing interest for delay in the payment of advance FBT. 




Income Tax Deductions

The limit of investment is proposed to increase from Rs 10,000 to Rs 1,00,000 subject to overall cap of Rs 1,00,000 provided under section 80CCE.

Under section 80D, the deduction has been increased to Rs 15,000 and for senior citizen it is now Rs 20,000.



Income Tax Rebates

It is proposed to insert clause (xxi) in sub-section (2) of this section in order to provide that the investment in a term deposit for a fixed period of not less than five years with any scheduled bank shall be eligible for a deduction under this section.

	Income Tax - Clubbing Provisions
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Clubbing Income Tax with Minor | Clubbing Income Tax with Spouse
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As per Assessment Year 2006-07
QUICK LOOK 

· A minor's income is clubbed with that of the parent with the higher income. 

· Only income earned till the year the minor attains age 18 is clubbed. 

· A minor's income is clubbed after allowing for various deductions. 

In excess of Rs. 1,500 earned by a minor, the income is added to the parent with higher income, irrespective of the residential status of either the child or the parent. The clubbing provision is applicable even if the parents are NRI and the minor stays in India or vice-versa.

Non-clubbing of Minor's Income
Clubbing provision is not applicable in the following cases: 
· If the minor is suffering from permanent physical disability. 

· If the minor earns through manual work or by using skills, experience, talent or specialised knowledge. It will be taxed as her own income. 
Exception: Income up on such incomes are clubbed with parents, like interest received from bank if the money is deposited.

Parent's Income
The minor's income is clubbed with the parent with higher income in the year the minor first earns income. Supposr it is clubbed with the mother's income in the first month, it cannot be clubbed with that of father in the following years, even the income of father exceed that of mother. 

Majority of child
At the time the child becomes major, the income earned till the date the child turns 18 is to be clubbed. In case of earning from business of minor, the profits for the year in which she turns 18 whould not be clubbed, since they would accrue the last day of the year. 

Computation of Minor's Income
Income earned by a minor is clubbed after allowing for various deductions like gross rent earned from house property is reduced by municipal taxes, a notional deduction of 30 per cent of the annual value and the interest on loans taken to buy the property.

If the income is from other sources, the income is reduced by expenses incurred in earning and then clubbed.

In case of capital gains, the proceeds from the sale of an asset are reduced by the cost of acquisition or the indexed cost of acquisition of asset. The gains are also reduced by the exemption under Sections 54, 54F, 54EC, etc. of IT Act. The balance is clubbed.

If the capital gains arise from the sale of long-term capital assets, the parent of the minor pays the tax at concessional rates as the tax rates on are same on the long-term gains irrespective of whether the child or the parent makes the gain.

The investments in immovable property should be from the minor's resources to enhance her capital in long run. This reduces the family's tax incidence, since the income earned after she turns 18 will be taxed in her hands. 

If the immovable property is to be sold during the period the child is minor, it is only after getting the permission from the High Court.

Investment of Minor's Fund 

· Dividend on shares, income from mutual funds, interest on a public provident fund account and the interest on specified bonds is tax-exempt. 

· Income from a registered partnership firm in which minor is inducted is tax-exempt. 
Loss of the Minor 
Any loss under any head arising to a minor will be treated as the loss of or the parentsf. It will be adjusted against the parent's other income subject to the provisions of the law. 

Deduction from Minor's Income
According the Section 80C, investments in specified instruments are eligible for a deduction level of maximum Rs. 1 lakh on making specified investment. Hence, where the minor has used her own money to make investment, the parent is entitled to a deduction. 

Filling of Minor's Income
A minor need not file returns as the income is clubbed. But in following cases the filing is compulsory: 

· If the income is from manual labour or through talent or specified knowledge. 
· If the minor is covered by any of the following even the income is nil and clubbed with parents: 
· Owns immovable property. 

· Owns vehicle. 

· Has incurred expenditure on foreign travel. 

· Is a member of a club. 
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