	Answers to Frequently Asked Questions On Income Tax and Pan 

	
A. General

   1. What is Income Tax? 

It is a tax imposed by the Government of India on any body who earns income in India. This tax is levied on the strength of an Act called 
Income tax Act
 which was passed by the Parliament of India.

   2. What do you mean by 
income earned in India
? 


Income earned in India
 is not limited to income earned within the geographical limits or boundaries of the country. Certain incomes are also deemed to have been earned in India although they may have been earned outside the country.

   3. Who administers the Income-Tax Act? 

The job of monitoring the Income-tax collection by the government is entrusted to a Department called 
Income-Tax
. This department functions under the 
Department of Revenue, Ministry of Finance, Government of India
.

   4. What is the period for which a person
s income is taken into account for purpose of Income tax? 

Income earned in the twelve months contained in the period from 1st April to 31st March (commonly called 
Financial Year
 [FY]) is taken into account for purposes of calculating Income Tax. Under the income tax Act this period is called a 
Previous year
.

   5. What is an 
Assessment Year
? 

It is the twelve-month period 1st April to 31st March immediately following the previous year [refer answer-4]. In the Assessment year a person files his return for the income earned in the previous year. For example for FY:2006-07 the AY is 2007-08.

   6. Who is supposed to pay Income Tax? 

Any Individual or group of Individual or artificial bodies who/which have earned income during the previous years are required to pay Income tax on it. The IT Act recognizes the earners of income under seven [7] categories. Each category is called a 
Status
. These are Individuals, Hindu Undivided Family [HUF], Association of Persons [AOP], Body of individuals [BOI], Firms, Companies, Local authority, Artificial juridical person.

When Companies pay taxes under the Income tax Act it is called 
Corporate tax
.

7. Is Income tax Act applicable only to residents?

No, The Income tax Act applies to all persons who earn income in India. Whether they are resident or non-resident.

8. Who is a resident?

If an individual stays in India for 182 days or more in a year, he is treated as resident in that year regardless of his citizenship. If the stay is less than 182 days he is a non-resident.

9. How can I know whether a company is resident or non-resident?

A company is considered as 
resident
 if it is incorporated under the Indian Companies Act. A foreign company can also become a 
resident
 if the control and management of its affairs is done entirely in India during the previous year.

10. How is resident/ non-resident status relevant for levy of income tax?

In case of resident individuals and companies, their global income is taxable in India. However non-residents have to pay tax only on the income earned in India or from a source/activity in India.

  11. I am an Indian scientist, who had gone abroad on a government project. Should my return of income include income earned/received abroad? 

It depends on your residential status. If you are a resident all incomes earned globally are taxable. Therefore the same needs to be included in the return. However if any tax is paid on that income in the foreign country, you will get credit for the same.

B. Taxable Income

  12. What does the Income Tax Department consider as income? 

The word 
Income
 has a very broad and inclusive meaning. In case of a salaried person, all that is received from an employer in cash, kind or as a facility is considered as income. For a businessman, his net profits will constitute income. Income may also flow from investments in the form of Interest, Dividend, and Commission etc. Infect the Income Tax Act does not differentiate between legal and illegal income for purpose of taxation. Under the Act, all incomes earned by persons are classified into 5 different heads, such as:

         1. Income from Salary
         2. Income from House property
         3. Income from Business or Profession
         4. Income from capital gains
         5. Income from other sources 

  13. Are all receipts considered as income? 

No.

Receipts can be classified into two kinds. A) Revenue receipt B) Capital receipt.

The general rule under the Income tax Act is that, all revenue receipt are taxable unless a receipt is specifically exempted and all capital receipts are exempt from taxation unless there is a provision to tax it. Gifts and loans etc are in the nature of capital receipts not attracting tax.

  14. What are revenue and capital receipts? 

In a simple language, all that one derives from a source is called revenue receipt. For ex. Salary from employment, Rent from property, Interest or Divided from Investments, Profits from business. When an income is earned on account of transacting the source itself, it is called Capital receipt. For ex. Sale of land and building, business, investment etc.

  15. Is income tax levied on gifts received by a person? 

Gift exceeding Rs 25,000 is taxable unless it is received from

7 any person who is a relative or

7 on occasion of marriage or

7 under will or by inheritance or

in contemplation of death of the payer

16. I own shares of various Indian companies and receive dividends. Is it taxable?

No. The dividend declared by Indian companies is not taxable in the hands of the share holders because tax on distributed profits have already been borne by the company.

17. I am a religious preacher and earn money from preaching. Do I have to pay tax and file return?

Yes.

  18. Can I claim deduction for my personal and household expenditure in calculating my income or profit? 

No.

19. Most of my income is given away in charity and I am left with just enough to meet my personal requirement. What will be considered as my income?

What is done after the income is earned does not determine its taxation. However charitable contribution to approved institutions will give you the benefit of certain deductions from taxable income.

20. My daughter stays in USA. She owns a house in India and has let it out. She has asked tenants to pay rent to me so that I can a lead decent life. She has not received any rent. Is she still liable to tax? What if she transfers the house to me?

Your daughter is the owner of the house and therefore she is liable to pay tax even though you receive the rent. If the house is transferred, then you would become the owner and you will have to pay tax on the rental income.

21. My children living abroad send me Rs.20000/- per month for my maintenance. Would this be considered as my income?

No.

  22. Is there any limit of income below which I need not pay taxes? 

At the moment individual, HUF, AOP, and BOI having income below rupees one lakh need not pay any income tax. For other categories [persons] such as co-operatives societies, firms, companies and local authorities no such exempted limits exists, so they have to pay taxes on their entire income. In cases of senior citizens aged above 65 years and women the exempted limit for the financial year 2007-08 are rupees one lakh ninety thousand and one lakh forty thousand respectively.

  23. I am an agriculturist. Is my income taxable? 

Your agricultural income is not taxable per se. However, if you have any other source of income like income from investments, property etc, while calculating tax on them, your agricultural income will be taken into account, so that you pay tax at a higher rate on that other income.

24. What is agricultural income?

To consider an activity as 
agriculture
 the basic operation such as tilling, sowing, irrigating & harvesting should have been carried out. Thereafter what is sold in the market should be the primary product harvested. Receipt from such sale is considered as agricultural receipt. If however some further processing or modification were done to the harvested product to enhance its marketable value then such enhanced value would be considered as business income.

  25. Is income from animal husbandry considered as agricultural income? 

No.

  26. Do I have to maintain any records or proof of earnings? 

For every source of income you have to maintain proof of earning and the records specified under the IT Act. In case, no such records have been laid down, you should maintain reasonable level of records with which you can support the claim of income.

  27. As an agriculturist, am I required to maintain any proof of earning and expenditure incurred? 

Even if you have only agricultural income you are advised to maintain some proof of your agricultural earnings.

  28. I win a lottery or prize money in a competition. Am I required to pay taxes on it? 

Yes.

C. Tax on Income

  29. How does the Government collect Income Tax? 

Taxes are collected by three means: a) voluntary payment by persons into various designated Banks. For example Advance Tax and Self Assessment Tax b) Taxes deducted at source [TDS] on your behalf from the payments receivable by you. c) Taxes collected at source [TCS] on your behalf at the time of spending. It is the constitutional obligation of every person earning income to compute his income and pay taxes correctly.

  30. How will I know how much Income tax I have to pay? 

The rates of income tax and corporate taxes are available in the Finance bill [commonly called budget] passed by Parliament every year.

  31. Does every person have to keenly follow the annual Finance bills? 

You need not do so. You can take professional help or the help of Public Relation Officer [PRO] in the local Income Tax Department office. You may also take assistance from Tax Return Preparers [TRP]

  32. When do I have to pay the taxes on my income? 

Generally the tax on income crystallizes only on completion of the previous year. However for ease of collection and regularity of flow of funds to the Government for its various activities, the Income tax Act has laid down payment of taxes in advance during the year of earning itself. Taxes may also be collected on your behalf during the previous year itself through TDS and TCS. If at the time of filing of return you find that you have some balance tax to be paid after taking into account your advance tax, TDS & TCS, the short fall is to be deposited as 
Self Assessment Tax
.

  33. What is the procedure for depositing tax? 

A form called Challen available in the Income Tax department, in banks and on the IT department web site should be filled up and deposited in the bank along with the money. Taxes can also be paid on-line.

  34. In the challan there are terms like 
Income tax on companies
 & 
Income tax other than companies
. What do they mean? 

The tax to be paid by the companies on their income is called corporate tax and in the challan it is mentioned as 
Income tax on Companies
. Tax paid by non-corporates is called 
Income tax
 and in the challan it is identified as 
Income tax other than Companies
.

  35. How is advance tax calculated and paid? 

It is paid in installments. The amount payable is to be calculated in the following manner:

Status
    

By 15th June
    

By 15th Sept
    

15th Dec
    

15th March

Corporate
    

15%
    

45%
    

75%
    

100%

Non-Corporate
    

nil
    

30%
    

60%
    

100%

The deposit of advance tax is made through challan by ticking the relevant column.

  36. What is regular tax and how is it paid? 

Under the Income tax Act every person has the responsibility to correctly compute and pay his due taxes. Where the Department finds that there has been understatement of income and tax due, it takes measures to compute the actual tax amount that ought to have been paid. This demand raised on the person is called 
Regular Tax
. The regular tax has to be paid within 30 days of receipt of the notice of demand.

  37. What are the precautions that I should take while filling up the tax payment challan? 

Clearly mention:

i. Head of payment eg. Corporation Tax/Income Tax

ii. Amount and mode of payment of tax

iii. Type of payment [Advance tax/Self assessment/Regular/Tax on Dividend]

iv. Assessment year

v. The unique identification number called PAN [Permanent Account Number] allotted by the IT Department. (Since PAN related services have been outsourced, for further details on PAN please see the departmental website http://www.incometaxindia.gov.in/ or www.nsdl_tin.com)

  38. Do I need to insist on some proof of payment from the Banker to whom I have submitted the challan? 

The filled up taxpayers counter foil will be stamped and returned to you by the bank. Please ensure that the bank stamp contains 
BSR[Bankers Serial number code]
, Challan Identification Number [CIN], and the date of payment.

  39. How can I know that the Government has received the amount deposited by me as taxes in the bank? 

The NSDL website [http://www.tin-nsdl.com] provides online services called 
Challan Status Enquiry
. You can also see your 
tax pass book
, an online tax credit viewing facility in the same website.

  40. What is the procedure to be followed to view my Tax passbook/Tax statement? 

You must first register your PAN by logging into the online service called 
view tax credit
 in the NSDL website [http://www.tin-nsdl.com]. Thereafter your PAN registration must be authorized by visiting the nearest TIN [Tax Information Network] facilitation center of NSDL or getting their representative to call upon you. These are paid services.

  41. What should I do if my tax payment particulars are not found against my name in your website? 

For payments deposited by you into the bank you will have to contact your bankers if the credit has not been given even after three days. In case of TDS or TCS you will have to contact the concerned deductor /collector after the due date for filing the quarterly TDS/TCS return by them is over.

  42. Is my responsibility under the Income tax Act over once taxes are paid? 

No. You are thereafter responsible for ensuring that the tax credits are available in your tax passbook, TDS/TCS certificates are received by you and that full particulars of income and tax payment along with necessary proof is submitted to the income tax department in the form of 
Return
 before the due date.

43. What can I do to reduce my tax?

The tax can be reduced by making investment in approved schemes and also by making donations to approved charitable institutions.

D. Return of income

44. What is a return of income?

It is a prescribed form through which the particulars of income earned by a person in a financial year and taxes paid on such income is communicated to the Income tax department after the end of the Financial year. Different forms are prescribed for filing of returns for different 
Status
 and 
Nature of income
.

45. From where can I get a return form?

The Public Relation Officer [PRO] can be contacted for this purpose. The form can also be downloaded from the site http://www.incometaxindia.gov.in/.

46. How can I know which form is applicable for my income?

You should choose a return form according to your status and nature of income from the following:

ITR1
    

For Individuals having Income from Salary/ Pension/ family pension & Interest

ITR2
    

For Individuals and HUFs not having Income from Business or Profession

ITR3
    

For Individuals/HUFs being partners in firms and not carrying out business or profession under any proprietorship

ITR4
    

For individuals & HUFs having income from a proprietary business or profession

ITR5
    

For firms, AOPs and BOIs

ITR6
    

For Companies other than companies claiming exemption under section 11

ITR7
    

For persons including companies required to furnish return under section 139(4A) or section 139(4B) or section 139(4C) or section 139(4D)

ITR8
    

Return for Fringe Benefits

ITRV
    

Where the data of the Return of Income/Fringe Benefits in Form ITR-1, ITR-2, ITR-3, ITR-4, ITR-5, ITR-6 & ITR-8 transmitted electronically without digital signature

47. What documents are to be enclosed along with the return of income?

The new return form numbering 1 to 8 is annexure less. Hence no documents need to be attached.

  48. Where and how am I supposed to file my return? 

A return is to be filed before your Assessing officer. It may even be sent by post or filed electronically. Nowadays returns are also being received at designated post offices.

  49. Who is an Assessing officer? 

He/She is an officer of the Income tax department who has been given jurisdiction over a particular geographical territory or class of persons. You can find out from the PRO or from the Departmental website http://www.incometaxindia.gov.in/ as to your jurisdiction.

  50. How is a return filed electronically? 

Companies and firms are compulsorily required to file their return electronically, while for others it is still optional. For electronic filing of return you have to log on to the Departmental website http://www.incometaxindia.gov.in/ and upload the information of income and taxes in the prescribed form. If you have digital signature the same can be appended and there would be no need to file a paper return. In case you do not have a digital signature you will be required to file a paper return quoting the provisional acknowledgement number received on completion of uploading.

  51. I am going out of India. Who will file my income tax return for this period? 

You can authorize any person by way of a Power of Attorney to file your return. A copy of the Power of Attorney should be enclosed with the return.

  52. Will I be put to any disadvantage by filing my return? 

No. On the contrary by not filing your return in spite of having taxable income, you will be laying yourself open to the penal and prosecution provisions under the Income-tax Act.

  53. What are the benefits of filing my return of income? 

Filing of return is your constitutional duty and earns for you the dignity of consciously contributing to the development of the nation. This apart, your IT returns validate your credit worthiness before financial institutions and make it possible for you to access many financial benefits such as bank credits etc.

  54. Is it necessary to file return of income when I do not have any positive income? 

If you have sustained a loss in the financial year, which you propose to carry forward to the subsequent year for adjustment against its positive income, you must make a claim of loss by filing your return before the due date.

  55. What are the due dates for filing returns of income/loss? 

The due dates are as follows:

Companies & their Directors
    

31st October

Other business entities, other than companies, if their accounts are auditable & their working partners
    

31st October

In all other case
    

31st July

56. If I fail to furnish my return within the due date of filing, will I be fined or penalized?

Yes. This may take the form of interest if the return is not filed before the end of the assessment year. If the return is not filed even after the end of the assessment year, penalty may also be levied.

  57. Can a return be filed after the due date? 

Yes. It may be furnished at any time before the expiry of two years from the end of the financial year in which the income was earned. For example, in case of income earned during FY 2006-07, the belated return can be filed before 31st March 2009.

  58. So far I have never paid any tax. If I file a return this year will the IT department ask me about my earlier years
 income? 

It is never too late to start honoring your constitutional obligations for payment of tax. The department may ask you to file return of income for earlier years if it finds that you had taxable income in those years.

  59. If I have paid excess tax how and when will it be refunded? 

The excess tax can be claimed as refund by filing your income tax return. It will be refunded by issue of cheque or by crediting to your bank account. The department has been making efforts to settle refund claims within four months from the month of filing return.

  60. If I have committed any mistake in my original return, am I permitted to file a corrected return? 

Yes, provided the original return has been filed before the due date and provided the department has not completed assessment. However it is expected that the mistake in the original return is of a genuine and bona fide nature.

  61. How many times can I revise the return? 

Theoretically a return can be revised any number of times before the expiry of one year from the end of the assessment year or before assessment by the department is completed; whichever event takes place earlier.

  62. Am I required to keep a copy of the return filed as proof and for how long? 

Yes. Since legal proceedings under the income tax act can be initiated up to six years prior to the current financial year, you must maintain such documents at least for this period.

63. There are various deductions that have not been reflected in the Form 16 issued by my employer. Can I claim them in my return?

Yes.

64. Why is return filing mandatory even though all my taxes and interests have been paid and there is no refund due to me?

Amounts paid as advance tax and withheld in the form of TDS or collected in the form of TCS will take the character of your tax due only on completion of self-assessment of your income. This self-assessment is intimated to the department by way of filing of return. Only then does the government acquire rights over the prepaid taxes as its own revenue. Filing of return is critical for this process and, hence, has been made mandatory. Failure will attract levy of penalty.

65. Am I liable for any criminal prosecution [arrest/imprisonment etc] if I don
t file my income tax return even though my income is taxable?

Non-payment of tax attracts interests, penalty and prosecution. The prosecution can lead to rigorous imprisonment from 6 months to 7 years and fine.

E. PAN

  66. What are the benefits of obtaining a Permanent Account Number [PAN] and PAN Card? 

A PAN number has been made compulsory for every transaction with the Income Tax department. It is also mandatory for numerous other financial transactions such as opening of bank accounts, availing institutional financial credits, purchase of high-end consumer item, foreign travel, transaction of immovable properties, dealing in securities etc. A PAN card is a valuable means of photo identification accepted by all government and non-government institutions in the country.

  67. I have lost my PAN card but remember my number. Do I necessarily need to get a fresh card? 

With your PAN you can continue to transact with the Income Tax department. However, in respect of other agencies you may encounter constraints without a PAN card since it doubles as a photo identity card.

  68. I have been allotted two PANs. Which number should I use? 

You may retain any one of the numbers and surrender the other through a letter addressed to your jurisdictional Assessing Officer.

  69. If I do not surrender the additional PAN number, is there any problem? 

Yes. It is illegal to have two PANs and the penalty for such offence is Rs.10,000/-

  70. By mistake I have been using different PANs for different purpose like one for my demat account and another for filing my Income Tax return and payment of taxes. How do I set this right? 

It is advisable to retain only one PAN, preferably the one used for Income Tax purpose and surrender the other number immediately. The institutions where the latter number has been quoted should be informed of the correct PAN.

71. Is it mandatory to file return of income after getting PAN?

No. Return is to be filed only if you have taxable income.

F. Salary Income

72. What is considered as Salary income?

Whatever is received by an employee from an employer in cash, kind or as a facility [perquisite] is considered as Salary.

73. What is meant by an employer-employee relationship?

If a person has the right/power to hire and fire another, then he is an employer of the latter.

74. What are allowances? Are all allowances taxable?

Allowances are fixed amounts, apart from salary, which are paid by an employer for the purpose of meeting some particular requirements of the employee. There are generally three types of allowances for the purpose of income tax- taxable, fully exempted and partially exempted.

  75. I am always on tour and my employer gives me substantial daily allowance, most of which is saved. Will this saving be treated as income? 

Yes.

  76. My employer reimburses all my expenses on grocery and children
s education. Would this be considered as income? 

Yes. These are in the nature of perquisite.

  77. During the year, I had worked with three different employers and none of them deducted any tax from salary paid to me. If all these amounts are clubbed, my income will exceed the minimum exemption limit. Do I have to pay taxes on my own? 

Yes. You will have to pay self-assessment tax and file the return.

  78. Even if no taxes have been deducted from salary, is there any need for my employer to issue Form-16 to me? 

Form-16 is a certificate of TDS and in your case it will not apply. However your employer must issue a salary statement.

79. Is pension income considered as salary?

Yes. However pension received from the United Nation is exempt.

80. Is Family pension considered as salary?

No. It is taxable under 
other sources
.

81. If I am receiving my pension through a bank who will issue Form-16 or pension statement to me- the bank or my former employer?

The bank.

82. Are retirement benefits such as PF and Gratuity taxable?

No. They are exempt subject to conditions and limits laid down in the Income Tax Act.

83. Are arrears of salary taxable?

Yes. However certain benefit of spread over of income to the years to which it relates can be availed for lower incidence of tax. This is called relief u/s 89(1) of Income-tax Act.

84. Can my employer consider relief u/s 89(1) for the purposes of calculating my tax liability?

Yes.

85. My income from let out house property is negative. Can I ask my employer to consider this loss against my salary income while computing my tax liability?

Yes.

86. Is leave encashment taxable as salary?

It is taxable if received while in service. Received as retirement benefit, however it is exempt subject to certain conditions.

87. Life insurance amount received on maturity along with bonus - is it taxable?

No.

G. Income from House property

88. What do you mean by 
Income from House Property
?

Unlike the other heads of income, Income from house property is a notional income based on a concept called 
Annual value
. This is the value a property is expected to fetch if it is let out. It may be more than the actual rent being received if let out. If it is not let out the expected market/fair rent will be considered as 
annual value
 for the purpose of taxation. Property includes the building and the land surrounding it.

89. If a property is not a residential house, can its income still be considered as income from house property?

Yes, provided the property is not used for business purpose.

90. What are the conditions for taxing income from a property under this head?

The person should own the property.

  91. Can interest paid on hand loans taken from friends and relatives be claimed as deduction while calculating house property income? 

Yes.

  92. I have two houses. One is a farmhouse that I visit on weekends and the other is in the city that I use on weekdays. Is it correct to treat both these residences as self occupied? 

No. You can claim any one as self occupied. Incomes from buildings situated in or near agricultural farm are considered exempt provided they are used for dwelling of the farm owner/cultivator or for related purposes of storage etc.

93. I own two houses both of which are occupied by my family and me. Is there any tax implication?

Yes. As already mentioned in the answer to Q.No: 87, income from house property is a notional income and only in respect of one residential unit, if self occupied, it will be considered as 
nil
. In case of the other residential unit, marketable rental value will have to be offered for tax.

  94. My spouse and I are joint owners of a house constructed by availing housing loan separately. Are we both individually/separately entitled for deduction of the maximum interest payable of Rs.1.5 lakh? 

No. The net taxable income from the property must be calculated first and then apportioned between the co-owners. In this process of calculation maximum interest payable of Rs.1.5 lakh can be considered only once.

  95. My spouse and I jointly own a house for construction of which both of us have invested equally out of independent sources. Can the rental income received be split between us and taxed in the individual hands? 

Yes.

  96. I have 5 separate let out properties. Should I calculate the house property income separately for each individual property or by clubbing all the rental receipts in one calculation? 

The calculation will have to be made separately for the various properties.

H. Income from business and Profession

  97. What does 
Profession
 mean? 

Profession means exploitation of one
s skills and knowledge independently. Profession includes vocation. Some examples are legal, medical, engineering, architecture, accountancy, technical consultancy, interior decoration, artists, writers, etc.

98. I have a large piece of land which I sold by dividing into smaller plots. However I am not in the real estate business. Would this one time activity still be considered as business activity?

Yes. Under the income tax Act even a solitary activity of this nature will be considered as an adventure in the nature of trade and taxed as business income.

  99. What books of account have been prescribed to be maintained by a person carrying on business under the Income tax Act? 

The Act does not prescribe any specific books of account for business. However you are expected to maintain your accounts in such a fashion that the net profit of the business can reasonably and easily be arrived at by the department. For companies the books of account are prescribed under the Companies Act. Further the Institute of Charted Accountants has prescribed certain accounting standards for business that are required to be audited by them. The Income Tax department accepts the books of account maintained under these standards.

 100. Are professionals required to maintain any books of account under the Income tax Act? 

Yes. The following books and documents are to be maintained mandatory:

         1. Cash book
         2. Journal in case of mercantile system of accounting
         3. Ledger
         4. Carbon copies or counter foils of all bills issued, being serially numbered
         5. Original copies of all expenditure bills. Signed vouchers where bills not available for less than Rs.50. 

 101. I am a small time trader. Do I need to maintain any accounts? 

Any business or profession that has an annual turnover/gross receipts exceeding rupees ten lakh and net profit of rupees one lakh twenty thousand, must maintain such books of account and documents from which its income can be reasonably ascertained by the department.

102. Where should the books of account of my business be kept and for how long?

All the books of account and related documents should be kept at the main place of business ie where the business or profession is generally carried on. These should be preserved for a minimum of six years.

103. Do I have to keep an accountant to maintain my account?

This depends upon your ability and need. You may even prefer to use the accounting software available in the market. However, you should remember that in case of turnover exceeding rupees forty lakh per annum in a business and gross receipts exceeding rupees ten lakh per annum in a profession, a professional charted accountant must audit your accounts. [Section 44AB]

 104. What is meant by audit of the books of account? 

Auditing means checking the correctness and genuineness of your accounts and verifying whether accounting principles and standards have been properly followed in conduct of your business and preparation of accounts. Under Income Tax Act, this verification will have to be carried out by an independent Chartered Accountant.

 105. In my business it is impossible to issue bills for every transaction. How can I be expected to maintain proper accounts? 

There can be no excuse for not maintaining the bill books. However, if you are a smalltime retail trader with your annual turnover less than Rs.40 lakh, then you are permitted to declare your income on presumption at 5% of your actual sales. [U/s 44AF]. In that event no books of account need be maintained. Similarly, the benefit of non-maintenance of books of account is available for civil contractors [u/s 44AD] in case 8% of the turnover is disclosed as profits. Transporters owning less than 10 goods carriage can also avail the benefit of presumptive income scheme without maintenance of books of account. However, if you declare your income below the minimum level/percentage provided under the scheme, you will necessarily have to maintain the books and get them audited.

 106. I am a medical practitioner. Do I need to maintain any accounts? 

Yes. All the books and document prescribed for professional [refer question no: 99] need to be maintained. Additionally, a daily case register in prescribed form no.3C and an inventory of drugs, consumables and other stocks also need to be maintained.

 107. Can an electric contractor also avail the benefit of deemed income provision? 

No. These provisions are specifically for civil contractors.

 108. I own 7 cars that are let out on hire to various organizations. Am I also eligible to declare presumptive income without maintaining any books? 

No. The scheme is applicable to owners of goods carriages.

 109. What are the expenses that I can deduct from my business receipt while calculating the business profit? 

Only those revenue expenses that are directly related to the earning of your business receipt can be claimed as business expenditure. Personal expenses are not allowed to be deducted.

 110. What do you mean by revenue expenditure? 

Revenue expenditures are those that are routine, recurring, and periodical with no enduring value beyond the financial year in which they are incurred. On the contrary capital expenditures are those that are spent on assets from which income is generated. These are normally enduring in nature.

111. In what form can I claim deductions for capital expenses incurred in my business?

The Income tax Act allows you to claim depreciation on your movable tangible and intangible assets. The rates of depreciation are different for different assets.

 112. I am engaged in wholesale business and also have a commission agency. My turnover from wholesale business this year is Rs.38 lakh while my commission income is Rs.5 lakh. Do I have to get my accounts audited since the total is exceeding Rs.40 lakh? 

Yes, auditing of accounts is compulsory where gross receipt of a person exceeds Rs.40 lakh.

 113. I am an Insurance agent. I incur substantial expense on travel and also meet the first few insurance premia of my customers. However I have no documents to prove these expenses. How can I claim them? 

If your commission earning is more than rupees sixty thousand a year, then you will have to maintain books of account and proof of expenditure. No claim for the premia payment will be allowed if the customer has claimed the same as his own expenditure.

I. Capital Gains

 114. I have sold a house for Rs.5 lakh, which had been purchased by me 5 years ago for Rs.2 lakh. Am I required to pay any tax on the profit of Rs.3 lakh earned by me? 

Yes. This profit, which is called capital gain, is taxable subject to certain conditions.

115. Sale of what kind of assets attracts capital gains?

All transfer of capital assets attracts capital gains. Capital assets are those properties that have an enduring value and they are not consumable.

 116. What does transfer mean? 

Transfer means giving up your right on an asset. It includes sale, exchange, compulsory acquisition under any law, relinquishment etc

117. Does the capital gain tax differ according to my period of holding an asset?

Yes. If assets are held for more than 36 continuous calendar months prior to transfer they are called long-term assets and their transfer results in long-term capital gain that is taxed at the rate of 20%. The only exception to this general rule is in respect of securities for which the period of holding prior to transfer is 12 months to be considered as long-term capital asset and the rate of tax is nil, provided securities transaction tax has been paid. Any transfer of assets held for lesser than these periods would result in short-term capital gain. This is taxed at normal rates in respect of all assets except securities. For securities the rate of tax is 10% along with payment of securities transaction tax.

118. Can I get any benefit for erosion in the value of money over the years while calculating my gain on sale of asset?

Yes. To neutralize the erosion of value of money over the years the cost index for the year of sale is factored in while calculating the cost of investment so that the impact of inflation is neutralized and only the actual gain to the seller is brought to tax.

119. I have sold a property and made profit. If the sale amount is reinvested in purchase of a site, is my profit exempt from tax?

No. For getting exemption the nature of property sold is relevant. If you have sold a residential property, the gain received on sale should be reinvested in another residential property [which may include land and building] to qualify for exemption [section 54]. Even if you have sold a property other than a residential property, you will qualify for exemption only if the net consideration is reinvested in a residential property which may include land and building [section 54F].

120. If I sell my land will I be taxed?

Gain from sale of non-agriculture land is taxable as capital gain. Gain from sale of agriculture land is taxable only if it is located within 8 kilometers from the urban limits.

J. Tax Deduction at Source

121. What is TDS?

TDS means Tax Deducted at Source. It is the amount withheld from payments of various kinds such as salary, contract payment, commission etc. This withheld amount can be adjusted against your tax due.

122. Is TDS relevant for me as a businessman?

Yes. Payments may be made to you after TDS. You can adjust this against your final tax liability. You are also required to effect TDS while making business payments. Failure to do so will result in the entire of expenditure being disallowed as your business expenditure and taxed as income.

123. I have made some deposits with a bank on which annual interest is around Rs.15000. My income is below taxable limit. The banker wants to deduct tax. What do I do?

You can file a self-declaration to the banker in form 15H stating that your income is below taxable limit. The form is available with your banker, the local Income-Tax office and can be downloaded from the website http://www.incometaxindia.gov.in/. This form should be filed before the interests begin to accrue in the fixed deposit account, since the declaration has no retrospective effect.

124. I have let out a property for Rs.20,000 per month. The tenant is deducting tax that is more than my tax liability. What can I do under this circumstance?

If you compute your tax liability and find it to be lower than the tax being deducted, you may approach your assessing officer by filing Form 13. He will issue a certificate directing the tenant to make TDS at a lesser rate. This form is available with the local Income tax office or can be downloaded from the website www.incometaxindia.gov.in.

125. I have deducted tax from payments disbursed but used the same for some urgent financial needs. What are the consequences?

It is an offence to misuse the tax deducted at source. It should have been remitted to government account within the time allowed. The failure attracts tax, interest, penalty and also rigorous imprisonment up to seven years

126. What can I do if I am unable to get the TDS certificate [form-16 or 16A]?

It is the duty of every person deducting tax to issue TDS certificate. In spite of your asking if you are denied the certificate then there is a chance that the tax deducted has not been deposited by the deductor to the government account. Please inform the department [PRO or TDS section] which will then do the needful.

127. I have not received TDS certificate from my employer. Can I claim TDS deducted from my salary?

Yes. The claim can be made in your return. Department however will raise a demand which will not be enforced on you but on your employer.

128. If the employer does not deduct tax and employee also does not pay his due tax, who will be held responsible for tax payment?

The ultimate responsibility to pay tax rests on the person who has earned income. If the employee deposits such tax then the employer will be liable for interest and penalty for failure to deduct tax.

129. I am buying a property from a person residing in USA. Should I deduct tax while making payment?

Yes u/s 195. In case you have any doubt regarding the amount on which TDS is to be made, you may file an application with the officer handling non-resident taxation who will pass an order determining the TDS to be made. Alternatively, if the recipient feels that the TDS is more he may file an application with his Assessing officer for non-deduction.

130. Can I use PAN to pay the TDS deducted into government account?

No. You are required to take a separate Tax Deduction Account Number [TAN] by making an application in form 49B with the Tin facilitation center of NSDL.

131. In case the deductee comes back stating that the original TDS certificate is lost, whether a duplicate certificate can be issued?

Yes. The deductor will have to issue the certificate in a plain paper giving necessary details of deduction and remittance.

L. Assessment

 132. What is the mechanism by which the department checks the correctness of my return of income? Would I be given an opportunity to present my views during the course of such verification? 

Based on information available with the department a small percentage of returns are picked up for verification. This process is called scrutiny. You will be given full opportunity to put forth views and evidences to support your claims.

 133. What recourse is available to me if I am unhappy with the order passed by my Assessing officer? 

The Income tax Act has provided for filing appeals in such cases. The first appellate authority is the Commissioner (Appeals). Subsequently the matter can be taken to the Income Tax Appellate Tribunal, then to the High Court and Supreme Court.

 134. Some demand has been raised by my Assessing officer after assessment. Can I pay this demand in installments or seek time till my appeal is settled? 

Yes. You may approach your Assessing officer within 30 days of receipt of demand notice for installments or stay or seek time for payment. However you are liable to pay interest for delay in payment of demanded tax.


31.  The assessee who is under presumptive taxation scheme i.e. "no accounts case", what he should write for sundry debtors, sundry creditors, stock in trade, cash balance, gross profit as he may not have all these details since he is not maintaining books of accounts. 

Answer: He has to give these figures from primary records. 

  32.  If a persons is receiving as a partner interest, remuneration from a firm and is also proprietor of a concern can he show the share of interest and remuneration received from n schedule BP (computation of income for Business or Profession) in item no. 23 as any other income not included in profit and loss account or in item no. 22 any other item or items of addition under section 28 to 44DA. 

Answer: Yes. 

  33.  If a person is leaving India for good (i.e. permanently) during the accounting year 07-08 and his assessment is to be made for the income of the period from 01.04.2007 to the date of his departure from India u/s 174 (i.e. for the A.Y. 08-09), which return he has to filed as form no. ITR 1 to ITR 8 have been prescribed only for assessment year 07-08. 

Answer: He may use ITR forms notified for A.Y. 2007-08. 

  34.  How the income from house property is to be shown if the property is partly self occupied and partly rented. 

Answer: It is to be shown on proportionate basis. 

  35.  Income from self occupied property has loss after deduction of interest on borrowing in which column should if be mentioned. 

Answer: It should be mentioned in schedule in HP and set off up of the loss from the current years income should be carried out in schedule CYLA. 

  36.  Many professionals have only one savings account and all professional income is in the same account. For him there may not be any balance sheet of his business. What should he fill up in the Balance Sheet part?. 

Answer: This is a legal requirement. One has to fill up the details in the balance sheet which may be worked out from the bank account or from other records maintained by the Assessee. 

  37.  The profit and loss account contained in the forms require the assessee to furnish complete details of different types of duties paid or payable in respect of goods and services purchased. In majority of cases this may not be practically possible. 

Answer: It is provided in the instructions that in such situations one can show the purchases inclusive of duties and taxes. 

  38.  In case the assessee desires to convey something by the way of separate note which may be essential, no separate space has been provided for that. 

Answer: This issue has been clarified by the Board in its Circular no. 5/2007 dtd 26-07-2007 and Circular no. 9 dtd 10.10.2006. As stated therein , one can make such disclosures in scrutiny assessment after the receipt of notice u/s 143(2) of the Act. 

  39.  The structure of the profit and loss account is such that it suits manufacturing or trading business only. It does not suit the service providers like hotel, transport agents, professionals etc. It is likely that the assessees in the service industry will have to recast or reframe its profit and loss account. Please clarify as to how service sector requirements could be factored in. 

Answer: The balance sheet and profit and loss account are trade independent. These are the part of accounting systems. One has to follow these system which are standardized. Some amount of re-casting/re-framing may be required. 

  40.  Which Form of returns would be applicable in case an assessee wants to file return for earlier years? In such a situation can he file the return in physical form?. 

Answer: For earlier years one has to use old forms. For A.Y. 2006-07. facility to e- file exists for Form no1 , Form no2F. Form no. 3 and Form no. 3B. 

  41.  Are the details required under Annual Information Report mandatorily to be filled in by all assessee?. 

Answer: This is mandatory requirement for those to whom it is applicable. Please read instructions given with the return in this regard. 

  42.  Can the stand-alone form on Fringe Benefits be used by companies and firms as well?. 

Answer: Form no. 8 is only for those assessees who are not supposed to file I.T. ve to file return of FBT. 

  43.  If an individual has loss from house property, can he use ITR-1?. 

Answer: No, he has to used to ITR-2 form. 

  44.  If AOP/BOI do not have taxable income, can they use ITR-8 instead of ITR-5? What about a firm? Can they also use ITR-8 instead of ITR-5?. 

Answer: It is the requirement of filing the return of income which would decide the issue and not the amount of taxable income. ITR-8 is to be used if the taxpayer is not required by the law to file income tax return but has FBT liability. 

45.  What form of return should be filled by a salaried class person having housing loan also?. 

Answer: Form no. ITR-2. 

46.  As the returns now are annexure less, it is difficult to comprehend as to how the Assessing Officer is going to verify the veracity of various claims made in respect of investments not reflected in Form 16. 

Answer: At the processing stage no verification is required under the Act. The cases which are picked up under scrutiny could be verified during scrutiny proceedings. 

47.  As per Section 50 the Income-tax Act, there is no need to disclose sale of fixed assets made during the year out of purchases for a period of 180 days or more, or purchases for a period less than 180 days. The details asked in the Schedule DPM are against the provisions of Section 50?. Please clarify the same. 

Answer: The form has been designed keeping in view the provision in the Act. The interpretation given above is not borne out by the Act. The details in schedule DPM are in conformity with section 50. 

48.  The Income-tax Act requires the following to be attached with return:(a) proof for interest for housing loan.(b) certified copy of the deed in the case of new firm or in the year of change in constitution. (c) form 30 in the case of refund But the return is annexure less; How one can comply with the requirement under the Act ? 

Answer: The Act has been amended and in view of S139C, 139D ,amended Rule12 and Circular no. 5/2007 dtd 26-07-2007, the requirement of documents with the return has been dispensed with. 

49.  Individuals/HUF who are self employed doing brokerage, commission, CA practice, doctors, architects, beauty parlour, etc. and does not maintain their accounts related to the business but maintains personal accounts in the form of profit & loss and balance sheet.Please let me know: Which ITR form to be used. If ITR 4 is to be used whether the personal accounts to be treated as accounts of proprietory business and accordingly to be loaded in the form. 

Answer: ITR-4 would be the applicable form. Personal accounts or assets/ liabilities are not required to be shown. Only business assets/ liabilities are to be mentioned. 

50.  In case of ITR-4 PART A BS under application of funds S. No. 3(b) captioned as loans and advances there is no column to show loans given to business associates or others. Please advice. 

Answer: They are to be shown in column 3b(i) of schedule PartA-BS. 

51.  In case of salaries how to incorporate details of more than one employer. 

Answer: In the software facility exists to use dynamic rows to take care of more than one employer. 

52.  Whether return in paper form is necessarily to be submitted to the jurisdictional assessing officer or it may be submitted to any income tax office in India. 

Answer: No. Paper return is not to be submitted in the office in case of e- filing. This has been once again clarified by the CBDT in its Circular no. 5/2007 dtd 26-07-2007. If an e- return is filed with digital signature , the tax payer gets an instant acknowledgement and he does not have to file any further document any where. In case the return is filed without digital signature, the taxpayer gets an instant ITR-V form which is an acknowledgement cum verification form. A copy of this is to filed with in 15 days of e- filing with the income tax office. Instructions have been issued by the CBDT to receive ITR-V forms centrally in the I.T. office. In case of any inconvenience in this regard, please contact local CCIT/CIT. 

53.  Whether all types of pension viz. under Superannuation scheme, Family pension Fund, Employees pension Scheme, pension from LIC under Jeevan Suraksha etc is to be shown under the head "Salary" or all/any of the above is to be shown under the head "Income from other sources". 

Answer: NO, this has to be shown as income from other sources. 

54.  What is the manner in which the note(s) required to be submitted along with the return is to be furnished since no document is to be attached to the return. In absence of the said note(s), different view may be taken by the tax department while assessing the income. 

Answer: This matter has been clarified by CBDT vide its Circular No. 5/2007 dt 26-07-2007. Pl download the circular from the website for reference. 

55.  Whether new ITR-2 can be used at the option of the assessee for filling return for A.Y. 2006-07 and earlier year (s) or should old form be necessarily used for such return. 

Answer: No. For earlier years , one has to use old forms. 

56.  A partnership firm engaged in retail trade declares net profit @ 5% of gross turnover. As such it is not required to maintain books of accounts. It pays salary and interest to its partner in accordance with law. Consequently its net profit as well as taxable income is reduced to nil. How can the above be filled up in ITR 5 so as to reflect that the profit declared complies with the provisions of section 44AF and also the computational provisions of the I.T. Act? 

Answer: If the assessee does not maintain books of accounts , he has to fill in column no. 52 of Part A- P&L. The business profit is to shown as per column 52d of schedule P&L. It is provided in schedule BP also in the same manner. 

57.  In ITR- 4 the requirement relating to statutory reserves in case of individual or HUFs carrying on proprietorship business or profession does not appear to be in place. 

Answer: It is provided in Part A-BS 1 (b) iii. 

58.  ITR form no. 8, why tax auditor details are required when income tax return is not required to be filed. 

Answer: The audit is a mandatory requirement of the law. What has been relaxed is only its non submission at the time of filing of return. Therefore , the details are required as a check against misuse. 

59.  The proprietor is having personal set of books in addition to business books. How to accommodate two balance sheet in ITR-4. 

Answer: Personal balance sheet is not called for in the return. Only business details are required. 

  60.  Is circular 9/2006 still valid for AY 2007-2008? 

Answer: Yes, its provisions have been reiterated in the recent Circular no. 5/2007 dtd 26-07-2007 of the Board. 

61.  An assessee earns income from Salary + Interest + Dividend. Dividend is exempt u/s 10. Which form to be used? Form 1 or Form 2? 

Answer: Form no ITR-2. Exemption of income is not the criterion. 

62.  In schedule of AIR of all ITRs relating to financial transactions whether the limit fixed is for aggregate or single in each category as shown in the following transactions.(a) saving account with more than on Bank. (b) credit card with more than one Bank. (c) purchase of units of mutual funds. (d) bonds or debenture of more than one company or institution. (e) equity shares issued by more than one company. (f) purchase or sale of more than one property. 

Answer: This limit is the aggregate value for all transactions except property value where it is the value of a single transaction

