· VARIOUS SECTIONS:

	Sections
	Explanations

	28
	Charging Section

	29
	Computation

	30
	Rent/Rates/Taxes/Insurance Premium, Repairs & maintenance related to building leased by an assessee for the purpose of his business & profession.

	31
	Rent, Insurance Premium, Repairs & Maintenance related to plant and machinery, Furniture used by an assessee for the purpose of business and profession.

	32
	Depreciation

	
	Condition:

1) The assessee must be owner of the assets

2) The assets must be used by the assessee for the purpose of his business and profession.

	
	Passive use of assets

	
	What is block of assets:

1) Assets which are similar in nature and on which same rate of depreciation is applicable is called block f assets.
2) Depreciation should be computed on 31st March at 12 o’ clock midnight.

3) Only those assets which are qualified for depreciation of which assessee is an owner on 31st March at 12 o’ clock midnight.

4) Any assets purchased sold during the year will not qualified for depreciation.

5) Any assets purchased during the year will be qualified for depreciation, even if it is purchased on 31st March.

6) In case when new asset is purchased by the assessee during p.y. and put to use for less than 180 days, 50% of the normal depreciation will be allowed i.e. Assets purchased upto 3rd October of the previous year will be qualified for 100% depreciation where as assets purchase then after will be qualified only for 50% of the normal depreciation. It may be noted that this rule is to be applied only for the year in which assets are purchased by the sessee in subsequent year it shall always be subjected to 100 of the normal rate of depreciation.

7) Once an asset is entered into block it looses its individual identity. Depreciation is always computed on the total block and not on the individual assets. As a result of this is the WDV of the individual asset can not be found out. Consequently no profit or loss will arise on sale of individual assets.

8) Normally for the sale of assets FIFO method is assumed, it means it is understood that the assets are sold first out of opening WDV and then after out of current year purchase. In current year purchase also the priority shall be given to the assets purchased earlier as against the least purchase.

9) Profit/loss on sale of assets may arise in the two circumstances as referred to in section 50(1) and section 50(2). It may be noted that such a capital gain shall always be short term capital gain in case of loss short term capital loss.

	
	Straight line method of depreciation:
1) Generating or generating and distributing electricity.

2) The assets should have been purchased on or after 1-4-1998.

	
	Points:       1)   Once way
2) Specific Assets.

3) Rate of assets.

4) Individual identity of the assts will be mentioned.

	
	E.g.          Assets purchased on 1-8-98                                              100

      Less    Depreciation @ 10%                                                          10

                                            Value of asset on 1-4-99                          90

      Less    Depreciation @ 10%                                                          10

                                             Value of asset on 1-4-00                         80

      Less   Depreciation @ 10%                                                           10

                                            Value of asset on 1-4-01                         70

	
	1) If asset is sold at less than WDV then balance amount will be treated as terminal depreciation [Section 32(2)]

2) If asset is sold at WDV then no profit no loss.

3) If asset is sold at more than WDV but less than actual price than balance amount will be treated as Balancing Charge [Section 41(2)]

4) If asset is sold at actual price then balancing amount will be treated as balancing charge [Section 41(2)]

5) If asset is sold at more than actual price then to the extent allowable depreciation will be treated as balancing charge and over actual price will be treated as short term or long term capital gain.

	33AB
	Tea development allowance

	33ABA
	A site restoration fund

	33AC
	Reserve for shipping business

	35
	Expenditure on scientific research

	35(1)(i)
	Revenue expenses incurred for scientific research related to assessee business incurred by someone else on behalf of assessee will be fully allowed.

	35(1)(ii)
	Contribution made to approved scientific research association or college or university or other approved institution for scientific research is allowed.

	35(1)(ii a)
	

	35(1)(iii)
	Contribution made to approved university or college or university or other approved institution for scientific research is allowed.

	35(2)(IA)
	Contribution made to approved university, college or institute for research in social science or statistical research.

Condition:

1. Cost of land will not be allowed.
2. Allowed to the extent positive profit available before claiming any such expenses and balance to be carried forward.

	35(2AA)
	Any sum paid to national laboratory or ITI or a university will be allowed as a deduction of 11/4  or 1.25% time of amount so paid. 

	35(2AB)
	Expenditure on in house research and development.

	35A
	Expenditure on acquire of patents, Copy right.
Acquire up to 31-3-98                                           Acquire 1-4-98 and on words
 Allowed in ¼ annual        Allowed depreciation on @                                                          equal   installment                                              25% in block of intangible asset

	35AB
	Expenditure on acquision of technical know how

Up to 31-2-’98                                                     Or on after 1-4-‘98


From govt. 

 Other than govt.   

Allowed dep. @ 25% in                                                                                                                                 





            block of intangible assets.

3 equal annual 
6 equal annual 

                     
      installment

installment.

	35ABB
	Capital expenditure incurred on acquisition of licence to opera telecommunication service

	
	Licence Fees
Before commencement



After commencement 
    of business.





of business.

Allowed in 5 annual



      Allowed 2007-08 to 2011-12 installments from 2008-09 to 2012-13

	
	Note: Allowed from the year in which actual amount made.


Paid: 

  300 Cars in 2007-08






              200  Cars in 2008-09


Allowed:           300 cars / 5  =  60 Cars in 2007-08 to 2011-12


              200 cars / 4  =  50  Cars in 2008-09 to 2011-12


Total Allowed: 07-08 = 60 Cars





                          08-09 to 11-12  =  110Cars 

	
	Provision when such a license is sold:

SOLD
        Sold partly






Sold fully


Remaining amt. after reducing

                              Similar to Dep. Sales price will be written-off




             over unexpired life of licence.

	
	E.g. Licence fees paid

 500 cr

(For 5 years)



(-) Allowed 1st year
 100 cr


Balance
 400 cr

(-) Sales price

 100 cr

    Remaining amt.


    allowed over 4 year
 300 cr
	E.g. Licence fees paid

 500 cr

(For 5 years)



(-) Allowed 1st year
 100 cr


Balance
 400 cr

(-) Allowed 2nd year
 100 cr

     Unallowed amt.
 300 cr



*


	
	

	35AC
	Eligible project and scheme. E.g. Earthquake in kutch.

Co-own expense & contribution other – only contribution.

	35CCA
	Contribution for rural development

	35CCB
	Deleted

	35D
	Amortization of parliament expense.

	35DD
	Amortization of expenditure of amalgamation and damage i.e. as good as preliminary expenses of amalgamated co.

	35DDA
	Lump sum amount paid on VRS

	35E
	Expenses for prospecting of minerals.

	36(1)(i)
	Insurance premium on stock in trade.

	36(1)(ia)
	Insurance premium paid by federal milk co- operative society.

	36(1)(ib)
	Premium paid by employer for insurance on the health of his employees.

	36(1)(ii)
	Bonus and commission to employees subject to section 43-B

	36(1)(iii)
	Interest on borrowed capital.

Condition:

1. The loan is borrowed by the assessee.

2. Loan used for the purpose of this business.

3. Interest is paid or payable by the assessee on such a loan.

	36(1)(iv)
	Employer’s contribution to RPF or approved superannuation fund.

	36(1)(v)
	Contribution to approved gratuity fund.

	36(1)(va)
	Deduction made from staff salary for staff welfare scheme i.e. Employee’s contribution.

	36(1)(vi)
	Write off allowance for animals.

	36(1)(vii)
	Bad Debts

	36(1)(viia)
	Provision for BDR

	36(1)(viii)
	Transfer to special reserve.

	36(1)(ix)
	Family planning expenses.

	36(1)(xii)
	Entities created under an act of parliament.

	36(1)(xiii)
	Banking cash transaction tax

	37(1)
	General Deduction

Condition:

1. It must be incurred by the assessee during previous year.

2. The expenses should not be covered u/s 30 to 36.

3. It must be related to assesse business and profession.

4. It must not be personal in nature.

5. It must not be capital in nature.

6. The expenses which are opposed to public policy shall be disallowed.

	Disallowed Expenditure

	37(2B)
	Advertisement for newspaper/Magazine/Slovenlier etc. published by political party.

	38
	Assets used partly for business and partly of personal use.

	40(a)
	1. any interest paid outside India without TDS

2. Any salary/Remuneration/fees for technical services/Royalty etc. paid outside India without TDS.

3. Income tax and wealth tax (including advance Income tax).

4. Fringe benefit Tax (FBT).

5. Employer’s contribution to PF without TDS.

6. Security Transaction Tax.

7. Any tax of employee paid by employer as referred in section-10(10CC).

	40(b)
	Interest and remuneration to partners.

	
	A. Interest to Partners:

1. It must be authorized and in accordance with partnership deed.

2. It shall specifically be allowed in partnership deed.

3. No retrospective effect can be given.

4. It shall be at the rate which is specified in partnership deed. However, such a rate can not exceed 12% p.a. simple rate of interest.

B. Remuneration to Partners:

1. It must be authorized and in accordance with partnership deed.

2. It shall specifically be allowed in partnership deed.

3. No retrospective effect can be given.

4. It should be paid to active partners only.

5. It should be at the rate which is specified in partnership deed. However, it is subject to ceiling limit as under.

Ceiling Limit:

A. In case of professional firm:



Income/ Book Profit

Rate

For 1st up to Rs. 100000 of book profit or in case of loss

90% of book profit or Rs. 50000 whichever is higher.

For 2nd Rs. 100000 of book profit

60% of book profit

For balance amount of book profit

405 of book profit

B. In case of business firm:

Income/ Book Profit

Rate

For 1st Rs. 7500 of book profit in case of loss

90% of book profit or Rs. 50000 whichever is higher.

For 2nd Rs. 75000 of book profit

60% of book book profit.

For balance amount of book profit

40% of book profit



	40A(2)
	Payment made to relatives

	40A(3)
	Expenses incurred in excess of Rs.20000 otherwise then by way of account payee/ crossed or crossed DD.

20% of such payment shall be disallowed its 20% of total and in excess of Rs. 20000. it has been increased to 100% disallowed w.e.f. A.y. 2008-09

Rule 6DD :  Exceptions

1. Payment made to banking and other credit institution.

2. Payment made to government like direct tax.

3. payment made a contract entered into before 1-04-1969

4. Payment through the banking system.

5. Payment made by book adjustment against the amount of any liability incurred by the payee for any goods supplied on services by the assessee to such payee.

6. Payment made for purchase of agriculture or forest produce and payment made to cultivation, grower or producer.

7. Payment made to a producer in respect of the purchase of products manufactured or proceeds without the aid of power.

8. Payment made by a person who ordinarily resides or carries on business in a village not served by any bank.

9. payment by way of gratuity ,retrenchment compensation etc. made to employee or his legal heirs if his drawing salary not exceeding Rs. 7500 per year.

10. Payment made by an assessee by way of salary to his employee after deducting income tax from salary when such employee. . 

i) Is temporarily posted for a continuous period of 15 days or more in place other than his normal place of duty or on a ship and

ii) Does not maintain any bank a/c at such place.

11. Payment required to be made on a day on which the banks were closed either on account of holiday or strike.

12. Payment made by any person to his agent.

13. Where the payment is made by an authorized dealer or a money changer against purchase of foreign currency or traveler’s Cheque in the normal course of his business.

Example of section 40A(3)

Note:

Rs. 20000 is per bill per payment  So when amount paid in excess of Rs. 20000 by cash for more than one bill, and each such bill is of less than 20000/- no disallowance may be made not only that in case When a bill more than Rs. 20000 is paid fully in cash but in more than one installment and each such installment is of less than Rs. 20000 no disallowance may be made.

	40A(7)
	Disallowance in respect of provision for gratuity.

	40A(9,10,11)
	Disallowance in respect of contribution if non statutory fund.

	41
	Deemed Income

	41(1)
	Any Subsequent recovery from expense which are allowed as a deduction.

	41(2)
	Balancing charge on assets of an understanding engaged in generating or generation and distribution of power. 

	41(3)
	Sale of  capital assets used for scientific research.

	41(4)
	Recovery  out of bad debts allowed as deduction

	41(4A)
	Amount withdrawn from special reserve created and maintained y certain financial institution.

	41(5)
	Los of  p.y. in which business to exist can be set off from the above deemed income.

	176(3A) and (4)
	Deemed income in hands of recipient in case of  discontinued  business or profession.

	41(1)
	Definition:  Actual cost of an asset.

	43A
	Effect of fluctuation in foreign exchange rate.

	43B
	Certain deduction to be allowed only on actual payment.

1. Any sum payable by way of tax, duty, cess or fee by whatever name called under any law for the time being in force.

2. Any sum payable by the assessee as an employer by way of contribution to any PF or super annuation fund or gratuity fund or any other fund for the welfare of employees.

3. Any sum payable to an employee as bonus or commission for services rendered.

4. Interest payable on loan taken from IDBI, IFCI etc…

5. Interest payable on loan taken from a scheduled bank in accordance with the terms and condition of an agreement.

6. Any sum payable by the assessee as an employer in lieu of any leave at the credit of his employee.

	44AA
	Maintenance of accounts by certain person carrying certain person carrying on business or profession.

Books of A/c’s shall not be necessary if,

1. His gross receipt in the profession does not exceed 150000 in any one of 3 years Immediately preceding to the previous year.

2. Where the profession has been newly set up in the p.y. ,his total gross receipts for the year are not likely to exceed Rs. 150000.

	44AB
	Compulsory audit of accounts

	
	

	44AD
	Special previous for computing profit and gains of business of civil construction.

	44AE
	Special provision for computing profit and gain of business of pling, hiring, or ceasing goods carriages. [Heavy goods vehicle 3500, other 3150].

	44AF
	Special provision for computing profit and gains of retail business. [5% of turnover]

	44B
	Special provisions for computing profits and gains of shipping business in the case of non residents.

	44BB
	Special provisions for computing profits and gains in connection with the business of exploration etc. of mineral oils.

	44BBA
	Special provisions for computing profits and gains of business of operations of aircraft in the case of non residents.

	44BBB
	Special provisions for computing profit and gains of foreign company engaged in the business of civil construction etc. in certain turnkey power project.


Amounts not deductible [Section 40]

Now with standing anything contains in section 32,38 the following amount shall not be deducted in computing the income chargeable under the head profit and gain of business and profession.

In the case if any assessee [Section 40(a)]

1. Interest, royalty, fees for technical services or other sum payable outside India or in India to non residents [Section 40(a) else (i)]. Any interest, royalty, fees for technical services or other sum chargeable under income Tax Act which is payable.


-Outside India


-In India to a non residents not being a company or to a foreign company.


On which tax is deductible at source under chapter xvii B and such has not been deducted or after deduction has not been paid during the previous year, or in the subsequent year before the expiry of the time prescribed u/s 200(1) shall not be allowed as deduction.

However where in respect of any such sum tax has been deducted in any subsequent year or has been deducted in the previous year but paid in any subsequent year after the expiry of the time prescribed u/s 200(1). Such sum shall be allowed as a deduction in computing the income of p.y. in which such tax has been paid.

Chargeable under the income tax act means that receipt of such income must be taxable in India.

2. Interest, commission, brokerage etc. paid or payable to a resident [ Section 40(a) else i(c)]

i) Any interest commission, brokerage rent royalty fees for professional service fees for technical service payable to a resident or 

ii) Any amount payable to a contractor or sub contractor being resident for carrying out any work. [Including supply of labour for carrying out any work.]

On which tax is deductible at source has not been deducted or after deduction has not been paid during the p.y. or in the subsequent year before the expiry of the time prescribed u/s 200(1) shall not be allowed as deduction.
However where in respect of any such sum tax has been deducted in the p.y. but paid in any subsequent year after the expiry of the time prescribed u/s 20091) such sum shall be allowed as a deduction in computing the income of the previous year in which such tax has been paid.

It may be observed from the above if the TDS is deposited after the due date but in the same previous year in which it is deducted, deduction of the expense shall be allowable further if the amount is credit as on the last date up to which - - are made, and TDS is deposited by the due date that is 31st May of the next year. The deduction of the expense will be allowed in p.y. in which the amount is credited. On the other hand if it is deposited after 31st May of next year. The deduction of the expense shall be allowed in the year in which such tax has been deposited.

Similarly if the amount is paid during the month of march or credited in the month of march [ Except on 31st March ] TDS should be deposited by 7th April of the next year otherwise deduction of such expense shall be allowed in the year TDS is deposited.
3. Sum paid as securities transaction tax [Section 40(a) else (1)(i)]

Any sum paid on account of securities transaction tax on purchase or sale of equity share derivatives or units of equity oriented fund shall not be allowed as deduction.

4. Sum paid on account of fringe benefit tax [Section 40C]

Any sum paid on account of FBT under section xii it shall not be allowed as deduction.

5. Tax levied on profit or gains [Section 40(a) clause (ii)]

Any sum paid on account of any rate or tax levied on the profits or gains of any business or profession or assessed at a proportion of or otherwise on the basis of any such profit or gains shall not be allowed as deduction.

Tax which are not deductible

-Indian Income Tax

-Agriculture Income Tax

-Interest payment in relation to income tax.

6. Tax paid on income earned outside India [Explanation 1 to 40(a)] [w.e.f. assessment year 2006-07]

Any sum paid outside India and eligible for relief of tax u/s 90 or deduction from income tax payable u/s 91 is not allowable and is deemed to have never been allowable as a deduction u/s 40 of income tax Act, However the tax payers will continue to be eligible fortax credit in respect of income tax act. Income tax paid in foreign country in accordance with the provision of section 90 or 91 as the case may be.
Further explanation -2 has been w.e.f 1st June 2006 to provide that any sum paid outside India and eligible for relief of tax under newly inserted Section 90(A) will not be allowed as a deduction in the computation of profits and gains from business and profession.

7. Wealth Tax [section 40(a)]

Any sum paid on account of wealth tax under wealth tax act and any tax of a similar character chargeable under any law in force in any country outside shall not be allowed as deduction.

8. Salary payable outside India or to a non resident [Section 40(a)]

Any payment which is chargeable under the head salaries shall not be allowed as deduction where is payable

-Outside India

-To a non resident

And the tax has not been paid there on non deducted tax from under chapter -   -B
If the TDS is deposited late, such salary shall never been allowed as deduction.

9. Payment to PF or other funds [Section 40 (a)]

Any payment to provident fund or other fund establish for the benefit of employees of the assessee shall not be allowed as deduction unless the assessee has made effective arrangement to secure that tax shall be deducted at source from any payments from the funds which are chargeable to tax under the head salary.

10. Tax paid by employer on non monetary perquisite provided to employees. [Section 40(a)]

Any tax actually paid by any employer on the perquisites not provided by way of monetary payment shall not be eligible for deduction while computing the business income of the employer.
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