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My Pages on Depreciation u/s 32 of ITA ’61
                                                                             Mandatory

Even if not claimed by the assessee, it should be allowed by AO 
Expl 5 to Sec 32 (1)

Conditions:
1) The assessee must be the owner of the asset.

· Even fractional ownership is recognised.

· Expl 1 to Sec 32

Bldg held

renovation,

as a tenant                        extension,




improvement


Dep can 

Value of asset

be claimed

belonging to




assessee

· Beneficial ownership in terms of possession, usage & control is sufficient to claim Dep u/s 32

· Dep is allowable on purchase of asset on HP/ Instalment but not available on leased asset.

2) The assessee must use the asset for the purpose of B/P

· Usage is interpreted to include ‘passive use’ or ‘potential use’ and not necessarily ‘active use’.
3) Asset must be used during the PY

· Even for 1 day 

less than 180 days


       In the year of purchase
50% Dep allowable

4) Asset must fall under eligible class of assets.

Tangible



Intangible








Bldg, m/c,



Know-how,

Plant, Furniture



Patents etc.

Block of Assets – Sec 2(1)

· It means ‘asset having same character & same rate will go to one block’.
· Assets are first classified as tangible/ intangible and then on the bases of rate of depreciation as per rules.
· Each such group will be treated as a block of asset.
· Building includes roads, bridges, culverts, wells & tube wells.
· M/c – any asset directly connected with the production/ mfg/ processing.
· Furniture – assets used for convenience & decoration.
· Plant, in a wider sense, includes any asset not falling under other categories but which is essential/ inevitable to carry on B/P. It includes ships, vehicles, books, scientific apparatus & surgical equipments used for B/P.
Actual Cost – Sec 43 (1)

It means cost incurred to acquire/ construct the asset.

Add: (i) Amt incurred to bring the asset to present location/ condition.

         (ii) Amt of installation charges

        (iii) Exps related to purchase/ usage of asset

        (iv) Interest on loan up to the date when the asset is ready to use – Expl 8 to Sec 43 (1)

Less: Amt met by other person/ authority – Expl 10 to Sec 43 (1)

Explanations to determine Actual Cost

	No.
	Particulars
	Value

	1
	Asset acquired for Scientific Research subsequently brought in to business 
	Nil


	2
	Gift/ Inheritance (any asset)
	WDV of the Previous Owner

	3
	2nd hand asset acquired with a view to claim depreciation on enhanced cost or to reduce tax liability
	Cost determined by AO with prior approval of JCIT

	4
	Asset transferred & reacquired
	Lower of –

WDV at the time of original t/f

· or      -

price paid for acquiring the asset

	4A
	Purchase & Lease-back to person who had earlier claimed depreciation on that asset
	WDV to the transferor at the time of transfer

	5
	Bldg. used for pvt. purpose & brought to business 
	Notional WDV

	6
	Transfer between H/S Cos. (Conditions to be satisfied)
	WDV in the hands of transferor

	7
	Amalgamation
	

	7A
	Demerger
	

	9
	Asset on which CANVAT Cr. is availed
	Amt of Cr. should be reduced from actual cost

	11
	Asset brought to India by NR
	Notional WDV

	12
	Asset acquired under corporatization
	

	13
	Asset acquired from specified business activities referred to u/s 35D –

(i) by way of gift/ will/ irrevocable trust
(ii) on distribution on liquidation of Co.

(iii) t/f to specified business reorganised u/s 47
	Nil


Computing Depreciation [WDV] – Sec 43 (6) 
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              (XX)

WDV for the purpose of Dep.



XXX
(-) Depreciation as prescribed %




XX
 
Cl. Value of the Block




XXX
Additional Depreciation

· Applicable only to an Industrial undertaking (Manufacturing Unit)
· Only the New P&M acquired & installed after 31.3.2005
· Available only in the 1st year
· Rate: 20% (< 180 days: 10%)
· Not allowed w.r.t. –
i) Used P&M (Local/Imported)
ii) Installations in office or residence including guest house.
iii) Office appliances
iv) Road transport vehicles (if used for running on hire – then allowable)
v) P&M on which deduction has already been claimed.
Provisions for Power Sector Units


Undertakings engaged in business of Generation or Generation & Distribution of power
· Can depreciate their asset on SLM basis

· On individual asset instead of block of asset

· @ prescribed in Appendix IA

· Option to be exercised before filing the 1st ROI after it begins to generate power

· Option once exercised shall be final and shall apply to all subsequent AY

· For similar assets, different methods are permitted

Eg. 

P&M 1 – SLM
     Permitted



P&M 2 – WDV 

· In case of sale of asset – 

                          
                    WDV (10%)









SLM

19.5.09 Addition 1,00,000







    1,00,000
09-10    Dep
     10,000







       10,000
10-11   Dep
       9,000                                                                                                                        10,000
1.4.11   WDV
     81,000







       80,000
On 21.12.11, Asset sold for 





On 21.12.11, Asset sold for

76,000

         87,000
               
1,06,000

(81-76)

         (87-81) 


(106-81)

5,000

          6,000


  25,000

 STCL
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             76,000


        87,000





1,06,000

            (80-76)


        (87-80)
              4,000                                                 7,000

                        

Terminal Depreciation

         B & P
            U/S 32                                             U/S 41(2)
    Written off in

          P/ L A/c




             SP – CP 






             CP – Op. Bal.

                                             (106-100)







(100-80)

6,000






                20,000



STCG







   B & P

                                         U/S 50A
  






U/S 41(2)

Other Relevant Points

· As per Sec 32, in case of Business Reorganisation/ Succession, dep is appropriated on the bases of no. of days held by them.

· As per Sec 32(2), unabsorbed dep can be –

a) s/o against any income;

b) c/f for any no. of years.

· As per Sec 38, where any asset is used partly for business & partly for personal purposes, only proportionate exps & dep (as determined by AO) can be claimed as deduction.
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