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FOREWORD

Direct and Indirect taxes are the extremely dynamic subjects of the chartered
accountancy course. The level of knowledge prescribed at the final level for the
subjects is ‘expert knowledge’. For attaining such a level of knowledge, the students
have not only to be thorough with the basic provisions of the relevant laws, but also
have to constantly update their knowledge regarding statutory developments.

The Board of Studies brings out the annual Supplementary Study Papers to help the
students to update their knowledge relating to recent statutory developments in the
field of direct and indirect taxes made by the Annual Finance Acts,
Notifications/Circulars etc.

This year, the amendments made by the Taxation Laws (Amendment) Act, 2006 have
also been incorporated in this Supplementary Study Paper. | compliment the Board of
Studies for its good work in bringing out this publication, which would help the students
to update their knowledge regarding the latest statutory developments. | am sure that
this publication will be of great use to the students in preparing for their examination.

Soeimals
Date: 19t June, 2007 CA. Sunil Talati
Place: New Delhi. President



PREFACE

The Board of Studies is engaged in the task of providing quality study materials and other
inputs to enable the students to prepare for their examinations. One of the important inputs of
the Board on taxation is the supplementary study paper in direct and indirect taxes to be used
by the final students. The supplementary study papers are annual publications and contain a
discussion of the amendments made by the Annual Finance Acts and Notifications/Circulars in
income-tax, wealth-tax, excise, customs and service tax. They are very important to the
students for updating their knowledge regarding the latest statutory developments in the
respective areas mentioned above. A lot of emphasis is being placed on these latest
amendments in the final examinations.

The faculty of the Board of Studies have incorporated in this Supplementary Study Paper-
2007, the amendments made by the Finance Act, 2007, Taxation Laws (Amendment) Act,
2006 and important Notifications/Circulars issued between 1st May 2006 to 30t April, 2007. |
am happy to note that this Supplementary Study Paper has many student-friendly features like
presentation of the amendments point-wise in a simplified and lucid manner, supporting the
theory with examples wherever possible, giving ‘amendments at a glance’ etc. These features
will help the students to understand and grasp the essence of the new amendments in an easy
and methodical manner.

It may be noted that this supplementary study paper would be relevant for both the existing
final course and the new final course. | appreciate the earnest and sincere efforts taken by
CA. Priya Subramanian & CA. Smita Mishra, Faculty, Board of Studies in bringing out this
valuable publication, under the guidance of CA. R. Devarajan, Additional Director of Studies
(S.G.). l'am sure that, as in the past, this Supplementary Study Paper would be highly useful
to the students preparing for final examinations.

OV MNFAA

CA. Jaydeep Narendra Shah

June 19, 2007. Chairman
New Delhi. Board of Studies



S.No.

10.

11.

12.

13.

DIRECT TAXES / DIRECT TAX LAWS

AMENDMENTS AT A GLANCE - FINANCE ACT, 2007

Particulars
INCOME-TAX ACT, 1961
A. Rates of tax
B. Basic Concepts

Assessing Officer to include Additional Commissioner
and Additional Director

Amendment of definition of 'India’
C. Residence and scope of total income

Contribution made by any employer to the pension
scheme of Central Government deemed to be income
received

Income deemed to accrue or arise in India to a non-
resident by way of interest, royalty and fee for technical
services to be taxed irrespective of territorial nexus

D. Incomes which do not form part of total income

Exemption of compensation received on account of
disaster

Exemption of interest on notified bonds issued by State
Pooled Finance Entities

Exemption of income of ASOSAI-SECRETARIAT

Exemption of income of Central Electricity Regulatory
Commission

Approval of prescribed authority required for exemption
of funds/institutions established for charitable purposes

Exemption of specified income of Investor Protection
Fund set up by commodity exchanges

Pass through status restricted to investment in a venture
capital undertaking engaged in specified businesses

Restrictive conditions to apply for units in SEZ also for
availing benefit under section 10AA

Section

2(7A)

2(25A)

7(iil), 17(1)(viii) &

80CCD

Explanation to

section 9

10(10BC)

10(15)(vii)

10(23BBD)
10(23BBG)

10(23C), 80E,
143(3) & 296
10(23EC)

10(23FB)

10AA



14.

15.

16.

17.

18.

19.

20.

21.

22.

23.

24.

25.

26.

E. Charitable or religious trusts and institutions

Removal of requirement to file an application for
registration within one year of creation or establishment
of the trust or institution

Exemption not to be denied to trusts investing in shares
of a public sector company or shares prescribed as a
form or mode of investment under section 11(5)(xii)

F. Income from salaries
Deemed concession in the matter of rent
G. Profits and gains of business or profession

Increase in time limit for availing weighted deduction in
respect of scientific research expenditure

Medical insurance premium paid by the employer to
insure the health of his employees to qualify for
deduction if paid by any mode other than cash

Co-operative banks to be allowed deduction in respect of
provision for bad and doubtful debts

Restriction of deduction under section 36(1)(viii) relating
to transfer to any special reserve

Withdrawal of deduction in respect of contribution
towards Exchange Risk Administration Fund by public
financial institutions

Central Government empowered to notify statutory
corporations and body corporates for the purpose of
deduction under section 36(1)(xii)

Deduction of contribution by a public financial institution
to Credit guarantee fund trust for small industries

Disallowance of entire expenditure in respect of which
payments exceeding Rs.20,000 have been made
otherwise than by account payee cheque or account
payee bank draft

Method of computing deduction in the case of business
reorganisation of co-operative banks

H. Capital Gains

Transfer of drawings, paintings, sculptures etc. to attract

12A & 12AA

13(1)

17

35(2AB)

36(1)(ib)

36(1)(viia), 10(15)

36(1)(viii)

36(1)(x)

36(1)(xii)

36(1)(xiv)

40A(3)

44DB, 47 & 49

2(14)



27.

28.

29.

30.
3L

32.

33.

34.
35.

36.

37.

38.

39.

40.

capital gains tax

Cost of acquisition of specified securities and sweat
equity shares

Quantum of exemption under section 54EC in respect of
investment of capital gains in long-term specified assets
restricted

[. Income from other sources

Income to include gifts received by an individual under
section 56(2)(vi)

J. Set-off and carry forward of losses
Scope of benefit under section 72A expanded

Provisions relating to carry forward and set off of
accumulated loss and unabsorbed depreciation
allowance in business reorganisation of co-operative
banks

K. Deductions from Gross Total Income

Furnishing return of income on or before due date
mandatory for claiming exemption under sections 80-I1D
and 80-IE also

Subscription to notified bonds of NABARD to qualify for
deduction under section 80C

Increased deduction for medical insurance premium

Deduction in respect of interest on loan for higher
education of spouse/children

Widening of scope of benefit and extension of time limit
under section 80-1A

Denial of transfer of benefit of deduction under section
80-IA to the amalgamated/resulting company

Works contractor not entitled to benefit of deduction
under section 80-1A

Extension of time limit for industries in the State of
Jammu and Kashmir for the purpose of tax holiday under
section 80-1B

Tax holiday in respect of profits and gains from the
business of hotel or business of building, owning and

49(2AB), 2(42A)

54EC

2(24)(xiv)

72A

72AB

80AC

80C

80D
80E

80-1A

80-1A(12A)

80-1A(13)

80-1B

80-ID



41.

42.

43.

44,

45.

46.

47.
48.

49.

50.

51

52.

53.

54.

operating a convention centre in NCR

Tax holiday in respect of profits and gains from eligible
business of certain undertakings in North-Eastern States

L. Transfer Pricing

Order of Transfer Pricing Officer now binding on the
Assessing Officer

M. Assessment of various entities

Levy of minimum alternate tax (MAT) on units claiming
exemption under section 10A and 10B also

Increase in rate of tax on distributed profits
N. Income-tax on fringe benefits

FBT exemption extended to expenditure on
advertisement by way of display of products and
distribution of free samples

FBT liability extended to stock options also

Advance tax liability in respect of fringe benefits

Interest for deferment of advance FBT in the case of
corporate assessees

Interest for deferment of advance FBT in the case of
non-corporate assessees

0. Income-tax Authorities

Additional Commissioner and Additional Director may
exercise the powers / perform the functions conferred on
or assigned to the Assessing Officer

Change of method for calculation of interest from per
annum basis to per month basis

P. Assessment Procedure

Power of CBDT to dispense with furnishing documents
etc. with the return and filing of return in electronic form

Assessee to be given an opportunity of being heard
before issuing directions for special audit

Prior approval of Joint Commissioner required for

iv

80-1E

92CA, 153 & 153B

11538

115-0 & 115-R

115WB(2)(D)

115WB(1),
115WC(1), 17(2)(iii)
& 115WKA

115WJ(2) to (5)
115WJ(3)

115WJ(4)

120(4)

132B(4), 201(1A),
245D

139C, 139D, 139(9)
& 295(2)

142(2A)

153D



55.

56.

57.

58.
59.

60.

61.

62.

63.

64.
65.

66.
67.

68.

69.
70.

71.

assessment or reassessment in respect of search cases

Time limit for completion of assessment of shipping
business of non-residents

Q. Collection and recovery of tax

Provisions relating to tax deduction at source

Provisions relating to tax collection at source
R. Settlement of cases
Admission of Petition

Deemed date of admission/disposal of Settlement
applications made before 1.6.2007

Time limit for furnishing report by Commissioner and
passing order by the Settlement Commission

Status of pending settlement applications as on 1st June
2007, which are already admitted under the old
provisions

Proceedings after admission
Final order of settlement
Time restriction for provisional attachment removed

No power to reopen cases where application is made on
or after 1.6.2007

Exclusive jurisdiction of the Settlement Commission

Power of Settlement Commission to grant immunity from
prosecution restricted

Abatement of proceeding before the Settlement
Commission

Bar on subsequent application for settlement
Vice-chairman to include senior member of Bench
S. Appeals and Revision

Appeal by person denying liability to deduct tax under
section 195

172

193, 194A(3)(i),
194C(1), 194H,
1941, 194J,
197A(1C)

206C(1C), 246A(1)

245D(1)
245D(2A)

245D(2B) & (2C)
245D(2D)
245D(3)

245D(4) & (4A)

245DD
245E

245F
245H

245HA & 245HAA

245K
245A(g)

248



72.

73.

74.

75.

76.
77.

78.

79.

80.
81

82.

83.

84.

85.

86.
87.

Order rejecting approval under section 80G(5)(vi)
appealable before Appellate Tribunal

Power of Appellate Tribunal to grant stay of demand of
tax

T. Penalties

Penalty leviable on tax on assessed income less
advance tax, TDS, TCS and self-assessment tax

Penalty where search has been initiated

U. Miscellaneous Provisions
Presumption as to assets, books of account, etc.

Relaxation of according and withdrawal of recognition of
recognized provident fund

WEALTH-TAX ACT, 1957
V. Definitions

Assessing Officer to include Additional Commissioner
and Additional Director

Amendment of definition of “India”
W. Settlement of cases
Admission of Petition

Deemed date of admission/disposal of Settlement
applications made before 1.6.2007

Time limit for furnishing report by Commissioner and
passing order by the Settlement Commission

Status of pending settlement applications as on 1st June
2007, which are already admitted under the old
provisions

Proceedings after admission
Final order of settlement
Time restriction for provisional attachment removed

No power to reopen cases where application is made on
or after 1.6.2007

Vi

253

254(2A)

Explanation 4 to
section 271(1)

Explanation 5 & 5A
to section 271(1),
271AAA & 246A

292C
Fourth Schedule

2(ca)

2(ka)

22D(1)
22D(2A)

22D(2B) & (2C)
22D(2D)
22D(3)

22D(4) & (4A)

22DD
22E



88.
89.

90.

91.
92.

93.

94.

95.

96.

97.

98.

99.

100.

Exclusive jurisdiction of the Settlement Commission

Power of Settlement Commission to grant immunity from
prosecution restricted

Abatement of proceeding before the Settlement
Commission

Bar on subsequent application for settlement
Vice-chairman to include senior member of Bench
X. Miscellaneous provisions

Presumption as to assets, books of account, etc.

Particulars
INCOME-TAX ACT, 1961

Tax Recovery Officer to exercise or perform the powers
and functions of the Assessing Officer

Exemption of income of North-Eastern Development
Finance Corporation Limited

Removal of the requirement of renewal of notification
issued under sub-clauses (iv) and (v) of section 10(23C)

Time limit for issue of notification under sub-clauses (iv)
and (v) or for approval by the prescribed authority under
sub-clauses (vi) and (via) of section 10(23C)

Funds/Trusts/Universities/Other educational institutions
or hospitals or other medical institutions referred to in
sub-clauses (iv),(v),(vi) or (via) of clause (23C) of
section 10 to get their accounts audited and furnish audit
report

Accounts of a charitable or religious trust or institution to
be audited if their total income exceeds the basic
exemption limit

Guidelines, manner and conditions on the basis of which
approval is to be granted under section 35(1)(ii) and
section 35(1)(iii)

Vi

22F
22H

22HA & 22HAA

22K
22A(f)

42D

AMENDMENTS AT A GLANCE - TAXATION LAWS (AMENDMENT) ACT, 2006
S.No.

Section

2(44)

10(23BBF)

10(23C)

10(23C)

10(23C)

12A(b)

35(1)(ii) & 35(1)(iii)



101.

102.

103.

104.

105.

106.

107.

108.

109.
110.

111.
112.

Deduction not to be denied to the donor-assessee on
subsequent withdrawal of approval of specified donee
entities

Disallowance of rent and royalty paid to a resident
without deduction of tax at source

Disallowance of expenses for which payment above
Rs.20,000 has been made otherwise than by account-
payee cheque or account-payee bank draft

Cash gifts received in excess of Rs.50,000 on or after
1.4.2006 to be taxed

Deduction not to be denied to the donor-assessee on
subsequent withdrawal of approval of the donee-
association, university etc.

Specified universities, colleges and other institutions
compulsorily required to file their return of income

Assessing Officer empowered to send a proposal to the
Central Government recommending withdrawal of
approval of scientific research association, university,
college or other institution approved under section
35(2)(ii) and (iii)

Assessing Officer empowered to rectify assessment
order to allow deduction under sections 10A, 10B and
10BA in respect of convertible foreign exchange
subsequently received or brought into India

The scope of tax deduction at source on rent expanded

Expansion of the scope of tax deduction at source on
fees for professional or technical services

Time limit for passing penalty order

Rounding off of tax payable and refund due

viii

35(2AA), 35AC &
35CCA

40(a)(ia)

40A

56(2)(vi)

80GGA

139(4C) & (4D)

143

155

194-|
194]

275(1A)
288B



INDIRECT TAXES / INDIRECT TAX LAWS

S. No. Particulars Section
A.  EXCISE (Central Excise Act, 1944)
l. AMENDMENTS BY THE FINANCE ACT, 2007

1. A secondary and higher education cess of 1% imposed on
excisable goods manufactured in India

2. Provisions relating to free trade zone omitted 3(1)

3. CENVAT credit need not be reversed where the 5B
manufacturing process is held as not chargeable to excise
duty by the Courts and the assessee has not preferred a
claim for refund of excise duty paid by him

4. Relevant date for refund of duty in case of judgement, 11B
decree, order etc. defined

5. Meaning of ‘joint venture in India’ for the purpose of 23A(c)
advance ruling clarified

6. Settlement Commission to entertain applications only in 31(c)
respect of cases pending before the adjudicating authority

7. Chairman of the bench of Settlement Commission 32A
empowered to constitute Bench consisting of three
members in appropriate cases

8. Application for settlement cannot be made if proper records 32E(1)
are not maintained in daily stock register or where there is
clandestine removal of goods

9.  Substitution of new section for section 32F in respect of 32F
procedure on receipt of an application for settlement under
section 32E

10. Settlement Commission debarred from reopening 32H

completed proceedings in respect of applications received
on or after 1.06.2007

11.  Settlement Commission debarred from granting immunity 32K
from prosecution for any offence under IPC or any Central
Act other than Central Excise Act

12.  Application for settlement permissible only once during the 320
lifetime of the assessee

13.  Section 32PA entitling certain persons, who have filed 32PA
appeals to the Appellate Tribunal on or before 29.02.2000,
to make application to the Settlement Commission omitted



14.

15.
16.

as it has outlived its utility with the passage of time

Committee of Chief Commissioners or Commissioner to
pass orders within a period of 3 months

The scope of the term “duty demanded” expanded

Minimum penalty prescribed under sub-sections (4) and (5)
of section 37 reduced to Rs.2,000

AMENDMENTS BY THE  TAXATION  LAWS
(AMENDMENT) ACT, 2006

Adjudication proceedings to conclude in respect of a person
who voluntarily deposits the full excise duty demanded
along with interest and penalty equal to 25% of the excise
duty

Commissioner to direct any Central Excise Officer
subordinate to him to apply to the Commissioner (Appeals)

Property may be attached provisionally to protect revenue
in certain cases

Information in respect of persons in certain cases to be
published

CUSTOMS (Customs Act, 1962)
AMENDMENTS BY THE FINANCE ACT, 2007

A secondary and higher education cess of 1% imposed on
imported goods

Concept of transaction value introduced in section 14 to
align it with valuation rules

Relevant date for refund of duty in case of judgement,
decree, order etc. defined

Meaning of ‘joint venture in India’ for the purpose of
advance ruling clarified

Interest on drawback payable at the rate fixed under
section 28AB

Provisions relating to Special Economic Zones omitted

Settlement Commission to entertain applications only in
respect of cases pending before the adjudicating authority

Application for settlement cannot be made if goods are not
included in the bill of entry or shipping bill

35E

35F
37

11A(1A)

35E(2)
11DDA

37E

14
27(1)(b)
28E(c)
75A(2)

Chapter XA
127A(b)

127B(1)



10.

11.

12.

13.

14.

15.

16.

Substitution of new section for section 127C in respect of
procedure on receipt of an application for settlement under
section 127B

Settlement  Commission debarred from reopening
completed proceedings in respect of applications received
on or after 1.06.2007

Settlement Commission debarred from granting immunity
from prosecution for any offence under IPC or any Central
Act other than Customs Act

Application for settlement permissible only once during the
lifetime of the applicant

Section 127MA entitling certain persons, who have filed
appeals to the Appellate Tribunal on or before 29.02.2000,
to make application to the Settlement Commission omitted
as it has outlived its utility with the passage of time

President, Vice-President and members of CESTAT
prohibited from appearing/acting/pleading before the
CESTAT when no longer in office

Committee of Chief Commissioners or Commissioner to
pass orders within a period of 3 months

Fraudulent availment of drawback/exemption in connection
with export of goods liable to imprisonment/fine and the
categories of offences punishable with imprisonment upto 7
years and fine enlarged

AMENDMENTS  BY THE  TAXATION  LAWS
(AMENDMENT) ACT, 2006

Speaking order to be issued within 15 days of assessment
in case of contrary claims by the assessee

Interest to be paid on the duty difference between the
provisional and final assessment

Adjudication proceedings to conclude in respect of a person
who voluntarily deposits the full duty demanded along with
interest and penalty equal to 25% of the duty

Persons furnishing false declaration/documents under
section 132, obstructing customs officers under section
133, making preparatory actions for illegal export under
section 135A and customs officers guilty of offence under

Xi

127C

127E

127H

127L

127MA

129

129D

135(1)

17
18

28(1A)

104



10.

11.

12.

13.

14.

15.

section 136 may also be arrested
Summons to be issued in case of any inquiry
Use of false and incorrect material to be penalized

Show cause notice before confiscation of goods to be
issued only with the prior approval of the officer of customs
not below the rank of a Deputy Commissioner of Customs

Commissioner to direct any officer of customs subordinate
to him to apply to the Commissioner (Appeals)

Term of imprisonment increased from 6 months to 2 years
in case of furnishing of false declarations/documents etc.

Term of imprisonment increased from 6 months to 2 years
in case of obstruction of officers of customs

Prior sanction of Commissioner of Customs necessary to
take cognizance in case of offence under section 135A also

Property may be attached provisionally to protect revenue
in certain cases

Seized goods, documents and things pending adjudication
to be released provisionally

Information in respect of persons in certain cases to be
published

Customs Tariff Act, 1975

The words “all such countries” clarified to mean “developing
countries each with less than 3% import share” in proviso to
section 8B(1)

SERVICE TAX (Chapter V and VA of the Finance Act,
1994)

AMENDMENTS BY THE FINANCE ACT, 2007

A secondary and higher education cess of 1% imposed on
services liable to service tax

7 new services brought under the service tax net

1. Telecommunication service (includes individual
services in respect of telephone, pager, leased circuit,
telegraph, telex and facsimile communication)

2. Mining services
3. Services provided in relation to renting of immovable

Xii

108
114AA
124
129D(2)
132
133
137
28BA

110A

154B

8B(1)

65



7.

property, other than residential properties and vacant
land, for use in the course or furtherance of business
or commerce

Services provided in relation to the execution of a
works contract

Development and supply of content for use in
telecommunication  services, advertising agency
services and on-line information and database access
or retrieval services

Asset management services including portfolio
management and all forms of fund management
service provided by any person, except a banking
company or a financial institution including a non-
banking financial company or any other body
corporate or commercial concern

Design services

Scope of following existing services expanded

1.

© o NN

N
©

Sale of space or time for advertisement, other than in
print media

Rent-a-cab service

Mandap keeper service,

Pandal or shamiana service

Event management service

Consulting engineer’s service

Banking and financial service

Management consultancy service

Manpower recruitment or supply agency’s services

Management, maintenance or repair service

Delayed return may be filed with late fee

Special audit introduced for CENVAT credit of service tax

Powers of review to be exercised by Committee of Chief
Commissioners/Commissioners

Central Government empowered to remove difficulties
arising in implementing, classifying or assessing the value
of any taxable service introduced by the Finance Act, 2007

Meaning of ‘joint venture in India’ for the purpose of
advance ruling clarified

Xiii

65

70(1)
83
86

95

96A(h)



