             Income from business and profession

In this chapter we have to find out taxable income from business /profession of an Assessee.

                    For this purpose a statement of income from business /Profession must be prepared.
Method 1 Direct Method

	              Statement of income from Business 

	                   Particulars
	Amount

	Gross Business Income (Sec 28 & 41)

Example : Sales ,recovery of bad debt,
	XXX

	(-) deduction for business expenses 

(example : Purchase ,bad debt ,advertisement) 
	(XXX)

	  Taxable Income from Business
	XXX


Method 2 Indirect Method
	Net profit as per P&L a/c
	XXX

	(+) Disallowed expenses
	XXX

	(-) Non business Income(CR)
	(XX)

	(-)Unrecorded Business Expenses(Adjustment)
	(XX)

	(+)Unrecorded Business Income(Adjustment)
	XXX

	Taxable Income from Business
	XXX


Deductions.

Section 30   Rent, Rates, Taxes, Repairs and Insurance for buildings
Conditions:-

The building used for the purpose of the business or profession.
The following deduction will be allowed.
If the building is owned by the Assessee –

1. ​The amount paid on account of current repairs to the premises.

2. Any sum paid on account of land revenue, local rates or municipal taxes.
3. The amount of insurance paid for premises.
If the building is hired –

The rent paid for the premises.

The amount paid on account of repairs to the premises.

          Section 31 Repairs and Insurance of plant and Machinery.

· Plant and Machinery should be used for the purpose of the business or profession.

The following deduction will be allowed.
The amount paid on current repairs thereto.

The amount paid on insurance.

Section 32 Deprecation

                      Eligible assets

Tangible Assets                                           Intangible assets

  

Building  Machinery  Plant   furniture                    KPCTLF
	K
	Know-how

	P
	Patents

	C
	Copyrights

	T
	Trademark

	L
	Licences

	F
	Franchises


Plant & Machinery means depreciable assets will neither be building nor furniture but does not include Tea bushes & livestock .                        
Conditions :-

1. The assets should be used for Business & Profession purpose

2. Assessee should be the owner of such assets (whether fully or partly )

3. In case of leased assets ,depreciation is not allowed as deduction . Only rent paid is allowed as deduction 

4. For depreciation ,date to put to use is taken into consideration for calculation in the year of purchase 

5. In case of year of sale , as per law no depreciation is allowed ,irrespective of date of sale . ( always short term capital gain /loss )


 Methods 

      WDV                                                                 SLM 

Others                                            Engaged in generation or 

                                               Generation and distribution of power

(Compulsory)



            (Optional )

                     Rates of Deprecation
                                  Building 


   Residential           Commercial ***                      Temporary erection
            5%                        10%                                       100%

*** Boarding house, hotels, Office building, guest house, factory building etc.

Furniture and fittings including electrical fitting – 10%


Plant and Machinery
                                             Motor cars

Used for hiring business                       used for business 

        30%                                                                 15%

Aeroplanes                 - 40%

Air pollution control Equipment – 100%

Glass or plastic- 50%

Computer and its equipment-60%

   Ships Vessels -20%

Intangible assets – 25%

General rates – 15%
Energy saving devices – 80%                      

  

     Books 
Annual publication      Libraries          Not annual publication

           100%                        100%                         60%

       System of Deprecation

Individual Assets system                                   Block of assets (allowed)

Allowed only for                                                   Group of assets 

Power generation + Distribution                      (same class + same rate)


Sale of Assets
Under Individual Asset system ,profit or loss is calculated on sale of each asset but under the block of asset system ,profits or loss (capital loss or gain )is calculated only of the entire block is sold .(sale of individual asset is treated as recovery of cost ) 

There are 4 possibilities under the block of asset system as follows :-


Block 

All sold 




Some  sold

Under recovery          Over recovery       Under recovery        Over recovery   
  STCL             

STCG


   Depreciation
             STCG
Calculation of Deprecation
	Opening WDV
	XXX

	                               addition during the year

	Put to use more than 180 days(purchased on or before 3-10-2011)
	XXX

	Put to use less than 180 days (purchased on or after 4-10-2011)
	XXX

	Sold During the year
	(XXX)

	Closing WDV
	XXX


                                                                
                                      Less than 180 days  

                                              x ½ * dep rate                                 Balance

                                                                                                          x dep rate
Balance = closing WDV – put to use less than 180 days.
** If assets purchased during the relevant previous year  , the asset should be put  to use for 180 days or more .If used for 180 days or more than full years depreciation & if used for less than 180 days than half year depreciation .
Circumstances under which actual cost is taken at Notional figure 
	Mode of Acquisition 
	Actual Cost 

	Assets acquired by way of gifts ,will or inheritance 
	WDV of the previous owner 

	Reacquisition of sold assets
	WDV at the time of Sale (opening WDV ,Reacquisition cost ,whichever is less ) 

	Purchased asset leased back (to the same person )
	WDV of the previous owner 

	Assets acquired with an intension to reduce tax liability (by claiming higher depreciation )
	Amount determined by A.O (with the permission of JC)

	Personal building converted into business building 
	Original Cost 
(-)Notional depreciation for the no of years of personal use at current rates 

	Asset acquired by amalgamated co. From amalgamating co . in the scheme 
	WDV of the previous owner

	Asset acquired by resulting co. From demerged co. in the scheme of demerger 
	WDV of the previous owner (Demerged Co.)

	Asset acquired by Holding Co. from its 100% subsidiary Co. & Vice Versa 
	WDV of the previous Owner 

	Asset acquired used for Scientific research brought into regular business 
	Cost                             XXX

(-) Ded. u/s 35          (XXX)

Actual Cost                   NIL





Calculation of Actual Cost 

	Opening WDV
	XXX

	Add :- Purchases (Actual Cost )
	XXX

	Less :- Sales 
	(XXX)

	
	XXX








Dep @ %


Actual cost for the purpose of depreciation is calculated as follows :-

	Cost of the assets 
	XXX

	Add:- Incidental Expenses 

(Installation Charges , Transportation )
	XXX

	Less :- Subsidiary received from govt . or part of cost of asset met by any other person 
	(XXX)

	Actual Cost 
	XXX


Notes :- Trial Run 
Any  expense on trial run of the asset should be capitalised and any income from sale of product generated during the trial run should be deducted from the cost of asset . 
                                          Additional Deprecation
The assessee can claim additional deprecation if the following conditions are satisfied. 
· The Assessee should be an “Industrial Undertaking”(producer/Manufacturer)

· Eligible assets qualifying for additional deprecation are plant & Machinery 
· Rate of additional deprecation will be 20% on cost in the year in which 
plant & Machinery is acquired.
· If the asset is used for less than 180days than only half of the additional deprecation will be available.

· It is also allowed to assessee engaged in generation or generation & distribution of power .
 Ineligible plant & Machinery
	D
	Deduction of 100% is claimed

	R
	Residential accommodation ,Road Transport Vehicle

	O
	Office appliance

	G
	Guest Houses

	U
	Used by other person

	S
	Ships

	A
	Aircrafts


     Deprecation  on foreign car

Purchased before 1/4/01                          Purchased on / after 1/4/01

Not allowed




        Allowed


Used in India



                                  Used outside India


For tourist business


        Otherwise               Allowed
Allowed





not allowed
                              Section 33AB Tea, Coffee & Rubber Development A/C
· The Assessee should be engaged in growing & manufacturing of tea ,coffee or  Rubber in India

· He should make a deposit in a special A/C with NABARD or TCR development A/C(i.e.  Tea ,coffee & rubber development A/C) as per the Scheme  framed by TCR Board.
· Deposit should be made within six months from the end of pervious year or due date of filing income tax return whichever is earlier.

                  Amount Deposited                







  40% of such business profit of current previous year



Whichever is less
                     Amount withdrawn or closure of A/C


Taxable                                        



Non Taxable

Closure of Business




Death of Assessee

Dissolution of Firm





Partition of HUF

                                                                                          Liquidation of company
                                               Withdrawal Utilise


Specified purpose                                                   Non specific Purpose

Not taxable                                                                     Taxable

The assets on which deduction is claimed should not be transferred for the period of 8 years.

                                 Exemption:- 

-Transferred to government, local authority

-Takeover of a firm by a company

                            Section 33ABA     Site Restoration Fund

                           A sum equal to the amount                  

                           Aggregate of amount so deposited 

                           20% of the profits of such business



Whichever is less
The amount of interest credited in the special account or site restoration a/c shall be deemed to be deposit.
Conditions:-

·    The Assessee should be engaged in the business of prospecting for or extraction       of petroleum or natural gas or both in India.

· He should make a deposit with SBI special a/c or Site restoration A/C as per ministry rule.

-Deposit should be made within six months from the end of pervious year or due date of filing income tax return whichever is earlier.

·           Audit of accounts & submission of report is necessary to avail the deduction.    

  Amount withdrawn or closure of A/C


Taxable                                        



Non Taxable

Closure of Business




Death of Assessee

Dissolution of Firm





Partition of HUF

                                                                                          Liquidation of company

The assets on which deduction is claimed should not be transferred for the period of 8 years.

Exception :- 

· Transferred to government, local authority

· Takeover of a firm by a company

                             Section 35  Scientific research Expenses

In House research                                               Contribution to approved 

                                                                                     Institution

Research carried by Assessee                                  scientific research association 

                                                                                      National lab, Approved school

 Scientific research expenses


Pre commencement                           Post commencement


Capital         revenue                          Capital                 Revenue

                     Allowed                                                        Perquisites not allowed


Cost of land        Cost of other assets       Cost of land        Cost of other assets

Not allowed            Allowed dep u/s 32            not allowed        Allowed dep u/s 32

y
                               Deduction 200% * contribution

100%                                                                                                  100% *Balance
Already recorded in P& L A/C                                           Unrecorded business Exp                       
In house research: - In certain cases a weighted deduction of 200% will be available to the Assessee.
Conditions:-

1. The Assessee should be a company.

2. The research should be approved by the Prescribed Authority.
3. The company should be engaged in the manufacturing business & business of Bio Technology 

4. Articles specified in  schedule  for  manufacturing articles like   HAND PET BCC.
	H
	Helicopter

	A
	Aeroplane 

	A
	Automobile

	N
	Notying Articles

	D
	Drugs

	P
	Pharmaceutical 

	E
	Electronic gadgets

	T
	Telecommunication

	B
	Bio technology

	C
	Chemicals

	C
	Computers & computer software


Pre commencement expenses means the expenses which are incurred within 3 years prior to “the date of commencement of Business”



Contribution to outsiders 
This means research is done by outsiders & the assessee has given donation for such research.



Contribution /Donation 

For scientific 
For scientific 
for  scientific
for research in social

Research 

research 

research 
     science &statical research 

National 

Approved 

Indian Co

 Approved RUCI
Laboratory 

RUCHI

engaged in R&D
    IIT
200%


175%


    125%


125%

IIT-Indian Institute of Technology

R- research association


U-University 


C-College


I-Institute

  Section 35 ABB        Amortisation of Telecom Sector
Deduction u/s 35 ABB   =   Amount paid to obtain licence 

                                                         Number of years

Amount paid before commencement       Amount paid after commencement 

        Of business                                                                   of business
Year of commencement                                              Year of payment

To year of expiry





to year of expiry

Any amount actually paid for obtaining licence to operate telecommunication services shall be allowed as deduction in equal installation during the number of years for which the licence is in force.

                                              Sale of Telecom Sector

                                         SP-WDV


Over recovery                                                         Under recovery  


Profit deduction claimed u/s 35 ABB                    Part licence sold    entire licence    

                                                                                                                                  Sold

Taxable Income                              

                         Unrecovered amount allowed                unrecovered amount is 

                   

In balance years

treated as loss in year of 
sale










 Section 35 AC    Expenditure on eligible Projects or scheme
                    Expenditure on social & Economic welfare

Company                                                                                 Other Assessee

Own expenditure allowed                                        direct expenditure not allowed
Deduction allowed if donation /contribution Public sector company, Local authority
Deduction = 100%



Section 35 CCA Contribution for Rural Development 

100% deduction is allowed if assessee donates/contributes to National Fund for Rural Development & National Urban Proverty Eradication & approved institution for rural development 


Section 35 CCC Expenditure on Agricultural extension Project 

Where an assessee incurs any expenditure on agricultural extension project notified by the board , a deduction of 150%  is allowed 

.Section 35 CCD   Expenditure on Skill development project  

Where an Company  incurs any expenditure on skill development  project notified by the board , a deduction of 150%  is allowed 

Section 35 AD Deduction in respect of a specified Business.

                                    In case of following business ,100% /150% deduction is allowed in respect of capital expenditure in such business :-
1. Setting & operating Cold Chain facility (for any product ) (01-04-2009) (150% deduction )
2. Setting and operating Warehousing facility (only for agricultural products )(01-04-2009) (  150% Deduction )
3. Laying & operating cross country pipeline network (only for distribution of petroleum & Natural gas )(01-04-2007)(100% deduction )
4. Building and operating, anywhere in India, a new hotel of two star or above category. (01-04-2012) (100% deduction )
5.  Building and operating, anywhere in India, a  hospital with at least 100 beds for patients.(01-04-2012) (150% deduction )
6. Developing and building a housing project under a scheme for slum rehabilitation.(01-04-2010) (100% deduction )
7. Developing and building a housing project under a notified scheme for affordable housing framed by the Central Government or State Government (01-04-2011) (150%  deduction )
8. Production of fertilizer in India (01-04-2011)  (150% deduction )
9. Setting  up & operating an inland container depot or container freight station notified or approved under the custom act (01-04-2012) (100% deduction )
10. Bee keeping & production of honey & bee’s wax (01-04-2012) (100% deduction )
11. Setting up & operating a warehousing facility for storage of sugar (01-04-2012 ) (100% deduction )
                          Deduction   prior to commencement of operation 
                     




     Capital Expenses                                         

Land      Goodwill            Financial Instrument     

          





        Not allowed                                                    

Revenue expenditure will not be covered it will be as per the Normal provision of the act.

Common Points:-

1. New Business should not be formed by splitting or an existing business.

2. Second Hand plant & Machinery is not allowed exceptions follows:-

a) Second hand imported is allowed.
b) Plant & machinery in which depreciation is not claimed as per IT act.

c) Assessee should be the first user in India.

3. If there is a transfer of machinery from another undertaking of machinery than the value of such machinery should not exceed 20% of the total Book Value of plant & Machinery used in such Business.

4. A/Cs should be maintained & audited by Chartered Accountant.

5. When capital expenditure is allowed under this section no such deduction will be allowed under any provision of the act.

6. Loss of a specified business can be set off against the profits of another specified business only.

7. In case of cross country pipeline at least 1/3 rd of such facility should be made available to a non associate person.

8. Amount incurred prior to commencement should be capitalized in the books of account of the Assessee on the date of commencement of its operations. 
        Section 35 D     Amortisation of Preliminary Expenses
Assessee: - Indian Company/Non resident non corporate Assessee
1. Preliminary expenses  means in case of existing business expenses relating to extension of industrial undertaking or setting up new industrial undertaking .
2.  New business formation.

Eligible expenses 

S U R F M O P E D 
	S
	Shares & debentures issue expenses

	U
	Underwriting Commission Expenses

	R
	Registration Charges

	F
	Feasibility Charges

	M
	Market Survey

	O
	Other Approved Expenses

	P
	Project Report

	E
	Engineering Services

	D
	Drafting of MOA, AOA & other legal expenses


  FMPE


Carried out by Assessee                                          Carried out by other concern


Eligible                     Should be approved by CBDT                  Not Approved

                                           Eligible                                                 Not   Eligible

                              Deduction U/S 35 D
Indian Co.                                                      Resident non corporate Assessee
Eligible expenses          * 1

     5% COP/CEP                 5 
                                 Eligible expenses
*1







5% COP

               5
COP = cost of project. It means the cost of fixed assets.

CEP= Capital employed. IT means paid up share capital + debenture + long term loans (Min 7 years)

COP & CEP should be calculated on the last day of P.Y in which new business commences its production, extension/Expansion of business takes place.
Section 35 DD Amalgamation /Demerger 

1. The Assessee should be an Indian Company.

2. Expenses incurred at the time of amalgamation /Demerger will be allowed as deduction in 5 years.
Section 35 DDA   Voluntary Retirement Schemes

1. Deduction will be allowed all Assessee.
2. Deduction is available over a period of 5 years.
                Section 35 E   Expenditure on prospecting of minerals

1. Assessee should be an Indian Company or residential non corporate Assessee.

2. The Assessee should incur an expenditure on prospecting of minerals mentioned in Part A or Part B of the seventh Schedule.

3. Eligible expenses will be expenses incurred in the commercial production & 4 prior years.

Deduction U/S 35 E = 1/10 Eligible expenses 

Total available profit from mining business whichever is less.
4. Any unabsorbed amount can be carried forward up to the tenth year of commercial production.

                              Ineligible Expenses

1. Cost of acquisition of site /source of deposits will not be allowed.

2. Capital assets in which depreciation is not allowed.

3. Sale of scrap, Scavenging value will be deducted from cost.

4. Any subsidy from government will be deducted from cost.
                            Section 36 Special deduction
                     Section 36 (i)    Insurance Premium

1. Insurance premium of stock will be allowed as deduction.

2. Insurance Premium on health of employees (  Medical claim ) will be allowed as deduction provided it is paid by cheque.

3. Insurance Premium paid by federal milk co-operative society on the life of cattle own by primary co-operative society will be allowed as deduction.
              Section 36(ii) Bonus & Commission to employee
It will be allowed as deduction only if it is actually paid on or before the due date of filling return as per IT act u/s 139.

                    Section 36 (iii) Interest on borrowed capital
1. Interest on loan will be allowed as deduction only if the loan is used for the purpose of business.
2. Interest on purchase of assets will be capitalised up to the date of put to use.

3. After the date put to use debited to P & L a/c will be claimed as deduction.

4. In case of new business interest arising up to the date of commercial production should be capitalised.

Section 36 (iii a) Discount on issue of Zero coupon Bonds

1. The assessee should be an Infrastructure Capital company or Infrastructure capital fund.

2. The discount on issue of zero coupon bonds will be written off over the life of bond.

Deduction u/s 36 (iii a) = redemption Value- Issue price (Par value)
                                     Life of Zero coupon bonds

Section 36 (1) (IV)

Employee’s contribution to recognised provident fund & approved superannuation fund will be allowed as deduction subject to section 43B 

                              Contribution to funds


Approved Funds                                             Unapproved Funds

(RPF, ASAF,AGF)                                          (UPF, UGE & staff welfare fund)

 Allowed                                                              Not allowed

1. Deduction would be restricted to 10% of the salary of the employee in the previous year
2. Salary includes Basic salary and DA in terms 

  Section 36 (1) (v a) Employers contribution to welfare Scheme
· Any amount deducted by employer from employee salary as contribution to staff welfare will be treated as the Income of employer u/s 2 (24) (x).
· Such amount will be allowed as deduction Section 36 (1) (v a) only if deposited by employers in account up to the due date of relevant fund.

· If such amount is not deposited up to the due date of fund then it will never be allowed as deduction.

                  Section 36 (1) (vi)      Deduction of livestock

1. In case of livestock no deduction will be allowed in the year of purchase.

2. No deprecation is allowed in future years as livestock is not a depreciable assets.

3. Deduction will be available in the year in which animal dies, sold or otherwise becomes permanent useless.

4. This section does not apply to livestock which is held as stock in trade.

Deduction u/s 36 (1) (vi) = cost of livestock – scrap

                  Section 36 (1) (vii) Bad debt

Related to sales 


                      Related to loans 

Allowed 




Not allowed  but if Money lending 








Business than allowed 

Bad Debt Recovery 


If it was allowed earlier 




if it was not allowed earlier
Taxable u/s 41(4)





       Not Taxable 
Section 36 (1) (vii a )  provision for doubt full debts in case of Banks & Financial Institution 

                                        Deductible RDD


PFI, SFC, SIIC, Foreign Banks                                         Other banks (schedules & 

                                                                                                                    Non schedule)
5% * Gross total income    xxx                                       7.5% of Income       xxx

     Actual RDD                      xxx                                          actual RDD            xxx
                                               Xxx                                                                          xxx
                                                                                 10%  ARRA                xxx
                                                                                                                              Xx

	PFI

	Public Financial Institution

	SFC
	State Financial Institution 

	SIIC
	State Industrial Investment Corporation

	ARRA
	Aggregate  Average Rural Advances


  Section 36 (1)(viii) transfer to special Revenue
The Assessee should be:-

· Financial Institution providing long term loan for agricultural, industrial & Infrastructure development.

· Indian public company providing long term loans for purpose & construction of Residential House Property.

Amount transferred to special reserve                          
20% * such business profit

2*(paid up share +General Reserve)-special reserve


Whichever is less
  Long term loans means for minimum 5 years.

Any withdrawal from special revenue a/c will be taxable u/s 41(A)

Section 36 (ix) Promotion on family Planning employee

Deduction on capital expenditure will be within the period of 5 years.

                                        Assessee  
Company                                                             Others 


Capital Expenditure                         Capital expenditure             Revenue

Ded u/s 36 (1) (x)                                  Ded u/s 32                        allowed

Section 37 (1)   General Deduction
Conditions :-

1. It should not be capital expenditure.

2. Should not be Assessee personal expenses.

3. It should not be covered u/s 32 to section 36.
4. It should  incurred in previous year.

5. Not have incurred for any purpose which is offence probated by law.

6. If no expenditure during the year, no deduction.

                                         Salary 


Salary to staff               salary to partner   salary to proprietor    salary to relative

Allowed u/s 37           allowed u/s 40(b)            Notional expenses          allowed 

                                                                                                                    (sub to 40 A(2)

            Reserves & Provision

RDD for Bank & Financial Insti          special reserve                                 others

                                                                 Financial Institute

Section 36 (1) (viiia)                         section 36 (1) (viii)                          not allowed

                                                   Taxes 

Related to goods & services                         not related to goods & services

Sales Tax                        



Income Tax

Exercise Tax





Wealth Tax


Octroi Tax                                                           Fringe Benefit Tax

Securities Transaction Tax                               Tax on non monetary perquisites

Professional Tax

· Municipal taxes of the building belonging to business are allowed as deduction u/s 30.

· Interest on late payments of taxes will have the same treatment as the tax.

.
                                               Penalty


For breach of law ,act , rules                               for breach of contract

Not allowed                                                                  allowed


Sales tax penalty                                                    Penalty for non delivery of goods
Redemption fine u/s 25 of the custom Act will be allowed as deduction.

    P & L A/c
· All types of legal expenses will be allowed as deduction.

· Example –Income tax appeals expenses, fee paid to CA , Audit fees 

                              Advertisement Expenditure 


Capital Expenditure         Advt. in saviour                                others

Not allowed                      Not allowed                              fully allowed 

     Interest Income


Normally                                                     Client, customer, Supplier, Partner firm

Not taxable as IFB                                        Taxable as IFB

                           Inadmissible Expenditure
               Section 40(a) disallowance in case of all Assessee

1. Interest ,Royalty, fees for technical services paid non resident either in India or outside India shall be disallowed:-

i. TDS has not been deducted.

ii. Such tax has been deducted but not paid during the previous year or subsequent year before the expiry of the time prescribed under the law.

*** However deduction shall be allowed in the previous year in which TDS is paid if

it is paid after the due date of return of income
 Section 40 (a) (ia) 
1. Interest ,Commission ,brokerage, fees for profession services, amount payable to contractor or sub contractor ,royalty, rent shall be disallowance if 
i) TDS is not deducted.

ii) Such tax deducted but not paid with the time prescribed.

2. deduction shall be allowed in the previous year in which TDS is paid if it is paid after the due date of return of income

3.  When an assessee fails to deduct TDS on any sum referred above but is not deemed to be an assessee in default u/s 201 (1) ,then such assessee is deemed to have deducted TDS & paid on the date of filing the return of income by the resident payee 

                   Section 40A (2) Excessive & Unreasonable Expenditure
                                   Payment to Relative


Reasonable                                                                        Unreasonable

Allowed






Not Allowed 

1. The extents to which the expenditure is excessive or unreasonable should be determined have regard to fair market value of the goods, services for which payment is made.

  Section 40 A (3) Cash payment in exceeding Rs 20000(Read with Rule 2DD)


Payment to transport operator


               others
                Rs. 35000





Rs 20000


   Allowed





allowed 

                           Rule 6 DD
Disallowance u/s 40 A (3) will not apply to following:-

1) Payment made to government, Banks & Financial Institution.

2) Payment made to manufacture /producer of poultry, cottage industry, fishing & allied activities, agricultural & animal husbandry, Dairy farm.

3) Payment made on Bank holiday or Bank strike.

4) Payment made at a place where there   is no banks.

5) Payment made in the nature of terminal up to Rs. 50000 towards employees.

6) Payment to an employee who is posted out of the station for the period of 15 days or more & at such place where he has no Bank a/c.

Transport Operator – Means a person who is engaged in the Hiring, plying & leasing at goods carriages.

Notes :- if a particular expenditure (O/S ) is claimed as a deduction in any particular year & if subsequently such expenses is paid in cash ,than the deduction is allowed earlier shall be withdrawn ,

                         Section 40 (7) Provision for gratuity
Gratuity paid at the time of retirement – No Deduction

            Section 40 A(a) Non statutory /Unrecognised welfare fund Contribution

                                   No Deduction

                           Section 41 (1) General recovery 
Subsequent recovery of any expenses /losses which was allowed as deduction earlier shall be taxable as deemed business Income(eg.Sales tax refund ,remission of trading liability )
              Section 43 A Effect on Foreign Currency Fluctuation 
If an asset is purchased from abroad in foreign currency on credit basis than such asset is included in the block at the rate of exchange prevailing on the date of purchase 

At the time of actual payment ,if the rate of exchange changes than :-

i) If there is increase in liability due to change in rate of exchange ,it should be added to the block

ii) If there is decrease in liability due to change in rate of exchange ,than it should be deducted from the block . 
iii) The deduction will be allowed in the year of payment 

Section 43 D Interest on Bad & Doubtful Debt 
In case of Banks & financial Institutions, interest on bad & doubtful debt is taxable  :-

i) In the year of receipt

ii) In the year in which it is credited to P&L ,whichever is earlier 

   Section 43 B Deductions based on actual Payment
Normally, all business expenses are allowed on due basis whether paid or outstanding .However, in case of five expenses deduction will be allowed  only if they are actually paid up to the due date of filling Income Tax Return
	C
	Contribution to approved Fund 

	T
	Taxes related to goods & services

	B
	Bonus and commission of Staff

	I
	Interest on Business

	L
	Leave & encashment of employee 


                                                Interest on Bank loan

 Taken from specified person                                       Taken from other


Paid up to due date       paid after due date 

Allowed                              Not allowed                          Allowed on due date 

Specific person: - PFI, SFC, SIIC, Schedule Bank

In case payment is not made up to due date of filling Income tax return then deduction will be allowed in the year of payment.

                          Section 44 AA Maintenance  of Books

                                     Assessee 


Specified profession                                                                 other Assessee


Gross profit >Rs. 150000 in all past      otherwise 

3 years       

                                                          Necessary Books             


 Sale > 10 lacks or                                                                                  Otherwise

Taxable income > 120000 in any of the past 3 years       

Necessary Books                                                                                  No Books             

	M
	Medical

	A
	Architecture/Accountancy

	L
	Legal

	E
	Engineer

	F
	Film Artist

	I
	Interior Decoration

	T
	Technical consultancy

	C
	Company Secretary

	O
	Other Notying Profession


                   Specific Books 
1) Cash Books

2) Journal

3) Ledger

4) Bills & Receipts 

5) Payment voucher

In case of Medical profession two additional books have to be mentioned 

1) Daily case register

2) Stock of Medicine Register
In case of a new business the above limit should be applied to the estimated income of the current year.

                       Section 44 AB Audit of accounts

                              Assessee 
Business                                                                                  Profession

Total sales/turnover /                                  Gross receipts > Rs 25 lacks 

gross receipts > 1 crore             
1. Audit should be done by a Chartered Accountant 

2. Audit should be done up to 30th September 

3. The assessee is required to furnish following forms 3CA & 3CD  (in case of companies ) & form 3 CB  & 3 CD (in case of other assessee)      

                               Presumptive Income
1. All Assessee covered (except transport business )
2. Civil construction business also include  Section 44 AD does electrical fittings plumbing ,land  scaping

3. Gross receipts <Rs 1 crore
4. No books to be maintained but lesser income to be claimed maintains the books & audit compulsory.

5. Deductions u/s 30 to 37 should be allowed

6. The assessee can declare an income which is higher than presumptive income 

7. If the assessee claim that his business income is lower than presumptive income & if his net taxable income is up to basic exemption (Rs 200000/250000) than the assessee can declare such lower income without the requirement of maintaining books of accounts & getting it audited 




If such case ,his Net Taxable Income is more than basic than the assessee can declare such lower income provided he maintains books of accounts & get it audited 

8. Section 44 AD is applicable to Resident individual ,HUF & Partnership firm (other than LLP ) & such assessee should not claim deduction u/s 10 AA & 80 IA to 80 RRB .

8% of gross receipts or such higher income declared by the Assessee.

                   Section 44 AE Business of goods Transport 
-   Rs. 5000   pm per truck for heavy trucks 
 - Rs 4500 pm per truck for light trucks.


Transport Business 
Up to 10 trucks 


11 Trucks or more (more than 10 trucks )
Presumptive Basis



Actual Basis
Notes :- 
1. Deductions u/s 30 to 37 shall not be allowed

2. Such assessee are not required to maintain books of accounts & get it audited 

3. The assessee may declare an income which is Higher than presumptive amount (They have to compute income considering all relevant sections )
