


TAX LAWS AND PRACTICE
Introduction:
To provide various facilities to society and To develop the Nation Government needs a Fund.
This Fund is collected from the People of that particular Nation in by imposing various types of Taxes and Duties on their income.
Types of Taxes:

DEFINITIONS:
Direct Tax: Taxes which are levied directly on the income or Wealth of the particular person are called ‘Direct Tax’.
Indirect Tax: Taxes which are collected indirectly from the people are called ‘Indirect Tax’.
Direct Taxes:
Wealth Tax: Taxes which are imposed on the wealth of a particular person.
Income Tax:  Taxes which are imposed on the Income of particular person in the Assessment Year on the income earned in the Previous Year.
CONCEPT OF INCOME TAX
Important  Terms in Income Tax:
The Basic Definition of Income Tax is the Tax levied on Income.
Income:  Income is revenue earned by a person either Directly or Indirectly and Legally or Illegally.
Revenue earned may be Capital Receipt or Revenue Receipt.
Previous Year: The Year in which income earned by the person called ‘Previous Year’.
Assessment Year: The Year in which Tax paid by the person on the income earned in the Previous Year.
Assesse: Any Person who are liable to pay Income
               Tax in the Previous Year called 
                as ‘Assesse’.
 Person: The Term Person includes ,
1) Individual ,
2) Hindu Undivided Family,
3) Partnership Firm,
4) Body of Individual,
5) Association of Persons,
6) Cooperative Societies,
7) Companies
Resedential Status:
Taxable Income of a Individual can be determined based on the Resedential status of a person, it can be determined as follows:
Basic Conditions:
B 1: The person should be in India =>182 days during the Previous year.
B 2: a) The person should be in India =>60 days during the previous year.
        b) The person should be in India => 365 days during the last four Previous year preceding current Previous year.
Note: If an Individual satisfies any of the above Basic Conditions, He becomes Resident, then to determine an Individual as Resident and Ordinarily Resident or Not, Individual should satisfies both the Additional Conditions.  
A 1: Individual should be Resident for at least two PY’s out of Ten PY’s preceding current Previous year.
A 2: Individual should be in India =>730 days during the last seven PY’s preceding current Previous year.
Note: Residential status of a Partnership Firm or a Company determined based on their Control and Management. 
For computation of Income Tax, Income of a person divided into following  Five Heads:

 
1) INCOME FROM SALARIES: (sec.15)
Definition:
Any amount due to or received by an employee and falling within the purview.
SALARY=Basic Pay+ Dearness Allowance
                  + Any Perquisites received by an   
                  Employee from an Employer.
Meaning of SALARY:(sec.17(1))
The Term Salary includes ,
a)    Wages ,
b) Advance Salary,
c)    Any fees, contribution, perquisites or profits in lieu of salary,
d) Leave encashment,
e)     Contribution to Recognized Provident Fund in excess of 12% of salary,
f)     Interest on the balance in the Provident Fund A/c credited in excess of 9.5%,
g) Annuity or Pension,
h) Gratuity.

Specified Employee: An employee who is in the position of
a)        Employee + Director,
b) Has substantial interest* in the employer company.
c)        Whose income under head salaries exceeds 50,000 p.a. with out including the below things:
i. All Non-Monetary benefits,
ii. Monetary benefits to the extent they are exempt u/s 10,
iii. The limit of 50,000 is to be considered after giving the deductions u/s 16.

*Substantial Interest:
A Person said to be have substantial interest in the company , if he/she is beneficial owner of >= 20% Equity shares at any during the Previous year .
PERQUISITES:
1)Rent Free Accommodation:
A. Unfurnished Accommodation:
a) Central Government or State Government Employee – License fee determined by the Government.
b) Other than Government Employee:
i. Where the Accommodation is owned by the Employer then,
           Accommodation is provided in a place where population as per 2011 census is:
· <= 10 Lakhs – 7.5% of Salary,
· 10 Lakhs to 25 Lakhs – 10% of Salary,
· >25 Lakhs – 15% of Salary.
ii. Where the Accommodation is taken on Lease by the Employer then,
Least of the Following:
· Actual amount of Lease rent or
· 15% of Salary.
B. Furnished Accommodation:
Value of Unfurnished Accommodation + Benefit of Furniture (10% p.a. of the Original cost of Furniture – Owned by Employer or Actual Rent paid – Hired by Employer)
C. Hotel Accommodation:
Provided in the Hotel – 24% of Salary paid or payable in the Previous Year or Actual charges paid or payable whichever is Lower.
Exception: If such Hotel Accommodation is provided for a period not exceeding in aggregate 15 days on the transfer of the employee from one place to another place, there will be no Taxable Perquisite.

2) Education Facilities:
a) Training of Employees – Not Taxable
b) Fixed Education Allowance – Exempt up to Rs.100 per month per Child*.
c) Hostel Expenditure – Exempt up to Rs.300 per month per child*.
d) If Education Institution owned by Employer – Cost of Education in the similar Institution in the near Locality.
3) Medical Facility:
a) Hospital owned by Employer – Not Taxable.
b) Government or Approved Hospital – Not  Taxable.
c) Insurance Premium paid by Employer or Reimbursed to Employee – Not Taxable.
d) Private Hospitals – Exempt up to Rs.15000 in the previous year.
e) Medical Treatment out side India:
· Expenditure on Treatment & stay abroad – To the extent permitted by RBI.
· Expenditure on Travel – Exempt only when Gross Total Income* of Employee does not exceed Rs.2,00,000.
*Gross Total Income-before include above Exp.
4) Motor Car:
	Car owned by
	Expenses met by
	Used wholly for Personal Use
	Used Partly personal & official**

	Employee
	Employer
	Actual exp. Incurred.
	<1.6 ltr of capacity-Rs.1800p.m.
>1.6 ltr of capacity-
Rs.2400p.m.

	Employer
	Employee
	Dep. at 10% on original cost or Hire charges*
	<1.6 ltr of capacity-Rs.600 p.m.
>1.6 ltr of capacity-
Rs.900 p.m.

	Employer
	Employer
	Running & Maintenance expenses
Dep. (10%)
or Hire Charges*
	<1.6 ltr of capacity-Rs.1800p.m.
>1.6 ltr of capacity-
Rs.2400p.m


*Add Driver Salary (If provided)
**Reduced from the Actual amount of Expenditure Incurred by An Employer.
5) Voluntary Retirement Scheme:
Eligible Employees: Employees of
a) A Public Sector Company or Any other Company,
b) An Authority established under a Central, State or Provincial Act,
c) A Local Authority,
d) Cooperative Society,
e) University or IIT or Institution of management as the Central Government Notify.
Quantum of Exemption: Least of the Following,
· Last Drawn Salary x 3 x completed years of service (or) Last Drawn Salary x No. of service left, whichever is Higher.
·  RS.5,00,000.
· Actual amount received.

6) House Rent Allowance:
Quantum of Exemption: Least of the Following,
a) Excess of Rent paid over 10% of Salary.
b) If the Accommodation is in Calcutta, Delhi, Chennai, Mumbai (50% of Salary) or Other Place (40% of Salary)
c) Actual Amount received.
7) Gratuity: Received by,
· Government Employee – Not Taxable.
· Non-Government Employee – Exempt to the extent of Least of the Following,
a)  Rs.10,00,000.
b) 26/7 x Last Drawn Salary x No. of completed years of service(15/7 in case of seasonal establishment).
c) Actual Gratuity Received.
8) Pension: Received by,
· Government Employee – Not Taxable.
· Non-Government Employee:
a) Received Gratuity – 1/3rd of commuted pension,
b) Not Received Gratuity – 1/2nd of commuted pension.
Following Perquisites are Fully Taxable(Reduced by the Actual expenditure incurred by the Employee):
Perquisites in respect of,
a)    Domestic Servant.
b) Gas, Electricity & Water supply.
c)     Free meals, Tea & Snacks(up to Rs.50 per meal exempted).
d) Gifts(up to Rs.5000 Exempt, Cash gifts fully taxable).
e)  Credit Card.

2)  INCOME FROM HOUSE PROPERTY:
Definition:(sec.22)
Any Income arising from any property (consisting of Building, Land or appurtenant there to), The Gross Annual Value of property is Taxable under the Head Income from House Property.
Important Terms in House property:
Ownership:
The Ownership of Building or Land or Appurtenant there to may be Legal or Deemed.
 Computation of Income from House property:
Gross Annual Value                                     xxxxx
Less: Municipal Taxes paid in P.Y.            (xxxxx)  
                                                                   _______
Net Annual Value                                        xxxxx
Less: Standard Deduction @ 30%              (xxxxx)
         Interest paid on Housing Loan           (xxxxx)
                                                                   _______
Income from House Property                      xxxxx
                                                                   _______
 
Computation of Gross Annual Value:
Step 1: Fair Rent=Municipal Value or Similar 
            Property Rent whichever is Higher.
            (Fair Rent should be <= Standard Rent)
Step 2: Compare Fair Rent with Actual Rent 
             Received.
Step 3:  
a) If  Actual Rent > Fair Rent then,
GAV = Actual Rent.
b) If Actual Rent < Fair Rent then,
i. Due to Reason of Vacancy
GAV = Fair Rent.
ii. Any Other Reason then,
GAV = Actual Rent.




Types of Properties:
A. Self Occupied Property:
· GAV = NAV = 0 (Nil).
· Municipal Taxes paid – Not deductible
· Any Interest paid allowable to the extent of Rs.1,50,000/30,000.
B. Let Out Property:
· NAV = GAV-Municipal Taxes Paid.
· Income from House Property = NAV-(Standard Deduction @ 30% + Interest Paid).
C. Deemed Let Out Property:
· When Assesse has more than one Self Occupied Property (SOP) then, income of one SOP = Nil, Other SOP’s = will be taken as Deemed Let Out Properties.

D.  Partly SOP & Partly LOP:
· Compute Income from House Property for 
Each property separately.
· Municipal Taxes paid should be    Apportioned.
· Interest: On SOP – Max.of 30,000/1,50,000.
On LOP – Fully deductible.
E. Part of the Year SOP – Part of the year LOP:
· Fair Rent should take for Whole year. 
· Fair Rent or Actual Rent on Let out whichever is Higher is taken as GAV.
· Municipal Taxes and Interest paid fully deductible.
3) Income from Business or Profession:
Definition:(sec.28)
The Profits and Gains of any Business or Profession, which was carried on by Assesse at any time during the Previous Year.
The Following Incomes earned are Taxable under the Head Income from Business or Profession:
· Any Money collected after the discontinuance of the profession.
· Compensation received on the Termination or Modification of management.
· Compensation received on the Termination or Modification of the Terms and Conditions of the Agency.
· Compensation received in connection with the Vesting to the Government.
The Following Expenses are Admissible under the Head Income from Business or Profession:
a) Expenses relating to,
· Building
· Plant & Machinery
· Furniture
b) Expenses on Scientific Research (Revenue or Capital Expenditure).
c) Bad debts related to the Business.
d) Capital Expenditure of a Specified Business.
e) Insurance premium paid in respect of Business Stock, Stores etc.
f) Contribution to Rural Development Programmes.
g) Amortisation of Preliminary Expenses.
Concept of Depreciation:
Depreciation can be claimed as a % of Written Down value(WDV) of the Block of Assets* on the basis of WDV method.
*Block of Assets – Group of Assets falling within the same category.
Computation of WDV Block of Assets:
Opening WDV of the Block                  xxxxx
Add: Actual cost* of addition               xxxxx
Less: Money receivable on Assets       (xxxxx)
          Sold                                                         
Amount on which Depreciation can be(xxxxx) claimed
Less: Current year Depreciation          (xxxxx)
                                                            _______
Closing WDV                                        xxxxx
*Actual Cost:
Total cost of Asset                                   xxxxx
Less: Amount of Subsidy or  
Grant received                                      (xxxxx)
Add:
Interest on borrowed money for acquiring 
the Asset up to the commencement of 
Commercial Production                          xxxxx
Expenses incurred for acquiring the Asset xxx
Expenses incurred for Installation          xxxxx
                                                               ______
Actual Cost of the Asset                        xxxxx
                                                              ______
Assessment of Firms:
Interest and Remuneration paid to the partners subject to the following conditions:
a) It should be Authorised by and in accordance with the Partnership deed.
b) Prospective Effect only.
c) Interest should not exceed 12 %(Simple Interest).
d) Remuneration* paid to Working partners only.
*Remuneration paid within prescribed Limits:
	Book Profit**
	Remuneration(% on Book Profit)

	Up to Rs.3,00,000
	1,50,000 or 90% of Book Profit
Whichever is Higher.

	on the Balance
	60% of Book profit


   Note: In case of Loss the Remuneration payable – Rs. 1,50,000.
**Book Profit: Net profit/loss as shown in the Profit & Loss A/c for the relevant Previous Year.
Maintenance of Books of Accounts:(sec.44AA)
1) Business Assesses & Non-Notified Professions:
a) Income Criteria:

· If the Income from such Business or Profession exceeds Rs.1,20,000 in any of the immediately three Preceding previous years or during the current previous year.
b) Turn over Criteria:
· If the Turn over or sales or Gross receipts exceeds Rs.10,00,000 in any of the immediately three Preceding previous years or during the current previous year.
c)    Special Assesse’s:
· Assesse’s covered under sec.44AD, sec.44AE, sec.44BB and sec.44BBB mandatorily maintain Books of Accounts.
2) Notified Professionals(Only Turn over criteria):
· Assesse’s carrying on the Business of Law, Medicine, Accountancy, Architecture, Interior Decorator, Film Artist, Engineers, Technical consultancy are mandatorily maintain Books of Accounts.
Note: The Books of Accounts are required to be kept for a period of 6 years.
Tax Audit :(sec.44AB)
a) Business Assesse’s:
Business Assesse’s are required to get Audit their Books Of Accounts, If the Net Sales of the Business exceeds Rs.1 Crore.
b) Professional Assesse’s:
Professional Assesse’s are required to get Audit their Books of Accounts, If the Gross Receipts of their Profession exceeds Rs. 25 Lakhs.
c) Special Assesse’s:
Special Assesse’s covered u/s.44AB, 44AE, 44BB, 44BBB, If they claim that the profits from such Business Activities are lower than Presumptive Income*.
*Presumptive Income:
a) Eligible Assesses: Individual, HUF or Partnership firm (other than LLP) which is not claimed any exemption u/s. 10AA or deductions in chapter VI-A.
b)  Eligible Business: Any Business other than the Business of Plying, Hiring or Leasing Goods carriages.
c) Turn over should not exceed 1 Crore.
d) 8% of the Gross Turn over or Gross Receipts are deemed as Business Income.
3) INCOME FROM CAPITAL GAINS:
Definition: (sec.45)
Any Profits arising on the Transfer of any Capital Asset shall be chargeable to tax under the head Capital Gains in the year of Transfer. 
Types of Capital Gains:

Computation of Capital Gain: ( For Non-Depreciable Assets)
	Full value of Consideration
	
	xxx

	Less: Transfer Expenses
	
	(xxx)

	Net Consideration
Less:
	 
	 xxx

	Cost of Acquisition
	xxx
	

	Cost of Improvement
	xxx
	

	Gross Capital Gain/Loss
	
	xxx

	Less: Exemption u/s.54 
	
	xxx

	Net STCG/LTCG
	
	xxx


Long Term Capital Gain: (LTCG)
Capital Gain arising on the Transfer of Long Term Capital Asset*.
*Long Term Capital Asset – A Capital Asset held by an Assesse, before the date of its Transfer for =>36 months.
Note: In case of Shares (Listed), Units of UTI & Units of Mutual funds, Zero Coupon Bonds will be treated as Long Term Capital Asset, If they held by Assesse for a period => 12 months.
Short Term Capital Gain:
Capital Gain arising in the Transfer of Short Term Capital Asset*.
*Short Term Capital Asset – Any Capital Asset other than Long Term Capital Asset.
Note: In case of computation of Long Term Capital Gain, Indexed cost of Acquisition and Indexed cost of Improvement taken into consideration.
Exemptions u/s 54:
· Sec.’s 54, 54B, 54F are applicable only to Individual and HUF.
· Sec’s 54D, 54G, 54A, 54EC applicable to all Assesse’s.
Assets to be Transferred and Purchased under above Sec.’s as follows:
· 54 – Residential House
· 54B – Agricultural Land in Specified area
· 54D – Land & Building of Industrial under taking
· 54F – Any LTCA other than Residential House
· 54G & 54GA – Plant & Machinery/ Land & Building of Industrial under taking
· 54EC – Any LTCA to be Transfer and Purchase Bonds Redeemed after 3 Years
.
5) INCOME FROM OTHER SOURCES:
Definition: (sec.56)
Any Taxable Income which is not charged under any of the above Four heads will be chargeable under the Head Income from Other sources.
 Incomes chargeable under this Head:
1) Dividend declared by Foreign Company.
2) Income by way of Winning from Lotteries, Crossword Puzzles, Betting, Card games, TV Shows, Gambling and Racing including Horse races etc.
3) Interest on Compensation and Enhanced Compensation.
4) A sum of Money/Property received without consideration (Like Gifts from Relative*) is chargeable to Tax, If it satisfies following conditions:
a) It is received by an Individual
b) It is received on or after October 1, 2009.
c) It does not fall Exempted category.
d) The value of Property should be >Rs.50,000 .
*Relative – Definition of Relative includes Spouse, Brother/Sister, Brother/Sister of Spouse or Parents, Any linear ascendant or descendant of Assesse or Spouse.
Expenses deductible under this Head:
· Commission or Remuneration for realizing such Income is deductible.
· Any sum collected from the Employees towards Welfare fund contribution to the extent of the amount paid within due date.
· 1/3 of family pension or Rs.15,000 whichever is Lower.
Inadmissible Expenditure:
· Wealth Tax/Income Tax
· Interest/Salary payable outside India, If tax paid or deducted at source
· Expenses in respect of Royalty & Technical fee received by foreign company.
5)  Winning from Lotteries, Crossword Puzzles, Betting, Card games, TV Shows, Gambling and Racing including Horse races etc.
MISSLANEOUS TOPICS IN INCOME TAX:
1) Minor Income should be clubbed with the parents whose Income in the previous year is High under Clubbing provisions.
2) Loss from previous years can be set off against Income of Current year (set off of losses may be Intra Head or Inter Head).
3)  Advance Tax paid in the current year only in three installments.
4) Deductions under sec’s.80A to 80U should be deducted as per applicable provisions.
5) Tax Deducted at Source and Tax collected at Source should be included in the Computation of Taxable Income as per applicable provisions.
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