INCOME TAX                                                                                                    P.S.AURANGABADKAR


CHAPTER 1
BASIC CONCEPTS

Introduction: -
1. The act came in to force w.e.f. 1-4-1961.
2. The act contains 298 sections & XIV schedules.
3. The finance act brings amendment to this every year.

4. These amendments are declared in budget speech Part B on 28th Feb every year.

5. The administration of direct taxes is vested with CBDT i.e. Central Board of Direct Taxes.
Definition of certain basic terms under Income tax act, 1961.
1. Assessment Year [Sec. 2(9)] 
The year in which the income of person is    assessed is assessment year. It is succeeding the financial year ending on 31st March. 

2. Previous Year [Sec. 3]
The year in which the income is earned is previous year. It is the financial year ending on 31st March.  It is preceding the Assessment Year. 

3. Assessee [Sec. 2(7)]
It means a person by whom income tax or any other sum of money is payable under the act. It includes any person in respect of whom any proceedings under the act have been taken for the assessment of his income or loss or amount of refund due to him (Deemed assessee).It also includes person who is assessable in respect of income or loss or another person or who is deemed to be an assessee or an ‘assessee in default’ under any provision of the act.
Clause (7) shall be amended so as to provide that the term ‘assessee’ shall also include every person, being an employer in respect of whom any proceeding under the Act has been taken for the assessment of the fringe benefits in respect of which he is assessable. Amendment is in consequence of insertion of new Chapter XII-H relating to income-tax on fringe benefits
4. Person Sec.[ 2 (31)]
The term ‘Person’ includes,

a) Individual.

b) Hindu Undivided Family (HUF)

c) Company 

d) Firm

e) Association of Persons (AOP) Body of Individual (BOI)

f) Local Authority

g) Every artificial juridical person.

· Company Sec. 2 (17) Company means the following.

· Any Indian Company.

· Any body corporate incorporated under the laws of foreign countries

· AOP:-AOP means two or more persons coming together for common purpose.
· Local Authority: - It is separate unit of assessment, it means Municipal Committee, Body of court commission or other authority legally entitled to or entrusted by Govt. with control and management of municipal or local fund.

· Every Judicial Person: - It covers all artificial persons with a juridical personality.

Income [Sec. 2 (24)]:- 

The term income includes;

· Profit & gains

· Dividend

· Voluntary contribution received by trust created for wholly or partly charitable 
    purpose.

· Value of Perquisites.

· Profits in lieu of salary

· Any Special allowance /benefit specially granted to the assessee to meet his 
    expense exclusively for the performance of duties.

· Any allowance granted to meet personal expense.

· Dearness allowance.

· Value of benefit obtained by directors.

· Value of any benefit convertible in to money or not.

· Any sum chargeable U/s 28 (ii, iiia, iiib, iiic, iv), or U/s 41 & 59

· Value of any benefit convertible in to money or not arising from the profession

· Any capital gain

· Insurance Profit U/s 44

· Winning from lotteries, games etc.,

· Any sum received by any payer from his employees as contribution to any fund.

· Any sum received under Key-man insurance policy including bonus.

· Any sum of money received in excess of Rs.50000, without any consideration by Individual or HUF 
      after 1-9-2004, then it is considered as income u/s 2(24) in the hands of recipient and charged u/s 
       56(2)(v).

     Exceptions: -

1. Any sum received for consideration.

2. Received from relative.

3. Receipt as gift on marriage of individual.

4. Receipt due to inheritance or will.

5. Receipt due to death.

6. Amount < Rs.50000
  Relative: - Spouse, brother and/or sister of individual or spouse or either parents.

Broad Aspects of ‘Income”
· Regular and definite source of income

· Different forms of income-i.e. cash or kind.

· Illegal income: Income tax act doesn’t make any distinction between sources of   income.

· Disputed Title: - The assessment cannot be held up because of any dispute of the assessee.

· Relief or Re-imbursement of expense is not treated as income.

· Temporary & Permanent income:-The act makes no distinction between temporary or permanent sources.

· Fluctuation of currency: It may result in extra receipt which is taxable income.

· Income also includes negative income. i.e. loss.

· The basic fundamental rule of taxation is that no income can be double taxed.

· Income should be real and not fictitious. 

· Source of income may or may not exist in the A.Y.

· Pin/Pocket money is not treated as income.

· Awards & Prizes received are treated as income.

· The burden of proof lies on department .

· Revenue receipts Vs. Capital receipts. All revenue receipts are taxable unless exempt under the act. On the other hand, capital receipts are generally exempt unless expressly taxable.

Sec-4 Basis of Charge

· By Virtue of this section every assessee whose total income exceeds exemption limit is liable to pay income tax. 

· As per the provision the total income of P.Y. of every person charge to tax at the rates prescribed for the relevant A.Y.

Name of the Assessee

Computation of Total Income

A.Y.

	Particulars
	Amount

	Income from Salary
	----------

	Income from House Property 
	----------

	Income from Business & Profession
	----------

	Capital Gains

· Short Term Capital Gain

· Long Term Capital Gain
	----------

	Income from other sources
	----------

	Gross Total Income
	--------------

	Less: - Deductions u / Chap. VI- A (Sec. 80) 
	----------

	Total Income
	----------

	Tax on it

Normal Rate:

Special Rate: u/s 111A  STCG on Securities
                       u/s 112   LTCG

                       u/s 115 BB
	----------

	Tax Payable
	----------

	Add: - Surcharge 10% 
	----------

	Total Tax Payable
	

	Add: E- Cess @ 2%
	

	Add: H.S.E.Cess@ 1%
	

	Total Tax Liability
	

	Less:    Advance Tax Paid
	

	Less: - T.D.S. 
	----------

	Less: - S.A. Tax (Sec. 140A)
	----------

	Balance Payable/Refundable
	----------


Sec-288A Rounding off of income to nearest multiple of ten.

Sec-288B Rounding off of tax liability to nearest rupee.

Gross Total Income [Sec. 14]
As per Sec. 14 Gross Total Income includes;


Income from Salary




Sec. 15 to Sec. 17


Income from House Property
  
    
             Sec. 22 to Sec. 27


Profit & gains from Business and Profession 
             Sec. 28 to Sec. 44


Capital Gains





Sec. 45 to Sec. 54


Income from other sources



Sec. 56 to Sec. 59

Section wise Summary

	Section 
	Particulars

	2(7)
	Assessee

	2(9) 
	Assessment Year

	2(24)
	Income

	2(31)
	Person

	3
	Previous year

	4
	Charge of Income tax


CHAPTER 2

RESIDENTIAL STATUS & SCOPE OF INCOME

For the purpose of the determination of tax liabilities of any person it is necessary to determine the residential status of the person on basis of which the scope of income can be define.

Q.1 How to determine the Residential Status of persons?
1) Individual 

 If the following conditions are satisfied Individual is ‘Ordinarily Resident’ [Sec-6(1)]
· Stay in India in P.Y. for period is  or more than 182 days  

                     OR

· Stay in India for period is or more than  365 days within 4 years preceding the P.Y. and Stay in India in P.Y. for period is or more than 60 days.
Exception to sec. 6(1)


An Indian citizen who leaves India during P.Y. for employment purpose or he is a member of crew of an Indian ship. The condition 2 out of 60 days u/s 6 (1) is extended to 182 days.

It is irrelevant whether the assessee stays in any part of India.

It is also not necessary that the stay should be continuous.
If the following conditions are satisfied then individual is ‘Not Ordinarily Resident’ [Sec-6(6)]

· Such individual is NRI in 9 Out of 10 Previous Years preceding the relevant P.Y.  

OR

-     Such individual has stayed for period <=729 during 7years preceding the P.Y.

2) Hindu Undivided Family

The status of HUF depends upon the manager i.e. Karta

If the following conditions are satisfied Individual is ‘Ordinarily Resident’ [Sec-6(2)]
· Stay in India in P.Y. for period  => 182 days  

                     OR

· Stayed in India for period => 365 days within 4 years preceding the P.Y. and    

      Stay in India in P.Y. for period =>60 days

If the following condition are satisfied then HUF (karta) is ‘Not Ordinarily Resident’ [Sec-6(6)]
· Such individual is NRI in 9 Out of 10 Previous Years preceding the relevant P.Y.  

OR

-     Such individual has stayed for period <=729 during 7years preceding the P.Y.

3) Firm, AOP, Company 

The status of all the above categories of Person is on the basis of Control & management of the affairs of the organization. It can be explained as under

	Control & Management
	Firm/AOP/BOI

 [Sec-6(2)]
	Indian Company

[Sec-6(3)]
	Foreign Company

 [Sec-6(3)]

	Wholly in India


	R
	R
	R

	Wholly Outside 


	NRI
	R
	NRI

	Partly in & Outside


	R
	R
	NRI


[Sec-6(4)] Every other person i.e. BOI, Local authority & Artificial Juridical Person is said to Resident in India in P.Y., where the control & Management of its situated wholly or partly in India
Q.2 How is the scope of Income determine on basis of residential 
       status ? (Sec. 5)

· When the person is Residential in India scope of income – 

1. Received and deemed to be received in India.

2. Accrue and arise and deemed to be accrue and arise.

Incidence of tax in case of resident and ordinarily resident assessee 

[Sec. 5 (1)]

· Income received and deemed to be received in India in previous year by assessee or on his behalf.

· Income accrues or arises or is deemed to be accrue or arise to him during previous year.

· Income accrues or arises to him outside India.

Incidence of tax in case of non-ordinarily resident. Sec. 5 (1)

a. Income received or deemed to be received in India.

b. Income accrues or deemed to be accrue in India.

Incidence of tax in case of NRI Sec. 5 (2) NR is liable to tax in respect of income

received or deemed to be received in India and accrue or arise and deemed to be accrue or arise in India during previous year.

Summary of Scope of Income

	Sr.no.
	Income
	Ordinarily Resident
	Not Ordinarily Resident
	Non-Resident

	1.
	Income received or deemed to be received in India, Whether accrue or arise  in or outside India
	YES
	YES
	YES

	2.
	Income accrue or arise or deemed to accrue or arise in India, whether received in or outside India
	YES
	YES
	YES

	3.
	Income accrue or arise and received outside India from business controlled or profession set up in India
	YES
	YES
	NO

	4.
	Income accrue or arise and received outside India from any other source
	YES
	NO
	NO


Accrue refers to right to become entitled to the income. Arise refer to right to enforce recovery of income

Q.3 State the income deemed to accrue or arise in India  

      irrespective of residential status? [Sec-9(1)]

Certain income deemed to accrue or arise in India irrespective of Residential Status;

· Any income accrues or arises to an assessee through or from any place outside India, Whether directly or indirectly through from business connection in India. [Sec-9(1)(i)]
· Any income accrue or arise to an assessee through or from any property , asset or source of income in India[Sec-9(1)(i)]
· Any income accrues or arises to an assessee through transfer of capital asset   

      situated in India. [Sec-9(1)(i)]
· Income from Salaries earned in India or which is payable by the government to 

citizen of India for service rendered outside India  [Sec-9(1)(ii) & (iii)]
· Dividend paid by Indian Company outside India. [Sec-9(1)(iv)]
· Interest payable government or resident person. [Sec-9(1)(v)]
· Royalty Payment fees for technical services by government or resident person[Sec-9(1)(vi)]
· Fees for technical services by government or resident person[Sec-9(1)(vii)]

 Section wise Summary

	Section 
	Particulars

	5
	Scope of total income/incidence  of tax

	6
	Resident in India

	6(1)
	Determination the residential status of Individual

	6(2)
	Determination the residential status of HUF

	6(3)
	Determination the residential status of firm/AOP

	9
	Income  deemed to accrue or arise in India


CHAPTER 3
  EXEMPTIONS
Exempted Income: It means the income, which is not included in the Gross Total Income. As per Sec-14A no deduction are allowed for the expenditure incurred in respect of exempted income 

Q.1 State the income which is exempt under income tax act?
Sec-10 (1) Agriculture Income:
The income as per Sec. 2 (1 A) is agriculture income, which is exempt under Sec. 10 (1).

Sec-10 (2) Receipt of share in HUF as a member: 
The share in the profit of the HUF received by the member of HUF is wholly exempt.

Sec-10 (2A) Receipt of share of profit in Partnership firm as partner:
 The share in the profit of the firm received by the partner is wholly exempt.

Sec-10
(10D) Lumpsum receipt from LIC 

 Any sum received under a life insurance policy, including the sum allocated by way of bonus on such policy.

  Exception

· Any sum received under sub-section (3) of section 80DD or sub-section (3) of section 80DDA; or

· Any sum received under a Key man insurance policy; or

· Any sum received under an insurance policy issued on or after 1.4.2003 in respect of which the premium payable for  any of the years during the term of the policy exceeds 20% of the actual capital sum assured:



Provided that the provisions shall not apply to any sum received on the death of a person:

Explanation to sub-section (3) of section 80C the sum assured will not include any premium agreed to be returned or any benefit by way of bonus.
Sec-10 (15) Interest on securities: -

· The interest on following securities is exempted :-

interest on notified securities, bonds and certificates 12 years NSAC, National Defense Gold Bonds 1980, Post Office Cash certificates (5 years), National plan saving certificate (12 years), Post- Office National saving certificate (12 or 7 years), Post Office saving Bank A/c, etc. 
· Interest on capital investment bonds of individual and HUF.

· Interest received by NRI from notified bonds.
· Interest on notified bonds, debentures of Public Sector Company.

· Interest on bonds issued by state pooled finance entity & notified by central government 
Sec-10(16) Educational Scholarship:
Scholarship granted to meet the cost of education is exempt. Cost of education includes tuition gees and all other incidental expenses. It is not necessary that Govt should finance scholarship.

Sec-10 (17A) Awards: 
The following awards in cash or kind are exempt.

Any payment of any award by central or state Govt. or by approved body in public interest. Any payment made as reward by central or state Govt. or by approved body in public interest. Any payment made as reward by central or state Govt. in public interest such as C.V.Raman Award for research in applied science. Awards by Bharatiya Jana pith. National award for films, etc.

Sec-10 (19)Family pension
Family pension received by widow or children or nominated heirs of the armed force of union is exempt from tax, provided his death is on operational duty.
Sec-10(23A) Income of Professional Institution

              Any income of professional institution is exempt except house property, interest, dividend 

              and by rendering any specific service.

Conditions

· The institution is established for purpose of control ,supervision and regulation on profession of law, medicine , accountancy, engineering and other notified profession.
· The income is applied wholly for the object for which it is established 

· Approved by central government.

Sec. 10 (32) Minor income:
Any income of minor included in the income of his parents as per Sec. 64 (1 A) is exempt up to Rs. 1500/- per child per annum.

Sec-10 (33) LTCG on US64:

 Any income arising from the transfer of a unit of the Unit Scheme, 1964, (US-64) and where the transfer of such asset takes place on or after 1.4.2002.

Sec-10 (34) Dividend from domestic company:

Any income by way of dividends referred to in section 115-O. As per sec-115 O  dividend declared by domestic company on which corporate dividend tax is paid.

Sec-10 
(35) Dividend/ income from units:
           Any income on units of mutual funds or units of UTI.
Provided that this clause shall not apply to any income arising from transfer of units of the Administrator of the specified undertaking or of the specified company or of a mutual fund, as the case may be.

Sec-10 (37) LTCG on Agricultural Land 
· Available to Individual or HUF.

· Capital gain arising from transfer of urban agricultural land.

· The land was used for agricultural purpose for 2 years immediately preceding the date of transfer by HUF or Individual or parents.

· Such transfer is by way of compulsory acquisition under law.

· Compensation is received on or after 1-4-2004.
Sec-10(38) LTCG on Securities
· LTCG on equity or equity oriented units.
· Such transfer is on or after 1-4-2004.

· Such transaction is chargeable to securities transaction tax.

Sec-10(43) Reverse Mortgage Scheme


Loan amount received under reverse mortgage is exempted in hands of receiver.

Q.2 What are special benefits to units newly established in FTZ or EHTP or STP or SEZ?

Special Provision for Newly Established Undertaking in FTZ/EHTP/STP/SEZs           [Sec-10A]

Conditions

1. It must begin manufacturing or production in FTZ/EHTP/STP/SEZs for period;

       FTZ : w.e.f. A.Y. 81-82
       EHTP/STP: - w.e.f. A.Y. 94-95 
       SEZs – w.e.f. A.Y. 01-02 Upto 31-03-2005
      Electronic Software & Hardware Technology Park (EHTP) or Software Technology   

      park (STP) are Schemes introduced notified by GOI, Ministry of Commerce &      

      Industry Software.
2. Formation:-It should not be formed by splitting or reconstruction of business.
3. Transfer of old Machinery:-It should not be form by transfer of old machinery.

         But if form then the following conditions should be satisfied;

·  Plant & Machinery not previously used in India

·  Plant & Machinery is imported into India 

·  No deduction of depreciation is claimed for any period prior to installation of 
              it by  assessee.

· If machinery transferred is from already existing unit to new industrial 
       undertaking should not exceed 20% of total value of Plant & Machinery used 
       in the industrial unit.

· The new Plant & Machinery is not used for any other purpose.

4. Receipt in foreign exchange:-  It must repatriate the sale proceeds in India or 
      deemed to be received (i.e. Credited in Foreign bank) in convertible forex within 6 
      month from the end of relevant   P.Y. RBI or competent authority must approve 
      the extension if any after six   month.

5. Accounts & Audit :-The accounts must be audited & audit report must be 
submitted in form no.56F & 56FF in case of SEZs certified by C.A. that the deduction amount is correct.

6. Amount of Deduction

      100% of [Business Profit * ET/TT]

      Export Turnover (ET) means

      Forex received within time


                                          XXX

      (-) Freight, Telecommunication Charges outside India

                XX

      (-) Insurance attributable outside custom station


   XX

      (-) Expense for technical services outside India


 
   XX











  XXX

7. Period of deduction i.e. Tax Holiday 

· 10 Consecutive A.Y.

· No deduction available from A.Y. 2011-12 except for FTZ extended to 31.3.2011
8. Impact of deduction

 - No Unabsorbed depreciation/capital expenditure on scientific research or family 

   planning are allow to carry forward after deduction period.

 - Losses U/s 72 or 74 not allowed to c/f  after tax holiday.

 - Deduction U/s 80IA & IB are not allowed after tax holiday.

   Claiming deduction is optional to assessee otherwise declaration to be filed 
9. Return : Provided that no deduction under section 10A shall be allowed to 
any undertaking which has not furnished return of income on or before the due date.

Q2A Discuss the provisions of sec. 10AA in respect of units in Special Economic Zone?

1. Applicability ( This section applies to a unit established by an entrepreneur in a Special Economic Zone, which begins to manufacture or produce articles or things or provide any services on or after 1-4-2005.
2. Quantum of Deduction (
· First 5 consecutive A.Y.: - 100% of profits & gains from export business (Starting from A.Y. relevant to year of start of production / manufacture.)
· Next 5 consecutive A.Y.: - 50% of profits & gains export business.
· Further next 5 consecutive A.Y.: -
Lower of—a) 50% of profits from export business; or
b) Amount transferred from P & L A/c to the “Special Economic Zone Reinvestment Reserve A/c”
The deduction for last 5 A.Y. is allowed if: -
a) The amount transferred to the “Special Economic Zone Reinvestment Reserve A/c” is used for acquiring new plant or machinery, which is first put to use within 3 years from the year of creation of reserve.
b) Until acquisition of plant or machinery, it is used for business purposes other than for distribution by way of dividend or profits or remittance outside India for creation of any asset thereon.
c) Particulars of plant or machinery are finished along with return of income for the previous year in which such plant or machinery is first put to use.
Consequences of Mis-utlization / non-utilization of Reserve: -

If the amount to the reserves is—



Taxability

Used for purposes other than acquisition of plant or 
Amount so misutilised shall be taxable in the 
Machinery.





year of misutilisation.

Not used within 3 years aforesaid.


Amount not so utilized shall be taxable in the

year immediately following the period of 3 

years.
3. Computation of profits from export business for the purpose of deduction (





Export Turnover x Profits & gains of business & Profession
Profits & gains from export business = 







Total Turnover of undertaking
· “Export Turnover” means the consideration in respect of export of articles or things or computer software or services received in, or brought into, India by the Assessee but does not include : -
· Freight, Telecommunication charges or insurance attributable to the delivery of such articles or things outside India or

· Expense, if any, incurred in Foreign exchange in rendering of services (including computer software) outside India;

· “Export” in relation to Special Economic Zone means taking goods or providing services out of India from a Special Economic Zone by land, sea, air, or by any other mode, whether physical or otherwise.

· Note: Profits & gains derived from on-site development of computer software (including services for development of software) outside India shall be deemed to be profits & gains derived from the export computer software outside India.

4. Transitional provisions (
a)    An existing unit, to whom deduction is not allowed under Sec 10A, shall be allowed deduction under this Sec for the unexpired period out of 10 consecutive A.Y. & thereafter, it shall be eligible for deduction for next 5 years on creation of “Special Economic Zone Reinvestment Reserve A/c” in the aforesaid manner & fulfilling other conditions.
b)    Similarly, if a unit located in FTZ / EPZ is subsequently located in any SEZ virtue of conversion of such FTZ / EPZ into SEZ, then, it will be allowed deduction under this sec. for unexpired period out of 10 consecutive A.Y. & thereafter, it shall be eligible for deduction for next 5 years on creation of “Special Economic Zone Reinvestment Reserve A/c” in the aforesaid manner & fulfilling other conditions.
No deduction: No deduction shall be allowed under (a) or (b) above if such unit has completed the period of 10 consecutive A.Y.’s. In other words, a unit which has completed the period of 10 “Special Economic Zone Reinvestment A/c” also.
5. Transfer of the undertaking in amalgamation or demerger ( If the unit, which is entitled to deduction under this section is transferred before the expiry of the period of deduction, to another unit in a scheme of amalgamation or demerger, then –
· No deduction shall be allowed to the amalgamating or demerged unit for the previous year in which such amalgamation or demerger took place; &
· The provisions of this sec. shall apply to the amalgamated or resulting unit, as if no amalgamation or demerger has taken place.
6. Report from a Charted Accountant ( Deduction under this sec. shall be allowed only if the assess furnishes, along with return of income, a report from a charted accountant certifying that the deduction has been correctly claimed.
7. Consequence of claiming  (
· Written down value of assets after tax holyday period will be computed presuming that depreciation has been allowed on them during the tax holiday period.
· No deduction will be allowed under sec. 80-IA or 80-IB in respect of that undertaking which has claimed exemption under this section.

· The provisions given under sec. 80-IA (8) (relating to inter unit transfer) & 80-IA (10) (relating to showing excess profits) will apply to the undertaking.
8. Formation :- The undertaking should not be formed by splitting up, or the reconstruction, of the business already in existence. The condition of new undertaking is not applicable where the business is re-established, reconstructed or revived by the same aessessee after the business of industrial undertaking carried on by him in India is discontinued due to extensive damage to ,or destruction of any building ,machinery, plant or furniture owned by the assessee (& used for the purpose of such business)as a direct result of 1) flood,typhoon,hurricane, cyclone , earthquake or other convulsion of natural or 2) riot or civil disturbance or 3) accidental fire or explosion or 4) action by enemy or action taken in combating an enemy (whether with or without a declaration of war)
Q.3 State the provision of tax holiday for 100% EOU?
Special Provision for newly established 100% Export Oriented Units(EOU)[Sec-10B]

1. Approval:-It is approved as 100% EOU by the Board appointed by the Central Govt.

2. Activity:-It manufactures or produces any article or things or computer software. 

3. Formation:-It should not be form by splitting or reconstruction of business.
4. Transfer of old machinery :- It should not be formed by transfer of old machinery        

       from existing company.
       If transferred then following conditions must be satisfied;
·  Plant & Machinery not previously used in India

·  Plant & Machinery is imported into India 

·  No deduction of depreciation is claimed for any period prior to installation of it by assessee.

    If second hand machinery transferred to new industrial undertaking <= 20% of   

    total value  of Plant & Machinery used in the industrial unit.

    The new Plant & Machinery is not used for any other purpose.
5. Receipt in Forex:-It must repatriate the sale proceeds in India or deemed to be  

      received (i.e.  Credited in Foreign bank) in convertible forex within 6 month from the 
      end of relevant Previous year. RBI or competent authority must approve the 
      extension after six month.

6. Accounts & Audit:-The accounts must be audited & audit report must be submitted 
       in form no.56G certified by C.A. that the deduction amount is correct.

7. Amount of Deduction

   100% of [Business Profit * ET/TT]

   Export Turnover (ET) means

   Forex received within time


                                          XXX

   (-) Freight, Telecommunication Charges outside India

             XX

   (-) Insurance attributable outside custom station


   XX

   (-) Expense for technical services outside India


 
   XX











  XXX

8. Period of deduction i.e. Tax Holiday 

· 10 Consecutive A.Y.

· No deduction available from A.Y. 2011-12
9. Impact of deduction

-  No Unabsorbed depreciation/capital expenditure on scientific research or family 

   planning are allow to carry forward after deduction period.

   -  Losses U/s 72 or 74 not allowed to c/f  after tax holiday.

   -  Deduction U/s 80IA & IB are not allowed after tax holiday.

Claiming deduction is optional to assessee otherwise declaration to be filed 

Q. 4 State the benefit of tax holiday available for export of hand 

        made article?
Special provision for export of certain article or things [Section10BA]

Condition

· Eligibility :-Any Person can claim.

· Activity:-The assessee must own an undertaking which derives profit from export of eligible article or things. The eligible article includes all hand made articles or things, which are of artistic value, and requires wood as its main raw material and without the use of imported articles.

· Formation:- It should not be formed by splitting or reconstruction of business.

· Use of Old Machinery:   Transfer of old machinery should not form it.

If following conditions satisfied;

· Plant & Machinery not previously used in India

· Plant & Machinery is imported into India

· No deduction of depreciation is claimed for any period prior to installation of  it by assessee.

If second hand machinery transferred to new industrial undertaking <= 20% of total value of Plant & Machinery used in the industrial unit.

The new Plant & Machinery is not used for any other purpose.

· Export:-Its 90% or more of its sales during the relevant P.Y. are by way of export of eligible article or things.

· No. of Employee: -It employees 20 or more worker during the relevant P.Y. in the process.
· Foreign Exchange:- It must repatriate the sale proceeds in India or deemed to 
be received (i.e. Credited in Foreign bank) in convertible forex within 6 month from the end of relevant  Previous year. RBI or competent authority must approve the

       extension after six month.

· Certificate: -   It must be certified by Chartered Accountant.

Charitable Trust & Political parties
[Sec-11, 12, 13]

Charitable Trust [Sec-2(15)] : It includes relief of poor ,education, medical relief, etc. promotion of sports & games.

Q.1. What are the condition required to be fulfilled by trust to 

        avail exemption ?

Essential condition for exemption U/s 11
· Income derived from property held under trust for charitable purpose.

· Trust not for benefit for any community /caste.

· No part of income benefited to specified person.

· Trust income is applied to charitable / religious purpose within limit.

· Trust shall apply for registration with CIT u/s 12AA
· Account to be audited if the income exceeds exemption limit.
· Funds invested as per Sec-11(5).
Q.2 State the specified investment for the trust?
Specified Investment – [Sec-11(5)]

· Govt. saving certificates & other securities etc.

· Post office bank saving a/c

· Central or state govt. securities.

· Units of UTI

· Deposit with IDBI

· Deposit or Investment in shares of public sector companies, or bonds issued by financial corporation etc.

· Immovable property.

Q.3 State the procedure of registration of trust under income tax 

       act?

Registration under income-tax with CIT 
Sec-12A
Application in form no. 10A accompanied with either original trust deed if any or any evidence showing the status of trust.
Time limit: - within 1 year from date of creation.

Sec-12AA Procedure 

a. CCIT /CIT call for documents or information & hold enquiries.

b. If he is satisfied, he passes an order granting registration. If refusal orders pass to be within 6 month of application.

 Cancellation of trust registration  

· If CIT is satisfied that the activities of the trust are not genuine or not fulfilling the object of trust.

· Provided CIT can cancel the registration after giving the opportunity of being heard.
w.e.f. A.Y. 08-09 The provision of making application within one year & condition of delay by the commission shall be applicable only in respect of any application made up to May 31, 2007. 
In respect of application made on or after June 1, 2007, the time limit of one year will not be applicable. However , the exemption under sec 11 &12 will be available only if the trust is registered under section 12AA & the benefit of exemption will be available only from the financial year in which the application is made.
Q.4 State the provision relating to application and accumulation of 

       income?

Application of Income [Sec-11(1)]

The trust must make application of its income in the P.Y. to the extent of – 85% (Exempted - 15%)
If application of income falls short of 85% can avail extension from CIT or it is deemed to be income of the trust in the P.Y.
Some example of application of income

-   Repayment of loan, educational purpose, revenue/ capital.

-   Payment of taxes.

-   Donation to other trust is exempt if donee utilize fund for charitable purpose.

-   Exp. of earlier year allowed.

-   Defending criminal charges allowable.

-   The loss in the sale share for the purpose of trust 

-   Excess application of last years can be set off against subsequent A.Y.

Accumulation of income [Sec-11(2)] 

· When 85% is not applied then intimate in Form no.10 to assessing officer. It can be accumulated for max.5years. W.e.f.31/3/01

· If not utilized for specified purpose during the specified period then it is deemed to be the income of the trust for the P.Y. immediately after the expiry of specified period.

Some special points in the computation of income

Income must be considered as per normal accounting rule. 

TDS not considered income.

Depreciation to be considered as non-monetary loss.
Voluntary contribution / donation- deemed income from property.

If refund is their – it is not considered income.

Q.5 What are the circumstances when the exemption is 

       withdrawn?
Case when income shall not be exempt U/s 11 [Sec-13]

· The income from property held by trust for private religious purpose, which is not 
       beneficial   for Public.

· the income of charitable trust or institution created for benefit of any particular 
       religion,  Community or caste. 

· any income of trust directly or indirectly for benefit of specified person shall be deemed  to be income of such trust or institution
Q.6 State the benefit available to political parties?
Exempt income [Sec-13A]
· Income from house property 
· Income from other sources
· Income by way of voluntary contributions
· Capital gain is also exempt.
Condition

· The political party is registered with Election Commission of India
· The political party keeps and maintains such books of accounts and other document as enable the AO to properly calculate income
· The political party keeps and maintains record of each voluntary contribution in excess of Rs.20000 and  name & address of the person who has made contribution
· The accounts should be audited.
  Section-wise summary: -
	Section 10
	Particulars

	Sec-10 (1)
	Agriculture Income

	Sec-10 (2)    
	Share in HUF as member

	Sec-10 (2A)
	Share in Firm as a Partner

	Sec-10(10D)
	Lumpsum receipt from Life insurance Policy

	Sec-10 (15)
	Interest on certain investments

	Sec-10 (16)
	Scholarship

	Sec-10 (17A)
	Awards

	Sec-10 (32)  
	Minor Income

	Sec-10 (33)
	Capital Gain on transfer of US64

	Sec-10 (34)
	Dividend on share of Indian co.

	Sec-10 (35)    
	Dividend on units of UTI or MFs

	Sec-10 (36)
	LTCG on eligible equity


List of exemptions under head ‘Salary’
	Section 10
	Particulars

	Sec-10 (5) 
	Leave Travel concession (LTC / LTA)

	Sec-10 (10)     
	Gratuity.

	Sec-10 (10A)
	Pension.

	Sec-10 (10AA)
	Leave encashment

	Sec-10 (10B)
	Retrenchment Compensation

	Sec-10 (10C)    
	Receipt on V.R.S

	Sec-10 (10CC)
	Tax paid by the employer (for employee)

	Sec-10 (11,12)
	Provident fund

	Sec-10 (13)      
	Super Annuation Fund (S.A.F.)

	Sec-10 (13 A)   
	H.R.A.

	Sec-10 (14)      
	Special Allowance.


List of exemptions Under Head ‘House Property’
	Section 10
	Particulars

	Sec-10 (1)
	Income from Farm-House

	Sec-10 (19A)
	Annual value of any palace of an ex-rural

	Sec-10 (20)
	Property income of local authority

	Sec-10 (21)
	Income of an approved Scientific Research Association.

	Sec-10 (23)
	Property income of Games Association

	Sec-10 (23C)
	Property income of an educational institution & hospital

	Sec-10 (24)
	Property income of trade-union

	Sec-10 (26A)
	Property income in case of person residential of Ladakh.

	Sec-11
	Property income of property held for charitable purpose

	Sec-13A
	Property income of political party


CHAPTER 4

AGRICULTURE INCOME

Q.1 What is Agriculture income?

 Agricultural income comprises of –

· Any rent or revenue derived from land.
· Income from agricultural produce and from such processing of produce to 
           make it marketable.

· Income from farm building.
Agricultural rent or revenue:
The following 3 conditions are to be satisfied to classify the income as an Agricultural income “.

              The rent or revenue should be derived from land.

              The land should be situated in India.
              The land should be used for agricultural purposes.

It is specifically provided that the term revenue shall not include any capital gain arising on account of sale of agricultural land. 

Activities not involving any basic operations like tilling, sowing or dissemination of seed and planting on the land would not constitute agriculture merely because they have relation or connection with the land .Term agriculture does not include breeding and rearing of live stock ,dairy farming ,butter and cheese making ,poultry farming ,etc.

The word rent means payment of money in cash or in kind by any person to owner of the land in question in respect of a grant of right given to such person by the owner to use the said land. The revenue however is used in the broad sense of return ,yield or income.

Q.2 Discuss the special tax treatment in case on Agriculture income?
· As per Sec.10 [1] exempts agricultural income from income tax. 

· There is a special tax treatment in case any assessee (Individual, HUF, AOP, BOI)  who is satisfying the following condition:-

1. Agricultural income is greater then Rs.5000/-.

2. Non-agricultural income is greater then exemption slab.
Procedure to compute tax in case of agricultural + non-agricultural income

1. Compute net agricultural income ,as if it is chargeable to income tax under   

           the head ‘profits and Gains of business or profession ‘.

2. Aggregate net agricultural income with non-agricultural income [i.e. taxable 

           income ] of the assessee and compute income tax, as if such aggregated 

           Income is the total income .

3. Add up net agricultural income to first slab of income [i.e. basic exemption     

           limit] on which tax is charged at nil rate and compute income tax ,as if such 

           income is total income of the assessee

4. Income tax = tax calculated as per step2

5. less : tax calculated as per step 3 above 

           Income tax liability will be increased by surcharge at a applicable rate .

Income from Agriculture Produce and from Processing of produce to make it marketable.

Income derived from agricultural land situated in India and using it for agricultural purposes. 

Income derived by a cultivator or receiver of rent-in –kind from any process ordinarily employed to render the produce raised or received by him fit to be taken to market e.g. drying, thrashing, cleaning ,decanting etc.

Agricultural produce like tea, cotton, tobacco, sugarcane etc. are subjected to a manufacturing process and if such manufactured product is sold ,the profit on sales would have to be apportioned  into.          

i- Profit element referable to the manufacturing process-Business income I

ii- ii-Balance referable to the agricultural income –Exempt from tax .

Income Tax Rule 7 & 8 provide basis for apportionment between business & 

agriculture income.

Rule 7:-  In case of income which is partially agricultural & partly non-agriculture , the market value of agricultural produce which has been raised by the assessee or received by him as rent in kind and which has been used as raw material in the business or sale proceeds of which are include in the accounts of business represents gross agricultural income. 

The market value of such agricultural produce is deductible while computing profits & gains of business & profession.

Rule 7A:-  Income derived from the sale of centrifuged latex or cenex  or latex based crepes (such as pale latex crepe) or brown crepes (such as estate brown crepe, remilled crepe, smoked blanket crepe or flat bark crepe) or technically specified block rubbers manufactured or processed from field latex or coagulum obtained from rubber plants grown by the seller in India .

                Business Income -35%

 
      Agricultural Income –65%

Rule 7B:-  Income derived from the sale of coffee grown and cured by the seller in India shall be computed as if it were income de​rived from business, and twenty-five per cent of such income shall be deemed to be income liable to tax.

Income derived from the sale of coffee grown, cured, roasted and grounded by the seller in India, with or without mixing chicory or other flavoring ingredients

                Business Income  -   40%

 
   Agricultural Income –60%

Rule 8:- Growing & manufacturing of tea

                Business Income -40%

 
      Agricultural Income –60%
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