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A WORD ABOUT SUPPLEMENTARY 

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

The Board of Studies has been instrumental in imparting theoretical education for the students 
of Chartered Accountancy Course.  The distinctive characteristic of the course i.e., distance 
education, has emphasized the need for bridging the gap between the students and the 
Institute and for this purpose, the Board of Studies has been providing a variety of educational 
inputs for the students. 

One of the important inputs of the Board is the Supplementary Study Paper on Direct Tax 
Laws and Indirect Tax Laws to be used by the students of the Final Course.  The 
supplementary study papers are annual publications and contain a discussion of the 
amendments made by the Annual Finance Acts and Notifications/Circulars in income-tax, 
wealth-tax, central excise, customs and service tax laws.  They are very important to the 
students for updating their knowledge regarding the latest statutory developments in these 
areas.  A lot of emphasis is being placed on these latest amendments in the Final 
examinations. 

The amendments made by the Finance Act, 2010 and important Notifications/Circulars issued 
between 1st May 2009 and 30th April, 2010 have been incorporated  in this Supplementary 
Study Paper – 2010, which is relevant for students appearing for May 2011 and November 
2011 examinations. In case you need any further clarification/guidance with regard to this 
publication, please send your queries relating to direct taxes at priya@icai.org and queries 
relating to indirect taxes at  shefali.jain@icai.in. 

Happy Reading and Best Wishes for the forthcoming examinations! 
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DIRECT TAX LAWS 

AMENDMENTS AT A GLANCE – FINANCE ACT, 2010 

S.No. Particulars  Section 

I INCOME-TAX ACT, 1961   

1. A.  Rates of tax   

 B.  Basic Concepts     

2. Scope of definition of charitable purpose   2(15) 

 C. Residence and Scope of Total Income   

3. Income by way of fees for technical services, interest 
and royalty, from services utilized in India would be 
deemed to accrue or arise in India in case of a non-
resident and be included in his total income, whether or 
not such services were rendered in India 

 9 

 D.  Incomes which do not form part of total income   

4. Exempted profits in the case of units in Special 
Economic Zones (SEZs) to be computed as a 
percentage of total turnover of the business carried on 
by the undertaking and not the total turnover of the 
business carried on by the assessee and this 
amendment is to apply retrospectively from A.Y.2006-07 

 10AA(7) 

5. Commissioner of Income-tax also empowered to cancel 
registration obtained under section 12A 

 12AA(3) 
 

 E.  Profits and gains of business or profession   
6. Weighted deduction under section 35(1)(iii) extended to 

payments made to associations engaged in research in 
social science or statistical research  

 35(1)(iii), 10(21), 
80GGA, 139(4C) & 

143(3) 
7. Substantial increase in percentage of weighted 

deduction under section 35  
 35(1)(ii), 35(2AA)    

& 35(2AB) 
8. Expansion of scope of “specified business” for provision 

of “investment-linked tax incentives” 
 35AD & 80A 

9. Time limit for depositing tax deducted during the entire 
year extended up to the due date of filing return of 
income to ensure compliance with the statutory 
requirement to avoid disallowance of expenditure  

 40(a)(ia) & 201(1A) 
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10. Increase in threshold limits of turnover/gross receipts for 
applicability of tax audit  

 44AB, 44AD &  271B 

11. Tax treatment of income of a non-resident providing 
services or facilities in connection with prospecting for, 
or extraction or production of, mineral oil 

 44BB & 44DA 

 F. Capital Gains   

12. Conversion of small private companies and unlisted 
public companies into LLPs to be exempt from capital 
gains tax subject to fulfillment of certain conditions 

 47(xiiib), 47A(4), 
72A, 115JAA, 32(1), 

43(6), 49(1), 
49(2AAA), 43(1) & 

35DDA 

 G. Income from Other Sources   

13. Transfer of immovable property for inadequate 
consideration to be outside the ambit of section 56(2) 

 56(2)(vii) 

14. Scope of definition of property amended  56(2)(vii) 

15. Transfer of shares without consideration or for 
inadequate consideration to attract the provisions of 
section 56(2) in case of recipient firms and companies 
also 

 56(2)(viia), 2(24),   
49 &  142A 

 

 H.  Deductions from Gross Total Income   

16. Deduction for investment in long-term infrastructure 
bonds 

 80CCF 

17. Deduction in respect of contribution to Central 
Government Health Scheme   

 80D 

18. Relaxation of conditions for housing projects approved 
on or after 1.4.2005 

 80-IB(10) 

19. Extension of terminal date for functioning of hotels and 
construction of convention centres from 31.3.2010 to 
31.7.2010 

 80-ID 

 I.  Assessment of various entities   

20. Increase in rate of MAT as well as its scope of coverage  115JB 

21. Computation of profits and gains of non-life insurance 
business 

 Rule 5 of the First 
Schedule 
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 J.  Assessment Procedure   

22. Time limit extended for issue of notification for 
relaxation, modification or adaptation of any provision of 
law to facilitate centralized processing of returns 

 143(1B) 

 K. Collection and recovery of tax   

23. Increase in threshold limits for attracting TDS provisions   194B, 194BB, 194C, 
194D, 194H, 194-I & 

194J 

24. TDS/TCS Certificates to be furnished even after 1st April, 
2010 

 203 & 206C(5) 

 L.  Settlement Commission   

25. Proceedings for assessment or reassessment 
resulting from search/requisition to fall within the 
definition of a “case” which can be admitted by the 
Settlement Commission 

 245A(b)           
[Section 22A of the 

Wealth-tax Act, 1957] 

26. Increase in the threshold limit for “additional amount of 
income-tax payable on income disclosed in the 
application” for admission of a case before the 
Settlement Commission 

 245C 

27. Extension of time limit for passing of order by the 
Settlement Commission 

 245D(4A)       
[Section 22D(4A) of 
the Wealth-tax Act, 

1957] 

 M.  Appeals & Revision   

28. High Court empowered to condone delay in filing of 
appeals 

 260A(2A) 

 N.  Miscellaneous Provisions   

29. Extension of date for issue of Document Identification 
Number 

 282B 
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DIRECT TAX LAWS 

AMENDMENTS BY THE FINANCE ACT, 2010 

INCOME-TAX ACT, 1961 

1.   RATES OF TAX  

 Section 2 of the Finance Act, 2010 read with Part I of the First Schedule to the Finance  
Act, 2010, seeks to specify the rates at which income-tax is to be levied on income 
chargeable to tax for the assessment year 2010-11.  Part II lays down the rate at which 
tax is to be deducted at source during the financial year 2010-11 i.e., A.Y. 2011-12 from 
income subject to such deduction under the Income-tax Act; Part III lays down the rates 
for charging income-tax in certain cases, rates for deducting income-tax from income 
chargeable under the head "salaries" and the rates for computing advance tax for the 
financial year 2010-11 i.e. A.Y.2011-12. Part III of the First Schedule to the Finance  Act, 
2010 will become Part I of the First Schedule to the Finance Act, 2011 and so on. 

 Rates for deduction of tax at source for the F.Y.2010-11 from income other than 
salaries 

 Part II of the First Schedule to the Act specifies the rates at which income-tax is to be 
deducted at source during the financial year 2010-11 i.e. A.Y. 2011-12 from income other 
than "salaries".  These rates of tax deduction at source are the same as were applicable 
for the F.Y.2009-10.  

Further, no surcharge would be levied on income-tax deducted except in the case of foreign 
companies. If the recipient is a foreign company, surcharge@2½% would be levied on such 
income-tax if the income or aggregate of income paid or likely to be paid and subject to 
deduction exceeds Rs.1 crore.  Levy of surcharge has been withdrawn on deductions in all 
other cases. Also, education cess and secondary and higher education cess would not be 
added to tax deducted or collected at source in the case of a domestic company or a resident 
non-corporate assessee.  However, education cess @2% and secondary and higher 
education cess @ 1% of income tax including surcharge, wherever applicable, would be 
leviable in cases of persons not resident in India and foreign companies.   

Rates for deduction of tax at source from "salaries", computation of "advance tax" 
and charging of income-tax in certain cases during the financial year 2010-11 

Part III of the First Schedule to the Act specifies the rate at which income-tax is to be 
deducted at source from "salaries" and also the rate at which "advance tax" is to be 
computed and income-tax is to be calculated or charged in certain cases for the financial 
year 2010-11 i.e. A.Y. 2011-12.  
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It may be noted that education cess @2% and secondary and higher education cess @ 
1% would continue to apply on tax deducted at source in respect of salary payments. 

The tax slab margins under the different tax brackets have been considerably widened 
though the basic exemption limit continues to remain the same in the case of individuals, 
HUFs, AOPs, BOIs and artificial juridical persons. The revised tax slabs are shown 
hereunder - 

 (i) (a) Individual/ HUF/ AOP / BOI and every artificial juridical person 

Level of total income Rate of income-tax 

Where the total income does not 
exceed Rs.1,60,000 

Nil 

Where the total income exceeds 
Rs.1,60,000 but does not exceed 
Rs.5,00,000 

10% of the amount by which the 
total income exceeds Rs.1,60,000 

Where the total income exceeds 
Rs.5,00,000 but does not exceed 
Rs.8,00,000 

Rs.34,000 plus 20% of the amount 
by which the total income exceeds 
Rs.5,00,000 

Where the total income exceeds 
Rs.8,00,000 

Rs.94,000 plus 30% of the amount 
by which the total income exceeds 
Rs.8,00,000 

The threshold exemption level continues to remain at Rs.1,90,000 for resident 
women and at Rs.2,40,000 for resident individuals of the age of 65 years or 
more at any time during the previous year.  The slab rates for these assessees 
are as given in (b) and (c) below. 

(b) For resident women below the age of 65 years at any time during the 
previous  year  

  Level of total income Rate of income-tax 

Where the total income does not 
exceed Rs.1,90,000 

Nil 

Where the total income exceeds 
Rs.1,90,000 but does not exceed 
Rs.5,00,000 

10% of the amount by which the total 
income exceeds Rs.1,90,000 

Where the total income exceeds 
Rs.5,00,000 but does not exceed 
Rs.8,00,000 

Rs.31,000 plus 20% of the amount by 
which the total income exceeds 
Rs.5,00,000 
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Where the total income exceeds 
Rs.8,00,000 

Rs.91,000 plus 30% of the amount by 
which the total income exceeds 
Rs.8,00,000 

(c) For resident individuals of the age of 65 years or more at any time during 
the previous year 

Level of total income Rate of income-tax 

Where the total income does not 
exceed Rs.2,40,000 

Nil 

Where the total income exceeds 
Rs.2,40,000 but does not exceed 
Rs.5,00,000 

10% of the amount by which the total 
income exceeds Rs.2,40,000 

Where the total income exceeds 
Rs.5,00,000 but does not exceed 
Rs.8,00,000 

Rs.26,000 plus 20% of the amount 
by which the total income exceeds 
Rs.5,00,000 

Where the total income exceeds 
Rs.8,00,000 

Rs.86,000 plus 30% of the amount 
by which the total income exceeds 
Rs.8,00,000 

(ii)  Co-operative society 

 There is no change in the rate structure as compared to A.Y.2010-11. 

 Level of total income Rate of income-tax 

(1) Where the total income does not 
exceed Rs.10,000 

10% of the total income 

(2) Where the total income exceeds 
Rs.10,000 but does not exceed 
Rs.20,000 

Rs.1,000 plus 20% of the amount by 
which the total income exceeds 
Rs.10,000 

(3) Where the total income exceeds 
Rs.20,000 

Rs.3,000 plus 30% of the amount by 
which the total income exceeds 
Rs.20,000 

(iii)  Firm/Limited Liability Partnership (LLP) 

The rate of tax for a firm for A.Y.2011-12 is the same as that for A.Y.2010-11 i.e. 30% 
on the whole of the total income of the firm.  This rate would apply to an LLP also. 

(iv)  Local authority 

The rate of tax for A.Y.2011-12 is the same as that for A.Y.2010-11 i.e. 30% on the 
whole of the total income of the local authority. 
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(v)  Company 

 The rates of tax for A.Y.2011-12 are the same as that for A.Y.2010-11. 

(1) In the case of a domestic company 30% of the total income  

(2) In the case of a company other 
than a domestic company 

50% of specified royalties and fees 
for rendering technical services and 
40% on the balance of the total 
income 

 

Surcharge  
The rates of surcharge applicable for A.Y.2011-12 are as follows - 
(i)  Individual/HUF/AOP/BOI/Artificial juridical person 

No surcharge would be leviable in case of such persons.  
(ii) Co-operative societies/Local authorities 
 No surcharge would be leviable on co-operative societies and local authorities. 
(iii)  Firms/LLPs 
 No surcharge would be leviable on firms and LLPs. 
(iv)  Domestic company  

Where the total income exceeds Rs.1 crore, surcharge is payable at the rate of 
7½% of income-tax computed in accordance with the provisions of para (v)(1) above 
or section 111A or section 112. Marginal relief is available in case of such 
companies having a total income exceeding Rs.1 crore i.e. the additional amount of 
income-tax payable (together with surcharge) on the excess of income over Rs.1 
crore should not be more than the amount of income exceeding Rs.1 crore.   

(v) Foreign company 
Where the total income exceeds Rs.1 crore, surcharge is payable at the rate of 
2½% of income-tax computed in accordance with the provisions of paragraph (v)(2) 
above or section 111A or section 112.  Marginal relief is available in case of such 
companies having a total income exceeding Rs.1 crore i.e. the additional amount of 
income-tax payable (together with surcharge) on the excess of income over Rs.1 
crore should not be more than the amount of income exceeding Rs.1 crore.   

Note – Marginal relief would also be available to those companies which are subject to 
minimum alternate tax under section 115JB, in cases where the book profit (i.e. deemed 
total income) exceeds Rs.1 crore.  
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Education cess / Secondary and higher education cess on income-tax  
The amount of income-tax as increased by the union surcharge, if applicable, should be 
further increased by an additional surcharge called the “Education cess on income-tax”, 
calculated at the rate of 2% of such income-tax and surcharge.  Education cess is 
leviable in the case of all assessees i.e. individuals, HUFs, AOP/BOIs, co-operative 
societies, firms, LLPs, local authorities and companies. Further, “Secondary and higher 
education cess on income-tax” @1% of income-tax and surcharge is leviable to fulfill the 
commitment of the Government to provide and finance secondary and higher education.  
No marginal relief would be available in respect of such cess.  

2. BASIC CONCEPTS   

Scope of definition of charitable purpose [Section 2(15)] 
(i) Section 2(15) defines “charitable purpose” to include relief of the poor, education, 

medical relief, preservation of environment (including watersheds, forests and wildlife) 
and preservation of monuments or places or objects of artistic or historic interest, and 
the advancement of any other object of general public utility.  However, the 
“advancement of any other object of general public utility” shall not be a charitable 
purpose, if it involves the carrying on of any activity in the nature of trade, commerce 
or business, or any activity of rendering any service in relation to any trade, commerce 
or business, for a cess or fee or any other consideration, irrespective of the nature of 
use or application, or retention, of the income from such activity.  

(ii) Organisations existing for charitable purpose can obtain exemption under the 
Income-tax Act, 1961.  However, the institutions which were engaged in charitable 
activities and having the object of general public utility were denied exemption, if 
they were engaged in any activity of trade, commerce or business or activity of 
rendering any service in relation to any trade, commerce or business for a cess or 
fees. This amendment denying the benefit of exemption was brought about by the 
Finance Act, 2008 w.e.f. 1.4.2009. 

(iii) In order to provide relief to the genuine hardship faced by charitable organizations 
which receive marginal consideration from such activities, the Finance Act, 2010 
has provided that such benefit of exemption will not be denied to the institutions 
having object of advancement of general public utility, even where they are engaged 
in the activity of trade, commerce or business or rendering any service for a cess or 
fee, provided the aggregate value of receipts from such activities does not exceed 
Rs.10 lakh in the year under consideration. 

(iv) Therefore, in effect, “advancement of any other object of general public utility” 
would continue to be a “charitable purpose”, if the total receipts from any activity in 
the nature of trade, commerce or business, or any activity of rendering any service 
in relation to any trade, commerce or business does not exceed Rs.10 lakh in the 
previous year. 
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(v) This amendment may have the effect of changing the “charitable” status of the 
trust/institution every year depending on whether or not the total receipts from such 
activities exceed Rs.10 lakh in that year.  

(Effective retrospectively from A.Y. 2009-10) 

3. RESIDENCE AND SCOPE OF TOTAL INCOME 

Income by way of fees for technical services, interest and royalty, from services 
utilized in India would be deemed to accrue or arise in India in case of a non-
resident and be included in his total income, whether or not such services were 
rendered in India [Section 9] 

(i) The Supreme Court had, in Ishikawajima-Harima Heavy Industries Ltd. v. Director of 
Income-tax (2007) 288 ITR 408, observed that in order to tax the income of a non-
resident assessee under section 9(1)(vii), relating to fee for technical services, the 
income sought to be taxed must have sufficient territorial nexus with India i.e., the 
fees paid for technical services provided by a non-resident cannot be taxed in India 
unless the services were utilized in India and rendered in India.  Since this 
observation was not in consonance with the source rule spelt out in the law and 
stand taken by India in the bilateral treaties with different countries, the Finance Act, 
2007 had clarified, by insertion of an Explanation  below section 9(2) with 
retrospective effect from 1.6.1976,  that such income by way of interest, royalty or 
fee for technical services which is deemed to accrue or arise in India by virtue of 
clauses (v), (vi) and (vii) of section 9(1), shall be included in the total income of a 
non-resident, whether or not the non-resident has a residence or place of business 
or business connection in India.  

(ii) However, even after insertion of the Explanation giving the clarification, the issue 
has not been resolved.  Recently, the Karnataka High Court, in Jindal Thermal 
Company Ltd. v. DCIT (TDS) 182 Taxman 252, observed that the criteria of 
rendering services in India and utilizing the services in India, as laid down by the 
above Supreme Court judgment would continue to hold good even after insertion of 
the Explanation. 

(iii) Therefore, the Explanation below section 9(2) is proposed to be substituted with 
retrospective effect from 1.6.1976 to clarify that income by way of fees for technical 
services, interest and royalty, from services utilized in India would be deemed to 
accrue or arise in India in case of a non-resident and be included in his total 
income, whether or not such services were rendered in India. 

(Effective retrospectively from 1st

 

 June, 1976) 
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4. INCOMES WHICH DO NOT FORM PART OF TOTAL INCOME  

(a) Exempted profits in the case of units in Special Economic Zones (SEZs) to be 
computed as a percentage of total turnover of the business carried on by the 
undertaking and not the total turnover of the business carried on by the 
assessee  and this amendment is to apply retrospectively from A.Y.2006-07 
[Section 10AA(7)]   

(i) As per section 10AA(7), prior to amendment by the Finance (No.2) Act, 2009, 
the exempted profit of a SEZ unit was the profit derived from the export of 
articles or things or services.  The profit derived from the export of articles or 
things or services (including computer software) had to be computed in the 
following manner -  

unit  thebeing gundertakin  theof business  theof Profits  ×  









assessee by the on carried business  theof turnover Total

softwarecomputer or  or things articles such ofrespect  innover Export tur  

(ii) This mode of computation of the profits of business with reference to the total 
turnover of the business carried on by the assessee was inequitable to 
those assessees who were having units in both the SEZ and the domestic tariff 
area (DTA) as compared to those assessees who were having units only in the 
SEZ. In order to remove this inequity, section 10AA(7) had been amended by 
the Finance (No.2) Act, 2009 to provide that the deduction under section 10AA 
shall be computed with reference to the total turnover of the business carried 
on by the undertaking.  

(iii) Therefore, the deduction would be computed in the following manner – 

unit  thebeing gundertakin  theof business  theof Profits  ×  









gundertakin by the on carried business  theof turnover Total

softwarecomputer or  or things articles such ofrespect  innover Export tur  

(iv) However, the Finance (No.2) Act, 2009 had made this amendment effective 
only from A.Y.2010-11, even though section 10AA was inserted with effect from 
10.2.2006 by the Special Economic Zone Act, 2005.  Therefore, the benefit of 
the amendment was not available for the assessment years between A.Y.2006-
07 and A.Y.2009-10, which did not seem to be the legislative intention, since 
the amendment was clarificatory in nature.   

Let us take the example of Mr.X, who has an undertaking in SEZ (Unit A) and 
an undertaking in the DTA (Unit B).  For the previous year 2008-09, the total 
turnover of Unit A is Rs.60 lakh and Unit B is Rs.40 lakh.  The export turnover 
of Unit A in respect of computer software is Rs.50 lakh and the profits of Unit A 
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is Rs.20 lakh.  Assuming that the above figures of turnover and profit remain 
the same for P.Y. 2009-10 also, the deduction under section 10AA for the 
P.Y.2008-09 and P.Y.2009-10 is computed as hereunder -  

 Deduction under section 10AA for - 

P.Y.2008-09 (A.Y.2009-10) = 10
100
5020 =×  lakh 

 P.Y.2009-10 (A.Y.2010-11) =  =×
60
5020   16.67 lakh 

 Thus, we can see that consequent to the amendment by the Finance (No.2) 
Act, 2009, the deduction under section 10AA would be different in both these 
years, even though the turnover and profits are taken to be the same.   

(v) In order to remove this inconsistency and reflect the true legislative intention, 
the Finance Act, 2010 has now made this amendment effective retrospectively 
from A.Y.2006-07.  Consequently, in the above example, the deduction under 
section 10AA for the P.Y.2008-09 would also be Rs.16.67 lakh. 

(b) Commissioner of Income-tax also empowered to cancel registration obtained 
under section 12A [Section 12AA(3)] 

(i) Registration of trust was governed by section 12A prior to introduction of 
section 12AA by the Finance (No.2) Act, 1996 with effect from 1.4.1997. 

(ii) Under section 12AA(3), the Commissioner is empowered to cancel the 
registration of trust granted under section 12AA, if the activities of the trust are 
not genuine or are not being carried out in accordance with the objects of the 
trust or institution. However, since there is no specific provision empowering 
the Commissioner to cancel the registration which was granted under section 
12A, the Courts have ruled that the Commissioner’s power does not extend to 
cancellation of registration granted under section 12A.  

(iii) Since the legislative intent was to empower the Commissioner to cancel the 
registration granted under both section 12A and section 12AA, it has now been 
specifically provided that the Commissioner is also empowered to cancel 
registration obtained under section 12A (as it stood before its amendment by 
the Finance (No.2) Act, 1996). 

(Effective from 1st June, 2010) 

Copyright -The Institute of Chartered Accountants of India



 12 

5.  PROFITS AND GAINS OF BUSINESS OR PROFESSION 

(a)  Weighted deduction under section 35(1)(iii) extended to payments made to 
associations engaged in research in social science or statistical research  

Related amendment in sections: 10(21), 80GGA, 139(4C) & 143(3) 

(i) Under section 35, deduction is allowed in respect of research and development 
expenditure. Under section 35(1)(ii),  a weighted deduction of 125% of any 
sum paid to an approved and notified research association or to a university, 
college or other institution to be used for scientific research is allowed.  
Similarly, under section 35(1)(iii), a weighted deduction of 125% of the sum 
paid to an approved and notified university, college or other institution to be 
used to carry on research in social science or statistical research.  

(ii) Under section 80GGA, deduction is allowed for donations made to such 
associations, universities, colleges or institutions for the time being approved 
under section 35(1)(ii) or section 35(1)(iii).  

(iii) Section 10(21) grants exemption in respect of the income of a research 
association which is approved and notified under section 35(1)(ii).  The 
university, college or other institutions which are approved either under section 
35(1)(ii) or  under  section  35(1)(iii)  also  qualify  for  exemption  of  their  
income  under  section  10(23C), provided they fulfill the conditions mentioned 
therein. 

(iv) At present, section 35(1)(iii) does not include within its scope, the associations  
which  are  engaged  in  undertaking  research  in  social  science or statistical 
research.  Further, such associations are also not entitled to exemption in 
respect of their income. 

(v) Therefore, in order to provide parity in treatment to these associations, the 
Finance Act, 2010 has amended - 

(a) section 35(1)(iii) to include an approved research association which has 
as its object undertaking research in social science or statistical research. 

(b) section 10(21) to provide exemption to such associations in respect of their 
income.  However, the exemption will be available only on fulfillment of the 
conditions which are required to be complied with by an approved    
association  undertaking  scientific  research  for claiming such exemption.     

(c) section 80GGA to  include  within its scope,  deduction  for  donations  
made  to  such  associations . 

(vi) Consequently, such associations would be required to file their return of 
income under section 139(4C), if their total income before giving effect to the 
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provisions of section 10, exceeds the basic exemption limit.  The provisions of 
the Act would apply as if it were a return required to be furnished under section 
139(1). 

(vii) Section 143(3) provides for taking into account the exemption under section 
10, before passing an assessment order.  The Assessing Officer may proceed 
to pass an assessment order under section 143(3) without giving effect to the 
exemption under section 10, where such association, institution etc. is carrying 
on activity in contravention of the sub-clause of section 10 under which they 
are approved for exemption and the approval granted has been withdrawn or 
the exemption notification has been rescinded.  These provisions would now 
also apply to the associations  which  are  engaged  in  undertaking  research  
in  social  science or statistical research.   

(Effective from A.Y.2011-12) 

(b) Substantial increase in percentage of weighted deduction under section 35  

The Finance Act, 2010 has made a substantial increase in the percentage of 
weighted deduction under section 35(1)(ii), 35(2AA) and 35(2AB), as detailed 
hereunder - 

Section Dealing with Increase in 
% of 

weighted 
deduction 

35(1)(ii) Amount paid to an approved research association or 
to an approved university, college or other institution 
to be used for undertaking scientific research. 

from 125% 
to 175% 

35(2AA) Amount paid to National Laboratory, or a University or 
an IIT or specified person for the purpose of an 
approved scientific research programme. 

from 125% 
to 175% 

35(2AB) Expenditure on scientific research (other than 
expenditure on land and building) on in-house 
research and development facility incurred by a 
company. 

from 150% 
to 200% 

Example  

A Ltd. furnishes the following particulars for the P.Y.2010-11.  Compute the 
deduction allowable under section 35 for A.Y.2011-12, while computing its income 
under the head “Profits and gains of business or profession”. 
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 Particulars Rs. 

1. Amount paid to Indian Institute of Science, Bangalore, for 
scientific research  

1,00,000 

2. Amount paid to IIT, Delhi for an approved scientific research 
programme 

2,50,000 

3. Amount paid to X Ltd., a company registered in India which 
has as its main object scientific research and development, as 
is approved by the prescribed authority 

4,00,000 

4. Expenditure incurred on in-house research and development 
facility as approved by the prescribed authority 

 

(a) Revenue expenditure on scientific research 3,00,000 

(b) Capital expenditure (including cost of acquisition of land 
Rs.5,00,000) on scientific research 

7,50,000 

 

Computation of deduction under section 35 for the A.Y.2011-12 

Particulars Rs. Section % of 
weighted 
deduction 

Amount of 
deduction   

(Rs.) 

Payment for scientific 
research 

    

Indian Institute of Science  1,00,000 35(1)(ii) 175% 1,75,000 

IIT, Delhi  2,50,000 35(2AA) 175% 4,37,500 

X Ltd.  4,00,000 35(1)(iia) 125% 5,00,000 

Expenditure incurred on in-
house research and 
development facility 

    

Revenue expenditure 3,00,000 35(2AB) 200% 6,00,000 

Capital expenditure 
(excluding cost of acquisition 
of land Rs.5,00,000) 

2,50,000 35(2AB) 200% 5,00,000 

Deduction allowable under section 35 22,12,500 

(Effective from A.Y.2011-12) 
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(c) Expansion of scope of “specified business” for provision of “investment-
linked tax incentives” [Section 35AD] 

Related amendment in section: 80A 

(i) Last year, investment-linked tax incentives were introduced for specified 
businesses, namely, – 

• setting-up and operating ‘cold chain’ facilities for specified products; 

• setting-up and operating warehousing facilities for storing agricultural 
produce; 

• laying and operating a cross-country natural gas or crude or petroleum oil 
pipeline network for distribution, including storage facilities being an 
integral part of such network.   

(ii) The Finance Act, 2010 has expanded the scope of “specified business” to 
include the following businesses - 

(1) building and operating a new hotel of two-star or above category, 
anywhere in India; 

(2) building and operating a new hospital, anywhere in India, with at least 
100 beds for patients; 

(3) developing and building a housing project under a scheme for slum 
redevelopment or rehabilitation framed by the Central Government or a 
State Government, as the case may be, and notified by the CBDT 
in accordance with the prescribed guidelines.  

In respect of these three businesses, the deduction under this section would 
apply if the operations are commenced on or after 1st April, 2010. 

(iii) 100% of the capital expenditure incurred during the previous year, wholly and 
exclusively for the above businesses would be allowed as deduction from the 
business income.  However, expenditure incurred on acquisition of any land, 
goodwill or financial instrument would not be eligible for deduction.   

(iv) Further, the expenditure incurred, wholly and exclusively, for the purpose of 
specified business prior to commencement of operation would be allowed as 
deduction during the previous year in which the assessee commences 
operation of his specified business. A condition has been inserted that such 
amount incurred prior to commencement should be capitalized in the books of 
account of the assessee on the date of commencement of its operations. 

(v) Sub-section (3) of section 35AD has been substituted to provide that where a 
deduction under this section is claimed and allowed in respect of the specified 
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business for any assessment year, no deduction under the provisions of 
Chapter VI-A under the heading “C.-Deductions in respect of certain incomes” 
is permissible in relation to such specified business for the same or any other 
assessment year.  

(vi) Correspondingly, section 80A has been amended to provide that where a 
deduction under any provision of this Chapter under the heading “C – 
Deductions in respect of certain incomes”  is claimed and allowed in respect of 
the profits of such specified business for any assessment year, no deduction 
under section 35AD is permissible in relation to such specified business for the 
same or any other assessment year.  

(vii) In short, once the assessee has claimed the benefit of deduction under section 
35AD for a particular year in respect of a specified business, he cannot claim 
benefit under Chapter VI-A under the heading “C.-Deductions in respect of 
certain incomes” for the same or any other year and vice versa. 

(viii) Example  

XYZ Ltd. commenced operations of the business of a new three-star hotel in 
Madurai, Tamil Nadu on 1.4.2010.  The company incurred capital expenditure 
of Rs.50 lakh during the period January, 2010 to March, 2010 exclusively for 
the above business, and capitalized the same in its books of account as on 1st 
April, 2010.  Further, during the P.Y.2010-11, it incurred capital expenditure of 
Rs.2 crore (out of which Rs.1.50 crore was for acquisition of land) exclusively 
for the above business. Compute the deduction under section 35AD for the 
A.Y.2011-12, assuming that XYZ Ltd. has fulfilled all the conditions specified in 
section 35AD and has not claimed any deduction under Chapter VI-A under 
the heading “C. – Deductions in respect of certain incomes”. 

The amount of deduction allowable under section 35AD for A.Y.2011-12 would be – 

Particulars Rs. 

Capital expenditure incurred during the P.Y.2010-11 (excluding 
the expenditure incurred on acquisition of land) = Rs.200 lakh – 
Rs.150 lakh (See point no. (iii) above) 

50 lakh 

Capital expenditure incurred prior to 1.4.2010 (i.e., prior to 
commencement of business) and capitalized in the books of 
account as on 1.4.2010 (See point no. (iv) above) 

 
 

  50 lakh 

Total deduction under section 35AD for A.Y.2011-12 100 lakh 

(Effective from A.Y.2011-12) 
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(ix) In respect of the business of laying and operating a cross-country natural gas 
or crude or petroleum oil pipeline network for distribution, including storage 
facilities being an integral part of such network, such business should fulfill the 
following conditions to be eligible to claim the benefit under section 35AD - 

(a) should be owned by a company formed and registered in India under the 
Companies Act, 1956 or by a consortium of such companies or by an 
authority or a board or a corporation established or constituted under any 
Central or State Act;  

(b) should have been approved by the Petroleum and Natural Gas 
Regulatory Board and notified by the Central Government in the Official 
Gazette. 

(c) should have made not less than one-third of its total pipeline 
capacity available for use on common carrier basis by any person 
other than the assessee or an associated person; and  

(d) should fulfill any other  prescribed condition.  

(x) However, the common carrier capacity condition prescribed by the regulations 
of the Petroleum & Natural Gas Regulatory Board is – 

(1) “one-third” for natural gas pipeline network; and 

(2) “one-fourth” for petroleum product pipeline network. 

(xi) Therefore, section 35AD(2) has been amended to bring the condition specified 
therein in line with the regulations of the Petroleum & Natural Gas Regulatory 
Board.  Accordingly, the condition required to be fulfilled is that the proportion 
of the total pipeline capacity to be made available for use on common carrier 
basis should be as prescribed by the said regulations.  

  (Effective from A.Y.2010-11) 

(d) Time limit for depositing tax deducted during the entire year extended upto 
the due date of filing return of income to ensure compliance with the statutory 
requirement to avoid disallowance of expenditure under section 40(a)(ia) 

 Related amendment in section: 201(1A) 

(i) The scheme of disallowance under section 40(a)(ia) was modified by the 
Finance Act, 2008, with retrospective effect from 1.4.2005.    

As per the scheme, interest, commission, brokerage, rent, royalty, fees for 
technical/professional services payable to a resident or amounts payable (for 
carrying out any work contract) to a resident contractor/sub-contractor, on 
which tax is deductible at source was disallowed if – 
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(1) such tax has not been deducted; or 
(2) such tax, after deduction, had not been paid –  

(a) on or before the due date specified in section 139(1), in a case 
where the tax was deductible and was so deducted during the last 
month (i.e., March) of the previous year; 

(b) on or before the last day of the previous year, in any other case. 
In case the tax is deducted in any subsequent year or has been deducted  
(a) during the last month (i.e., March) of the previous year but paid after the 

due date specified in section 139(1); or 
(b) during any other month (i.e., April to February) of the previous year but 

paid after the end of the previous year, 
such sum shall be allowed as deduction in computing the income of the 
previous year in which such tax has been paid. 

(ii) If, for instance, tax on royalty paid to Mr.A, a resident, has been deducted 
during the period between April, 2008 to February, 2009, the same has to be 
paid by 31st March, 2009.  If the deduction has been made in March 2009, the 
same has to be paid by 31st July/30th September 2009, as the case may be. 
Otherwise, the expenditure would be disallowed in computing the income for 
A.Y.2009-10. 
If such tax deducted between April 2008 and February 2009 is paid after 31st 
March 2009, the same would be allowed as deduction in the year of payment.  
If the tax deducted in March 2009 has been paid after 31st July/30th

(iii) This scheme has now been amended to extend the time limit for depositing tax 
deducted during the entire year up to the due date of filing return of income to 
ensure compliance with the statutory requirement to avoid disallowance of 
expenditure under section 40(a)(ia).  This amendment would take effect from 
A.Y.2010-11. 

 
September, 2009, the same would be allowed as deduction in the year of 
payment. 

(iv) However, even under the new scheme, tax is required to be deducted during 
the relevant previous year.  The tax, so deducted, has to be deposited on or 
before the due date of filing of return to claim deduction of the expenditure in 
the relevant previous year to which it relates. 

(v) For instance, if tax has been deducted on royalty paid to Mr.X, a resident, during 
the P.Y.2010-11 at any time between April, 2010 to March, 2011, and the same 
is paid by 31st July/30th

(Effective from A.Y.2010-11) 

 September 2011, as the case may be, such expenditure 
would be allowed as deduction during the P.Y.2010-11 (A.Y.2011-12).  
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(vi) A person deemed to be an assessee-in-default under section 201(1), for failure 
to deduct tax or to pay the tax after deduction, is liable to pay simple interest 
@ 1% for every month or part of month on the amount of such tax from the 
date on which tax was deductible to the date on which such tax was actually 
paid.  This is provided for in section 201(1A). 

(vii) In order to prevent the practice of deferring the deposit of tax after deduction 
and ensure timely deposit of tax after deduction, the rate of interest for non-
payment of tax after deduction  has been increased from 1% to 1½%  for every 
month or part of month from the date on which tax was deducted to the date on 
which such tax is actually paid.  However, the rate of interest for non-deduction 
of tax would continue to remain@1% for every month or part of a month from 
the date on which tax was deductible to the date on which such tax was 
deducted.  This amendment has been effected by substituting sub-section (1A) 
of section 201. 

(viii) Example 

 An amount of Rs.40,000 was paid to Mr.X on 1.7.2010 towards fees for 
professional services without deduction of tax at source.   Subsequently, 
another payment of Rs.50,000 was due to Mr. X on 28.2.2011, from which 
tax@10% (amounting to Rs.9,000) on the entire amount of Rs.90,000 was 
deducted.  However, this tax of Rs.9,000 was deposited only on 22.6.2011.  
Compute the interest chargeable under section 201(1A). 

 Interest under section 201(1A) would be computed as follows – 

1% on tax deductible but not deducted i.e., 1% on Rs.4,000 for 8 
months  

320 

1½% on tax deducted but not deposited i.e. 1½% on Rs.9,000 for 4 
months  

540 

 860 

(Effective from 1st

(e) Increase in threshold limits of turnover/gross receipts for applicability of tax 
audit under section 44AB  

 July, 2010) 

 Related amendment in section: 44AD &  271B 

(i) With a view to reducing the compliance burden of small businesses and 
professionals, the limits of turnover and gross receipts for tax audit under 
section 44AB has been increased from Rs.40 lakh to Rs.60 lakh and from 
Rs.10 lakh to Rs.15 lakh, respectively, for business and profession. 
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(ii) Accordingly, every person carrying on business would now be required to get 
his accounts audited if the total sales, turnover or gross receipts in business 
exceed Rs.60 lakh in the previous year.  Similarly, a person carrying on a 
profession would be required to get his accounts audited if the gross receipts 
in profession exceed Rs.15 lakh in the previous year. 

(iii) Consequently, the threshold limit of turnover/gross receipts for the purpose of 
applicability of presumptive taxation scheme under section 44AD has been 
increased from Rs.40 lakh to Rs.60 lakh.  This scheme would now include 
within its scope, all businesses with total turnover/gross receipts up to Rs.60 
lakh.   8% of total turnover/gross receipts would be deemed to be the business 
income of the assessee. 

(iv) The maximum penalty under section 271B for failure to get accounts audited or 
file tax audit report before the specified date has been increased from Rs.1 
lakh to Rs.1.50 lakh. The penalty would now be ½% of total sales/turnover/ 
gross receipts or Rs.1,50,000, whichever is less. 

(Effective from A.Y.2011-12) 

(f) Tax treatment of income of a non-resident providing services or facilities in 
connection with prospecting for, or extraction or production of, mineral oil 
[Section 44BB & section 44DA] 

(i) As per section 44BB(1), the income of a non-resident who is engaged in the 
business of providing services or facilities in connection with, or supplying 
plant and machinery on hire used, or to be used, in the prospecting for, or 
extraction or production of, mineral oils is computed at 10% of the aggregate of 
the  amounts  specified in section 44BB(2). 

(ii) Under section 44DA,  the procedure is prescribed for computing income of a 
non-resident, including a foreign company, by way of royalty or fee for technical 
services, in case the right, property or contract giving rise to such income are 
effectively connected with the permanent establishment of the said non-
resident. This income is computed as per the books of account maintained by 
the assessee in accordance with section 44AA. 

(iii) Section 115A prescribes the rate of taxation in respect of income of a non-
resident, including a foreign company, in the nature of royalty or fee for 
technical services, other than the income referred to in section 44DA i.e., 
income in the nature of royalty and fee for technical services which is not 
connected with the permanent establishment of the non-resident. 

(iv) There have been legal decisions which have expressed contradictory views 
regarding the scope and applicability of section 44BB vis-à-vis section 44DA on 

Copyright -The Institute of Chartered Accountants of India



 21 

the issue of taxability of fee for technical services relating to the exploration 
sector. 

(v) In order to reflect the correct legislative intention regarding taxation of income 
by way of fee for technical services, section 44BB has been amended to 
exclude the applicability of section 44BB to the income which is covered under 
section 44DA.  A similar amendment has been made in  section 44DA to provide 
that provisions of section 44BB would not be applicable in respect of the income 
covered under section 44DA. 

(vi) Therefore, if the income of a non-resident is in the nature of fees for technical 
services, it shall be taxable under the provisions of either section 44DA or section 
115A irrespective of the business to which it relates. Section 44BB would apply 
only in a case where consideration is for services and other facilities relating to 
exploration activity which are not in the nature of technical services. 

(Effective from A.Y.2011-12) 

6. CAPITAL GAINS  

Conversion of small private companies and unlisted public companies into LLPs to 
be exempt from capital gains tax subject to fulfillment of certain conditions [Clause 
(xiiib) inserted in section 47] 

Related amendment in sections: 47A(4), 72A, 115JAA, 32(1), 43(6), 49(1), 49(2AAA), 
43(1) and 35DDA 

(i) Consequent to the Limited Liability Partnership Act, 2008 coming into effect in 2009 
and notification of the Limited Liability Partnership Rules w.e.f. 1st April, 2009,  the 
Finance (No.2) Act, 2009 had incorporated the taxation scheme of LLPs in the 
Income-tax Act on the same lines as applicable for general partnerships, i.e. tax 
liability would be attracted in the hands of the LLP and tax exemption would be 
available to the partners. Therefore, the same tax treatment would be applicable for 
both general partnerships and LLPs. 

(ii) Under section 56 and section 57 of the Limited Liability Partnership Act, 2008, 
conversion of a private company or an unlisted public company into an LLP is 
permitted. However, under the Income-tax Act, no exemption is available on 
conversion of a company into an LLP.  As a result, transfer of assets on conversion 
would attract capital gains tax.   Further, there is no specific provision enabling the 
LLP to carry forward the unabsorbed losses and unabsorbed depreciation of the 
predecessor company. 

(iii) Therefore, clause (xiiib) has been inserted in section 47 to provide that - 

(1) any transfer of a capital asset or intangible asset by a private company or 
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unlisted public company to a LLP; or 

(2) any transfer of a share or shares held in a company by a shareholder 

on conversion of a company into a LLP in accordance with section 56 and section 
57 of the Limited Liability Partnership Act, 2008, shall not be regarded as a transfer 
for the purposes of levy of capital gains tax under section 45, subject to fulfillment of 
certain conditions. This clause has been introduced to facilitate conversion of small 
private and unlisted public companies into LLPs.   These conditions are as follows: 

(1) the total sales, turnover or gross receipts in business of the company should not 
exceed Rs.60 lakh in any of the three preceding previous years; 

(2) the shareholders of the company become partners of the LLP in the same 
proportion as their shareholding in the company; 

(3) no consideration other than share in profit and capital contribution in the LLP 
arises to the shareholders; 

(4) the erstwhile shareholders of the company continue to be entitled to receive at 
least 50% of the profits of the LLP for a period of 5 years from the date of 
conversion; 

(5) all assets and liabilities of the company become the assets and liabilities of the 
LLP; and 

(6) no amount is paid, either directly or indirectly, to any partner out of the 
accumulated profit of the company for a period of 3 years from the date of 
conversion. 

(iv) However, if subsequent to the transfer, any of the above conditions are not 
complied with, the capital gains not charged under section 45 would be deemed to 
be chargeable to tax in the previous year in which the conditions are not complied 
with, in the hands of the LLP or the shareholder of the predecessor company, as the 
case may be [Section 47A(4)].   

(v) Further, the successor LLP would be allowed to carry forward and set-off the 
business loss and unabsorbed depreciation of the predecessor company [Sub-
section (6A) of section 72A]. 

(vi) However, if the entity fails to fulfill any of the conditions mentioned in (iii) above, the 
benefit of set-off of business loss/unabsorbed depreciation availed by the LLP 
would be deemed to be the profits and gains of the LLP chargeable to tax in the 
previous year in which the LLP fails to fulfill any of the conditions listed above.    

(vii) The tax credit under section 115JAA for MAT paid by the company under section 115JB 
would not be allowed to the successor LLP [Sub-section (7) of section 115JAA]. 
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(viii) The actual cost of the block of assets in the case of the successor LLP shall be the 
written down value of the block of assets as in the case of the predecessor 
company on the date of conversion [Explanation 2C to section 43(6)]. 

(ix) The aggregate depreciation allowable to the predecessor company and successor 
LLP shall not exceed, in any previous year, the depreciation calculated at the 
prescribed rates as if the conversion had not taken place.  Such depreciation shall 
be apportioned between the predecessor company and the successor LLP in the 
ratio of the number of days for which the assets were used by them [Section 32(1)]. 

(x) The cost of acquisition of the capital asset for the successor LLP shall be deemed 
to be the cost for which the predecessor company acquired it.  It would be further 
increased by the cost of improvement of the asset incurred by the predecessor 
company or the successor LLP [Section 49(1)]. 

(xi) If the capital asset became the property of the LLP as a result of conversion of a 
company into an LLP, and deduction has been allowed or is allowable in respect of 
such asset under section 35AD, the actual cost would be taken as Nil [Explanation 
13 to section 43(1)]. 

(xii) If a company eligible for deduction under section 35DDA in respect of expenditure 
incurred under Voluntary Retirement Scheme (one-fifth of such expenditure 
allowable over a period of five years) is converted into a LLP and such conversion 
satisfies the conditions laid down in section 47(xiiib), then, the LLP would be eligible 
for such deduction from the year in which the transfer took place. 

(xiii) If a shareholder of a company receives rights in a partnership firm as consideration 
for transfer of shares on conversion of a company into a LLP, then the cost of 
acquisition of the capital asset being rights of a partner referred to in section 42 of 
the LLP Act, 2008 shall be deemed to be the cost of acquisition to him of the shares 
in the predecessor company, immediately before its conversion [Section 49(2AAA)]. 

(xiv) Example  

 A Pvt. Ltd.  has converted into a LLP on 1.4.2010.  The following are the particulars 
of A Pvt. Ltd. as on 31.3.2010 – 

 (1) Unabsorbed depreciation Rs.13.32 lakh 

  Business loss Rs.27.05 lakh 

 (2) Unadjusted MAT credit under section 115JAA Rs.8 lakh 

 (3) WDV of assets  

  Plant & Machinery (15%)  Rs.60 lakh 

  Building (10%)    Rs.90 lakh 
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  Furniture (10%)   Rs.10 lakh 

 (4) Cost of land (acquired in the year 2000) Rs.50 lakh 

(5) VRS expenditure incurred by the company during the previous year 2008-09 is 
Rs.50 lakh.  The company has been allowed deduction of Rs.10 lakh each for 
the P.Y.2008-09 and P.Y.2009-10 under section 35DDA. 

 Assuming that the conversion fulfills all the conditions specified in section 47(xiiib), 
explain the tax treatment of the above in the hands of the LLP.  

 Answer 

(1) As per section 72A(6A), the LLP would be able to carry forward and set-off the 
unabsorbed depreciation and business loss of A Pvt. Ltd. as on 31.3.2010.  
However, if in any subsequent year, say previous year 2011-12, the LLP fails 
to fulfill any of the conditions mentioned in section 47(xiiib), the set-off of loss 
or depreciation so made in the previous year 2010-11 would be deemed to be 
the income chargeable to tax of P.Y.2011-12. 

(2) As per section 115JAA(7), the credit for MAT paid by A Pvt. Ltd. cannot be 
availed by the successor LLP. 

(3) The aggregate depreciation for the P.Y.2010-11 would be – 

 Plant & Machinery    Rs.9 lakh (15% of Rs.60 lakh) 

 Building       Rs.9 lakh (10% of Rs.90 lakh) 

 Furniture      Rs.1 lakh (10% of Rs.10 lakh) 

In this case, since the conversion took place on 1.4.2010, the entire 
depreciation is allowable in the hands of the LLP.  Had the conversion taken 
place on any other date, say 1.7.2010, the depreciation shall be apportioned 
between the company and the LLP in proportion to the number of days the 
assets were used by them.  In such a case, the depreciation allowable in the 
hands of A Pvt. Ltd. and the LLP would be calculated as given below -  

In the hands of  A Ltd. (for 91 days)  

Plant and machinery 900000
365
91

×  
2,24,384 

Building 900000
365
91

×  
2,24,384 

Furniture 100000
365
91

×  24,932 
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In the hands of  the LLP ( 274 days)  

Plant and machinery 900000
365
274

×  6,75,616 

Building 900000
365
274

×  6,75,616 

Furniture 100000
365
274

×  75,068 

 

(4) The cost of acquisition of land in the hands of the LLP would be the cost for 
which A Pvt. Ltd. acquired it, i.e., Rs.50 lakh. 

(5) The LLP would be eligible for deduction of Rs.10 lakh each for the P.Y.2010-
11, P.Y.2011-12 and P.Y.2012-13 under section 35DDA. 

(Effective from A.Y.2011-12) 

7. INCOME FROM OTHER SOURCES 

(a) Transfer of immovable property for inadequate consideration to be outside the 
ambit of section 56(2) 

(i) Last year, transfer of property without consideration or for inadequate 
consideration was brought within the ambit of section 56(2) by the Finance 
(No.2) Act, 2009.   

(ii) This amendment has resulted in genuine problems in case of certain 
immovable property transactions like builders’ contracts, where there is a time 
gap of few years between the booking of property and its actual registration.  
The price of the property generally appreciates over these intermittent years.  
Consequently, there may be considerable difference between the price at 
which the property was initially booked and the value of property at the time of 
possession.  The provisions of section 56(2)(vii) were attracted in respect of 
such transactions also.  This resulted in undue hardship even in genuine cases 
of transfer of immovable property.   

(iii) In order to mitigate this hardship, transfer of immovable property for 
inadequate consideration has been removed from the scope of applicability of 
section 56(2)(vii), from the date of introduction of this provision  i.e., from  1st 
October, 2009.  In effect, transfer of immovable property for inadequate 
consideration would always be outside the ambit of section 56(2)(vii). 
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(iv) However, transfer of immovable property without consideration would continue 
to attract the provisions of section 56(2)(vii), if the stamp duty value of such 
property exceeds Rs.50,000.   

(v) Further, in respect of property other than immovable property, section 
56(2)(vii) would apply to transfer without consideration as well as transfer for 
inadequate consideration. The provisions of this section would apply in case of 
transfer without consideration, where the aggregate fair market value of such 
property exceeds Rs.50,000, and in case of transfer for inadequate 
consideration, where the difference between the aggregate fair market value 
and the sale consideration exceeds Rs.50,000. 

(Effective from 1st October, 2009) 

(b) Scope of definition of property, for the purpose of section 56(2)(vii), amended  

(i) Last year, clause (vii) was inserted in section 56(2) to bring within its scope, 
the value of any property received without consideration or for inadequte 
consideration. For this purpose, “property” was defined to mean immovable 
property being land or building or both, shares and securities, jewellery, 
archaeological collections, drawings, paintings, sculptures or any work of art. 

(ii) If property, other than immovable property, is received without consideration, 
the aggregate fair market value of such property on the date of receipt would 
be taxed as the income of the recipient if it exceeds Rs.50,000.  In case such 
property is received for inadequate consideration, and the difference between 
the aggregate fair market value and such consideration exceeds Rs.50,000, 
such difference would be taxed as the income of the recipient.  The fair market 
value of such property means the value determined in accordance with the 
method as may be prescribed [See Notification No.23/2010 dated 8.4.2010 
on pages 54-57]. 

(iii) It has now been clarified that section 56(2)(vii) would apply only to property 
which is the nature of a capital asset of the recipient and not stock-in-trade, 
raw material or consumable stores of any business of the recipient.  Therefore, 
only transfer of a capital asset, without consideration and transfer of a capital 
asset, other than immovable property, for inadequate consideration would 
attract the provisions of section 56(2)(vii). This provision would take effect 
retrospectively from 1st

(iv) Further, with effect from 1

 October, 2009.   
st June, 2010, “bullion” has also been included in the 

definition of property.   Therefore, transfer of bullion would also fall within the 
scope of section 56(2)(vii), if its aggregate fair market value exceeds Rs.50,000 
or in case of transfer for inadequate consideration, if the difference between the 
aggregate fair market value and the sale consideration exceeds Rs.50,000.   
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 Example  
Mr. A, a dealer in shares, received the following without consideration during 
the P.Y.2010-11 from his friend Mr. B, - 

 (1) Cash gift of Rs.75,000 on his anniversary, 15th

        (2) Bullion, the fair market value of which was Rs.60,000, on his birthday, 
19

 April, 2010. 

th

(3) A plot of land at Faridabad on 1
 June, 2010. 

st

Mr.A purchased from his friend C, who is also a dealer in shares, 1000 shares 
of X Ltd. @ Rs.400 each on 19

 July, 2010, the stamp value of which is 
Rs.5 lakh on that date.  Mr.B had purchased the land in April, 2005. 

th June, 2010, the fair market value of which 
was Rs.600 each on that date.   Mr.A sold these shares in the course of his 
business on 23rd

Further, on 1
 June, 2010. 

st November, 2010, Mr. A took possession of property (building) 
booked by him two years back at Rs.20 lakh.  The stamp duty value of the 
property as on 1st

On 1
 November, 2010 is Rs.32 lakh.  

st

Compute the income of Mr. A chargeable under the head “Income from other 
sources” and “Capital Gains” for A.Y.2011-12. 

 March, 2011, he sold the plot of land at Faridabad for Rs.7 lakh. 

Computation of “Income from other sources” of Mr.A for the A.Y.2011-12 

 Particulars Rs. 
(1) Cash gift is taxable under section 56(2)(vii), since it 

exceeds Rs.50,000 
75,000 

(2) Bullion has been included in the definition of property w.e.f. 
1.6.2010.  Therefore, when bullion is received without 
consideration after 1.6.2010, the same is taxable, since the 
aggregate fair market value exceeds Rs.50,000 

60,000 

(3) Stamp value of plot of land at Faridabad, received without 
consideration, is taxable under section 56(2)(vii) 

5,00,000 

(4) Difference of Rs.2 lakh in the value of shares of X Ltd. 
purchased from Mr. C, a dealer in shares, is not taxable as 
it represents the stock-in-trade of Mr. A.  Since Mr. A is a 
dealer in shares and it has been mentioned that the shares 
were subsequently sold in the course of his business, such 
shares represent the stock-in-trade of Mr. A. 

- 

(5) Appreciation in the value of immovable property between the 
time of its booking and its actual registration is outside the 
scope of section 56(2)(vii).  

- 

Income from Other Sources 6,35,000 
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Computation of “Capital Gains” of Mr.A for the A.Y.2011-12 
Sale Consideration  7,00,000 
Less:  Cost of acquisition [deemed to be the stamp value 
charged to tax under section 56(2)(vii) as per section 49(4)] 

5,00,000 

Short-term capital gains  2,00,000 

 Note – The resultant capital gains will be short-term capital gains since for 
calculating the period of holding, the period of holding of previous owner is not 
to be considered. 

(c) Transfer of shares without consideration or for inadequate consideration to 
attract the provisions of section 56(2) in case of recipient firms and 
companies also [Section 56(2)(viia)] 

Related amendment in sections: 2(24), 49 and 142A 
(i) New clause (viia) has been inserted in section 56(2) to provide that the transfer 

of shares of a company without consideration or for inadequate consideration 
would attract the provisions of section 56(2), if the recipient is a firm or a 
company. The purpose is to prevent the practice of transferring unlisted shares 
at prices much below their fair market value. 

(ii) If such shares are received without consideration, the aggregate fair market 
value on the date of transfer would be taxed as the income of the recipient firm 
or company, if it exceeds Rs.50,000.  If such shares are received for 
inadequate consideration, the difference between the aggregate fair market 
value and the consideration would be taxed as the income of the recipient firm 
or company, if such difference exceeds Rs.50,000. 

(iii) However, the provisions of section 56(2)(viia) would not apply in the case of 
transfer of shares -  
(1) of a company in which the public are substantially interested; or  
(2) to a company in which the public are substantially interested.  

(iv) Certain transactions are exempted from the application of the provisions of this 
clause, namely, transactions covered under the following sections:  

Section Transaction 

47(via) Transfer of shares held in an Indian company, in a scheme of 
amalgamation, by the amalgamating foreign company to an 
amalgamated foreign company. 

47(vic) Transfer of shares held in an Indian company, in a scheme of 
demerger, by the demerged foreign company to a resulting 
foreign company. 
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47(vicb) Transfer by a shareholder, in a business reorganization, of 
shares held in the predecessor co-operative bank, in 
consideration of the allotment of shares in the successor co-
operative bank. 

47(vid) Transfer or issue of shares by the resulting company, in a 
scheme of demerger, to the shareholders of the demerged 
company in consideration of demerger of the undertaking.   

47(vii) Transfer by a shareholder, in a scheme of amalgamation, of 
shares in the amalgamating company in consideration of 
allotment to him of shares in the amalgamated Indian company. 

 

(v) The definition of income under section 2(24) would now include any sum of 
money or value of property referred to in section 56(2)(vii) or section 
56(2)(viia). 

(vi) Section 49(4) has been amended to provide that where the capital gain arises 
from the transfer of such property which has been subject to tax under section 
56(2)(vii) or section 56(2)(viia), the cost of acquisition of the property shall be 
deemed to be the value taken into account for the purpose of section 56(2)(vii) 
or section 56(2)(viia). 

(Effective from 1st

(vii) Section 142A(1) has been amended to enable the Assessing Officer to make a 
reference to the Valuation Officer for making an estimate of the fair market 
value of any property referred to in section 56(2). 

 June, 2010) 

(Effective from 1st

8.  DEDUCTIONS FROM GROSS TOTAL INCOME  

 July, 2010) 

(a)  Deduction for investment in long-term infrastructure bonds [Section 80CCF]  

(i) At present, there is cap of Rs.1 lakh on the savings qualifying for deduction 
from gross total income, and this embraces all forms of eligible savings 
through different instruments, whether it be contribution to provident fund, 
public provident fund, pension fund, subscription to ELSS, NSC or payment of 
life insurance premium.  This ceiling is provided in section 80CCE for the 
investments/contributions covered under section 80C, 80CCC & 80CCD.   

(ii) In order to give a fillip to the infrastructure sector, the investment in this sector 
is to be encouraged by providing an additional deduction of up to Rs.20,000 
under new section 80CCF to individuals and HUFs exclusively for subscription 
to notified long-term infrastructure bonds during the financial year 2010-11.   
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(iii) Example  

The gross total income of Mr.X for the A.Y.2011-12 is Rs.7,00,000.  He has 
made the following investments/payments during the F.Y.2010-11 - 

 Particulars Rs. 

(1) Contribution to PPF 50,000 

(2) Payment of tuition fees to Cambridge School, Noida, 
for education of his daughter studying in Class V 

36,000 

(3) Repayment of housing loan taken from HDFC 40,000 

(4) Contribution to approved pension fund of LIC 10,000 

(5) Subscription to notified long-term infrastructure bonds 25,000 

 Compute the eligible deduction under Chapter VI-A for the A.Y.2011-12. 

 Computation of deduction under Chapter VI-A for the A.Y.2011-12 

 Particulars Rs. 
Deduction under section 80C  

(1) Contribution to PPF 50,000 
(2) Payment of tuition fees to Cambridge School, Noida, 

for education of his daughter studying in Class V 
36,000 

(3) Repayment of housing loan taken from HDFC 40,000 
  1,26,000 

Deduction under section 80CCC  
(4) Contribution to approved pension fund of LIC 10,000 

  1,36,000 
  
As per section 80CCE, the aggregate deduction under section 
80C, 80CCC and 80CCD has to be restricted to Rs.1 lakh 

1,00,000 

  
Deduction under section 80CCF  

(5) Subscription to notified long-term infrastructure bonds,  
Rs.25,000, but restricted to Rs.20,000, being the 
maximum deduction allowable under section 80CCF 

20,000 

Deduction allowable under Chapter VIA for the A.Y.2011-12 1,20,000 
(Effective for A.Y.2011-12) 
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(b) Deduction in respect of contribution to Central Government Health Scheme  
[Section 80D] 

(i) Section 80D provides for deduction of upto Rs.15,000 for mediclaim premium 
paid by an individual to insure the health of self, spouse and dependent 
children. If any of the persons mentioned above are senior citizens, the 
maximum deduction would be Rs.20,000 instead of Rs.15,000. 

(ii) A further deduction of upto Rs.15,000 is provided for mediclaim premium paid 
by him to insure the health of his parents, whether or not they are dependent 
on him.  If either of the parents are senior citizens, the maximum deduction 
would be Rs.20,000 instead of Rs.15,000. 

(iii) Government employees, including retired employees of the Government, and 
employees of certain autonomous bodies contribute every month to the Central 
Government Health Scheme (CGHS) to avail of medical benefits under such 
scheme.  

(iv) It has now been provided that contribution to CGHS by such persons would be 
eligible for deduction section 80D, however, subject to the overall limit 
specified in (i) above. 

(v) Example  

 Mr. Y, aged 40 years, paid medical insurance premium of Rs.12,000 during the 
P.Y.2010-11 to insure his health as well as the health of his spouse and 
dependent children.  He also paid medical insurance premium of Rs.21,000 
during the year to insure the health of his father, aged 67 years, who is not 
dependent on him.   He contributed Rs.2,400 to Central Government Health 
Scheme during the year.  Compute the deduction allowable under section 80D 
for the A.Y.2011-12. 

Deduction allowable under section 80D for the A.Y.2011-12 

 Particulars Rs. 

(i) Medical insurance premium paid for self, spouse and 
dependent children  

12,000 

(ii) Contribution to CGHS 2,400 

(iii) Mediclaim premium paid for father, who is over 65 years of age 
(Rs.21,000 but restricted to Rs.20,000, being the maximum 
allowable)  

20,000 

  34,400 
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 Note – The total deduction under (i) and (ii) above should not exceed 
Rs.15,000.  In this case, since the total of (i) and (ii) (i.e., Rs.14,400) does not 
exceed Rs.15,000, the same is fully allowable under section 80D.   

 However, had the medical insurance premium paid for self, spouse and 
children been Rs.14,000 instead of Rs.12,000, then, the total of Rs.16,400 
(i.e., Rs.14,000 + Rs.2,400) under (i) and (ii) above would be restricted to 
Rs.15,000.  In such a case, the total deduction allowable under section 80D 
would be Rs.35,000 [i.e., Rs.15,000 [(i) & (ii)] + Rs.20,000 (iii)]. 

(Effective from A.Y.2011-12) 

(c) Relaxation of conditions for housing projects approved on or after 1.4.2005 
[Section 80-IB(10)]   

(i) An undertaking developing and building housing projects approved by a local 
authority before 31.3.2008  is eligible for deduction of 100% of the profits from 
such project under section 80-IB(10),  if it fulfills certain conditions. 

(ii) One of the conditions is that the project has to be completed within 4 years 
from the end of the financial year in which the project is approved by the local 
authority. Further, the built-up area of the shops and other commercial 
establishments included in the housing project should not exceed 5% of the 
total built-up area of the housing project or 2,000 sq.ft., whichever is less. 

(iii) On account of the large scale widespread downturn and the consequent slump 
in the housing sector, the period for completion of housing projects to qualify 
for tax benefit under section 80-IB has been extended from 4 years to 5 years 
from the end of the financial year in which the housing project is approved by 
the local authority, in case of housing projects approved on or after 1.4.2005. 

(iv) Further, the present restrictions regarding built-up area of shops and other 
commercial establishments have been relaxed in respect of housing projects 
approved on or after 1.4.2005.  The permissible built-up area of shops and 
other commercial establishments included in the housing project has been 
increased from 5% of the aggregate built-up area or 2,000 sq. feet, whichever 
is lower, to 3% of the aggregate built-up area of the housing project or 5,000 
sq. ft., whichever is higher. 

(v) However, these benefits are not available in respect of a housing project 
approved by the local authority before 1st

 (Effective from A.Y.2010-11) 

 April, 2005. 
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(d)  Extension of terminal date for functioning of hotels and construction of 
convention centres from 31.3.2010 to 31.7.2010 [Section 80-ID] 

(i) Section 80-ID provides a five-year tax holiday to new two, three and four star 
hotels and convention centres set up in the National Capital Region in view of 
the upcoming commonwealth games.   

(ii) For availing this benefit, such hotel should start functioning or convention 
centre should be constructed at any time during the period from 1.4.2007 to 
31.3.2010. 

(iii) The terminal date has been extended from 31.3.2010 to 31.7.2010 in order to 
give more time for the facilities to be set up in view of the upcoming 
Commonwealth Games in October, 2010. 

(Effective from A.Y.2011-12) 

9. ASSESSMENT OF VARIOUS ENTITIES 

(a) Increase in rate of MAT as well as its scope of coverage [Section 115JB]  

(i) Section 115JB provides that in the case of a company, where 15% of its book 
profit exceeds the tax on its total income, then the book profit shall be deemed to 
be the total income and the tax payable on such total income shall be 15% thereof.   

(ii) The rate of MAT has been increased from 15% to 18% of book profits.     

(iii) With effect from A.Y.2011-12, if tax on the total income of a company is less 
than 18% of its book profit, then MAT provisions are attracted and the book 
profit is deemed to be the total income and tax is payable @ 18% thereof. 

(iv) The effect of this amendment is that more companies would fall under the MAT 
net, since, those companies whose tax on total income is higher than 15% of 
book profit but lower than 18% of book profit would also be required to pay 
MAT.  Further, their tax burden and cash outflow would be higher on account 
of the increase in rate of MAT from 15% to 18%. 

(v) Example  
If the tax payable by a company, say A Ltd., on the total income is Rs.16 lakh 
and the book profit is Rs.100 lakh, MAT provisions would not have been 
attracted under the earlier provisions since tax on total income is higher than 
Rs.15 lakh (i.e. 15% of book profit). However, w.e.f. A.Y.2011-12, MAT 
provisions would be attracted in this case, since tax on total income (i.e.Rs.16 
lakh) is less than Rs.18 lakh (i.e.18% of Rs.100 lakh). Therefore, the book 
profit of A Ltd. i.e. Rs.100 lakh shall be deemed to be its total income for 
A.Y.2011-12 and MAT would be payable @18%. 

(Effective from A.Y.2011-12) 
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(b) Computation of profits and gains of non-life insurance business [Rule 5 of the 
First Schedule to the Income-tax Act] 

(i) The profits and gains of non-life insurance business has to be determined in 
the manner laid down under section 44 read with Rule 5 of the First Schedule.  

(ii) As per Rule 5, the profits and gains of non-life insurance business would be 
the profit before tax and appropriations as disclosed in the profit and loss 
account prepared in accordance with the provisions of the Insurance Act, 1938 
or rules made thereunder or the provision of Insurance Regulatory and 
Development Authority Act, 1999 or regulations made thereunder. 

(iii) Clause (b) of Rule 5 has been substituted to provide that any provision for 
diminution in the value of investment debited to profit and loss account has to 
be added back.  Any gain or loss on realization of investments not credited or 
debited to profit and loss account, shall be added or deducted, as the case 
may be. 

(iv)  Accordingly, unrealized gains due to appreciation in the value of investments 
will not be included in the total income and unrealized loss (i.e., provision for 
diminution in the value of investment) is not allowable as deduction.   

(Effective from A.Y.2011-12) 

10. ASSESSMENT PROCEDURE  

Time limit extended for issue of notification for relaxation, modification or 
adaptation of any provision of law to facilitate centralized processing of returns 
[Section 143(1B)] 

A Centralised Processing Centre (CPC) has been set-up at Bangalore for centralised 
processing of income-tax returns to determine the tax payable by, or the refund due to, 
the assessee in a quick manner.   With this intention, the Central Government may relax, 
modify or adapt any provision of law relating to processing of returns subject to the 
condition that the notification for such relaxation, modification or adaptation is issued on 
or before 31st March, 2010 and the said notification is laid before each House of 
Parliament. Though the centre has been set up at Bangalore where returns are 
processed in batches, it is yet to become fully functional on a complete basis.  Therefore 
the time limit for issue of notification has been extended by one more year i.e. up to 31st 
March, 2011, to relax, modify or adapt any provision of law relating to processing of 
returns.  

(Effective from 1st

 

 April, 2010) 
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11. COLLECTION AND RECOVERY OF TAX 

(a) Increase in threshold limits for attracting TDS provisions [Sections 194B, 
194BB, 194C, 194D, 194H, 194-I & 194J]   

The threshold limits for attracting TDS provisions under the different sections in 
Chapter XVII have been increased with effect from 1st July, 2010, in order to reduce 
compliance burden and provide for inflation adjustment.  In effect, if the payments of 
the nature specified in column (2) of the table below do not exceed the threshold 
limits specified in column (3) (up to 30.6.2010) and column (4) (from 1.7.2010),  no 
deduction of tax is required to be made. 

Section Nature Threshold limit (Rs.) 

  Existing 
(upto 

30.6.2010) 

New   
(w.e.f. 

1.7.2010) 

194B Winnings from lottery, crossword puzzle, 
card game and other game of any sort 

5,000 10,000 

194BB Winnings from horse race 2,500 5,000 

194C Payment to contractor for a single 
transaction [See Note (1) below]    

20,000 30,000 

194D Insurance commission 5,000 20,000 

194H Commission or brokerage 2,500 5,000 

194I Rent 1,20,000 1,80,000 

194J Fees for professional or technical 
services, royalty or non-compete fees 
referred to in section 28(va) [See Note 
(2) below] 

20,000 30,000 

 Notes  
(1) With effect from 1.7.2010, even if a single payment to a contractor does not 

exceed Rs.30,000, TDS provisions under section 194C would be attracted 
where the aggregate of the amounts of such sums credited or paid or likely to 
be credited or paid to the contractor during the financial year exceeds 
Rs.75,000.  The aggregate limit has been raised from Rs.50,000 to Rs.75,000. 
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 Example 
 ABC Ltd. makes the following payments to Mr.X, a contractor, for contract work 

during the P.Y.2010-11 – 
 Rs.15,000 on 1.5.2010 
 Rs.25,000 on 1.8.2010 
 Rs.30,000 on 1.12.2010 
 On 1.3.2011, a payment of Rs.28,000 is due to Mr.X on account of a contract 

work. 
 Discuss whether ABC Ltd. is liable to deduct tax at source under section 194C 

from payments made to Mr.X. 
 In this case, the individual contract payments made to Mr.X up to 30.6.2010 does 

not exceed Rs.20,000 and after 1.7.2010 does not exceed Rs.30,000.  However, 
since the aggregate amount paid to Mr.X during the P.Y.2010-11 exceeds 
Rs.75,000 (on account of the last payment of Rs.28,000, due on 1.3.2011, taking 
the total from Rs.70,000 to Rs.98,000),  the TDS provisions under section 194C 
would get attracted.  Tax has to be deducted@1% on the entire amount of 98,000 
from the last payment of Rs.28,000 and the balance of Rs.27,020 (i.e. Rs.28,000 – 
980) has to be paid to Mr. X.  

(2) The limit of Rs.30,000 under section 194J is applicable separately for fees for 
professional services, fees for technical services, royalty and non-compete fees 
referred to in section 28(va).  It implies that if the payment to a person towards 
each of the above is less than Rs.30,000, no tax is required to be deducted at 
source, even though the aggregate payment or credit exceeds Rs.30,000. 

 Example  
 If XYZ Ltd. makes a payment of Rs.28,000 to Mr.Ganesh on 2.8.2010 towards 

fees for professional services and another payment of Rs.25,000 to him on the 
same date towards fees for technical services, TDS under section 194J would 
not get attracted, since the limit of Rs.30,000 is applicable for fees for 
professional services and fees for technical services, separately.  It is 
assumed that there is no other payment to Mr. Ganesh towards fees for 
professional services and fees for technical services during the P.Y.2010-11. 

 (Effective from 1st

(b) TDS/TCS Certificates to be furnished even after 1

 July, 2010) 
st

(i) The scheme for dematerialisation of TDS and TCS certificates was to be 
implemented with effect from 1.4.2010. Accordingly, sections 203(3) and 
proviso to section 206C(5) were introduced earlier which provided for waiving 

 April, 2010 [Sections 203 & 
206C(5)] 
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the requirement of furnishing TDS/TCS certificate in respect of tax deducted or 
paid or collected on or after 1.4.2010. 

(ii) Now, considering the importance of the document, i.e., TDS/TCS 
certificate, it has been provided that the deductor/collector would continue 
to furnish TDS/TCS certificates to the deductee/collectee even after 
1.4.2010.  Accordingly, sub-section (3) of section 203 and the first proviso 
to section 206C(5) have been deleted.  

  (Effective from 1st

12. SETTLEMENT COMMISSION  

 April, 2010) 

(a) Proceedings for assessment or reassessment resulting from 
search/requisition to fall within the definition of a “case” which can be 
admitted by the Settlement Commission [Section 245A(b)]   

(i) Section 245A(b) defines the term “case” as any proceeding for assessment, of 
any person in respect of any assessment year or assessment years which may 
be pending before an Assessing Officer on the date on which an application is 
made to the Settlement Commission. However, proceedings for assessment or 
reassessment resulting from a search or as a result of requisition of books of 
account or other documents or any assets is specifically excluded from the 
definition of case. 

(ii) This section has been amended to provide that the proceedings for 
assessment or reassessment resulting from search/requisition will fall within 
the definition of a “case” which can be admitted by the Settlement 
Commission.   

(iii) In the case of a person whose income is being assessed or reassessed as a 
result of search or as a result of requisition of books of account or other 
documents or any assets, the proceedings for assessment or reassessment 
shall be deemed to have commenced on the date of issue of notice initiating 
such proceedings and concluded on the date on which the assessment is 
made. 

(Effective from 1st June, 2010)  

Note -  Similarly, section 22A of the Wealth-tax Act has also been amended, with 
effect from 1st June, 2010, to – 

(i) include proceedings for assessment or reassessment resulting from a search 
initiated under section 37A or requisition made under section 37B within the 
definition of a “case” which can be admitted by the Settlement Commission; and  

(ii) provide for the date of commencement and conclusion of such proceedings. 
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(b) Increase in the threshold limit for “additional amount of income-tax payable 
on income disclosed in the application” for admission of a case before the 
Settlement Commission [Section 245C] 
(i) As per section 245C, an application can be filed before the Settlement 

Commission, only if the additional amount of income-tax payable on the 
income disclosed in the application exceeds three lakh rupees. 

(ii) Section 245A has been amended to provide that the proceedings for assessment 
or reassessment resulting from search/requisition would fall within the definition 
of a “case” which can be admitted by the Settlement Commission.   

(iii) Consequently, section 245C has been amended to provide that the additional 
amount of income-tax payable on income disclosed in the application should 
exceed Rs.50 lakh, for an application to be made before the Settlement 
Commission in such cases.  

(iv) In other cases, the additional amount of income-tax payable on income 
disclosed in the application should exceed Rs.10 lakh, for an application to be 
made before the Settlement Commission. 

(v) Such tax and interest thereon, which would have been payable had such 
income been disclosed in the return of income before the Assessing Officer on 
the date of application, should be paid on or before the date of making the 
application.  Further, proof of such payment should be attached with the 
application.  

  (Effective from 1st June, 2010) 
(c) Extension of time limit for passing of order by the Settlement Commission 

[Section 245D(4A)] 
(i) Section 245D(4A) stipulates that the Settlement Commission shall pass an 

order within twelve months from the end of the month in which the application 
was made. 

(ii) The time limit has been extended from 12 months to 18 months in respect in 
respect of an application made on or after 1st June, 2010.   

(iii) However, in respect of applications made between 1st June, 2007 and 31st 
May, 2010, the time limit would continue to be 12 months from the end of the 
month in which the application was made. 

  (Effective from 1st June, 2010) 
Note – Similarly, section 22D(4A) of the Wealth-tax Act, 1957,  has been amended 
to extend the time limit for the Settlement Commission to pass an order, from 12 
months to 18 months in respect of an application made on or after 1st June, 2010. 
However, in respect of applications made between 1st June, 2007 and 31st May, 
2010, the time limit would continue to be 12 months from the end of the month in 
which the application was made. 
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13. APPEALS AND REVISION 
 High Court empowered to condone delay in filing of appeals [Section 260A(2A)] 

(i) Under section 260A(2), an appeal against the order of Appellate Tribunal can be 
filed before the High Court within a period of 120 days from the date of the receipt 
of the order by the assessee  or  the  Commissioner. 

(ii) As per section 260A(7), the provisions of Code of Civil Procedure, 1908 relating to 
appeals to the High Court, shall, as far as may be, apply in the case of an appeal 
filed under this section before the High Court.  The power to condone the delay is 
contained in the Code of Civil Procedure, 1908 and therefore, by virtue of section 
260A(7), it is implied that the High Court has the power to condone the delay on 
sufficient cause being shown.  

(iii) However, the High Courts, while considering this issue, have expressed divergent 
views on their power to condone delay in filing of an appeal.   

(iv) Therefore, in order to clarify the true legislative intent, sub-section (2A) has been 
inserted in section 260A with retrospective effect from 1.10.1998 to specifically 
provide that the High Court has and always had the power to condone the delay and 
admit an appeal after the expiry of the period of 120 days, if it is satisfied that there 
was sufficient cause for not filing the appeal within that period. 

(Effective retrospectively from 1st October, 1998) 

Note – Similarly, sub-section (1A) has been inserted in section 27A of the Wealth-tax 
Act, 1957 with retrospective effect from 1st October, 1998, to specifically provide that the 
High Court has and always had the power to condone the delay and admit an appeal 
after the expiry of the period of 120 days, if it is satisfied that there was sufficient cause 
for not filing the appeal within that period. 

14. MISCELLANEOUS  PROVISIONS 

Extension of date for issue of Document Identification Number [Section 282B]   

(i) In order to improve the standards of service and transparency in the functioning of 
the Income-tax Department, a computer based system of allotment and quoting of 
Document Identification Number (DIN) in each correspondence sent or received by 
the Income-tax Department was proposed to be introduced with effect from 1st

(ii) Accordingly, section 282B was inserted by the Finance (No.2) Act, 2009, to provide 
that every income-tax authority shall allot a computer generated Document 
Identification Number in respect of every notice, order, letter or any correspondence 
issued by him to any other income-tax authority or assessee or any other person 
and such number shall be quoted thereon.  

 
October, 2010 to facilitate tracking of documents and alleviate the taxpayers 
grievances.  
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(iii) Further, every document, letter or any correspondence, received by an income-tax 
authority or on behalf of such authority, shall be accepted only after allotting and 
quoting of a computer generated Document Identification Number. 

(iv) Since it is essential to have the necessary infrastructure to cover the full range of 
services specified in section 282B on pan-India basis, the date for implementation 
of the DIN has been extended to 1st

(Effective from 1

 July, 2011. 
st

IMPORTANT NOTIFICATIONS / CIRCULARS ISSUED BETWEEN 1.5.2009 AND 30.4.2010 

 October, 2010) 

I CIRCULARS 

1. Circular No. 7/2009 dated 22.10.2009 

The CBDT has, through this circular, withdrawn the following circulars: 

(a) Circular No. 23 issued on 23rd July 1969 regarding taxability of income accruing or 
arising through, or from, business connection in India to a non-resident, under 
section 9 of the Income-tax Act, 1961. 

(b) Circulars No. 163 dated 29th May, 1975 and No.786 dated 7th February, 2000 which 
provided clarification in respect of certain provisions of Circular No.23 dated 23rd 
July, 1969. 

2. Circular No. 8/2009, dated 24.11.2009 

The CBDT has, through this circular, clarified that TPAs (Third Party Administrator’s) who 
are making payment on behalf of insurance companies to hospitals for settlement of 
medical/insurance claims etc. under various schemes including cashless schemes are 
liable to deduct tax at source under section 194J on all such payments to hospitals etc.   
This is because the services rendered by hospitals to various patients are primarily 
medical services and, therefore, the provisions of section 194J are applicable to 
payments made by TPAs to hospitals etc.  

Consequently, all such past transactions between TPAs and hospitals would fall within 
the provisions of section 194J and consequence of failure to deduct tax or after 
deducting tax failure to pay on all such transactions would make the deductor (TPAs) 
deemed to be an assessee in default in respect of such tax and also liable for charging of 
interest under section 201(1A) and penalty under section 271C. 

However, no proceedings under section 201 may be initiated after the expiry of six years 
from the end of the financial year in which payments have been made without deducting 
tax at source etc. by the TPA’s. Further, the tax demand arising out of section 201(1) in 
situations arising above, may not be enforced if the deductor (TPA) satisfies the officer in 
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charge of TDS that the relevant taxes have been paid by the deductee-assessee 
(hospitals etc.). A certificate from the auditor of the deductee-assessee stating that the 
tax and interest due from deductee-assessee has been paid for the assessment year 
concerned would be sufficient compliance for the above purpose. However, this will not 
alter the liability to charge interest under section 201(1A) till payment of taxes by the 
deductee-assessee or liability for penalty under section 271C, as the case may be. 

3. Circular No. 3/2010, dated 2.3.2010 

The CBDT has, vide this circular, given a clarification regarding deduction of tax at 
source on payment of interest on time deposits under section 194A by banks following 
Core-branch Banking Solutions (CBS) software.  It has been clarified that Explanation to 
section 194A (See Note below) is not meant to apply in cases of banks where credit is 
made to provisioning account on daily/monthly basis for the purpose of macro monitoring 
only by the use of CBS software. It has been further clarified that since no constructive 
credit to the depositor’s / payee’s account takes place while calculating interest on time 
deposits on daily or monthly basis in the CBS software used by banks, tax need not be 
deducted at source on such provisioning of interest by banks for the purposes of macro 
monitoring only. In such cases, tax shall be deducted at source on accrual of interest at 
the end of financial year or at periodic intervals as per practice of the bank or as per the 
depositor's / payee's requirement or on maturity or on encashment of time deposits, 
whichever event takes place earlier, whenever the aggregate of amounts of interest 
income credited or paid or likely to be credited or paid during the financial year by the 
banks exceeds the limits specified in section 194A. 

Note – The Explanation to section 194A provides that, for the purposes of this section, 
where any income by way of interest other than interest on securities is credited to any 
account, whether called ‘Interest payable account’ or ‘Suspense Account’ or by any other 
name, in the books of account of the person liable to pay such income, such crediting 
shall be deemed to be credit of such income to the account of the payee and the 
provisions of this section shall apply accordingly”. 

II  NOTIFICATIONS 

1. Notification No. 67/2009 dated 9.9.2009 

The Central Government has, vide notification no.67/2009 dated 9.9.2009, specified the 
cost inflation index (CII) for the financial year 2009-10.  The CII for F.Y. 2009-10 is 632. 

S. No. Financial Year Cost Inflation Index 
1. 1981-82 100 
2. 1982-83 109 
3. 1983-84 116 
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4. 1984-85 125 
5. 1985-86 133 
6. 1986-87 140 
7. 1987-88 150 
8. 1988-89 161 
9. 1989-90 172 

10. 1990-91 182 
11. 1991-92 199 
12. 1992-93 223 
13. 1993-94 244 
14. 1994-95 259 
15. 1995-96 281 
16. 1996-97 305 
17. 1997-98 331 
18. 1998-99 351 
19. 1999-2000 389 
20. 2000-01 406 
21. 2001-02 426 
22. 2002-03 447 
23. 2003-04 463 
24. 2004-05 480 
25. 2005-06 497 
26. 2006-07 519 
27. 2007-08 551 
28. 2008-09 582 
29. 2009-10 632 

2. Notification No. 70/2009, dated 22.9.2009 

The CBDT has, in exercise of the powers conferred by section 139(1B), made an 
amendment in the notification of the Government of India relating to qualifications of an 
e-Return intermediary.  The qualifications of an e-Return Intermediary, as amended, are 
detailed hereunder -  

(1) An e-Return Intermediary shall have the following qualifications, namely:- 
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(a) it must be a public sector company as defined in section 2(36A) of the Act or 
any other company in which public are substantially interested within the 
meaning of section 2(18) of the Act and any subsidiary of those companies; or 

(b) a company incorporated in India, including a bank, having a net worth of 
rupees one crore or more; or  

(c) a firm of Chartered Accountants or Company Secretaries or Advocates, if it 
has been allotted a permanent account number; or 

(d) a Chartered Accountants or Company Secretaries or Advocates or Tax Return 
Preparers, if he has been allotted a permanent account number; or 

(e) a Drawing or Disbursing Officer (DDO) of a Government Department. 

(2) The e-intermediary shall have at least class II digital signature certificate from any 
of the Certifying authorities authorized to issue such certificates by the Controller of 
Certifying authorities appointed under section 17 of the Information Technology Act, 
2002. 

(3) The e-intermediary shall have in place security procedure to the satisfaction of e-
Return Administrator to ensure that confidentiality of the assessees information is 
properly secured. 

(4) The e-intermediary shall have necessary archival, retrieval and, security policy for 
the e-Returns which will be filed through him, as decided by e-Return Administrator 
from time to time. 

(5) The e-intermediary or its Principal Officer must not have been convicted for any 
professional misconduct, fraud, embezzlement or any criminal offence. 

3. Notification No. 94/2009, dated 18.12.2009 

In exercise of the powers conferred by section 295 read with section 17(2), the CBDT 
has, consequent to removal of FBT, substituted Rule 3 of the Income-tax Rules, 1962. 
The new perquisite valuation rules shall be deemed to have come into force on 1st April, 
2009. 

For the purpose of computing the income chargeable under the head “Salaries”, the 
value of perquisites provided by the employer directly or indirectly to the employee or to 
any member of his household by reason of his employment shall be determined in 
accordance with new Rule 3. 

Valuation of residential accommodation [Sub-rule (1)] 

The value of residential accommodation provided by the employer during the previous 
year shall be determined in the following manner - 
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Sl. 
No. 

Circumstances In case of unfurnished 
accomodation 

In case of furnished 
accomodation 

(1) (2) (3) (4) 

(1)  Where the 
accommodation is 
provided by the Central 
Government or any 
State Government to 
the employees either 
holding office or post in 
connection with the 
affairs of the Union or 
of such State. 

License fee determined by 
the Central Government or 
any State Government in 
respect of accommodation 
in accordance with the 
rules framed by such 
Government as reduced 
by the rent actually paid by 
the employee. 

The value of perquisite as 
determined under column 
(3) and increased by 10% 
per annum of the cost of 
furniture (including 
television sets, radio sets, 
refrigerators, other 
household appliances, air-
conditioning plant or 
equipment).  

If such furniture is hired 
from a third party, the 
actual hire charges payable 
for the same as reduced by 
any charges paid or 
payable for the same by 
the employee during the 
previous year should be 
added to the value of the 
perquisite determined 
under column (3). 

(2)  Where the 
accommodation is 
provided by any other 
employer  

 

(a) where the 
accommodation 
is owned by the 
employer 

 

 

 

 

 

 

 

(i) 15% of salary in 
cities having 
population 
exceeding 25 lakhs 
as per 2001 
census; 

(ii) 10% of salary in 
cities having 
population 

 

 

 

 

The value of perquisite as 
determined under column 
(3) and increased by 10% 
per annum of the cost of 
furniture (including 
television sets, 
refrigerators, other 
household appliances, air-
conditioning plant or 
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exceeding 10 lakhs 
but not exceeding 
25 lakhs as per 
2001 census; 

(iii) 7.5% of salary in 
other areas, 

in respect of the period 
during which the said 
accommodation was 
occupied by the employee 
during the previous year 
as reduced by the rent, if 
any, actually paid by the 
employee. 

 

equipment or other similar 
appliances or gadgets).  

If such furniture is hired 
from a third party, the 
actual hire charges payable 
for the same as reduced by 
any charges paid or 
payable for the same by 
the employee during the 
previous year, should be 
added to the value of 
perquisite determined 
under column (3). 

 

 (b)  where the 
accommodation is 
taken on lease or 
rent by the 
employer. 

Actual amount of lease 
rental paid or payable by 
the employer or 15% of 
salary, whichever is lower, 
as reduced by the rent, if 
any, actually paid by the 
employee. 

The value of perquisite as 
determined under column 
(3) and increased by 10% 
per annum of the cost of 
furniture (including 
television sets, radio sets, 
refrigerators, other 
household appliances, air-
conditioning plant or 
equipment or other similar 
appliances or gadgets).  

If such furniture is hired 
from a third party, the 
actual hire charges payable 
for the same as reduced by 
any charges paid or 
payable for the same by 
the employee during the 
previous year should be 
added to the value of 
perquisite determined 
under column (3). 
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(3)  Where the 
accommodation is 
provided by any 
employer, whether 
Government or any 
other employer, in a 
hotel.  

Not applicable 24% of salary paid or 
payable for the previous 
year or the actual charges 
paid or payable to such 
hotel, which is lower, for 
the period during which 
such accommodation is 
provided as reduced by 
the rent, if any, actually 
paid or payable by the 
employee. 

However, where the 
employee is provided 
such accommodation for a 
period not exceeding in 
aggregate fifteen days on 
his transfer from one 
place to another, there 
would be no perquisite. 

 

Notes:   

(1) If an employee is provided with accommodation, on account of his transfer from one 
place to another, at the new place of posting while retaining the accommodation at 
the other place, the value of perquisite shall be determined with reference to only 
one such accommodation which has the lower perquisite value, as calculated 
above, for a period not exceeding 90 days and thereafter, the value of perquisite 
shall be charged for both such accommodations. 

(2) Any accommodation provided to an employee working at a mining site or an on-
shore oil exploration site or a project execution site, or a dam site or a power 
generation site or an off-shore site would not be treated as a perquisite, provided it 
satisfies either of the following conditions - 

(i) the accommodation is of temporary nature,  has plinth area not exceeding 800 
square feet and is located not less than eight kilometers away from the local 
limits of any municipality or a cantonment board; or 

(ii) the accommodation is located in a remote area i.e. an area that is located at 
least 40 kms away from a town having a population not exceeding 20,000 
based on latest published all-India census. 

Copyright -The Institute of Chartered Accountants of India



 47 

(3) Where the accommodation is provided by the Central Government or any State 
Government to an employee who is serving on deputation with any body or 
undertaking under the control of such Government,- 

(i) the employer of such an employee shall be deemed to be that body or 
undertaking where the employee is serving on deputation; and 

(ii) the value of perquisite of such an accommodation shall be the amount 
calculated in accordance with Sl. No.(2)(a) of the above table, as if the 
accommodation is owned by the employer. 

(4) “Accommodation” includes a house, flat, farm house or part thereof, or 
accommodation in a hotel, motel, service apartment, guest house, caravan, mobile 
home, ship or other floating structure. 

(5) “Hotel” includes licensed accommodation in the nature of motel, service apartment 
or guest house. 

Motor Car [Sub-rule (2)]  

The value of perquisite by way of use of motor car to an employee by an employer shall 
be determined in the following manner - 

VALUE OF PERQUISITE PER CALENDAR MONTH 

Sl. 

No. 

Circumstances Where cubic capacity of 
engine does not exceed   

1.6 litres  

Where cubic capacity of 
engine exceeds 1.6 

litres 

(1) (2) (3) (4) 

(1) 

 

(a) 

Where the motor car is 
owned or hired by the 
employer and – 

is used wholly and 
exclusively in the 
performance of his 
official duties 

 

 

Not a perquisite, provided 
the documents specified 
in Note (2) below the 
table are maintained by 
the employer.  

 

 

Not a perquisite, provided 
the documents specified 
in  Note (2) below the 
table  are maintained by 
the employer. 

(b) is used exclusively for 
the private or personal 
purposes of the 
employee or any 
member of his 
household and the 

Actual amount of 
expenditure incurred by 
the employer on the 
running and maintenance 
of motor car during the 
relevant previous year 

Actual amount of 
expenditure incurred by 
the employer on the 
running and maintenance 
of motor car during the 
relevant previous year 
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running and 
maintenance 
expenses are met or 
reimbursed by the 
employer; 

 

including remuneration, if 
any, paid by the employer 
to the chauffeur as 
increased by the amount 
representing normal wear 
and tear of the motor car 
and as reduced by any 
amount charged form the 
employee for such use.  

 

including remuneration, if 
any, paid by the employer 
to the chauffeur as 
increased by the amount 
representing normal wear 
and tear of the motor car 
and as reduced by any 
amount charged form the 
employee for such use. 

 

(c) is  used partly in the 
performance of duties 
and partly for private 
or personal purposes 
of his own or any 
member of his 
household and- 

(i)  the expenses on 
maintenance and 
running are met 
or reimbursed by 
the employer 

 

 

 

 

 

 

Rs.1,800 (plus Rs.900, if 
chauffeur is also provided 
to run the motor car) 

 

 

 

 

 

 

Rs.2,400 (plus Rs.900, if 
chauffeur is also provided 
to run the motor car)  

 (ii)  the expenses on 
running and 
maintenance for 
private or 
personal use are 
fully met by the 
assessee. 

Rs.600 (plus Rs.900, if 
chauffeur is also provided 
by the employer to run 
the motor car) 

Rs.900 (plus Rs.900, if 
chauffeur is also provided 
by the employer to run the 
motor car) 

(2) Where the employee 
owns a motor car but 
the actual running and 
maintenance charges 
(including remuneration 
of the chauffeur, if any) 
are met or reimbursed 
to him by the employer 
and – 
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(i) such reimbursement is 
for the use of the 
vehicle wholly and 
exclusively for official 
purposes 

 

Not a perquisite, provided 
the documents specified 
in Note (2) below the 
table are maintained by 
the employer. 

 

Not a perquisite, provided 
the documents specified 
in  Note (2) below the 
table are maintained by 
the employer. 

(ii) such reimbursement is 
for the use of the 
vehicle partly for 
official purposes and 
partly for personal or 
private purposes of the 
employee or any 
member of his 
household. 

The actual amount of 
expenditure incurred by 
the employer as 
reduced by the amount 
specified in Sl. No. 
(1)(c)(i) above (Also see 
note (2) below this 
table). 

The actual amount of 
expenditure incurred by 
the employer as reduced 
by the amount specified in 
Sl. No. (1)(c)(i) above 
(Also see note (2) below 
this table). 

 

(3) 

 

 

 

 

 

(i) 

Where the employee 
owns any other 
automotive conveyance 
but the actual running 
and maintenance 
charges are met or 
reimbursed to him by 
the employer and 

such reimbursement is 
for the use of the 
vehicle wholly and 
exclusively for official 
purposes 

 

 

 

 

 

 

Not a perquisite, provided 
the documents specified 
in the note (2) below the 
table are maintained by 
the employer. 

 

 

 

 

 

 

Not applicable. 

(ii) such reimbursement is 
for the use of vehicle 
partly for official 
purposes and partly for 
personal or private 
purposes of the 
employee 

The actual amount of 
expenditure incurred by 
the employer as 
reduced by the amount 
of Rs.900. (Also see 
note (2) below the table) 
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Notes:  

(1) Where one or more motor-cars are owned or hired by the employer and the 
employee or any member of his household are allowed the use of such motor-car or 
all of any of such motor-cars (otherwise than wholly and exclusively in the 
performance of his duties), the value of perquisite shall be the amount calculated in 
respect of one car as if the employee had been provided one motor-car for use 
partly in the performance of his duties and partly for his private or personal 
purposes and the amount calculated in respect of the other car or cars as if he had 
been provided with such car or cars exclusively for his private or personal purposes. 

(2) Where the employer or the employee claims that the motor-car is used wholly and 
exclusively in the performance of official duty or that the actual expenses on the 
running and maintenance of the motor-car owned by the employee for official 
purposes is more than the amounts deductible in Sl. No. 2(ii) or 3(ii) of the above 
table, he may claim a higher amount attributable to such official use and the value 
of perquisite in such a case shall be the actual amount of charges met or 
reimbursed by the employer as reduced by such higher amount attributable to 
official use of the vehicle provided that the following conditions are fulfilled :- 

(a) the employer has maintained complete details of journey undertaken for official 
purpose which may include date of journey, destination, mileage, and the 
amount of expenditure incurred thereon; 

(b) the employer gives a certificate to the effect that the expenditure was incurred 
wholly and exclusively for the performance of official duties. 

(3) For computing the perquisite value of motor car, the normal wear and tear of a motor-
car shall be taken at 10% per annum of the actual cost of the motor-car or cars. 

Valuation of benefit of provision of domestic servants [Sub-rule (3) of Rule 3] 

(i) The value of benefit to the employee or any member of his household resulting from 
the provision by the employer of the services of a sweeper, a gardener, a watchman 
or a personal attendant, shall be the actual cost to the employer.   

(ii) The actual cost in such a case shall be the total amount of salary paid or payable by 
the employer or any other person on his behalf for such services as reduced by any 
amount paid by the employee for such services. 

Valuation of  gas, electricity or water supplied by employer [Sub-rule (4) of Rule 3] 

(i) The value of the benefit to the employee resulting from the supply of gas, electric 
energy or water for his household consumption shall be determined as the sum 
equal to the amount paid on that account by the employer to the agency supplying 
the gas, electric energy or water.   
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(ii) Where such supply is made from resources owned by the employer, without 
purchasing them from any other outside agency, the value of perquisite would be 
the manufacturing cost per unit incurred by the employer.   

(iii) Where the employee is paying any amount in respect of such services, the amount 
so paid shall be deducted from the value so arrived at. 

Valuation of free or concessional educational facilities [Sub-rule (5) of Rule 3] 

(i)  The value of benefit to the employee resulting from the provision of free or 
concessional educational facilities for any member of his household shall be 
determined as the sum equal to the amount of expenditure incurred by the employer 
in that behalf or where the educational institution is itself maintained and owned by 
the employer or where free educational facilities for such member of employees’ 
household are allowed in any other educational institution by reason of his being in 
employment of that employer, the value of the perquisite to the employee shall be 
determined with reference to the cost of such education in a similar institution in or 
near the locality.   

(ii)   Where any amount  is paid or recovered from the employee on that account, the 
value of benefit shall be reduced by the amount so paid or recovered. 

(iii)  However, where the educational institution itself is maintained and owned by the 
employer and free educational facilities are provided to the children of the employee 
or where such free educational facilities are provided in any institution by reason of 
his being in employment of that employer, there would be no perquisite if the cost of 
such education or the value of such benefit per child does not exceed Rs.1,000 p.m. 

Free or concessional tickets [Sub-rule (6) of Rule 3] 

The value of any benefit or amenity resulting from the provision by an employer who is 
engaged in the carriage of passengers or goods, to any employee or to any member of 
his household for personal or private journey free of cost or at concessional fare, in any 
conveyance owned, leased or made available by any other arrangement by such 
employer for the purpose of transport of passengers or goods shall be taken to be the 
value at which such benefit or amenity is offered by such employer to the public as 
reduced by the amount, if any, paid by or recovered from the employee for such benefit 
or amenity. 

However, there would be no such perquisite to the employees of an airline or the 
railways. 

Valuation of other fringe benefits and amenities [Sub-rule (7) of Rule 3] 

Section 17(2)(viii) provides that the value of any other fringe benefit or amenity as may 
be prescribed would be included in the definition of perquisite. Accordingly, the following 
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other fringe benefits or amenities are prescribed and the value thereof shall be 
determined in the manner provided hereunder :- 

(i) Interest-free or concessional loan [Sub-rule 7(i) of Rule 3] 

(a) The value of the benefit to the assessee resulting from the provision of 
interest-free or concessional loan for any purpose made available to the 
employee or any member of his household during the relevant previous year 
by the employer or any person on his behalf shall be determined as the sum 
equal to the interest computed at the rate charged per annum by the State 
Bank of India, as on the 1st day of the relevant previous year in respect of 
loans for the same purpose advanced by it on the maximum outstanding 
monthly balance as reduced by the interest, if any, actually paid by him or any 
such member of his household. “Maximum outstanding monthly balance” 
means the aggregate outstanding balance for each loan as on the last day of 
each month. 

(b) However, no value would be charged if such loans are made available for 
medical treatment in respect of prescribed diseases (like cancer, tuberculosis, 
etc.) or where the amount of loans are petty not exceeding in the aggregate 
Rs.20,000. 

(c) Further, where the benefit relates to the loans made available for medical 
treatment referred to above, the exemption so provided shall not apply to so 
much of the loan as has been reimbursed to the employee under any medical 
insurance scheme. 

(ii) Travelling, touring and accommodation [Sub-rule 7(ii) of Rule 3] 

(a) The value of travelling, touring, accommodation and any other expenses paid 
for or borne or reimbursed by the employer for any holiday availed of by the 
employee or any member of his household, other than leave travel concession 
or assistance, shall be determined as the sum equal to the amount of the 
expenditure incurred by such employer in that behalf.   

(b) Where such facility is maintained by the employer, and is not available 
uniformly to all employees, the value of benefit shall be taken to be the value 
at which such facilities are offered by other agencies to the public.   

(c) Where the employee is on official tour and the expenses are incurred in 
respect of any member of his household accompanying him, the amount of 
expenditure so incurred shall also be a fringe benefit or amenity. 

(d) However, where any official tour is extended as a vacation, the value of such 
fringe benefit shall be limited to the expenses incurred in relation to such 
extended period of stay or vacation.  The amount so determined shall be 
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reduced by the amount, if any, paid or recovered from the employee for such 
benefit or amenity. 

(iii) Free or concessional food and non-alcoholic beverages [Sub-rule 7(iii) of Rule 3] 

(a) The value of free food and non-alcoholic beverages provided by the employer 
to an employee shall be the amount of expenditure incurred by such employer.  
The amount so determined shall be reduced by the amount, if any, paid or 
recovered from the employee for such benefit or amenity: 

(b) However, the following would not be treated as a perquisite - 

(1)  free food and non-alcoholic beverages provided by such employer during 
working hours at office or business premises or through paid vouchers 
which are not transferable and usable only at eating joints, to the extent 
the value thereof either case does not exceed fifty rupees per meal or  

(2) tea or snacks provided during working hours or  

(3) free food and non-alcoholic beverages during working hours provided in a 
remote area or an off-shore installation. 

(iv) Value of gift, voucher or token in lieu of such gift [Sub-rule 7(iv) of Rule 3] 

(a) The value of any gift, or voucher, or token in lieu of which such gift may be 
received by the employee or by member of his household on ceremonial 
occasions or otherwise from the employer shall be determined as the sum 
equal to the amount of such gift:  

(b) However, if the value of such gift, voucher or token, as the case may be, is 
below Rs.5,000 in the aggregate during the previous year, the value of 
perquisite shall be taken as ‘nil’. 

(v) Credit card expenses [Sub-rule 7(v) of Rule 3] 

(a) The amount of expenses including membership fees and annual fees incurred 
by the employee or any member of his household, which is charged to a credit 
card (including any add-on-card) provided by the employer, or otherwise, paid 
for or reimbursed by such employer shall be taken to be the value of perquisite 
chargeable to tax as reduced by the amount, if any paid or recovered from the 
employee for such benefit or amenity: 

(b) However, such expenses incurred wholly and exclusively for official purposes 
would not be treated as a perquisite if the following conditions are fulfilled. 

(1) complete details in respect of such expenditure are maintained by the 
employer which may, inter alia, include the date of expenditure and the 
nature of expenditure; 
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(2) the employer gives a certificate for such expenditure to the effect that the 
same was incurred wholly and exclusively for the performance of official 
duties. 

(vi) Club expenditure [Sub-rule 7(vi) of Rule 3] 

(a) The value of benefit to the employee resulting from the payment or 
reimbursement by the employer of any expenditure incurred (including the 
amount of annual or periodical fee) in a club by him or by a member of his 
household shall be determined to be the actual amount of expenditure incurred 
or reimbursed by such employer on that account.  The amount so determined 
shall be reduced by the amount, if any, paid or recovered from the employee 
for such benefit or amenity. 

However, where the employer has obtained corporate membership of the club 
and the facility is enjoyed by the employee or any member of his household, 
the value of perquisite shall not include the initial fee paid for acquiring such 
corporate membership. 

(b) Further, if such expenditure is incurred wholly and exclusively for business 
purposes, it would not be treated as a perquisite provided the following 
conditions are fulfilled:- 

(1) complete details in respect of such expenditure are maintained by the 
employer which may, inter alia, include the date of expenditure, the 
nature of expenditure and its business expediency; 

(2) the employer gives a certificate for such expenditure to the effect that the 
same was incurred wholly and exclusively for the performance of official 
duties. 

(c) There would be no perquisite for use of health club, sports and similar facilities 
provided uniformly to all employees by the employer. 

(vii) Use of moveable assets [Sub-rule 7(vii) of Rule 3]  

The value of benefit to the employee resulting from the use by the employee or any 
member of his household of any movable asset (other than assets already specified 
in this rule and other than laptops and computers) belonging to the employer or 
hired by him shall be determined at 10% per annum of the actual cost of such asset 
or the amount of rent or charge paid or payable by the employer, as the case may 
be, as reduced by the amount, if any, paid or recovered from the employee for such 
use. 
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(viii) Transfer of moveable assets [Sub-rule 7(viii) of Rule 3]  
The value of benefit to the employee arising from the transfer of any movable asset 
belonging to the employer, directly or indirectly, to the employee or any member of 
his household shall be determined to be the amount representing the actual cost of 
such assets to the employer as reduced by the cost of normal wear and tear and as 
further reduced by the amount, if any, paid or recovered from the employee being 
the consideration for such transfer. 
The cost of normal wear and tear has to be calculated at the rate of 10% of the 
actual cost for each completed year during which such asset was put to use by the 
employer.  However, in the case of computers and electronic items, the normal wear 
and tear would be calculated at the rate of 50% and in the case of motor cars at the 
rate of 20% by the reducing balance method. 

(ix)  Other benefit or amenity [Sub-rule 7(ix) of Rule 3] 
The value of any other benefit or amenity, service, right or privilege provided by the 
employer shall be determined on the basis of cost to the employer under an arm’s 
length transaction as reduced by the employee’s contribution, if any.  However, the 
expenses on telephones including a mobile phone actually incurred on behalf of the 
employee by the employer, would not be a taxable perquisite. 

Valuation of specified security or sweat equity share for the purpose of section 17(2)(vi) 
[Sub-rule (8)] 
The fair market value of any specified security or sweat equity share, being an equity share in 
a company, on the date on which the option is exercised by the employee, shall be determined 
in the following manner - 
(1)   In a case where, on the date of the exercising of the option, the share in the company is 

listed on a recognized stock exchange, the fair market value shall be the average of the 
opening price and closing price of the share on that date on the said stock exchange. 
However, where, on the date of exercising of the option, the share is listed on more than 
one recognized stock exchanges, the fair market value shall be the average of opening 
price and closing price of the share on the recognised stock exchange which records the 
highest volume of trading in the share. 
Further, where on the date of exercising of the option, there is no trading in the share on 
any recognized stock exchange, the fair market value shall be— 
(a)  the closing price of the share on any recognised stock exchange on a date closest 

to the date of exercising of the option and immediately preceding such date; or 
(b)  the closing price of the share on a recognised stock exchange, which records the 

highest volume of trading in such share, if the closing price, as on the date closest 
to the date of exercising of the option and immediately preceding such date, is 
recorded on more than one recognized stock exchange. 
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“Closing price” of a share on a recognised stock exchange on a date shall be the price of 
the last settlement on such date on such stock exchange.  However, where the stock 
exchange quotes both “buy” and “sell” prices, the closing price shall be the “sell” price of 
the last settlement. 
“Opening price” of a share on a recognised stock exchange on a date shall be the price 
of the first settlement on such date on such stock exchange.  However, where the stock 
exchange quotes both “buy” and “sell” prices, the opening price shall be the “sell” price of 
the first settlement. 

(2)   In a case where, on the date of exercising of the option, the share in the company is not 
listed on a recognised stock exchange, the fair market value shall be such value of the 
share in the company as determined by a merchant banker on the specified date. 
For this purpose, “specified date” means,— 
(i) the date of exercising of the option; or 
(ii)  any date earlier than the date of the exercising of the option, not being a date which 

is more than 180 days earlier than the date of the exercising.  
Valuation of specified security not being an equity share in a company for the purpose 
of section 17(2)(vi) [Sub-rule (9)] 
The fair market value of any specified security, not being an equity share in a company, on the 
date on which the option is exercised by the employee, shall be such value as determined by 
a merchant banker on the specified date. 
 For this purpose, “specified date” means,— 
(i) the date of exercising of the option; or 
(ii) any date earlier than the date of the exercising of the option, not being a date which is 

more than 180 days earlier than the date of the exercising.  
Definitions for the purpose of perquisite rules 
The following definitions are relevant for applying the perquisite valuation rules - 
(i)  “member of household” shall include- 

(a) spouse(s), 
(b) children and their spouses, 
(c) parents, and 
(d) servants and dependants; 

(ii)  “salary” includes the pay, allowances, bonus or commission payable monthly or 
otherwise or any monetary payment, by whatever name called from one or more 
employers, as the case may be, but does not include the following, namely:- 
(a) dearness allowance or dearness pay unless it enters into the computation of 

superannuation or retirement benefits of the employee concerned; 

Copyright -The Institute of Chartered Accountants of India



 57 

(b) employer’s contribution to the provident fund account of the employee; 
(c) allowances which are exempted from payment of tax; 
(d) the value of perquisites specified in clause (2) of section 17 of the Income-tax Act; 
(e) any payment or expenditure specifically excluded under proviso to sub-clause (iii) of 

clause (2) or proviso to clause (2) of section 17; 
(f) lump-sum payments received at the time of termination of service or superannuation 

or voluntary retirement, like gratuity, severance pay, leave encashment, voluntary 
retrenchment benefits, commutation of pension and similar payments; 

4. Notification No. 07/2010, dated 3.2.2010 
Section 10(15)(iv)(h) exempts interest on bonds/debentures issued by any public sector 
company and notified by the Central Government in the Official Gazette.  Accordingly, 
the Central Government has notified the tax free secured, redeemable, non-convertible 
Railway Bonds issued by the Indian Railway Finance Corporation (IRFC),  interest from 
which would be exempt under section 10(15)(iv)(h).  

5. Notification No. 08/2010 dated 3.2.2010 & Notification No.24/2010 dated 8.4.2010 

Section 2(48) defining zero coupon bonds requires that such bonds should be notified by 
the Central Government.  Accordingly, the Central Government has specified the 
following bonds as zero coupon bonds for the purpose of section 2(48) – 

(i)   Bhavishya  Nirman  Bond, a ten year zero coupon bond of National Bank of 
Agriculture and Rural Development (NABARD), to be issued on or before 31.3.2011 

(ii)  ten year Deep Discount Bond (Zero Coupon Bond) of Rural Electrification 
Corporation Limited (REC) to be issued on or before 31.3.2011.  

6. Notification No 23/2010 dated 8.4.2010 
The Finance (No. 2) Act, 2009 had inserted clause (vii) in section 56(2) to bring within its 
scope, the value of any property received without consideration or for inadequate 
consideration. The said clause provides that, if a property other than immovable property 
is received without consideration, the aggregate fair market value of such property on the 
date of receipt would be taxed as the income of the recipient if it exceeds Rs.50,000.  In 
case the property other than immovable property is received for inadequate 
consideration, and the difference between the aggregate fair market value and such 
consideration exceeds Rs.50,000, such difference would be taxed as the income of the 
recipient.  For this purpose, “fair market value” of a property, other than immovable 
property, means the value determined in accordance with the method as may be 
prescribed.   

Accordingly, the CBDT has, vide this notification, made rules for determination of fair 
market value of the property other than immovable property, which would be effective 
from 1st October, 2009. 
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(a) Valuation of jewellery 
(i) the fair market value of jewellery shall be estimated to be the price which such 

jewellery would fetch if sold in the open market on the valuation date; 
(ii) in case the jewellery is received by the way of purchase on the valuation date, 

from a registered dealer, the invoice value of the jewellery shall be the fair 
market value; 

(iii)  In case the jewellery is received by any other mode and the value of the 
jewellery exceeds Rs.50,000, then, the assessee may obtain the report of 
registered valuer in respect of the price it would fetch if sold in the open market 
on the valuation date. 

(b) Valuation of archeological collections, drawings, paintings, sculptures or any 
work of art 
(i) the fair market value of archeological collections, drawings, paintings, 

sculptures or any work of art (artistic work) shall be estimated to be price 
which it would fetch if sold in the open market on the valuation date; 

(ii) in case the artistic work is received by the way of purchase on the valuation 
date, from a registered dealer, the invoice value of the artistic work shall be the 
fair market value; 

(iii) in case the artistic work is received by any other mode and the value of the 
artistic work exceeds Rs.50,000, then, the assessee may obtain the report of 
registered valuer in respect of the price it would fetch if sold in the open market 
on the valuation date. 

(c) Valuation of shares and securities 
(a) the fair market value of quoted shares and securities shall be determined in 

the following manner, namely;- 
(i) if the quoted shares and securities are received by way of transaction 

carried out through any recognized stock exchange, the fair market value 
of such shares and securities shall be the transaction value as recorded 
in such stock exchange; 

(ii) if such quoted shares and securities are received by way of transaction 
carried out other than through any recognized stock exchange, the fair 
market value of such shares and securities shall be,- 
(1) the lowest price of such shares and securities quoted on any 

recognized stock exchange on the valuation date, and 
(2) the lowest price of such shares and securities on any recognized 

stock exchange on a date immediately preceding the valuation date 
when such shares and securities were traded on such stock 
exchange, in cases where on the valuation date, there is no trading 
in such shares and securities on any recognized stock exchange. 
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(b) the fair market value of unquoted equity shares shall be the value, on the 
valuation date, of such unquoted equity shares as determined in the following 
manner namely;- 

The fair market value of unquoted equity shares = )PV(
PE

)LA(
×

−   

Where,  
A=  Book value of the assets in Balance Sheet drawn up on the valuation date 

as reduced by any amount paid as advance tax under the Income-tax Act 
and any amount shown in the balance sheet including the debit balance 
of the profit and loss account or the profit and loss appropriation account 
which does not represent the value of any asset. 

L =   Book  value of  liabilities  shown in the Balance Sheet drawn up on the 
valuation date but not including the following amounts:- 
(i) the paid-up capital in respect of equity shares; 
(ii) the amount set apart for payment of dividends on preference shares 

and equity shares where such dividends have not been declared before 
the date of transfer at a general body meeting of the company; 

(iii) reserves, by whatever name called, other than those set apart 
towards depreciation;  

(iv) credit balance of the profit and loss account; 
(v) any amount representing provision for taxation, other than amount 

paid as advance tax under the Income-tax Act, to the extent of the 
excess over the tax payable with reference to the book profits in 
accordance with the law applicable thereto; 

(vi) any amount representing provisions made for meeting liabilities, 
other than ascertained liabilities; 

(vii) any amount representing contingent liabilities other than arrears of 
dividends payable in respect of cumulative preference shares. 

PE = Total amount of paid up equity share capital as shown in Balance Sheet 
drawn up on the valuation date. 

PV = the paid up value of such equity shares. 
(c) the fair market value of unquoted shares and securities other than equity 

shares in a company which are not listed in any recognized stock exchange 
shall be estimated to be price it would fetch if sold in the open market on the 
valuation date and the assessee may obtain a report from a merchant banker 
or an accountant in respect of such valuation. 

Note – “Valuation date” means the date on which the respective property is 
received by the assessee. 
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	INCOME-TAX ACT, 1961
	A.  Rates of tax


	2-FINAL DT  Supplimentary
	AMENDMENTS BY THE FINANCE ACT, 2010
	Rates for deduction of tax at source from "salaries", computation of "advance tax" and charging of income-tax in certain cases during the financial year 2010-11
	Part III of the First Schedule to the Act specifies the rate at which income-tax is to be deducted at source from "salaries" and also the rate at which "advance tax" is to be computed and income-tax is to be calculated or charged in certain cases for ...
	It may be noted that education cess @2% and secondary and higher education cess @ 1% would continue to apply on tax deducted at source in respect of salary payments.
	The tax slab margins under the different tax brackets have been considerably widened though the basic exemption limit continues to remain the same in the case of individuals, HUFs, AOPs, BOIs and artificial juridical persons. The revised tax slabs are...
	(b) For resident women below the age of 65 years at any time during the previous  year
	(ii)  Co-operative society
	There is no change in the rate structure as compared to A.Y.2010-11.
	(iii)  Firm/Limited Liability Partnership (LLP)
	The rate of tax for a firm for A.Y.2011-12 is the same as that for A.Y.2010-11 i.e. 30% on the whole of the total income of the firm.  This rate would apply to an LLP also.
	(iv)  Local authority
	The rate of tax for A.Y.2011-12 is the same as that for A.Y.2010-11 i.e. 30% on the whole of the total income of the local authority.
	(v)  Company
	The rates of tax for A.Y.2011-12 are the same as that for A.Y.2010-11.
	Surcharge
	The rates of surcharge applicable for A.Y.2011-12 are as follows -
	(i)  Individual/HUF/AOP/BOI/Artificial juridical person
	No surcharge would be leviable in case of such persons.
	(ii) Co-operative societies/Local authorities
	No surcharge would be leviable on co-operative societies and local authorities.
	(iii)  Firms/LLPs
	No surcharge would be leviable on firms and LLPs.
	(iv)  Domestic company
	Where the total income exceeds Rs.1 crore, surcharge is payable at the rate of 7½% of income-tax computed in accordance with the provisions of para (v)(1) above or section 111A or section 112. Marginal relief is available in case of such companies hav...
	(v) Foreign company
	Where the total income exceeds Rs.1 crore, surcharge is payable at the rate of 2½% of income-tax computed in accordance with the provisions of paragraph (v)(2) above or section 111A or section 112.  Marginal relief is available in case of such compani...
	Note – Marginal relief would also be available to those companies which are subject to minimum alternate tax under section 115JB, in cases where the book profit (i.e. deemed total income) exceeds Rs.1 crore.
	Education cess / Secondary and higher education cess on income-tax
	The amount of income-tax as increased by the union surcharge, if applicable, should be further increased by an additional surcharge called the “Education cess on income-tax”, calculated at the rate of 2% of such income-tax and surcharge.  Education ce...
	Scope of definition of charitable purpose [Section 2(15)]
	(i) Section 2(15) defines “charitable purpose” to include relief of the poor, education, medical relief, preservation of environment (including watersheds, forests and wildlife) and preservation of monuments or places or objects of artistic or histori...
	(ii) Organisations existing for charitable purpose can obtain exemption under the Income-tax Act, 1961.  However, the institutions which were engaged in charitable activities and having the object of general public utility were denied exemption, if th...
	(iii) In order to provide relief to the genuine hardship faced by charitable organizations which receive marginal consideration from such activities, the Finance Act, 2010 has provided that such benefit of exemption will not be denied to the instituti...
	(iv) Therefore, in effect, “advancement of any other object of general public utility” would continue to be a “charitable purpose”, if the total receipts from any activity in the nature of trade, commerce or business, or any activity of rendering any ...
	(v) This amendment may have the effect of changing the “charitable” status of the trust/institution every year depending on whether or not the total receipts from such activities exceed Rs.10 lakh in that year.
	(i) The Supreme Court had, in Ishikawajima-Harima Heavy Industries Ltd. v. Director of Income-tax (2007) 288 ITR 408, observed that in order to tax the income of a non-resident assessee under section 9(1)(vii), relating to fee for technical services, ...
	(ii) However, even after insertion of the Explanation giving the clarification, the issue has not been resolved.  Recently, the Karnataka High Court, in Jindal Thermal Company Ltd. v. DCIT (TDS) 182 Taxman 252, observed that the criteria of rendering ...
	(iii) Therefore, the Explanation below section 9(2) is proposed to be substituted with retrospective effect from 1.6.1976 to clarify that income by way of fees for technical services, interest and royalty, from services utilized in India would be deem...
	(Effective retrospectively from 1PstP June, 1976)
	4. INCOMES WHICH DO NOT FORM PART OF TOTAL INCOME
	×
	×
	5.  PROFITS AND GAINS OF BUSINESS OR PROFESSION
	(a)  Weighted deduction under section 35(1)(iii) extended to payments made to associations engaged in research in social science or statistical research
	Related amendment in sections: 10(21), 80GGA, 139(4C) & 143(3)
	(i) Under section 35, deduction is allowed in respect of research and development expenditure. Under section 35(1)(ii),  a weighted deduction of 125% of any sum paid to an approved and notified research association or to a university, college or other...
	(ii) Under section 80GGA, deduction is allowed for donations made to such associations, universities, colleges or institutions for the time being approved under section 35(1)(ii) or section 35(1)(iii).
	(iii) Section 10(21) grants exemption in respect of the income of a research association which is approved and notified under section 35(1)(ii).  The university, college or other institutions which are approved either under section 35(1)(ii) or  under...
	(iv) At present, section 35(1)(iii) does not include within its scope, the associations  which  are  engaged  in  undertaking  research  in  social  science or statistical research.  Further, such associations are also not entitled to exemption in res...
	(v) Therefore, in order to provide parity in treatment to these associations, the Finance Act, 2010 has amended -
	(a) section 35(1)(iii) to include an approved research association which has as its object undertaking research in social science or statistical research.
	(b) section 10(21) to provide exemption to such associations in respect of their income.  However, the exemption will be available only on fulfillment of the conditions which are required to be complied with by an approved    association  undertaking ...
	(c) section 80GGA to  include  within its scope,  deduction  for  donations  made  to  such  associations .
	(vi) Consequently, such associations would be required to file their return of income under section 139(4C), if their total income before giving effect to the provisions of section 10, exceeds the basic exemption limit.  The provisions of the Act woul...
	(vii) Section 143(3) provides for taking into account the exemption under section 10, before passing an assessment order.  The Assessing Officer may proceed to pass an assessment order under section 143(3) without giving effect to the exemption under ...
	(Effective from A.Y.2011-12)
	(b) Substantial increase in percentage of weighted deduction under section 35
	(c) Expansion of scope of “specified business” for provision of “investment-linked tax incentives” [Section 35AD]
	(d) Time limit for depositing tax deducted during the entire year extended upto the due date of filing return of income to ensure compliance with the statutory requirement to avoid disallowance of expenditure under section 40(a)(ia)
	Related amendment in section: 201(1A)
	(iii) This scheme has now been amended to extend the time limit for depositing tax deducted during the entire year up to the due date of filing return of income to ensure compliance with the statutory requirement to avoid disallowance of expenditure u...
	(iv) However, even under the new scheme, tax is required to be deducted during the relevant previous year.  The tax, so deducted, has to be deposited on or before the due date of filing of return to claim deduction of the expenditure in the relevant p...
	(v) For instance, if tax has been deducted on royalty paid to Mr.X, a resident, during the P.Y.2010-11 at any time between April, 2010 to March, 2011, and the same is paid by 31PstP July/30PthP September 2011, as the case may be, such expenditure woul...
	(e) Increase in threshold limits of turnover/gross receipts for applicability of tax audit under section 44AB
	Related amendment in section: 44AD &  271B
	(i) With a view to reducing the compliance burden of small businesses and professionals, the limits of turnover and gross receipts for tax audit under section 44AB has been increased from Rs.40 lakh to Rs.60 lakh and from Rs.10 lakh to Rs.15 lakh, res...
	(ii) Accordingly, every person carrying on business would now be required to get his accounts audited if the total sales, turnover or gross receipts in business exceed Rs.60 lakh in the previous year.  Similarly, a person carrying on a profession woul...
	(iii) Consequently, the threshold limit of turnover/gross receipts for the purpose of applicability of presumptive taxation scheme under section 44AD has been increased from Rs.40 lakh to Rs.60 lakh.  This scheme would now include within its scope, al...
	(iv) The maximum penalty under section 271B for failure to get accounts audited or file tax audit report before the specified date has been increased from Rs.1 lakh to Rs.1.50 lakh. The penalty would now be ½% of total sales/turnover/ gross receipts o...
	(f) Tax treatment of income of a non-resident providing services or facilities in connection with prospecting for, or extraction or production of, mineral oil [Section 44BB & section 44DA]
	6. CAPITAL GAINS
	7. INCOME FROM OTHER SOURCES
	(b) Scope of definition of property, for the purpose of section 56(2)(vii), amended
	(i) Last year, clause (vii) was inserted in section 56(2) to bring within its scope, the value of any property received without consideration or for inadequte consideration. For this purpose, “property” was defined to mean immovable property being lan...
	(ii) If property, other than immovable property, is received without consideration, the aggregate fair market value of such property on the date of receipt would be taxed as the income of the recipient if it exceeds Rs.50,000.  In case such property i...
	(iii) It has now been clarified that section 56(2)(vii) would apply only to property which is the nature of a capital asset of the recipient and not stock-in-trade, raw material or consumable stores of any business of the recipient.  Therefore, only t...
	(iv) Further, with effect from 1PstP June, 2010, “bullion” has also been included in the definition of property.   Therefore, transfer of bullion would also fall within the scope of section 56(2)(vii), if its aggregate fair market value exceeds Rs.50,...
	Mr. A, a dealer in shares, received the following without consideration during the P.Y.2010-11 from his friend Mr. B, -
	(1) Cash gift of Rs.75,000 on his anniversary, 15PthP April, 2010.
	(2) Bullion, the fair market value of which was Rs.60,000, on his birthday, 19PthP June, 2010.
	(3) A plot of land at Faridabad on 1PstP July, 2010, the stamp value of which is Rs.5 lakh on that date.  Mr.B had purchased the land in April, 2005.
	Mr.A purchased from his friend C, who is also a dealer in shares, 1000 shares of X Ltd. @ Rs.400 each on 19PthP June, 2010, the fair market value of which was Rs.600 each on that date.   Mr.A sold these shares in the course of his business on 23PrdP J...
	Further, on 1PstP November, 2010, Mr. A took possession of property (building) booked by him two years back at Rs.20 lakh.  The stamp duty value of the property as on 1PstP November, 2010 is Rs.32 lakh.
	On 1PstP March, 2011, he sold the plot of land at Faridabad for Rs.7 lakh.
	Compute the income of Mr. A chargeable under the head “Income from other sources” and “Capital Gains” for A.Y.2011-12.
	Computation of “Income from other sources” of Mr.A for the A.Y.2011-12
	(v) The definition of income under section 2(24) would now include any sum of money or value of property referred to in section 56(2)(vii) or section 56(2)(viia).
	(vi) Section 49(4) has been amended to provide that where the capital gain arises from the transfer of such property which has been subject to tax under section 56(2)(vii) or section 56(2)(viia), the cost of acquisition of the property shall be deemed...
	(Effective from 1PstP June, 2010)
	(vii) Section 142A(1) has been amended to enable the Assessing Officer to make a reference to the Valuation Officer for making an estimate of the fair market value of any property referred to in section 56(2).
	(Effective from 1PstP July, 2010)
	8.  DEDUCTIONS FROM GROSS TOTAL INCOME
	(a)  Deduction for investment in long-term infrastructure bonds [Section 80CCF]
	(i) At present, there is cap of Rs.1 lakh on the savings qualifying for deduction from gross total income, and this embraces all forms of eligible savings through different instruments, whether it be contribution to provident fund, public provident fu...
	(ii) In order to give a fillip to the infrastructure sector, the investment in this sector is to be encouraged by providing an additional deduction of up to Rs.20,000 under new section 80CCF to individuals and HUFs exclusively for subscription to noti...
	(iii) Example
	The gross total income of Mr.X for the A.Y.2011-12 is Rs.7,00,000.  He has made the following investments/payments during the F.Y.2010-11 -
	Compute the eligible deduction under Chapter VI-A for the A.Y.2011-12.
	Computation of deduction under Chapter VI-A for the A.Y.2011-12
	(Effective for A.Y.2011-12)
	(b) Deduction in respect of contribution to Central Government Health Scheme  [Section 80D]
	(c) Relaxation of conditions for housing projects approved on or after 1.4.2005 [Section 80-IB(10)]
	(i) An undertaking developing and building housing projects approved by a local authority before 31.3.2008  is eligible for deduction of 100% of the profits from such project under section 80-IB(10),  if it fulfills certain conditions.
	(ii) One of the conditions is that the project has to be completed within 4 years from the end of the financial year in which the project is approved by the local authority. Further, the built-up area of the shops and other commercial establishments i...
	(iii) On account of the large scale widespread downturn and the consequent slump in the housing sector, the period for completion of housing projects to qualify for tax benefit under section 80-IB has been extended from 4 years to 5 years from the end...
	(iv) Further, the present restrictions regarding built-up area of shops and other commercial establishments have been relaxed in respect of housing projects approved on or after 1.4.2005.  The permissible built-up area of shops and other commercial es...
	(v) However, these benefits are not available in respect of a housing project approved by the local authority before 1PstP April, 2005.
	(d)  Extension of terminal date for functioning of hotels and construction of convention centres from 31.3.2010 to 31.7.2010 [Section 80-ID]
	9. ASSESSMENT OF VARIOUS ENTITIES
	(a) Increase in rate of MAT as well as its scope of coverage [Section 115JB]
	10. ASSESSMENT PROCEDURE
	Time limit extended for issue of notification for relaxation, modification or adaptation of any provision of law to facilitate centralized processing of returns [Section 143(1B)]
	A Centralised Processing Centre (CPC) has been set-up at Bangalore for centralised processing of income-tax returns to determine the tax payable by, or the refund due to, the assessee in a quick manner.   With this intention, the Central Government ma...
	(Effective from 1PstP April, 2010)
	11. COLLECTION AND RECOVERY OF TAX
	(a) Increase in threshold limits for attracting TDS provisions [Sections 194B, 194BB, 194C, 194D, 194H, 194-I & 194J]
	Notes
	(1) With effect from 1.7.2010, even if a single payment to a contractor does not exceed Rs.30,000, TDS provisions under section 194C would be attracted where the aggregate of the amounts of such sums credited or paid or likely to be credited or paid t...
	Example
	ABC Ltd. makes the following payments to Mr.X, a contractor, for contract work during the P.Y.2010-11 –
	Rs.15,000 on 1.5.2010
	Rs.25,000 on 1.8.2010
	Rs.30,000 on 1.12.2010
	On 1.3.2011, a payment of Rs.28,000 is due to Mr.X on account of a contract work.
	Discuss whether ABC Ltd. is liable to deduct tax at source under section 194C from payments made to Mr.X.
	In this case, the individual contract payments made to Mr.X up to 30.6.2010 does not exceed Rs.20,000 and after 1.7.2010 does not exceed Rs.30,000.  However, since the aggregate amount paid to Mr.X during the P.Y.2010-11 exceeds Rs.75,000 (on account...
	(2) The limit of Rs.30,000 under section 194J is applicable separately for fees for professional services, fees for technical services, royalty and non-compete fees referred to in section 28(va).  It implies that if the payment to a person towards eac...
	Example
	If XYZ Ltd. makes a payment of Rs.28,000 to Mr.Ganesh on 2.8.2010 towards fees for professional services and another payment of Rs.25,000 to him on the same date towards fees for technical services, TDS under section 194J would not get attracted, sin...
	(Effective from 1PstP July, 2010)
	(b) TDS/TCS Certificates to be furnished even after 1PstP April, 2010 [Sections 203 & 206C(5)]
	12. SETTLEMENT COMMISSION
	(a) Proceedings for assessment or reassessment resulting from search/requisition to fall within the definition of a “case” which can be admitted by the Settlement Commission [Section 245A(b)]
	(i) Section 245A(b) defines the term “case” as any proceeding for assessment, of any person in respect of any assessment year or assessment years which may be pending before an Assessing Officer on the date on which an application is made to the Settl...
	(ii) This section has been amended to provide that the proceedings for assessment or reassessment resulting from search/requisition will fall within the definition of a “case” which can be admitted by the Settlement Commission.
	13. APPEALS AND REVISION
	High Court empowered to condone delay in filing of appeals [Section 260A(2A)]
	(i) Under section 260A(2), an appeal against the order of Appellate Tribunal can be filed before the High Court within a period of 120 days from the date of the receipt of the order by the assessee  or  the  Commissioner.
	(ii) As per section 260A(7), the provisions of Code of Civil Procedure, 1908 relating to appeals to the High Court, shall, as far as may be, apply in the case of an appeal filed under this section before the High Court.  The power to condone the delay...
	(iii) However, the High Courts, while considering this issue, have expressed divergent views on their power to condone delay in filing of an appeal.
	(iv) Therefore, in order to clarify the true legislative intent, sub-section (2A) has been inserted in section 260A with retrospective effect from 1.10.1998 to specifically provide that the High Court has and always had the power to condone the delay ...
	14. MISCELLANEOUS  PROVISIONS
	Extension of date for issue of Document Identification Number [Section 282B]
	(i) In order to improve the standards of service and transparency in the functioning of the Income-tax Department, a computer based system of allotment and quoting of Document Identification Number (DIN) in each correspondence sent or received by the ...
	(ii) Accordingly, section 282B was inserted by the Finance (No.2) Act, 2009, to provide that every income-tax authority shall allot a computer generated Document Identification Number in respect of every notice, order, letter or any correspondence iss...
	(iii) Further, every document, letter or any correspondence, received by an income-tax authority or on behalf of such authority, shall be accepted only after allotting and quoting of a computer generated Document Identification Number.
	(iv) Since it is essential to have the necessary infrastructure to cover the full range of services specified in section 282B on pan-India basis, the date for implementation of the DIN has been extended to 1PstP July, 2011.
	(Effective from 1PstP October, 2010)
	I CIRCULARS
	The Central Government has, vide notification no.67/2009 dated 9.9.2009, specified the cost inflation index (CII) for the financial year 2009-10.  The CII for F.Y. 2009-10 is 632.
	Valuation of free or concessional educational facilities [Sub-rule (5) of Rule 3]
	Section 17(2)(viii) provides that the value of any other fringe benefit or amenity as may be prescribed would be included in the definition of perquisite. Accordingly, the following other fringe benefits or amenities are prescribed and the value there...
	(ii) Travelling, touring and accommodation [Sub-rule 7(ii) of Rule 3]
	(iii) Free or concessional food and non-alcoholic beverages [Sub-rule 7(iii) of Rule 3]
	(iv) Value of gift, voucher or token in lieu of such gift [Sub-rule 7(iv) of Rule 3]
	(v) Credit card expenses [Sub-rule 7(v) of Rule 3]
	(vi) Club expenditure [Sub-rule 7(vi) of Rule 3]
	(ix)  Other benefit or amenity [Sub-rule 7(ix) of Rule 3]
	The fair market value of any specified security, not being an equity share in a company, on the date on which the option is exercised by the employee, shall be such value as determined by a merchant banker on the specified date.

	4. Notification No. 07/2010, dated 3.2.2010
	Section 10(15)(iv)(h) exempts interest on bonds/debentures issued by any public sector company and notified by the Central Government in the Official Gazette.  Accordingly, the Central Government has notified the tax free secured, redeemable, non-conv...
	5. Notification No. 08/2010 dated 3.2.2010 & Notification No.24/2010 dated 8.4.2010
	6. Notification No 23/2010 dated 8.4.2010




