AMENDMENTS – AY: 2015-16

Tax rates:
Already discussed

Section 2(24):
Definition of income has been amended to include any sum of money received as an advance in the course of negotiations for transfer of a capital asset if such sum is forfeited and the negotiations do not result in transfer of such capital asset.  

Section 2(42A):
Short-term capital asset means a capital asset held by an assessee for not more than 36 months.  However, in the case of a share held in a company, listed securities, units of UTI or mutual fund and zero coupon bonds, the period applicable is 12 months.  

The definition of STCA has been amended to exclude unlisted shares held in a company and units of debt-oriented mutual fund from this category.  Consequently, unlisted shares and debt-oriented mutual fund units shall be regarded as STCA if they are held for a period of not more than 36 months.

Tax treatment:
Debt-oriented mutual fund units: 	Short-term capital gains:	Slab rates
(36 months)				Long-term capital gains:  	20% tax after indexation

Equity-oriented mutual fund units:	Short-term capital gains:  	15% u.s.111A
(12 months)				Long-term capital gains:  	Exempt u.s.10(38)

Section 2(14):
CAPITAL ASSET includes: Securities held by a Foreign Institutional Investor (FII) which has invested in such securities in accordance with the SEBI regulations.  EVEN IF SUCH SECURITIES ARE HELD IN THE NATURE OF STOCK-IN-TRADE BY THE FIIS, THEY SHALL BE TREATED AS CAPITAL ASSETS.  Hence profit on sale shall be taxed as capital gains only.

Section 10AA:  In the case of an assessee where a deduction is claimed and allowed u.s.10AA in respect of profits of any specified business, then, no deduction shall be allowed u.s.35AD in relation to such business. 

Section 24:
Interest on loan borrowed for purchase or construction in the case of a self-occupied property has been increased to Rs.2,00,000.

Depreciation:  Investment Allowance under section 32AC
Section 32AC(1) was inserted w.e.f. A.Y.2014-15 to provide a tax incentive by way of investment allowance to encourage huge investment in plant and machinery (more than 100 crores).

However, from A.Y.2015-16, manufacturing companies investing more than Rs.25 crores in new plant and machinery during the period from 1.4.2014 to 31.3.2017 are also entitled to investment allowance @ 15% [Section 32AC(1A)]

To whom available:	Any Company engaged in manufacturing activities
Investment during the previous year 2013-14
Amount of investment:		Should exceed 100 crores
Deduction u.s. 32AC (1):	15% of such investment
Deduction u.s. 32AC (1A):	Not available

Investment during the previous year 2014-15
Amount of investment:		Aggregate of previous year 13-14 & 14-15 should exceed 100 crores
Deduction u.s. 32AC (1):	15% of such aggregate investment (-) deduction claimed in p.y.13-14
	
				(or)				
	
Amount of investment:		Should exceed 25 crores in such previous year
Deduction u.s. 32AC (1A):	15% of actual cost 

Note:  If deduction is claimed u.s. 32AC(1); deduction u.s. 32AC(1A) is not available

Investment during the previous year 2015-16
Amount of investment:		Should exceed 25 crores in such previous year
Deduction u.s. 32AC (1A):	15% of actual cost

Investment during the previous year 2016-17
Amount of investment:		Should exceed 25 crores in such previous year
Deduction u.s. 32AC (1A):	15% of actual cost

Note:  
Deduction u.s. 32AC(1) is available only for previous year 2013-14 and 2014-15.
Deduction u.s.32AC(1A) is available for previous years 14-15; 15-16 and 16-17
For previous year 14-15:  Deduction can be availed either u.s. 32AC(1) or u.s.32AC(1A) 

Other provisions:
Assets not eligible:		Second-hand machinery
				Assets used in office premises, residential premises and guest house
				Office appliances including computer and computer software
				Any vehicle
				Ship or aircraft
				Assets where rate of depreciation is 100%

Lock-in-period:		5 years from the date of installation

Important: 	The investment allowance @15% under this section is in addition to the depreciation and additional depreciation allowable under section 32(1).  Further, the investment allowance would not be reduced to arrive at the written down value of plant and machinery.








Problems on Section 32AC:
1. 	Compute the admissible deduction u.s.32AC for A.Y.2014-15 & A.Y.2015-16 in each of the following
cases:

Manufacturing company	Investment in new plant and machinery
						         (in crores)
					P.Y.2013-14	P.Y.2014-15	
A Ltd				80		22
B Ltd				70		25
C Ltd				60		30
D Ltd				75		25
E Ltd				105		15
F Ltd				70		30
G Ltd				70		40


2. 	B Ltd., a company engaged in the business of manufacture of sports equipments, furnishes the following particulars pertaining to P.Y. 2014-15 and P.Y.2015-16.
 
Compute the depreciation allowable under section 32 as well as the investment allowance allowable under section 32AC for A.Y.2015-16 and A.Y.2016-17, while computing its income under the head “Profits and gains of business or profession”. 

Also, compute the written down value of plant and machinery as on 1.4.2015 and 1.4.2016.

Particulars									    	Rs.  in crores	
1. Written down value of plant and machinery (15% block) as on 01.04.2014			25.00
2. Sold plant and machinery on 20.5.2014 (15% block) 					4.00
3. Purchase of second hand machinery (15% block) on 29.5.2014 for business 
purpose (the machinery was put to use immediately)					12.00
4. Purchased new computers (60% block) on 8.11.2014 for office 				0.40
5. Acquired and installed new plant and machinery (15% block) on 31.7.2014 
(Rs.50 crore) and on 31.10.2014 (Rs.40 crore)						90.00
6. New air conditioners purchased and installed in office premises on 30.6.2014		0.15
7. Acquired and installed new plant and machinery (15% block) on 2.4.2015			15.00


3. 	JK Ltd., a manufacturing company purchased the following plant and machinery.

		Date of acquisition and installation		Actual cost (in crores)
			25.05.2014					90
			31.08.2014					20
			15.04.2015					120

From the above information compute the amount of depreciation available under section 32(1), additional depreciation, if any and deduction under section 32AC for the Assessment Years 2015-16 and 2016-17.  What will be the consequences if asset acquired on 31.08.2014 is sold on 01.05.2017?



Section 35AD:  Where an assessee claims deduction u.s.35AD, then no deduction shall be allowed under the provisions of section 10AA and Chapter VI-A (Part-C).

The following businesses are included in the list from 01.04.2014:
a. Laying and operating slurry pipeline for the transportation of iron ore;
b. Setting up and operating a semi-conductor wafer fabrication manufacturing unit

Asset shall be used only for Specified Business:
Any asset in respect of which a deduction is claimed and allowed shall be used only for the specified business for a period of 8 years beginning with the previous year in which such asset is acquired or constructed.  

If the above condition is violated:
In case the asset is used for a purpose other than the specified business within the period of 8 years, the total amount of deduction so claimed and allowed as reduced by the amount of depreciation u.s.32 shall be deemed to be the income of the assessee under the head “Profits and gains of business or profession” of the previous year in which the asset is so used.

In case the asset is demolished, etc.:
However, such taxability shall not arise if the asset is demolished, destroyed, discarded or transferred as the amount received or receivable is taxed as business income.  Similarly, such taxability shall not arise in the case of a company declared as sick company within the said period of 8 years.

Section 37:
Any expenditure incurred by an assesse on the activities relating to corporate social responsibility referred to in Section 135 of the Companies Act, 2013 shall not be deemed to be an expenditure incurred by the assesse for the purpose of business or profession.  Consequently, no such expenditure shall be allowed as deduction u.s.37(1).  However, in case any such expenditure is specifically covered by Section 30 to Section 36, then the assessee can avail the deduction under the relevant provision.

Section 40(a)(i):
In respect of any expenditure in the nature of interest, royalty or fees for technical services or other sum chargeable under this Act WHICH IS PAYABLE OUTSIDE INDIA OR IN INDIA TO A NON-RESIDENT and which is chargeable to tax in India, disallowance shall be made if tax has not been deducted at source or after deduction, the tax has not been paid within the time prescribed.  

Section 40(a)(ia):
Already discussed.

Deduction for commodities transaction tax (CTT) paid in respect of taxable commodities transactions [Section 36(1)(xvi)]

Trading in commodity derivatives not a speculative transaction provided CTT is paid.

CTT paid by the assessee in respect of the taxable commodities transactions entered into in the course of his business during the previous year shall be allowable as deduction, if the income arising from such taxable commodities transactions is included in the income computed under the head “Profits and gains of business or profession”.

Section 44AE:
Already discussed.

CAPITAL GAINS:
In the case of compulsory acquisition, it is always taxable in the year of receipt of the compensation or enhanced compensation.  In the case of any amount of compensation received in pursuance of an INTERIM ORDER of a court, tribunal or other authority, it shall be deemed to be income chargeable under the head “capital gains” of the previous year in which the FINAL ORDER of such court, tribunal or other authority is made.

Problem:
Mr.A owns a land which was compulsorily acquired by NHAI on 10.01.2014 and he was compensated for a sum of Rs.1 crore on 25.02.2014.  The market value of the said property as on the date of compulsory acquisition is Rs.2.5 crore.  Mr.A filed a suit against NHAI challenging the quantum of compensation.  On 26.07.2014, court passed an interim order granting an additional compensation of Rs.1.25 crores and the same was received on 27.07.2014.  However, the final order of the court was made on 20.04.2015 confirming the interim order.  Determine the year of chargeability.

Solution:
Year of chargeability of compensation shall be the year in which such compensation was received.  Accordingly, Rs.1 crore shall be chargeable in the A.Y.2014-15.  Enhanced compensation received in pursuance of an interim order shall not be chargeable to tax in the year in which it is received.  Such enhanced compensation shall be chargeable in the year in which the final order of the court is passed.  In the given case, though the interim order was passed in the financial year 2014-15, the year of chargeability shall be A.Y.2016-17, being the year in which court has passed the final order.  Thus, Rs.1.25 crores shall be chargeable to tax only in the A.Y.2016-17. 

Transaction not regarded as transfer:
Any transfer of a capital asset in the nature of a government security carrying a periodic payment of interest, made outside India through an intermediary dealing in settlement of securities by a non-resident to another non-resident shall not be regarded as transfer.

Section 54:
Already discussed

Section 54EC:
Already discussed

Income from other sources:
Any sum of money received as an advance or otherwise in the course of negotiations for the transfer of a capital asset shall be treated as an income chargeable to tax if:
i. Such sum is forfeited; and
ii. The negotiations do not result in transfer of such capital asset

Set-off and carry-forward of losses:
Section 73:  According to the Explanation to Section 73, where ANY PART OF THE BUSINESS of a company consists of purchase and sale of shares of other companies, such a company shall be deemed to be carrying on a speculation business to the extent to which the business consists of purchase and sale of such shares.

Not treated as Speculation in the following cases:  The above Explanation does not apply to:
i. A company whose gross total income consists mainly of income which is chargeable under the head “IFHP”, “CG” and “IFOS”; or
ii. A company whose PRINCIPAL BUSINESS is the business of trading in shares or banking or money lending.


Section 80C; Section 80CCD; Section 80CCE:
Already discussed

Section 194DA:  TDS on amount received from Insurance Company:
Any person responsible for paying to a resident any sum under a life insurance policy, including bonus thereon, shall deduct income-tax at the rate of 2%.  No tax shall be deducted if the amount paid is exempt under section 10(10D).  Similarly, even where the amount of such payment is less than Rs.1,00,000, tax shall not be deducted.

Note:
Provisions of Section 10(10D):  Any sum received under a life insurance policy, including bonus thereon, shall be exempt.  However, such exemption shall not apply to the following sum received in respect of:

a. Keyman insurance policy
b. An insurance policy issued on or before 1.04.2012 in respect of which the annual premium exceeds 20% of the policy amount
c. An insurance policy, issued on or after 01.04.2012 in respect of which annual premium payable exceeds 10% of the policy amount
d. An insurance policy issued on or after 01.04.2013, for insuring the life of any person suffering from any disability or disease as specified in Section 80U or 80DDB, in respect of which the annual premium exceeds 15% of the policy amount.

Problem:
Ms.A, an actress, has taken a life insurance policy for Rs.1 crore on 01.04.2014.  She has paid a sum of Rs.13 lakhs as one time premium during the year.  A sum of Rs.1.10 crores has been received on 31.03.2015 from the insurance company.  Examine the applicability of Section 10(10D).  Will your answer be different if Ms.A is a disabled u.s.80U.

Problem:
Examine the applicability of Section 194DA in the following cases:
a. Mr.Pravin, a resident is due to receive Rs.6,75,000 on 10.10.2014, towards maturity proceeds of life insurance policy taken on 01.04.2012, for which the sum assured is Rs.6,00,000 and the annual premium is Rs.1,20,000

b. Ms.S is due to receive Rs.5,00,000 on 01.02.2015 on life insurance policy taken on 01.04.2010, for which the sum assured is Rs.4,00,000 and annual premium is Rs.75,000

c. Mr.Murali, a resident, is due to receive Rs.75,000 on 31.03.2015 towards life insurance maturity proceeds for a policy (taken on 31.02.2014) with a sum assured of Rs.70,000.  The annual premium was Rs.15,000.

d. What will be the consequence if the payee does not furnish PAN.
