PCC / PE2 Income Tax Notes

1. Explain the provisions relating to multiplex theatres and convention centres under section

80-IB of the Income-tax Act, 1961.
“Multiplex theatre” means a building of a prescribed area, comprising of two or more

cinema theatres and commercial shops of such size and number and having such other

facilities and amenities as may be prescribed. Multiplex theatres located in cities other

than Kolkata, Chennai, Delhi or Mumbai are eligible for tax incentive contained in section

80-IB(7A).

“Convention centre” means a building of a prescribed area comprising of convention halls

to be used for the purpose of holding conferences and seminars being of such size and

number and having such facilities and amenities as may be prescribed. Convention

centres situated in any place in India are eligible for tax incentive contained in section

80-IB(7B) on fulfillment of the conditions specified therein.

The following conditions have to be satisfied for availing the tax incentives under clauses

(7A) & (7B) of section 80-IB -

(i) The multiplex theatre / convention centre should be constructed at any time

between 1.4.2002 and 31.03.2005.

(ii) The business of the multiplex theatre / convention centre should not be formed by

the splitting up, or the reconstruction, of a business already in existence or by the

transfer of any building or machinery or plant previously used, to the new business.

(iii) The assessee should furnish along with the return of income, an audit report from a

chartered accountant in the prescribed form and manner certifying that the

deduction has been correctly claimed.

Quantum of deduction: The amount of deduction shall be 50% of the profits from the

business of building, owning and operating the multiplex theatre / convention centre. The

deduction shall be available for 5 consecutive years beginning with the initial assessment

year i.e. the assessment year relevant to the previous year in which -

(i) a cinema hall, being a part of the multiplex theatre, starts operating on a commercial

basis;

(ii) the convention centre starts operating on a commercial basis.
2. Discuss the tax implications arising consequent to conversion of a capital asset into

stock-in-trade of business and its subsequent sale.
conversion of a capital asset into stock-in-trade is treated as a transfer under section

2(47). It would be treated as a transfer in the year in which the capital asset is converted

into stock-in-trade. However, as per section 45(2), the profits or gains arising from the

transfer by way of conversion of capital assets into stock-in-trade will be chargeable to

tax only in the year in which the stock-in-trade is sold. For the purpose of computing

capital gains in such cases, the fair market value of the capital asset on the date on

which it was converted into stock-in-trade shall be deemed to be the full value of

consideration received or accruing as a result of the transfer of the capital asset.

On subsequent sale of such stock-in-trade, business profits would arise. The business

income chargeable to tax would be the difference between the price at which the stockin-

trade is sold and the fair market value on the date of conversion of the capital asset

into stock-in-trade.
3. Write a note on Deduction to be allowed on actual payment basis (Section 43B)

The following sums are allowed as deduction only on the basis of actual payment within

the time limit specified in section 43B, irrespective of the method of accounting followed

by the assessee -

(i) Any sum payable by way of tax, duty, cess or fee, by whatever name called, under

any law for the time being in force.

(ii) Any sum payable by the assessee as an employer by way of contribution to any

provident fund or superannuation fund or gratuity fund or any other fund for the

welfare of employees.

(iii) Any sum paid to an employee as bonus or commission for services rendered.

(iv) Any sum payable by the assessee as interest on any loan or borrowing from any

public financial institution or a State Financial Corporation or a State Industrial

Investment Corporation.

(v) Any sum payable by the assessee as interest on any loan or advance from a

scheduled bank.

(vi) Any sum payable by the assessee as an employer in lieu of any leave at the credit

of his employee.

The above sums should be paid by the assessee on or before the due date for furnishing

the return of income under section 139(1), for the purpose of claiming deduction in the

previous year in which the liability to pay such sum was incurred and the evidence of

such payment should be furnished by the assessee along with such return. If the

payment is made after the due date for filing the return, deduction can be claimed only in

the year of actual payment.
4. Explain Scheme of submission of return through Tax Return Preparer (Section 139B)
(i) A new section 139B has been inserted with effect from June 1, 2006 so as to

provide that, for the purpose of enabling any specified class or classes of persons

to prepare and furnish their returns of income, the CBDT may notify a Scheme to

provide that such persons may furnish their returns of income through a Tax Return

Preparer authorised to act as such under the Scheme.

(ii) The Tax Return Preparer shall assist the persons furnishing the return in a manner

that will be specified in the Scheme, and shall also affix his signature on such return.

(iii) A Tax Return Preparer can be an individual, other than -

(1) any officer of a scheduled bank with which the assessee maintains a current

account or has other regular dealings.

(2) any legal practitioner who is entitled to practice in any civil court in India.

(3) a chartered accountant.

(4) an employee of the ‘specified class or classes of persons.’

(iv) The “specified class or classes of persons” for this purpose means any person other

than a company or a person whose accounts are required to be audited under

section 44AB (tax audit) or under any other existing law, who is required to furnish a

return of income under the Act.

(v) The Scheme notified under the said section may provide for the following -

(1) the manner in which and the period for which the Tax Return Preparers shall be

authorized.

(2) the educational and other qualifications to be possessed, and the training and

other conditions required to be fulfilled, by a person to act as a Tax Return

Preparer.

(3) the code of conduct for the Tax Return Preparers,

(4) the duties and obligations of the Tax Return Preparers

(5) the circumstances under which the authorisation given to a Tax Return Preparer

may be withdrawn, and

(6) any other relevant matter as may be specified by the Scheme.
5. Explain Deduction from Gross Total Income under section 80GG
In order to claim deduction under section 80GG, the assessee should fulfill the following

conditions:

(i) He should be an individual, who pays rent for his residential accommodation.

(ii) He should not be in receipt of any house rent allowance
(iii) He or his spouse or his minor child or HUF of which he is a member should not own

any residential house at the place where he ordinarily resides or at the place of his

business or employment.

(iv) No claim for self-occupied property should be made in respect of any accomodation.

(v) The assessee should file a declaration in Form No.10BA wherein he confirms the

details of rent paid and fulfillment of the other conditions (Rule 11B).

The amount of deduction available to the assessee is restricted to the least of the

following:

(i) Rs.2,000 per month

(ii) 25% of total income

(iii) Excess of rent paid over 10% of total income.

Total income, for this purpose, means gross total income as reduced by all deductions

under Chapter VIA except section 80GG.
6. Incentives for newly established units in Special Economic Zone [Section 10AA]

(i) This section applies to any undertaking, being the Unit, which has begun or begins

to manufacture or produce articles or things or provide any services during the

previous year relevant to the assessment year commencing on or after 1st April,

2006 in any Special Economic Zone (SEZ).

(ii) It provides for a tax holiday in computing the total income of an assessee, being an

entrepreneur, from his Unit set up in a SEZ.

(iii) Such assessee should be an entrepreneur referred to in section 2(j) of the SEZ Act,

2005 i.e., a person who has been granted a letter of approval by the Development

Commissioner under section 15(9).

(iv) Sub-section (1) provides for the quantum of deduction under this section, which is

(1) 100% of profits and gains derived from the export of such articles or things or from

services for a period of 5 consecutive assessment years beginning with the

assessment year relevant to the previous year in which the Unit begins to

manufacture or produce such articles or things or provide services, as the case

may be, and .

(2) 50% of such profits and gains for further 5 assessment years and

(3) Thereafter, for the next 5 consecutive assessment years, so much of the amount

not exceeding 50% of the profit as is debited to the profit and loss account of the

previous year in respect of which the deduction is to be allowed and credited to a

reserve account (to be called the "Special Economic Zone Reinvestment Reserve

Account") to be created and utilised for the purposes of the business of the

assessee in the prescribed manner.

(v) The profits derived from the export of articles or things or services (including

computer software) shall be the amount which bears to the profits of the business of
the undertaking, being the Unit, the same proportion as the export turnover in

respect of such articles or things or services bears to the total turnover of the

business carried on by the assessee.

(vi) The profits and gains derived from on site development of computer software

(including services for development of software) outside India shall be deemed to be

the profits and gains derived from the export of computer software outside India.

7. What is Amortisation of expenditure incurred under voluntary retirement scheme.
Section 35DDA applies to an assessee who has incurred expenditure in any previous

year in the form of payment to any employee in connection with his voluntary retirement,

in accordance with any scheme or schemes of voluntary retirement.

The amount of deduction allowable is one-fifth of the amount paid during that previous

year, and the balance in four equal installments in the four immediately succeeding

previous years.

In case of amalgamation, demerger, reorganization or succession of business during the

intervening period of the said 5 years, the benefit of deduction will be available to the

“new company” for the balance period including the year in which such

amalgamation/demerger/reorgainsation or succession takes place.

This will be applicable in the following situations:

(i) where the undertaking of an Indian company is transferred to another Indian

company in a scheme of amalgamation;

(ii) where the undertaking of an Indian company is transferred to another company in a

scheme of demerger;

(iii) where due to a re-organisation of business, a firm is succeeded by a company

fulfilling the conditions in section 47(xiii) or a proprietary concern is succeeded by a

company fulfilling the conditions in section 47(xiv).

In the above cases, the deduction shall be available to the successor company as such

deduction would have applied to the original entity if such transfer had not taken place.

It is further provided that no deduction shall be available to the original entity being the

amalgamating company, or the demerged company or the firm/ proprietary concern (as

the case may be) for the previous year in which the amalgamation, demerger or

succession takes place.

No deduction shall be allowed in respect of the above expenditure under any other

provision of the Act.
8. Explain Provisions of presumptive taxation for computing profits and gains of civil construction

under section 44AD of the Income-tax Act, 1961.

(i) Section 44AD provides for estimating the income of an assessee who is engaged in

the business of civil construction or supply of labour for civil construction.

(ii) The income will be estimated at a sum equal to 8% of the gross receipts paid or

payable to the assessee in the previous year on account of such business.

However, if the assessee declares a higher amount in his return of income, that will

be deemed to be his income.

(iii) This presumptive tax provision will apply only to such assesses, engaged in the

business of civil construction or supply of labour for civil construction, whose gross

receipts paid or payable do not exceed Rs.40 lakh.

(iv) The assessee will be deemed to have been allowed deductions under sections 30 to

38. Accordingly, the written down value of any asset used for the purpose of the

business of the assessee will be deemed to have been calculated as if the

assessee had claimed and had actually been allowed the deduction in respect of

depreciation for each of the relevant assessment years.

(v) The provisions of sections 44AA and 44AB shall not apply in case of such business,

where presumptive tax provisions of section 44AD are applicable.

(vi) In the case of a firm to which the provisions of section 44AD are applied, the salary

and interest paid to its partners, subject to the conditions and limits specified in

section 40(b), shall be deducted from the income computed under section 44AD(1).

(vii) An assessee may claim lower profits and gains than the deemed profits and gains

specified in (ii) above subject to the condition that the books of account and other

documents are kept and maintained as required under sub-section (2) of section

44AA and the assessee gets his accounts audited and furnishes a report of such

audit as required under section 44AB.
9. What are the Restrictions on deductions allowable to the partnership firm in respect of salary and

interest to its partners under section 40(b) of the Income-tax Act, 1961.

In the case of a partnership firm, the deduction on account of interest and salary paid to

its partners are subject to the following restrictions contained in section 40(b) -

(i) It should be authorised by and in accordance with the terms of the partnership

deed.

(ii) It should not relate to a period before the date of such deed.

(iii) Remuneration should be paid to a working partner.

(iv) The amounts allowable are subject to the following limits -

(1) In the case of interest

Simple interest up to 12% p.a. is allowable. This restriction is not applicable if

a person is a partner in the firm in his representative capacity and he receives

interest from the firm in his individual capacity. Similarly, the restriction is also

not applicable if a person who is a partner in his individual capacity receives

interest for and on behalf of someone else from the firm in which he is a

partner.
(2) In the case of salary, bonus, commission or remuneration paid by a firm

to its working partners – It should not exceed the amount specified in the

table below -

(i) In the case of a professional firm

(a) On the first one lakh of book profit or in

case of a loss

Rs.50,000 or 90% of book

profit, whichever is higher

(b) On the next one lakh of book profit @ 60%

(c) On the balance of book profit @ 40%

(ii) In the case of any other firm

(a) On the first Rs.75,000 of book profit or

in case of a loss

Rs.50,000 or 90% of book

profit, whichever is higher

(b) On the next Rs.75,000 of the book profit @ 60%

(c) On the balance of book profit @ 40%
10. State any five forms/declarations used by dealers for availing concessional rate of

tax/exemption from tax.
Forms and declarations used by dealers for availing concessional rate of tax or

exemption from tax

Form C: This is furnished by purchasing registered dealer to the selling dealer.

Furnishing this form would entitle a concessional rate of tax on inter-State sale of goods.

Forms E-I and E-II: As per section 6(2) of the Central Sales Tax Act, the first inter-State

sale is taxable. Subsequent sale by transfer of documents of title during the movement

of goods from one State to another is exempt from tax, if the purchasing dealer obtains a

declaration from the selling dealer i.e. registered dealer from whom goods were

purchased. The selling dealer has to give a declaration to the purchasing dealer in Form

E-I if it is a first sale and Form E-II if it is a second or subsequent sale.

Form F: It is a declaration issued by the dealer for transfer of goods to the branch or

consignment agent. The principal need not pay tax on such movement of goods though

the physical movement is between two States.

Form H: This is issued by exporter to the dealer. The dealer can get benefit of exemption

as per section 5(3).

Form I: This form is obtained by the selling dealer from his customer in SEZ for getting

tax benefit under section 8(6).

Form J: This is a form of declaration obtained by the selling dealer from embassies for

availing the benefit of exemption under section 6(3).
11. Write a note on Exemption in respect of disaster compensation;

Exemption in respect of disaster compensation
(i) Section 10(10BC) has been inserted with retrospective effect from A.Y.2005-06 to

exempt any amount received or receivable as compensation by an individual or his

legal heir on account of any disaster.

(ii) Such compensation should be granted by the Central Government or a State

Government or a local authority.

(iii) However, exemption would not be available in respect of compensation for alleviating

any damage or loss, which has already been allowed as deduction under the Act.
(iv) "Disaster" means a catastrophe, mishap, calamity or grave occurrence in any area,

arising from natural or man made causes, or by accident or negligence. It should have

the effect of causing -

(1) substantial loss of life or human suffering; or

(2) damage to, and destruction of, property; or

(3) damage to, or degradation of, environment.

(v) It should be of such a nature or magnitude as to be beyond the coping capacity of the

community of the affected area.
12. Discuss briefly about appeals under section 20 of the Central Sales-tax Act, 1956.

Sub-section (1) of section 20 provides that the provisions of Chapter VI (Authority to settle

disputes in course of inter-State trade or commerce) shall apply to appeals filed by any aggrieved

person against any order of the highest appellate authority of a State, made under section 6A

read with section 9. For the purposes of this section and sections 21, 22 and 25, "highest
appellate authority of a State" means any authority or tribunal or court (except the High Court)

established or constituted under the general sales tax law of a State, by whatever name called.

Sub-section (2) provides that the Authority shall adjudicate an appeal filed under sub-section (1).

This provision has overriding effect over any provision contained in the general sales tax law of a

State.

Sub-section (3) provides that an appeal under sub-section (1) may be filed within 90 days from

the date on which such order of the highest appellate authority of a State is served on any

aggrieved person. However, the Authority may entertain any appeal after the expiry of the said

period of ninety days, but not later than one hundred and fifty days from the date of such service,

if it is satisfied that the appellant was prevented by sufficient cause from filing the appeal in time.

Further, the Authority may entertain any appeal from an aggrieved person within sixty days from

the commencement of the Central Sales Tax (Amendment) Act, 2005, where such aggrieved

person had the right to file an appeal against the order of the highest appellate authority of the

State under sub-section (1) as it stood immediately before the commencement of the said Act, but

has not availed of the right to file the appeal during the period commencing on and from 3rd

December 2001 and ending with 16th March, 2005. The application should be made in

quadruplicate and be accompanied by a fee of Rs.5,000.
13. What are the considerations on the basis of which goods of special importance are selected?

Goods of special importance covered by section 14 are selected based on the following

considerations, -

(1) It should be raw material or largely in the nature of raw material;

(2) Such raw material or finished goods made based on such raw material should, in terms of

volume of inter-State transaction, be of special importance in inter-State trade or commerce;

and

(3) Such goods should be of special importance for the country as a whole, from the stand point

of the consumer or of industry.
14. Define the following terms under the Central Sales-tax Act, 1956:

(a) Appropriate State and Place of business

(b) Business

(c) Works contract.

(a) Appropriate State [Section 2(a)] – ‘Appropriate State’ means, in relation to a dealer who

has one or more places of the business situated in the same State, that State. If the dealer

has places of business situated in different States, then, Appropriate State in relation to the

dealer would mean every such State with respect to the place or places of business situated

within its territory.

Place of business [Section 2(dd)] – Place of business includes -

(i) in any case, where a dealer carries on business through an agent, the place of

business of such agent;

(ii) a warehouse, godown or other place where a dealer stores his goods; and

(iii) a place where a dealer keeps his books of account.

(b) Business [Section 2(aa)] – The term ‘business’ includes any trade, commerce or

manufacture or any adventure or concern in the nature of trade, commerce or manufacture,

whether or not such trade, commerce, manufacture, adventure or concern is carried on with

a motive to make gain or profit and whether or not any gain or profit accrues from such

trade, commerce, manufacture, adventure, or concern. It also includes any transaction in

connection with, or incidental or ancillary to such trade, commerce, manufacture, adventure

or concern.

(c) Works Contract [Section 2(ja)] – means a contract for carrying out any work which

includes assembling, construction, building, altering, manufacturing, processing, fabricating,

erection, installation, fitting out, improvement, repair or commissioning of any movable or

immovable property.
