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CA. Nihar N Jambusaria 
PRESIDENT, ICAI

“Be less curious about people and more curious about ideas.” – Marie Curie

My Dear Students,

At the outset, I congratulate all of you who have just 
qualified the CA Foundation as well as Final Old and New 
examination held in January 2021. While all those who 

qualified the Final exam, are completing their CA journey only 
to launch themselves into the professional world are welcome 
to the CA member fraternity, all of you who have qualified the 
Foundation exam are going to commence their sagacious journey 
towards the second milestone in this coveted course are welcome 
to the CA student fraternity.   
I would like to extend my best wishes to all of you appearing 
for the forthcoming May 2021 examination as you step up your 
preparations. As you prepare, you must invest all your time, 
efforts and productive energy towards studies. Sincere efforts 
coupled with a disciplined approach will help you to attain the 
desired results. Your time is valuable therefore, you will have 
to meticulously plan and work accordingly to achieve success. 
Prepare an action plan, a regimen and judiciously follow the 
same. 
UGC recognises the CA course equivalent to 
Post Graduation: Another milestone achieved!

I am extremely delighted to announce that the University Grants 
Commission (UGC) has granted Post Graduate status to the 
Chartered Accountancy Course. This stands testimony to the 
rigorous academic process of education, training and examination/
assessment developed and followed by ICAI. The recognition will 
integrate the course with mainstream university education by 
allowing our CAs to pursue Ph.D/research, permitting them to 
appear for National Eligibility Test (NET) as well as Junior Research 
Fellowship mandatory for the position of Assistant Professor in 
all Indian Universities. It will also enhance international career 
prospects both in industry and academia worldwide by simplifying/
streamlining the evaluation process/procedures for recognition by 
other leading accounting bodies. 
BoS: Your resource guru!

Board of Studies (BoS), ICAI provides a complete stack of 
published and digitised resources to enable you to streamline 
your preparation. Besides the applicable study material in print, 
you can refer to the E-Books available at the Digital Learning 
Hub for convenience. Integrated learning-cum-revision capsules 
are regularly featured in this publication based on subjects in CA 
Foundation, Intermediate and Final that offer vital concepts in a 
summarised format, enriched with comprehensive illustrations 
and explicit visual content especially designed for last minute 
revision during examination. 
The BoS Knowledge Portal on the ICAI website serves as a 
repository of several online resources such as :

•	 Referencer for quick revision: Compilation of integrated 
subject capsules for all subjects. 

•	 MCQ booklets comprising objective questions based on 
case studies and case scenarios in selected papers at the CA 
Intermediate and Final level to provide ample questions for 
practice. 

•	 Case Study digests released recently for elective papers in 
CA Final to help you analyse real time problems from different 
perspectives, enabling you to attempt similar questions with 
clarity and precision. 

•	 Revision test papers for the upcoming May 2021 examination 
providing additional practice exercises.

•	 Suggested answers for November 2020 examination to 
enable you to assess your performance and identify learning 
gaps to make necessary changes in preparation strategy/style 
for the upcoming examination. 

These resources not only augment your knowledge but also help 
to build your confidence. I am happy to note that the Virtual 
Coaching Classes offered on complimentary basis to students 
for all levels of the curriculum have been well attended by our 
students, which will further help them in exam preparations. 
We, at ICAI, acknowledge your efforts and appreciate the value 
of your time. Thus, we constantly endeavour to facilitate the best 
knowledge resources with learning opportunities to steer you 
towards your goal. In order to supplement your preparations, 
Mock Test Series-I was organised for all the subjects at all the 
levels of the CA curriculum last month. In view of the prevailing 
COVID-19 pandemic and the on-going lock-down at specific 
places, Test Series was conducted both in virtual and physical 
modes. I am sure that most of you must have taken these and 
would already be looking forward to the Mock Test Series-II 
and the subsequent Counselling Sessions that are going to be 
organised for all the subjects of CA Intermediate and Final (Old 
and New Schemes) in the current month. These test series and 
counselling sessions will provide you valuable guidance, clues 
and hints to optimise your performance. 
This issue includes integrated capsules based on Paper 7: 
Direct Tax Laws for Final, Paper 3: Cost and Management 
Accounting for Intermediate and Paper 1: Principles and 
Practice of Accounting for CA Foundation. Do refer to these 
for abridged version of salient topics in the subjects for the 
purpose of quick revision. 
The great saint and philosopher Swami Vivekananda said:  
Take up one idea. Make that one idea your life - think of it, 
dream of it, live on that idea. Let the brain, muscles, nerves, 
every part of your body, be full of that idea, and just leave 
every other idea alone. This is the way to success. 
It is my firm belief that if you give your best with undeterred 
focus and singleness of purpose, you shall come out with flying 
colours in the forthcoming exams. 
All the Best!
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VICE PRESIDENT’S COMMUNICATION  

CA. (DR.) DEBASHIS MITRA
VICE PRESIDENT, ICAI

“If I have a thousand ideas and only one turns out to be good, I am satisfied.” – Alfred Nobel 

My Dear Students, 

H eartiest congratulations to the students who passed 
CA examinations in the results declared recently. I also 
compliment rank holders on their special achievements. 
I sincerely believe that your constant and dedicated 

efforts have rewarded you and brought glory to you. Students 
who have not succeeded this time should introspect and regroup 
thought process. Try harder next time and I am sure, you will 
succeed.
“To succeed in your mission, you must have a single-minded 
devotion to your goal.”
				    - A P J Abdul Kalam
The Institute is fully aware of its onerous responsibilities to 
provide the highest form of professional education to its students. 
The Board of Studies is continuously engaged in evolving and 
implementing several proactive measures for the benefit of 
students. 

UGC grant equivalence to CA course with PG degree
University Grants Commission (UGC) has acceded to ICAI's 
request that Chartered Accountancy qualification be considered 
equivalent to Post Graduate degree. This is an important step 
in ICAI’s endeavour to strive for academic and professional 
excellence for its key stakeholders i.e. students and members.     

Case Scenario booklet and Case Study digest 
In certain core papers at the Intermediate and Final levels, 
the question papers have a dedicated section of 30 marks for 
objective type questions in the form of MCQs, comprising both 
independent MCQs and Case Scenario-based MCQs. Also, in the 
elective papers at the Final level, the assessment is open book and 
case study-based. Each case study would comprise MCQs of 10 
marks (5 MCQs of 2 marks each) and descriptive questions of 15 
marks. The Board of Studies, in its endeavour to assist students 
in their learning process, has come out with a booklet on MCQs 
and Case Scenarios in the select core papers at the Intermediate 
and Final levels and Case Study digest in each of the six Elective 
papers at the Final level, which would be relevant for May 2021 
examination and onwards. These booklets and Case Study digests 
have also been web-hosted at the BoS Knowledge Portal. 
Before working out the MCQs and Case Scenarios in the booklet 
and case studies in the Case Study digest, I would advise you 
to read the study material(s) thoroughly and be clear with the 
concepts and provisions of the relevant subjects. After grasping 
the concepts and provisions, start attempting independent and 
Case Scenario-based MCQs given in the booklet; and questions 
(both MCQs and descriptive) based on Case Studies in the Case 

Study digest for the elective subjects. The process of reading the 
Case Scenarios/Case Studies, identifying the issues and solving the 
questions based thereon will help you hone your high analytical 
and interpretational skills and approach the examination with 
confidence and a positive attitude.

Strategy to crack CA exams
With less than two months left for the examinations, each 
day of your preparation time is precious and hence, managing 
your time and efforts is crucial. Therefore, a carefully devised 
strategy considering your strengths and weaknesses coupled 
with meticulously designed study plan followed by impeccable 
execution will take you through. The Chartered Accountancy 
course is very challenging and demands your complete dedication, 
focus and hard work. However, with proper time management, 
sincere efforts, hard work, positive attitude and a burning desire 
for success, you will be able to emerge successful. 
The entire study material for CA Foundation, Intermediate 
and Final has been digitised as E-Books, available at the Digital 
Learning Hub. You should also refer to Compilation of Subject 
Capsules featured till date for CA Foundation, Intermediate 
and Final, groupwise, available as Reference for Quick Revision 
uploaded at the BoS Knowledge Portal. Students are advised to 
attempt the Mock Test Papers conducted by BoS to assess your 
performance, check your preparedness and make you realise your 
mistakes so that you can mend these in time to improve your 
performance considerably. 
Once you decide and are determined to succeed, nothing can 
prevent you from accomplishing your goals. Do not struggle 
with insignificant issues but focus on your set objectives. Make 
your resolutions loud and clear. Make optimum utilisation of 
the facilities that are being provided by the Institute. I take this 
opportunity to convey my best wishes to all the students who are 
appearing for the May 2021 examinations.

“Success is no accident. It is hard-work, perseverance, learning, 
studying, sacrifice and most of all, love of what you are doing or 
learning to do.” 

- Pele
Yours sincerely
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“Be the servant while leading. Be unselfish. Have infinite patience, and success is yours.” – Swami Vivekananda

My Dear Students, 

H eartiest congratulations to all of you for having qualified 
the January 2021 examination for CA Foundation and 
Final (Old and New Scheme). As you all take off to 
your respective journeys in quest of academic and 

professional excellence, you must remember that Excellence isn't 
a skill - it's an attitude. I hope that you shall keep up the good 
work and continue to strive towards your goal.. 

As this issue reaches you amid thorough preparations for the 
forthcoming May 2021 examinations, I extend my Best Wishes 
to all of you who are appearing for these exams. You would 
know that the CA curriculum is rigorous in nature like any other 
professional course and requires in-depth study, persistent efforts 
throughout the year and above all a strong will to be able to get 
through. Along with the willingness to succeed, you need the 
willingness to prepare exhaustively for the success you aspire. 
With the right approach, sustained efforts, undeterred focus as 
well as wholehearted commitment towards your goal, you will 
surely achieve it. 

Recipe for success
•	 Meticulous planning
	 Planning is the first step towards success. To begin with, you 

must identify your strengths and shortcomings. You must then 
devise a regimen with due consideration to these. This must 
include your study time, taking meals, short naps as regular 
breaks, time to rejuvenate to relieve mental fatigue and lastly 
time for revision and self-assessment for comprehension/
retention. Adopt a target-oriented approach. Set achievable 
and measurable targets, scaling them up gradually to build your 
capacity. Remember an early start to your day provides more 
active hours, enabling you to optimally utilize your time.

•	 Impeccable execution
	 A good plan leads you to success only if it is judiciously 

executed. Therefore, you must ensure that you religiously follow 
the regimen every day. Track your progress, do not let anything 
trivial divert your attention or digress you from your goal. As 
you achieve your daily targets, you will find your confidence 
gradually surging each day and you will be inspired to escalate 
your efforts towards achieving your ultimate goal. Remember, 
Success is the sum of small efforts repeated day in and day 
out. Do the right thing at the right time for desired results.

•	 Smart strategy
	 As the syllabus is vast/voluminous, you should calibrate your 

effort required to prepare a subject and allocate your time 
accordingly. While strong subjects require less time and 
efforts, weak subjects seek much more time, utmost attention, 
and  sincere efforts. You must have clarity about What to 
Study, How to study and Where to study from. Please 
remember that the BoS study material defines the scope of 

the syllabus. You must thoroughly study the topics given in 
the study material with special emphasis to the ones that are 
important from the examination standpoint. You may refer to 
the previous year question papers to get an idea about the type 
and complexity of questions asked from myriad topics. Most 
importantly, you must devise different study approach/manner 
for practical as well as theory subject/papers. In theoretical 
papers, comprehend the concepts through real time examples 
and illustrations, paying close attention to the related concepts 
and the context to enhance your analytical capability. Practical 
papers require rigorous practice. You must attempt a few 
questions on daily basis from different sources like the study 
material, Revision Test papers and Past Question Papers. You 
may also refer to other books by leading authors for better 
understanding of concepts and practice questions.

BoS: Continuing initiatives
•	 Revision Test Papers for May 2021 examination: For all 

subjects  at all the levels of the CA Course, both Old and New, 
Revision Test Papers for May 2021 examination have been 
uploaded at the BoS Knowledge Portal at https://www.icai.
org/post.html?post_id=14920. You must refer to these for 
practice exercises and vital hints to articulate your answer in 
the best possible manner in order to fetch maximum marks.

•	 Mock Test Series and counseling sessions: Many of you 
would already have completed at least one study cycle, and must 
be already geared  to appear in the on-going Mock Test Series-I. 
These test your comprehension and presentation skills  in real 
time environment. You must analyse your score to identify 
the topics requiring further improvement/reinforcement. You 
must also attempt the Mock Test Series-II scheduled later this 
month, followed by Counselling Sessions for all the subjects 
in CA Intermediate and Final Old and New Schemes to get 
valuable insights from the BoS faculty. The schedule is to be 
uploaded shortly.

•	 Upgrading the study material: Since the study material 
defines the purview of the syllabus and determines the level 
of knowledge, its continuous upgradation is imperative to 
dynamic learning. As you know that the extensively upgraded 
study material was released in October last year, we at BoS are 
continuing the exercise to ensure that the study material is free 
from redundancies comprising only the relevant content. 

•	 Mobile app for students: Considering the widespread use of 
mobile phones for virtually everything from communication 
to promotion and propagation of knowledge, we are getting a 
mobile application developed for our students. This will not only 
act as a tool to propagate the BoS pronouncements , promote 
the current BoS  initiatives but also serve as a repository of 
major BoS learning resources  such as E-Learning, E-Book, Live 
Coaching Classes, major publications including Study Material, 
Revision Test Papers, Suggested Answers, Supplementary 
Study Material, Mock Test Papers, Sample Questions, and 
previous attempts’ question papers. The monthly issue of this 
Journal could also be accessed through this application.

In the current issue, integrated capsules have been featured 
based on Paper 7: Direct Tax Laws for Final, Paper 3: Cost 
and Management Accounting for Intermediate and Paper 1: 
Principles and Practice of Accounting for CA Foundation. 
These entail summarised content in a comprehensive visual 
format for swift revision. 

Remember: Believe in yourself and all that you are know 
that there is something inside you that is greater than any 
obstacle! 

Best Wishes!

CA. Jay Chhaira
CHAIRMAN, BOARD OF STUDIES (ACADEMIC)



	 06   April 2021  The Chartered Accountant Student

direct tax laws  

Sl. No. Case Law
Chapter 1: Basic Concepts

1. CIT v. Saurashtra Cement Ltd. (2010) 325 ITR 422 (SC)
Issue Decision

What is the nature of liquidated 
damages received by a company 
from the supplier of plant for failure 
to supply machinery to the company 
within the stipulated time – a capital 
receipt or a revenue receipt?

The damages are directly and intimately linked with the procurement of a capital asset 
i.e., the cement plant, which lead to delay in coming into existence of the profit-making 
apparatus. It was not a receipt in the course of profit earning process. Therefore, the 
amount received by the assessee towards compensation for sterilisation of the 
profit earning source, is not in the ordinary course of business, hence it is a 
capital receipt in the hands of the assessee.

Chapter 3: Incomes which do not form part of Total Income
2 CIT v. HCL Technologies Limited (2018) 404 ITR 719 (SC) 

Issue Decision
Can expenditure incurred in foreign 
exchange for provision of technical 
services outside India, which is 
deductible for computing export 
turnover, be excluded from total 
turnover also for the purpose of 
computing deduction u/s 10AA?

Deduction u/s 10AA is based on the profit from export business, thus, expenses 
excluded from “export turnover” must also be excluded from “total turnover”, since 
one of the components of “total turnover” is export turnover. Expenses incurred 
in foreign exchange for providing technical services outside India are thus, to be 
excluded from total turnover also. 
If deductions in respect of freight, telecommunication charges and insurance 
attributable to delivery of articles, things etc. or expenditure incurred in foreign 
exchange in rendering of services outside India are allowed only against export 
turnover but not from the total turnover for computing deduction u/s 10AA, then, 
it would give rise to inadvertent, unlawful, meaningless and illogical results causing 
grave injustice, which could have never have been the intent of the Legislature. Hence, 
such expenditure incurred in foreign exchange for providing technical services 
outside India is deductible from total turnover also.

3 CIT v. Kribhco (2012) 349 ITR 0618 (Delhi)
Issue Decision

Is section 14A applicable in respect 
of deductions, which are permissible 
and allowed under Chapter VI-A?

Deductions under Chapter VIA are different from the exclusions/exemptions 
provided under Chapter III. Section 14A is applicable only if an income is not included 
in the total income as per the provisions of Chapter III of the Income-tax Act, 1961. 
Therefore, no disallowance can be made u/s 14A in respect of income included in 
total income in respect of which deduction is allowable u/s 80C to 80U.

Chapter 4: Salaries
4 CIT v. Shankar Krishnan (2012) 349 ITR 0685 (Bom)

Issue Decision
Can notional interest on security 
deposit given to the landlord in 
respect of residential premises 
taken on rent by the employer 
and provided to the employee, be 
included in the perquisite value of 
rent-free accommodation given to 
the employee?

The notional interest on the security deposit given by the employer to the 
landlord cannot be included in valuation of the perquisite, since the perquisite 
value has to be computed as per Rule 3; and the said Rule does not require addition 
of such notional interest. Thus, the perquisite value of the residential accommodation 
provided by the employer would be the actual amount of lease rental paid or payable 
by the employer or 15% of salary, whichever is lower. 

CA FINAL - Paper 7 - DIRECT TAX LAWS

Overview of Select Significant Court Rulings

Decisions rendered by the Apex Court and High Courts constitute a significant component of income-tax law, since 
they help in appreciating the interpretation of the various provisions of income-tax law by the judiciary. In this capsule, 
an attempt has been made to capture select significant Supreme Court and High Court rulings in income-tax law 
pronounced during the last decade. The capsule is divided chapter-wise to facilitate easy co-relation with the relevant 
concepts discussed in the parallel chapter of the Study Material. For detailed reading of these cases, you may refer to the 
November, 2020 edition of the Study Material of Final Paper 7 Direct Tax Laws and International Taxation, relevant for 
May, 2021 and November, 2021 examinations.
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Sl. No. Case Law
Chapter 5: Income from House Property

5 Chennai Properties and Investments Ltd. v. CIT (2015) 373 ITR 673 (SC);
Rayala Corporation (P) Ltd. v. Asstt. CIT (2016) 386 ITR 500 (SC); and
Raj Dadarkar and Associates v. ACIT (2017) 394 ITR 592 (SC) 

Issue Decision
Would rental income from the 
business of leasing out properties 
be taxable under the head “Income 
from house property” or “Profits and 
gains from business or profession”?

In Chennai Properties and Investments Ltd. v. CIT (2015) 373 ITR 673, the Supreme 
Court observed that holding of the properties and earning income by letting out 
of these properties is the main objective of the company. Further, in the return of 
income filed by the company and accepted by the Assessing Officer, the entire 
income of the company comprised of income from letting out of such properties. 
The Supreme Court, accordingly, held that such income was taxable as business 
income. Likewise, in Rayala Corporation (P) Ltd. v. Asst. CIT (2016) 386 ITR 500, the 
Supreme Court noted that the assessee was engaged only in the business of renting 
its properties and earning rental income therefrom and accordingly, held that such 
income was taxable as business income. However, in Raj Dadarkar and Associates 
v. ACIT (2017) 394 ITR 592, on account of lack of sufficient material to prove that 
substantial income of the assessee was from letting out of property, the Supreme 
Court held that the rental income has to be assessed as “Income from house property”.

6 CIT v. NDR Warehousing P Ltd (2015) 372 ITR 690 (Mad)
Issue Decision

Under what head of income should 
income from letting out of godowns 
and provision of warehousing 
services be subject to tax - “Income 
from house property” or “Profits and 
gains of business or profession”?

The assessee’s activity was not merely letting out of warehouses but storage of goods 
with provision of several auxiliary services such as pest control, rodent control and 
fumigation service to prevent the goods stored from being affected by vagaries of 
moisture and temperature. Further, service of security and protection was also 
provided to the goods stored.
The objects clause of the memorandum of the assessee as also the individual 
aspects of the business clearly point out that it was a case of warehousing 
business, and, therefore, the income would fall under the head “Profits and gains 
of business or profession”.

7 CIT v. Hariprasad Bhojnagarwala (2012) 342 ITR 69 (Guj) (Full Bench)
Issue Decision

Can benefit of self-occupation of 
house property u/s 23(2) be denied  
to a HUF on the ground that it, being 
a fictional entity, cannot occupy a 
house property?

HUF is a group of individuals related to each other i.e., a family comprising of a group 
of natural persons. The said family can reside in the house, which belongs to the HUF. 
Since a HUF cannot consist of artificial persons, it cannot be said to be a fictional 
entity. Therefore, the HUF is entitled to claim benefit of self-occupation of house 
property u/s 23(2).

Chapter 6: Profits and Gains from Business or Profession
8 National Co-operative Development Corporation v. CIT (2020) 427 ITR 288 (SC)

Issue Decision
Is source of funds from which 
expenditure is incurred for the 
purpose of business relevant for the 
purpose of allowability of deduction 
u/s 37(1)?

In case of an assessee carrying on business, it is relevant to see whether an outlay 
constitutes an expenditure “for the purpose of business” as used in section 37(1), for 
the purpose of claiming deduction thereunder. The source of funds from which the 
expenditure is made is not relevant. Every application of income towards the business 
objective of the assessee is a business expenditure. There can be an amount treated as a 
capital receipt while the same amount expended may be a revenue expenditure.

9 I.C.D.S. Ltd. v. CIT (2013) 350 ITR 527 (SC)
Issue Decision

Can depreciation on leased vehicles 
be denied to the lessor on the ground 
that the vehicles are registered in the 
name of the lessee and that the lessor 
is not the actual user of the vehicles? 

Section 32 imposes a twin requirement of “ownership” and “usage for business” 
as conditions for claim of depreciation thereunder. As far as usage of the asset is 
concerned, the section requires that the asset must be used in the course of business. 
It does not mandate actual usage by the assessee itself. In this case, the assessee did 
use the vehicles in the course of its leasing business. Hence, this requirement of 
section 32 has been fulfilled, notwithstanding the fact that the assessee was not 
the actual user of the vehicles.
As long as the assessee-lessor has a right to retain the legal title against the rest of 
the world, he would be the owner of the asset in the eyes of law. In this regard, the 
following provisions of the lease agreement are noteworthy –
•	 The assessee is the exclusive owner of the vehicle at all points of time; 
•	 The assessee is empowered to repossess the vehicle, in case the lessee committed a 

default;
•	 At the end of the lease period, the lessee was obliged to return the vehicle to the 

assessee;
•	 The assessee had a right of inspection of the vehicle at all times.
The proof of ownership lies in the lease agreement itself, which clearly points in favour 
of the assessee. The assessee-lessor was, therefore, entitled to claim depreciation in 
respect of vehicles leased out since it has satisfied both the requirements of section 
32, namely, ownership of the vehicles and its usage in the course of business.
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direct tax laws  
Sl. No. Case Law

10 Shasun Chemicals & Drugs Ltd v. CIT (2016) 388 ITR 1 (SC)
Issue Decision

In a case where bonus due to 
employees is paid to a trust and such 
amount is subsequently paid to the 
employees before the stipulated due 
date, would the same be allowable 
u/s 36(1)(ii) while computing 
business income?

The embargo contained in section 43B(b) or section 40A(9) does not come in the way 
of the assessee’s claim, since the bonus is ultimately paid to the employees before the 
due date as per the statutory requirement. Therefore, the payment in respect of bonus 
is allowable as deduction.

11 Berger Paints India Ltd v. CIT (2017) 393 ITR 113 (SC)
Issue Decision

Whether “premium” on subscribed 
share capital is “capital employed 
in the business of the company” u/s 
35D to be eligible for a deduction?

Share premium collected by the assessee on its subscribed share capital could not 
be part of “capital employed in the business of the company” for the purpose of 
section 35D(3)(b). If it were the intention of the legislature to treat share premium 
as being “capital employed in the business of the company”, it would have been 
explicitly mentioned. Moreover, Sl. No. IV(i) in Form MGT- 7 read with section 92 
of the Companies Act, 2013 dealing with capital structure of the company provides 
the break-up of “issued share capital” and “subscribed share capital” which does not 
include share premium at the time of subscription. Hence, in the absence of the 
reference in section 35D, share premium is not a part of the capital employed. 
Also, section 52 of the Companies Act, 2013 requires a company to transfer the 
premium amount to be kept in a separate account called “securities premium 
account”. The assessee is, therefore, not entitled to claim deduction u/s 35D 
in relation to the premium amount received from shareholders at the time of 
share subscription.

12 Palam Gas Service v. CIT (2017) 394 ITR 300 (SC)
Issue Decision

Is section 40(a)(ia) attracted when 
amount is not ‘payable’ to a sub-
contractor but has been actually 
paid?

The obligation to deduct tax at source is mandatory and applicable irrespective of 
the method of accounting adopted. If the assessee follows the mercantile system of 
accounting, then, the moment the amount was credited to the account of the payee on 
accrual of liability, tax was required to be deducted at source. If the assessee follows 
cash system of accounting, then, tax is required to be deducted at source at the time 
of making payment.
Accordingly, section 40(a)(ia) would be attracted for failure to deduct tax in 
both cases i.e., when the amount is payable or when the amount is paid, as the 
case may be, depending on the system of accounting followed by the assessee.

13 CIT v. BSES Yamuna Powers Ltd (2013) 358 ITR 47 (Delhi)
CIT v. Orient Ceramics and Industries Ltd. (2013) 358 ITR 0049 (Delhi)
Federal Bank Ltd. v. ACIT (2011) 332 ITR 319 (Kerala)

Issue Decision
What is the eligible rate of 
depreciation in respect of computer 
accessories, peripherals and UPS 
under the Income-tax Act, 1961?

Computer accessories and peripherals such as printers, scanners and server etc. 
form an integral part of the computer system and they cannot be used without 
the computer. Since they are part of the computer system, they would be eligible for 
depreciation at the higher rate of 40% applicable to computers including computer 
software.
Depreciation on UPS is allowable@40%, being the eligible rate of depreciation on 
computers including computer software, and not at the general rate of 15% applicable 
to plant and machinery.

Can EPABX and mobile phones be 
treated as computers to be entitled 
to higher depreciation?

EPABX and mobile phones are not computers and therefore, are not entitled to 
higher depreciation@40%.

14 CIT v. ITC Hotels Ltd. (2011) 334 ITR 109 (Kar.)
Issue Decision

Would the expenditure incurred on 
issue and collection of convertible 
debentures be treated as revenue 
expenditure or capital expenditure?

The expenditure incurred on the issue and collection of debentures would be treated 
as revenue expenditure even in case of convertible debentures, i.e., the debentures 
which had to be converted into shares at a later date.
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15 CIT v. Priya Village Roadshows Ltd. (2011) 332 ITR 594 (Delhi)

Issue Decision
Would expenditure incurred 
on feasibility study conducted 
for examining proposals for 
technological advancement relating 
to the existing business be classified 
as a revenue expenditure, where 
the project was abandoned without 
creating a new asset?

Since the feasibility studies were conducted by the assessee for the existing business 
with a common administration and common fund and the studies were abandoned 
without creating a new asset, the expenses were of revenue nature.

16 Confederation of Indian Pharmaceutical Industry (SSI) v. CBDT (2013) 353 ITR 388 (H.P.)
Issue Decision

Is Circular No. 5/2012 dated 
01.08.2012 disallowing the 
expenditure incurred on freebies 
provided by pharmaceutical 
companies to medical practitioners, 
in line with Explanation to section 
37(1), which disallows expenditure 
which is prohibited by law?

The CBDT, considering the fact that the claim of any expense incurred in providing 
freebies to medical practitioners is in violation of the provisions of Indian Medical 
Council (Professional Conduct, Etiquette and Ethics) Regulations, 2002, has, vide 
Circular No.5/2012 dated 1.8.2012, clarified that the expenditure so incurred shall be 
inadmissible u/s 37(1).
As per Explanation to section 37(1), it is clear that any expenditure incurred by an 
assessee for any purpose which is prohibited by law shall not be deemed to have 
been incurred for the purpose of business or profession. The sum and substance 
of the circular is also the same. Therefore, the circular is totally in line with the 
Explanation to section 37(1).

17 CIT v. Kap Scan and Diagnostic Centre P. Ltd. (2012) 344 ITR 476 (P&H)
Issue Decision

Can the commission paid to doctors 
by a diagnostic centre for referring 
patients for diagnosis be allowed 
as a business expenditure u/s 37 
or would it be treated as illegal 
and against public policy to attract 
disallowance?

As per the Indian Medical Council (Professional Conduct, Etiquette and Ethics) 
Regulations, 2002, no physician shall give, solicit, receive, or offer to give, solicit 
or receive, any gift, gratuity, commission or bonus in consideration of a return for 
referring any patient for medical treatment.
The demanding as well as paying of such commission is bad in law. It is not a fair 
practice and is opposed to public policy and should be discouraged. Thus, the 
commission paid to doctors for referring patients for diagnosis is not allowable 
as business expenditure.

18 Shanti Bhushan v. CIT (2011) 336 ITR 26 (Delhi)
Issue Decision

Can the expenditure incurred on 
heart surgery of an assessee, being 
a lawyer by profession, be allowed 
as business expenditure u/s 31, 
by treating it as current repairs 
considering heart as plant and 
machinery, or u/s 37, by treating 
it as expenditure incurred wholly 
and exclusively for the purpose of 
business or profession?

Though the definition of “plant” as per the provisions of section 43(3) is inclusive 
in nature, such plant must have been used as a business tool which is not true in 
case of heart. Therefore, the heart cannot be said to be plant for the business or 
profession of the assessee. Therefore, the expenditure on heart surgery is not 
allowable as repairs to plant u/s 31.
Also, there is no direct nexus between the expenses incurred by the assessee 
on the heart surgery and his efficiency in the professional field. Therefore, the 
claim for allowing the said expenditure u/s 37 is also not tenable. Hence, the heart 
surgery expenses shall not be allowed as a business expenditure of the assessee under 
the Income-tax Act, 1961.

19 CIT v. Neelavathi & Others (2010) 322 ITR 643 (Karn)
Issue Decision

Can payment to police personnel 
and gundas to keep away from the 
cinema theatres run by the assessee 
be allowed as deduction?

Any payment made to the police illegally amounts to bribe and such illegal gratification 
cannot be considered as an allowable deduction. Similarly, any payment to a gunda 
as a precautionary measure so that he shall not cause any disturbance in the theatre 
run by the assessee is an illegal payment for which no deduction is allowable under 
the Act.

20 Millennia Developers (P) Ltd. v. DCIT (2010) 322 ITR 401 (Karn)
Issue Decision

Is the amount paid by a construction 
company as regularization fee for 
violating building bye-laws allowable 
as deduction?

The assessee, a private limited company carrying on business activity as a developer 
and builder, claimed the amount paid by way of regularization fee for the deviations 
made while constructing a structure and for violating the plan sanctioned in terms of 
the building bye-laws, approved by the municipal authorities as per the provisions of 
the Karnataka Municipal Corporations Act, 1976.
As per the provisions of the Karnataka Municipal Corporations Act, 1976, the 
amount paid to compound an offence is obviously a penalty and hence, does not 
qualify for deduction u/s 37. Merely describing the payment as a compounding fee 
would not alter the character of the payment.
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21 CIT v. Maruti Suzuki India Limited (2018) 407 ITR 165 (Delhi)
Issue Decision

Can payments made by an assessee 
to a non-resident agent who does 
not have any income assessable in 
India be disallowed u/s 40(a)(i) for 
non-deduction of tax at source on 
the ground that no application was 
made by the assessee u/s 195(2) for 
making deduction of tax at source at 
Nil rate?

The non-resident agent who operated outside India did not have any income arising 
in India. Accordingly, the commission earned by a non-resident agent who  
was in the business of selling Indian goods abroad, did not accrue or arise in 
India, and hence, no tax was deductible on such commission payment to a non-
resident agent.
Since the assessee has made payment to a non-resident agent and such income is not 
chargeable to tax in India, section 40(a)(i) could not be invoked to disallow deduction 
of such payment for non-deduction of tax at source while computing the business 
income of the assessee.

22 CIT v. Great City Manufacturing Co. (2013) 351 ITR 156 (All)
Issue Decision

Can remuneration paid to working 
partners as per the partnership deed 
be considered as unreasonable and 
excessive for attracting disallowance 
u/s 40A(2)(a), even though the 
same is within the statutory limit 
prescribed u/s 40(b)(v)?

Section 40(b)(v) prescribes the limit of remuneration to working partners, and 
deduction is allowable up to such limit while computing the business income. 
If the remuneration paid is within the ceiling limit provided u/s 40(b)(v), then, 
recourse to provisions of section 40A(2)(a) cannot be taken. 
The Assessing Officer is only required to ensure that the remuneration is paid to the 
working partners mentioned in the partnership deed, the terms and conditions of the 
partnership deed provide for payment of remuneration to the working partners and 
the remuneration is within the limits prescribed u/s 40(b)(v). If these conditions are 
complied with, then, the Assessing Officer cannot disallow any part of the remuneration 
on the ground that it is excessive by invoking the provisions of section 40A(2)(a).

Chapter 7: Capital Gains

23 Seshasayee Steels P. Ltd. v. ACIT (2020) 421 ITR 46 (SC)
Issue Decision

Can any transaction which enables 
the enjoyment of immovable 
property be considered as enjoyment 
as a purported owner thereof for 
being treated as a “transfer” of 
a capital asset u/s 2(47)(vi) and 
levy of tax on capital gains arising 
therefrom?

Any transaction which has the effect of transferring or enabling the enjoyment of 
any immovable property would come within the of purview u/s 2(47)(vi). Section  
2(47)(vi) appears to be to bring within its tax net, a de facto transfer of any 
immovable property. The expression 'enabling the enjoyment of' takes colour from 
the earlier expression 'transferring', so that it is clear that any transaction which 
enables the enjoyment of immovable property must be enjoyment as a purported 
owner thereof. The idea is to bring within the tax net, transactions, where, though title 
may not be transferred in law, there is, in substance, a transfer of title in fact.
In this case, the assessee's rights in the immovable property were extinguished on 
the receipt of the last cheque. Further, the compromise deed could be stated to be a 
transaction which had the effect of transferring the immovable property in question 
Accordingly, the transaction fell u/s 2(47)(ii) and (vi). Hence, it is a transfer in relation 
to the capital asset and capital gains tax liability would be attracted.

24 Balakrishnan v. Union of India & Others (2017) 391 ITR 178 (SC)
Issue Decision

Would receipt of higher 
compensation after notification 
of compulsory acquisition change 
the character of transaction into 
a voluntary sale, so as to deny 
exemption u/s 10(37)(iii)?

When proceedings were initiated under the Land Acquisition Act, 1894, even if the 
compensation is negotiated and fixed, it would continue to remain as compulsory 
acquisition. Merely because the compensation amount is agreed upon, the 
character of acquisition will not change from compulsory acquisition to a 
voluntary sale. The claim of exemption from capital gains u/s 10(37)(iii) is, therefore, 
tenable in law.

25 CIT v. V.S. Dempo Company Ltd (2016) 387 ITR 354 (SC)
Issue Decision

In a case where a depreciable asset 
(building) held for more than 24 
months is transferred, can benefit of 
exemption u/s 54EC be claimed, if 
the capital gains on sale of such asset 
are reinvested in long-term specified 
assets within the specified time?

The assessee cannot be denied exemption u/s 54EC, because firstly, there is nothing in 
section 50 to suggest that the fiction created therein is not restricted to only sections 48 
and 49. Secondly, fiction created by the legislature has to be confined for the purpose 
for which is created. Thirdly, section 54EC does not make any distinction between 
depreciable and non-depreciable asset for the purpose of re-investment of capital 
gains in long term specified assets for availing the exemption thereunder. Further, 
section 54EC specifically provides that when the capital gain arising on the transfer a 
long-term capital asset (being land or building or both) is invested or deposited in long-
term specified assets, the assessee shall not be subject to capital gains to that extent. 
Therefore, the exemption u/s 54EC cannot be denied to the assessee on account of the 
fiction created in section 50.
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26 Fibre Boards (P) Ltd v. CIT (2015) 376 ITR 596 (SC)
Issue Decision

Can advance given for purchase of 
land, building, plant and machinery 
tantamount to utilization of capital 
gain for purchase and acquisition of 
new machinery or plant and building 
or land, for claim of exemption u/s 
54G?

For the purpose of availing exemption, all that was required for the assessee is to 
“utilise” the amount of capital gain for purchase and acquisition of new machinery or 
plant and building or land. Since the entire amount of capital gain, in this case, was 
utilised by the assessee by way of advance for acquisition of land, building, plant 
and machinery, the assessee is entitled to avail exemption/deduction u/s 54G. 

27 CIT v. Aditya Kumar Jajodia (2018) 407 ITR 107 (Cal)
Issue Decision

Can the amount incurred by the 
assessee towards perfecting title of 
property acquired through will, for 
making further sale, be included in 
the cost of acquisition for computing 
capital gains?

The assessee had inherited the immovable property under a will and the costs 
incurred by him for perfection of the title from perpetual leasehold rights to the 
complete ownership had to be regarded as a cost of acquisition within the meaning 
of sections 48 and 55, as the assessee was transferring the complete ownership rights 
to the transferee, and not the leasehold rights.

28 CIT v. Manjula J. Shah (2013) 355 ITR 474 (Bom)
Issue Decision

Would indexation benefit in respect 
of the gifted asset apply from the year 
in which the asset was first held by the 
assessee or from the year in which the 
same was first acquired by the previous 
owner?

The indexed cost of acquisition in case of gifted asset has to be computed with 
reference to the year in which the previous owner first held the asset and not the 
year in which the assessee became the owner of the asset.

29 CIT v. Gurnam Singh (2010) 327 ITR 278 (P&H)
Issue Decision

Can exemption u/s 54B be denied 
solely on the ground that the new 
agricultural land purchased is not 
wholly owned by the assessee, as the 
assessee’s son is a co-owner as per the 
sale deed?

The agricultural land sold belonged to the assessee and the sale proceeds were also 
used for purchasing agricultural land. The possession of the said land was also taken 
by the assessee. Merely because the assessee’s son was shown in the sale deed as 
co-owner, deduction u/s 54B cannot be denied. Therefore, the assessee was entitled 
to deduction u/s 54B.

30 CIT v. Kamal Wahal (2013) 351 ITR 4 (Delhi)
Issue Decision

Can exemption u/s 54F be denied 
solely on the ground that the new 
residential house is purchased by the 
assessee exclusively in the name of 
his wife?

For the purpose of section 54F, a new residential house need not necessarily be 
purchased by the assessee in his own name nor is it necessary that it should be 
purchased exclusively in his name. 
Having regard to the rule of purposive construction and the object of enactment 
of section 54F, the assessee is entitled to claim exemption u/s 54F in respect of 
utilisation of sale proceeds of capital asset for investment in residential house 
property in the name of his wife.

31 CIT v. Ravinder Kumar Arora (2012) 342 ITR 38 (Delhi) 
Issue Decision

In case of a house property registered 
in joint names, can exemption u/s 
54F be allowed fully to the co-owner 
who has paid whole of the purchase 
consideration of the house property 
or will it be restricted to his share in 
the house property?

The inclusion of his wife’s name in the sale deed was just to avoid any litigation after 
his death. All the funds invested in the said house were provided by the assessee, 
including the stamp duty and corporation tax paid at the time of the registration 
of the sale deed of the said house. This fact was also clearly evident from the bank 
statement of the assessee.
Section 54F mandates that the house should be purchased by the assessee but 
it does not stipulate that the house should be purchased only in the name of the 
assessee. In this case, the house was purchased by the assessee in his name and his 
wife's name was also included additionally. Therefore, the conditions stipulated in 
section 54F stand fulfilled and the entire exemption claimed in respect of the purchase 
price of the house property shall be allowed to the assessee.
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32 CIT v. Sambandam Udaykumar (2012) 345 ITR 389 (Karn)

Issue Decision

Can exemption u/s 54F be denied to 
an assessee in respect of investment 
made in construction of a residential 
house, on the ground that the 
construction was not completed 
within 3 years after the date on which 
transfer took place, on account of 
pendency of certain finishing work 
like flooring, electrical fittings, 
fittings of door shutter etc.?

The condition precedent for claiming the benefit u/s 54F is that capital gains realised 
from sale of capital asset should have been invested either in purchasing a residential 
house or in constructing a residential house within the stipulated period. If the assessee 
has invested the money in the construction of a residential house, merely because the 
construction was not completed in all respects and possession could not be taken within 
the stipulated period, would not disentitle him from claiming exemption u/s 54F. In 
fact, in this case, the assessee has taken possession of the residential building and is 
living in the said premises despite the pendency of flooring work, electricity work, 
fitting of door and window shutters. Therefore, the assessee is entitled to exemption 
u/s 54F in respect of the amount invested in construction within the prescribed period.

33 Hindustan Unilever Ltd. v. DCIT (2010) 325 ITR 102 (Bom)
Issue Decision

Can exemption u/s 54EC be denied 
on account of the bonds being 
issued after six months of the date of 
transfer even though the payment for 
the bonds was made by the assessee 
within the six-month period?

In order to avail the exemption u/s 54EC, the capital gains have to be invested in 
a long-term specified asset within a period of six months from the date of transfer. 
Where the assessee has made the payment within the six month period, and the 
same is reflected in the bank account and a receipt has been issued as on that 
date, exemption u/s 54EC cannot be denied merely because the bond was issued 
after the expiry of the six month period or the date of allotment specified therein was 
after the expiry of the six month period.

34 Principal CIT v. Gujarat State Fertilizers and Chemicals Limited (2018) 409 ITR 378 (Guj)
Issue Decision

Would sale of fertilizer bonds (issued 
in lieu of government subsidy) at loss 
be treated as a business loss or a loss 
under the head “Capital gains”?

Fertilizer subsidy given to an assessee to compensate the loss on sale of fertilisers 
should be treated as business income of the assessee. Due to cash crunch, the 
Government of India had discharged its dues of paying the subsidy by issue of fertiliser 
bonds. These bonds are saleable in the open market and the prices of such bonds are 
varying. In this case also, the assessee received fertilizer bonds (in lieu of subsidy) 
which were sold at a loss in the open market.
Since the subsidy would have been treated as business income, loss on sale of 
fertiliser bonds issued is to be allowed as business loss.

Chapter 8: Income from Other Sources

35 CIT v. Sree Rama Multi Tech Ltd. (2018) 403 ITR 426 (SC)

Issue Decision

Is interest income from share 
application money deposited in 
bank eligible for set-off against 
public issue expenses or should such 
interest be subject to tax under the 
head ‘Income from Other Sources’?

The assessee-company was statutorily required to keep share application money 
in a separate account till the allotment of shares was completed. Part of the share 
application money would normally have to be returned to unsuccessful applicants, and 
therefore, the entire share application money would not ultimately be appropriated by 
the company. The interest earned was inextricably linked with the requirement of 
raising share capital. 
Any surplus money deposited in the bank for the purpose of earning interest is 
liable to be taxed as “Income from Other Sources”. Here, the share application 
money was deposited with the bank not to make additional income but to comply 
with the statute. The interest accrued on such deposit is merely incidental. 
Moreover, the issue of shares relates to capital structure of the company and hence, 
expenses incurred in connection with the issue of shares are to be capitalised. 
Accordingly, the accrued interest is not liable to be taxed as “Income from 
Other Sources”; the same is eligible to be set-off against public issue expenses.

36 Movaliya Bhikhubhai Balabhai v. ITO (TDS) (2016) 388 ITR 343 (Guj)
Issue Decision

Is interest on enhanced 
compensation u/s 28 of the Land 
Acquisition Act, 1894 assessable 
as capital gains or as income from 
other sources?

The assessee has received interest u/s 28 of the Land Acquisition Act, 1894 
which represents enhanced value of land and thus, partakes the character of 
compensation and not interest. Hence, interest u/s 28 is liable to be taxed under 
the head of ‘Capital Gains’ and not under ‘Income from Other Sources’. On the other 
hand, interest u/s 34 of the Land Acquisition Act, 1894 is for the delay in making 
payment after the compensation amount is determined. Such amount is liable to be 
taxed under the head ‘Income from Other Sources’.
Note - The Land Acquisition Act, 1894 has now been repealed and replaced by the 
Right to Fair Compensation and Transparency in Land Acquisition, Rehabilitation 
and Resettlement Act, 2013. Section 72 and section 80 of the new legislation have 
similar provisions regarding award of interest.
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37 CIT v. Parle Plastics Ltd. (2011) 332 ITR 63 (Bom)

Issue Decision
What are the tests for determining 
“substantial part of business” of 
lending company for the purpose of 
application of exclusion provision 
u/s 2(22)?

U/s 2(22), “dividend” does not include, inter alia, any advance or loan made to a 
shareholder by a company in the ordinary course of its business, where the lending of 
money is a substantial part of the business of the company.
Percentage of turnover in relation to the whole as also the percentage of the 
profit in relation to the whole and sometimes even percentage of manpower 
used for a particular part of the business in relation to the total manpower or 
work force of the company would be required to be taken into consideration for 
determining the substantial part of business. The capital employed for a specific 
division of a company in comparison to total capital employed would also be 
relevant to determine whether the part of the business constitutes a substantial 
part.

38 CIT v. Ambassador Travels (P) Ltd. (2009) 318 ITR 376 (Delhi)
Issue Decision

Would the provisions of deemed 
dividend u/s 2(22)(e) be attracted 
in respect of financial transactions 
entered into in the normal course of 
business?

U/s 2(22)(e), loans and advances made out of accumulated profits of a company  
in which public are not substantially interested to a beneficial owner of shares holding 
not less than 10% of the voting power or to a concern in which such shareholder 
has substantial interest is deemed as dividend. However, this provision would  
not apply in the case of advance made in the course of the assessee’s business as a 
trading transaction.
The assessee was involved in booking of resorts for the customers of these 
companies and entered into normal business transactions as a part of its 
day-to-day business activities. Such financial transactions cannot under any 
circumstances be treated as loans or advances received by the assessee from 
these concerns for the purpose of application of section 2(22)(e).

39 CIT v. Manjoo and Co. (2011) 335 ITR 527 (Kerala)
Issue Decision

Can winnings of prize money on 
unsold lottery tickets held by the 
distributor of lottery tickets be 
assessed as business income and be 
subject to normal rates of tax instead 
of the rates prescribed u/s 115BB?

The receipt of the prize money is not in his capacity as a lottery distributor but as a 
holder of the lottery ticket which won the prize. The Lottery Department also does 
not treat it as business income received by the distributor but instead treats it as prize 
money paid on which tax is deducted at source.
Further, winnings from lotteries are assessable under the special provisions of 
section 115BB, irrespective of the head under which such income falls.

Chapter 10: Set-off or Carry Forward and set off of Losses
40 Pramod Mittal v. CIT (2013) 356 ITR 456 (Delhi)

Issue Decision
Can the loss suffered by an erstwhile 
partnership firm, which was 
dissolved, be carried forward for 
set-off by the individual partner 
who took over the business of the 
firm as a sole proprietor, considering 
the succession as a succession by 
inheritance?

The partnership firm was dissolved and the takeover of the running business of 
the firm by the erstwhile partner as a sole proprietor was not a case of succession 
by inheritance. Hence, the carry forward of losses of the firm by the sole 
proprietor for set-off against his income is not allowed.
Note - In CIT v. Madhukant M. Mehta (2001) 247 ITR 805 (SC), the sole proprietor 
had expired and after his death, the heirs succeeded the business as a partnership 
concern. Therefore, the losses suffered by the deceased proprietor was allowed to be set-
off by the partnership firm since the case falls within the exception mentioned u/s 78(2), 
i.e., a case of succession by inheritance.
Also, in Saroj Aggarwal v. CIT (1985) 156 ITR 497 (SC), upon death of a partner, his 
legal heirs were inducted as partners in the partnership firm. The partnership firm was 
not dissolved on the death of the partner. The partnership firm which suffered the losses 
continued with induction of the legal heirs of the deceased partner. This, being a case 
of succession by inheritance, the benefit of carry forward of losses was given to the re-
constituted partnership firm.

Chapter 11: Deductions from Gross Total Income
41 CIT v. Container Corporation of India Limited (2018) 404 ITR 397 (SC)

Issue Decision
Can Inland Container Depots (ICDs) 
be treated as infrastructure facility, 
for profits derived therefrom to be 
eligible for deduction u/s 80-IA?

Inland Container Depots function for the benefit of exporters and importers located 
in industrial centres which are situated at distance from sea ports. The purpose of 
establishing them was to promote the export and import in the country as these 
depots act as a facilitator and reduce inconvenience to the exporter or importer.
Section 80-IA provides for a deduction of profits derived from operation of an 
infrastructure facility. The definition of “infrastructure facility” in Explanation to 
section 80-IA(4)(i) includes an inland port. Considering the nature of work such as 
custom clearance carried out at inland container depots, it can be considered as 
an inland port within the meaning of section 80-IA(4).
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42 CIT v. Meghalaya Steels Ltd (2016) 383 ITR 217 (SC)

Issue Decision
Can transport subsidy, interest 
subsidy and power subsidy received 
from the Government be treated as 
profits “derived from” business or 
undertaking to qualify for deduction 
u/s 80-IB?

There is a direct nexus between profits and gains of the undertaking or business, 
and reimbursement of such subsidies. Transport subsidy, interest subsidy and power 
subsidy from Government were revenue receipts which were reimbursed to the 
assessee for elements of cost relating to manufacture or sale of their products. Thus, 
the subsidies were only in order to reimburse, wholly or partially, costs actually 
incurred by the assessee in the manufacturing and selling of its products. 
Accordingly, these subsidies qualify for deduction u/s 80-IB.

43 CIT v. Orchev Pharma P. Ltd. (2013) 354 ITR 227 (SC) [Liberty India v. CIT (2009) 317 ITR 218 (SC) followed]
Issue Decision

Can Duty Drawback be treated as 
profit derived from the business 
of the industrial undertaking to be 
eligible for deduction u/s 80-IB?

DEPB / Duty drawback are incentives which flow from the schemes framed by the 
Central Government or from section 75 of the Customs Act, 1962. Section 80-
IB provides for the allowing of deduction in respect of profits and gains derived 
from eligible business. However, incentive profits are not profits derived from 
eligible business u/s 80-IB. They belong to the category of ancillary profits of such 
undertaking. Profits derived by way of incentives such as DEPB/Duty drawback 
cannot be credited against the cost of manufacture of goods debited in the statement 
of profit and loss and they do not fall within the expression "profits derived from 
industrial undertaking" u/s 80-IB. Hence, Duty drawback receipts and DEPB 
benefits do not form part of the profits derived from the eligible business for the 
purpose of deduction u/s 80-IB.

44 CIT v. Swarnagiri Wire Insulations Pvt. Ltd. (2012) 349 ITR 245 (Karn)
Issue Decision

Can unabsorbed depreciation 
of a business of an industrial 
undertaking eligible for deduction 
u/s 80-IA be set off against income 
of another non-eligible business of 
the assessee?

The deeming provision contained in section 80-IA(5) cannot override the 
provisions of section 70(1). The assessee had incurred loss in eligible business after 
claiming depreciation. Hence, section 80-IA becomes insignificant, since there is no 
profit from which this deduction can be claimed. It is thereafter that section 70(1) 
comes into play, whereby the assessee is entitled to set off the losses from one source 
against income from another source under the same head of income. Therefore, the 
assessee was entitled to the benefit of set off of loss of eligible business against 
the profits of non-eligible business. However, once set-off is allowed u/s 70(1) 
against income from another source under the same head, a deduction to such extent 
is not possible in any subsequent assessment year i.e., the loss (arising on account of 
balance depreciation of eligible business) so set-off u/s 70(1) has to be first deducted 
while computing profits eligible for deduction u/s 80-IA in the subsequent year.

45 CIT v. Sunil Vishwambharnath Tiwari (2016) 388 ITR 630 (Bom)
Issue Decision

Is the increase in gross total income 
consequent to disallowance u/s 
40(a)(ia) eligible for profit-linked 
deduction under Chapter VI-A?

The assessee is entitled to claim deduction u/s 80-IBA in respect of the enhanced 
gross total income as a consequence of disallowance of expenditure u/s 40(a)(ia).
Note - The CBDT has, in its Circular No.37/2016 dated 2.11.2016, mentioned that 
the courts have generally held that if the expenditure disallowed is related to the 
business activity against which the Chapter VI-A deduction has been claimed, the 
deduction needs to be allowed on the enhanced profits. Thus, the settled position is 
that the disallowances made under sections 32, 40(a)(ia), 40A(3), 43B, etc. and other 
specific disallowances, relating to the business activity against which the Chapter VI-A 
deduction has been claimed, result in enhancement of the profits of the eligible business, 
and that deduction under Chapter VI-A is admissible on the profits so enhanced on 
account of such disallowance.

46 CIT v. Nestor Pharmaceuticals Ltd. / Sidwal Refrigerations Ind Ltd. v. DCIT (2010) 322 ITR 631 (Delhi)
Issue Decision

Does the period of exemption 
u/s 80-IB commence from the 
year of trial production or year of 
commercial production? Would it 
make a difference if sale was effected 
from out of the trial production?

The assessee had started trial production in March 1998 whereas commercial 
production started only in April, 1998. With mere trial production, the manufacture 
for the purpose of marketing the goods had not started which starts only with 
commercial production, namely, when the final product to the satisfaction of the 
manufacturer has been brought into existence and is fit for marketing. However, in 
this case, since the assessee had effected sale in March 1998, it had crossed the stage of 
trial production and the final saleable product had been manufactured and sold. The 
quantum of commercial sale and the purpose of sale (namely, to obtain registration 
of excise / sales-tax) is not material. With the sale of those articles, marketable 
quality was established. Therefore, the conditions stipulated in section 80-IB were 
fulfilled with the commercial sale of the two items in that assessment year, and hence 
the five year period has to be reckoned from A.Y.1998-99.
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Chapter 15: Deduction, Collection and Recovery of Tax

47 ITC Ltd v. CIT (2016) 384 ITR 14 (SC)

Issue Decision

Whether “tips” received by the hotel-
company from its customers (who 
made payment through credit card) 
and distributed to the employees 
would fall within the meaning of 
“Salaries” to attract tax deduction at 
source u/s 192?

Section 15 applies when an employee has a vested right to claim any salary from an 
employer or former employer. However, in the case on hand, there is no vested right 
on the part of the employee to claim any amount of tips from the employer, since tips 
are purely voluntary amounts that may or may not be paid by customers for services 
rendered.
The amount of tips paid by the employer to the employees had no reference 
to the contract of employment at all. Tips were received by the employer in a 
fiduciary capacity as trustee for payments that were received from customers which 
they disbursed to their employees for service rendered to the customer. There was, 
therefore, no reference to the contract of employment when these amounts were paid 
by the employer to the employee. 
Therefore, the tips received by the employees could not be regarded as “profits 
in lieu of salary” in terms of section 17(3). The payment by the employer of tips 
collected from the customers to the employees would not be a payment made “by or 
on behalf of” an employer. Such payments would be outside the purview of section 
15(b) of the Act. 
The person who paid the tip was the customer and not the employer. Even though 
the amounts were with the employer, he had no title to the money and it was held in a 
fiduciary capacity as trustee for and on behalf of the employees.
Therefore, in such a case, no liability to deduct tax at source u/s 192 arises, and 
hence, the assessee company cannot be treated as an assessee in default for non-
deduction of tax at source from the amount of tips collected and distributed to its 
employees.

48 Japan Airlines Co. Ltd. v. CIT / CIT v. Singapore Airlines Ltd. (2015) 377 ITR 372 (SC)

Issue Decision

Are landing and parking charges paid 
by an airline company to Airports 
Authority of India in the nature 
of rent to attract tax deduction at 
source u/s 194-I?

The charges which are fixed by the AAI for landing and take-off services as well 
as for parking of aircrafts are not for the "use of the land". These charges are for 
services and facilities offered in connection with the aircraft operation at the airport 
which include providing of air traffic services, ground safety services, aeronautical 
communication facilities, installation and maintenance of navigational aids and 
meteorological services at the airport. Hence, the charges are not for use of the 
land per se and, therefore, it cannot be treated as "rent" within the meaning of 
section 194-I.

49 CIT v. Ahmedabad Stamp Vendors Association (2012) 348 ITR 378 (SC)

Issue Decision

Can discount given to stamp vendors 
on purchase of stamp papers be 
treated as ‘commission or brokerage’ 
to attract the provisions for tax 
deduction u/s 194H?

Although the Government has imposed a number of restrictions on the licensed 
stamp vendors regarding the manner of carrying on the business, the stamp vendors 
are required to purchase the stamp papers on payment of price less discount on 
“principal to principal” basis and there is no “contract of agency” at any point of time. 
The definition of “commission or brokerage” under clause (i) of the Explanation to 
section 194H indicates that the payment should be received, directly or indirectly, 
by a person acting on behalf of another person, inter alia, for services in the course 
of buying or selling goods. Therefore, the element of agency is required in case of 
all services and transactions contemplated by the definition of “commission or 
brokerage” under Explanation (i) to section 194H. 
When the licensed stamp vendors take delivery of stamp papers on payment of 
full price less discount and they sell such stamp papers to the retail customers, 
neither of the two  activities (namely, buying from the Government and selling 
to the customers) can be termed as service in the course of buying and selling 
of goods. The discount on purchase of stamp papers, therefore, does not fall 
within the expression “commission or brokerage” to attract the provisions of tax 
deduction at source u/s 194H.
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50 CIT v. Kotak Securities Ltd (2016) 383 ITR 1 (SC)

Issue Decision
Would transaction charges paid by 
the members of the stock exchange 
for availing fully automated online 
trading facility, being a facility 
provided by the stock exchange 
to all its members, constitute fees 
for technical services to attract the 
provisions of tax deduction at source 
u/s 194J?

The assessee company was engaged in the business of share broking, depositories, 
mobilisation of deposits and marketing public issues. Being a member of the BSE, it 
made payment to the Stock Exchange by way of transaction charges in respect of fully 
automated online trading facility and other facilities. 
•	 The services provided by the stock exchange are available to all members in respect 

of every transaction that is entered into. There is nothing special, exclusive or 
customized in the service that is rendered by the stock exchange. 

•	 A member who wants to conduct his daily business in the stock exchange has no 
option but to avail such services. Each and every transaction by a member involves 
the use of such services provided by the stock exchange for which the member is 
required to pay transaction charge based on the transaction value besides charges 
for the membership of the stock exchange. 

•	 Technical services like managerial and consultancy service are in the nature of 
specialised services made available by the service provider to cater to the special 
needs of the customer-user as may be felt necessary. It is the above feature that 
would distinguish or identify a service provider from a facility offered.

The service provided by the BSE for which transaction charges are paid failed to 
satisfy the test of specialised, exclusive and individual requirement of the user or the 
consumer who may approach the service provider for such assistance or service. 
Therefore, the transaction charges paid to BSE by its members are not for technical 
services but are in the nature of payments made for facilities provided by the 
stock exchange. Such payments would, therefore, not attract the provisions of 
tax deduction at source u/s 194J.

51 UCO Bank v. Dy. CIT (2014) 369 ITR 335 (Delhi)
Issue Decision

Is section 194A applicable in respect 
of interest on fixed deposits in the 
name of Registrar General of High 
Court?

The expression “payee” u/s 194A would mean the recipient of income whose account 
is maintained by the person paying interest. The Registrar General is neither 
recipient of the amount credited to his account nor to interest accruing thereon. 
Therefore, he cannot be considered as a ‘payee’ for the purposes of section 194A. 
In the absence of a payee, the machinery provisions for deduction of tax to his credit 
are ineffective. The credit by the bank in the name of the Registrar General would, 
thus, not attract the provisions of section 194A.
Note - The CBDT has accepted the aforesaid judgment and accordingly, vide Circular 
No.23/2015 dated 28.12.2015, clarified that interest on FDRs made in the name of 
Registrar General of the Court or the depositor of the fund on the directions of the 
Court, will not be subject to TDS till the matter is decided by the Court. However, once 
the Court decides the ownership of the money lying in the fixed deposit, the provisions 
of section 194A will apply to the recipient of the income.

52 Vodafone Essar Cellular Ltd. v. ACIT (TDS) (2011) 332 ITR 255 (Kerala)
Issue Decision

Can discount given on supply of 
SIM cards by a telecom company 
to its distributors be treated as 
commission to attract the TDS 
provisions u/s 194H?

There is no sale of goods involved and the entire charges collected by the assessee-
telecom company from the distributors at the time of delivery of SIM cards or 
recharge coupons were only for rendering services to ultimate subscribers. The 
assessee was accountable to the subscribers for failure to render prompt services 
pursuant to connections given by the distributor. Therefore, the distributor only acted 
as a middleman on behalf of the assessee for procuring and retaining customers and 
consequently, the discount given to him was within the meaning of commission on 
which tax was deductible u/s 194H.

53 Indus Towers Ltd v. CIT (2014) 364 ITR 114 (Delhi)
Issue Decision

Is payment made for use of passive 
infrastructure facility such as mobile 
towers subject to tax deduction u/s 
194C or 194-I?

The assessee owned a network of telecom towers and infrastructure services which 
were let out to major telecom operators in the country. The infrastructure was given 
for the use of mobile operators. The towers were the neutral platform without which 
the mobile operators could not operate. Each mobile operator has to carry out this 
activity, by necessarily renting premises and installing the same equipment. The 
dominant intention was the use of equipment or plant or machinery i.e., the 
passive infrastructure, and the use of premises was only incidental. Hence, tax 
has to be deducted@2% as per section 194-I(a), the rate applicable for payment 
made for use of plant and machinery.
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54 CIT v. Senior Manager, SBI (2012) 206 Taxman 607 (All)

Issue Decision
In respect of a co-owned property, 
would the threshold limit mentioned 
in section 194-I for non-deduction 
of tax at source apply for each 
co-owner separately or is it to be 
considered for the complete amount 
of rent paid to attract liability to 
deduct tax at source?

Since the share of each co-owner is definite and ascertainable, they cannot be assessed 
as an association of persons as per section 26. The income from such property is to be 
assessed in the individual hands of the co-owners. Therefore, it is not necessary that 
there should be a physical division of the property by metes and bounds to attract the 
provisions of section 26.
In this case, since the payment of rent is made to each co-owner by way of separate 
cheque and their share is definite, the threshold limit mentioned in section 194-I has 
to be seen separately for each co-owner.

55 CIT (TDS) v. Shree Mahalaxmi Transport Co. (2011) 339 ITR 484 (Guj)
Issue Decision

Can the payment made by an assessee 
engaged in transportation of building 
material and transportation of goods 
to contractors for hiring dumpers, 
be treated as rent for machinery or 
equipment to attract provisions of tax 
deduction at source u/s 194-I?

Since the assessee had given contracts to the parties for the transportation of goods 
and not for renting out machinery and equipment, such payments could not be 
termed as rent paid for the use of machinery. The provisions of section 194-I would, 
therefore, not be applicable. The transactions being in the nature of contracts 
for shifting of goods from one place to another would be covered under works 
contracts, thereby attracting the provisions of section 194C.

56 CIT v. V.S. Dempo & Co P Ltd (2016) 381 ITR 303 (Bom) (Full Bench)
Issue Decision

Is tax is required to be deducted u/s 
195 on the demurrage charges paid 
to a foreign shipping company which 
is governed by section 172 for the 
purpose of levy and recovery of tax?

Since section 172 dealing with shipping business of non-residents contains a non-
obstante clause and applies both for the purpose of the levy and recovery of tax in the 
case of any ship carrying passengers etc., belonging to or chartered by a non-resident 
and shipping at a port in India, there would be no obligation on the payer-assessee 
to deduct the tax at source u/s 195 on payment of demurrage charges to the non-
resident shipping company.

57 Sun Outsourcing Solutions Private Limited v. CIT (Appeals) (2018) 407 ITR 480 (T&AP)
Issue Decision

Is interest u/s 201(1A) attracted even 
in a case where non-deduction of 
tax at source was under a bona fide 
belief that tax was not deductible 
and the default was not wilful?

The assessee is a private limited company engaged in the business of software 
development with its office in Hyderabad and branch office in London. In the course 
of executing software projects in the U.K., the assessee had deputed some employees 
from Hyderabad to London. The assessee did not deduct tax at source on the 
allowances paid to the staff deputed to the U. K. 
Since the company had failed to deduct tax on the payments made to its employees, 
being Indian residents deputed to work in the U.K., section 201(1A) is automatically 
attracted; even if such non-deduction was due to the bona fide belief that tax is not 
deductible in such case, the company is, nevertheless, liable to pay interest u/s 
201(1A).

Chapter 18: Appeals and Revision
58 Genpact India Pvt. Ltd. v. DCIT & Ors (2019) 419 ITR 440 (SC)

Issue Decision
Is appellate remedy by way of appeal 
before Commissioner (Appeals) u/s 
246A available to a company denying 
its liability to pay additional income-
tax @ 20% on the distributed income 
u/s 115QA?

The situations referred to in section 246A(1)(a) of the Income-tax Act, 1961 are:
(i)	 An order against the assessee, where the assessee denies his liability to be assessed 

under the Act, or
(ii)	 An intimation u/s 143(1)/(1B), where the assessee objects to the making of 

adjustments, or
(iii) Any order of assessment u/s 143(3)/144, where the assessee objects to the amount 

of income assessed, or to the amount of tax determined, or to the amount of loss 
computed, or to the status under which he is assessed.

The contingencies detailed in (ii) and (iii) hereinabove arise out of assessment 
proceedings but the first contingency is a standalone postulate and is not dependent 
purely on the assessment proceedings either u/s 143 or section 144. The expression 
"denies his liability to be assessed" is quite comprehensive to take within its fold every 
case where the assessee denies his liability to be assessed under the Act.
Any determination u/s 115QA, be it regarding quantification of the liability or 
the question whether such company is liable or not, would fall within the ambit 
of the first postulate referred to hereinabove i.e., "an order against the assessee, 
where the assessee denies his liability to be assessed under this Act". Accordingly, 
an appeal u/s 246A to Commissioner (Appeals) would be maintainable against 
the determination of liability u/s 115QA.
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59 CIT v. Pruthvi Brokers & Shareholders (2012) 349 ITR 336 (Bom)
Issue Decision

Can an assessee make an additional/ 
new claim before an appellate 
authority, which was not claimed by 
the assessee in the return of income 
(though he was legally entitled to), 
otherwise than by way of filing a 
revised return of income?

The appellate authorities have jurisdiction to permit additional claims before them, 
however, the exercise of such jurisdiction is entirely the authorities’ discretion.
In case an additional ground was raised before the appellate authority which could not 
have been raised at the stage when the return was filed or when the assessment order 
was made, or the ground became available on account of change of circumstances or 
law, the appellate authority can allow the same.
Additional grounds can be raised before the Appellate Authority even otherwise than 
by way of filing return of income. However, in case the claim has to be made before the 
Assessing Officer, the same can only be made by way of filing a revised return of income.

60 CIT v. Earnest Exports Ltd. (2010) 323 ITR 577 (Bom)
Issue Decision

Does the Appellate Tribunal have 
the power to review or re-appreciate 
the correctness of its earlier decision 
u/s 254(2)?

The power u/s 254(2) is limited to rectification of a mistake apparent on record and 
therefore, the Tribunal must restrict itself within those parameters. Section 254(2) is 
not a carte blanche for the Tribunal to change its own view by substituting a view 
which it believes should have been taken in the first instance. Section 254(2) is not 
a mandate to unsettle decisions taken after due reflection.
In this case, the Tribunal, while dealing with the application u/s 254(2), virtually 
reconsidered the entire matter and came to a different conclusion. This amounted 
to a reappreciation of the correctness of the earlier decision on merits, which is 
beyond the scope of the power conferred u/s 254(2).

61 Lachman Dass Bhatia Hingwala (P) Ltd. v. ACIT (2011) 330 ITR 243 (Delhi)(Full Bench)
Issue Decision

Can the Tribunal exercise its power 
of rectification u/s 254(2) to recall 
its order in entirety, where there is a 
mistake apparent from record?

One of the important reasons for giving the power of rectification to the Tribunal 
is to see that no prejudice is caused to either of the parties appearing before it by 
its decision based on a mistake apparent from the record. When prejudice results 
from an order attributable to the Tribunal’s mistake, error or omission, then, it is the 
duty of the Tribunal to set it right. In that case, the Tribunal had not considered the 
material which was already on record while passing the judgment. The Apex Court in 
another case law, took note of the fact that the Tribunal committed a mistake in not 
considering material which was already on record and the Tribunal acknowledged its 
mistake and accordingly, rectified its order. 
Accordingly the High Court that the Tribunal, while exercising the power of 
rectification u/s 254(2), can recall its order in entirety if it is satisfied that prejudice 
has resulted to the party which is attributable to the Tribunal’s mistake, error or 
omission and the error committed is apparent.

62 CIT v. Fortaleza Developers (2015) 374 ITR 510 (Bom)
Issue Decision

Can the Commissioner invoke 
revisionary jurisdiction u/s 
263, when the subject matter of 
revision (i.e., whether the manner 
of allocation of revenue amongst 
the members of AOP would affect 
the allowability and/or quantum 
of deduction u/s 80-IB) has been 
decided by the Commissioner 
(Appeals) and the same is pending 
before the Tribunal?

When the order of the first appellate authority is complete and the appeal is 
pending before the Tribunal, the Commissioner is precluded from invoking 
section 263 for revision of the very same matter decided by the first appellate 
authority since clause (c) of the Explanation 1 to section 263 debars the same. 
Accordingly, the High Court held that the order passed by the Assessing Officer got 
merged with the order of the first appellate authority. The very same issue cannot be 
revised by invoking revisionary jurisdiction u/s 263.

63 Sunil Vasudeva & Others v. Sundar Gupta & Others (2019) 415 ITR 281 (SC)
Issue Decision

Does the High Court have the 
inherent power to review its own 
order to correct a mistake apparent 
from the record?

The High Court can review its own order, where the grounds for review were: 
(i)  	 discovery of new and important matter or evidence which, after the exercise of due 

diligence, was not within knowledge of the petitioner or could not be produced by 
him; 

(ii)  	 mistake or error apparent on the face of the record; 
(iii) 	 any other sufficient reason. 
A review will, however, not be maintainable in the following cases: 
(i)	 repetition of old and overruled argument; 
(ii)	 minor mistakes of inconsequential import. 



  direct tax laws 

	 The Chartered Accountant Student   April 2021    19

Sl. No. Case Law

The following observations were also made by the Supreme Court in relation to 
entertaining a review application:
(i)   	 review proceedings cannot be equated with the original hearing of the case. 
(ii) 	 a review is not maintainable unless the material error, manifest on the face of the 

order, undermines its soundness or results in miscarriage of justice. 
(iii) 	 a review is by no means an appeal in disguise whereby an erroneous decision is 

reheard and corrected but lies only for patent error. 
(iv) 	 The mere possibility of two views on the subject cannot be a ground for review. 
(v)  	 The error apparent on the face of the record should not be an error which has to 

be fished out and searched.
(vi) 	 The appreciation of evidence on record is fully within the domain of the appellate 

court, it cannot be permitted to be advanced in the review petition. 
(vii) 	A review is not maintainable when the same relief sought at the time of arguing 

the main matter had been negatived.
64 CIT v. Meghalaya Steels Ltd. (2015) 377 ITR 112 (SC)

Issue Decision

Does the High Court have an 
inherent power under the Income-
tax Act, 1961 to review an earlier 
order passed on merits?

High Courts being courts of record under article 215 of the Constitution of India, 
the power of review would inhere in them. There is nothing in article 226 of the 
Constitution to preclude a High Court from exercising the power of review 
which inheres in every court of plenary jurisdiction to prevent miscarriage of 
justice or to correct grave and palpable errors committed by it.
Section 260A(7) does not purport in any manner to curtail or restrict the application 
of the provisions of the Code of Civil Procedure. Section 260A(7) only states that all 
the provisions that would apply qua appeals in the Code of Civil Procedure would 
apply to appeals u/s 260A. That does not in any manner suggest either that the other 
provisions of the Code of Civil Procedure are necessarily excluded or that the High 
Court's inherent jurisdiction is in any manner affected.

65 CIT v. A.A. Estate Pvt. Ltd. (2019) 413 ITR 438 (SC)

Issue Decision
Considering the procedure as 
prescribed u/s 260A, is the High 
Court justified in not framing any 
substantial question of law itself and 
adjudicating merely on the questions 
put forth by the appellant? 

There lies a distinction between the questions proposed by the appellant for admission 
of the appeal to the High Court and the questions framed by the High Court. The 
substantial questions of law, which are proposed by the appellant fall u/s 260A(2)(c) 
whereas the substantial question of law is required to be framed by the High Court fall 
u/s 260A(3).  U/s 260A(4), the appeal is heard on merits only on the substantial 
question of law framed by the High Court u/s 260A(3). If the High Court is of
the view that the appeal did not involve any substantial question of law, it should 
have recorded a categorical finding to that effect saying that the questions proposed 
by the appellant either do not arise in the case or/and are not substantial questions 
of law so as to attract the rigour of section 260A for its admission and accordingly 
should have dismissed the appeal in limine. However, this was not done. Instead, the 
appeal was heard only on the questions urged by the appellant u/s 260A(2)(c), 
which is not in line with the requirement contained in section 260A(4). The High 
Court, therefore, did not decide the appeal in conformity with the mandatory 
procedure prescribed in section 260A.

66 Spinacom India (P.) Ltd. v. CIT (2018) 258 Taxman 128 (SC)

Issue Decision
Can the delay in filing appeal u/s 
260A be condoned where the stated 
reason for delay is the pursuance of 
an alternate remedy by way of filing 
an application before the ITAT u/s 
254(2) for rectification of mistake 
apparent on record?

The Supreme Court rejected the question of invoking section 14 of the Limitation 
Act, 1963 which allows condonation of delay on demonstration of sufficient cause. 
The Supreme Court refused to accept the submission that the application before 
the ITAT u/s 254(2) was an alternate remedy to filing of the application u/s 260A. 
The former is an application for rectifying a ‘mistake apparent from the record’ 
which is much narrower in scope than the latter. U/s 260A, an order of the ITAT 
can be challenged on substantial questions of law. The Supreme Court stated 
that the appellant had the option of filing an appeal u/s 260A while also mentioning 
in the Memorandum of Appeal that its application u/s 254(2) was pending 
before the ITAT. The time period for filing an appeal u/s 260A does not get 
suspended on account of the pendency of an application before the ITAT u/s 
254(2). 
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EMPLOYEE (LABOUR) COST

In today’s business world, Chartered Accountants are very much part of the decision-making team of any organisation. 
They are rigorously involved in decision-making process with the help of Cost and Management Accounting tools. 
While being associated with an industry, a Chartered Accountant may also be involved in monitoring, measuring, 
compensating appropriately to the employees (labour) to achieve economy in cost as well as retain best talent, 
efficiency in performance and effectiveness in desired output, side by side ascertaining cost for a cost object through 
elementwise collection of cost, accumulation of the costs into a cost sheet. While this edition of Cost & Management 
Accounting (CMA) Capsule discusses the topic ‘Employee (Labour) Cost’ covering Wages and Incentive Payment 
system to employees, its absorption; efficiency rating procedures; treatment of overtime, idle time; Employee Turnover 
along with topic ‘Cost Sheet’ covering its classification, format and advantages, students are advised to thoroughly go 
through the same to meticulously understand the concepts before attempting questions.

Points of Discussion Classification of Employee cost:

Employee Cost Control

Factors for the Control of Employee Cost:

Meaning of Employee (Labour) Cost

Direct 
employee cost Indirect 

employee cost

Meaning of 
Employee 

(Labour) Cost 

Control of 
Employee Cost 

Attendance 
& Payroll 

Procedures

Wage and 
Incentives 

Payment System

Overtime

Idle Time

Absorption of 
Wages

Efficiency 
Rating 

Procedures

Employee 
(Labour) 
Turnover

EMPLOYEE 
(LABOUR) 

COST

EMPLOYEE 
(LABOUR) 

COST 
CONTROL

•	 Benefits paid or payable to the employees 
of an entity, whether permanent,  
or temporary for the services rendered 
by them.

•	 Includes payments made in cash or kind. -	 To control over the cost incurred on 
employees.

-	 To keep the wages per unit of output 
as low as possible. 

-	 To give the employees an appropriate 
compensation and encourage 
efficiency.Wages and 

salary

Allowances and 
incentives

Assessment of 
manpower requirements.

Time and Motion Study.

Control over employee 
turnover.

Job Evaluation and 
Merit Rating.

Control over time-
keeping and time-
booking.

Control over idle time 
and overtime.

Wage and Incentive 
systems.

Employee productivity.

Payment for 
overtimes

Employer’s 
contribution to PF 
and other welfare 

funds;

Other benefits 
(leave with pay, 

free or subsidised 
food, leave travel 
concession etc.) Employee cost 

includes

Direct employee cost Indirect employee cost
1. Cost of employees, directly 

engaged in the production 
process.

1. Cost of employees who are 
not directly engaged in the 
production process.

2. Easily identifiable and 
allocable to cost unit.

2. Apportioned on some 
appropriate basis.

3. Varies with the volume 
of production and has 
positive relationship with 
the volume.

3. May not vary with the 
volume of production.
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Payroll Procedures of Employees

Time-keeping: A record of total time spent by 
the employees in a factory.

Time-Booking: A method wherein each activity of 
an employee is recorded.

For the collection of all such data, a separate record, 
generally known as Time (or Job) card, is kept.

Objectives of 
Time Keeping:

Objectives of 
Time Booking:

(i)	 For the preparation of payrolls.
(ii)	 For calculating overtime.
(iii)	 For ascertaining employee cost.
(iv)	 For controlling employee cost.
(v)	 For ascertaining idle time.
(vi)	 For disciplinary purposes.
(vii)	For overhead distribution.

(i)	 To compute the cost of the job 
or activity.

(ii)	 To measure efficiency.
(iii)	 To analyse the variance in 

time with respect to the 
standard time.

Methods of Time-keeping

Manual Methods

Attendance 
Register method

Punch Card 
Attendance

Metal Disc/ Token 
method

Biometric 
Attendance system

Mechanical/ Automated 
Methods

Methods of Time-keeping

Time -keeping 
Department

1.
 T

im
e 
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d 

A
tte
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ce

2.
 E

m
pl
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ee

 
D
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3. Wage and 
Salary sheet

4. Payment after deductions 
and contributions

5. Deposit of deductions 
and contributions

Payroll 
Department

Cost/ Accounting 
Department

Employees Statutory Bodies

Personnel/ HR 
Department

• List of employees and other details:
List of employees on roll and the rate at which 
they will be paid is sent by the personnel/ HR 
department.

• Computation of wages and other incentives:
Payroll department prepares pay slip and forward 
the same to the cost/ accounting department. 

• Payment to the employees:
After all deductions (like PF, ESI, TDS), wages/ 
salary is paid to the employees.

• Deposit of all statutory liabilities:
All statutory deduction are paid to the respective 
statutory bodies & funds.

• Attendance and Time details:
Detailed sheet of number of days or hours worked 
by each employee as reflected by the time keeping 
methods are sent to the payroll department.

Step-1

Step-2

Step-3

Step-4

Step-5

Idle Time

The time during which no production is carried-out because 
the worker remains idle but are paid.

Normal idle 
time Abnormal 

idle time

Normal Idle Time: Time which cannot be avoided or 
reduced in the normal course of business.

•	 Time lost between factory gate and the place of 
work,

•	 Interval between one job and another,
•	 Setting up time for the machine,
•	 Normal rest time, break for lunch etc.

Causes:

Treatment 
of Normal 
Idle Time

•	 Treated as a part of cost of production. 
•	 In the case of direct workers an allowance for 

normal idle time is considered while setting of 
standard hours or standard rate.

•	 In case of indirect workers, normal idle time is 
considered for the computation of overhead rate.

Abnormal Idle Time: Apart from normal idle time, there 
may be factors which give rise to abnormal idle time.
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•	  Lack of coordination,
•	  Power failure, Breakdown of machines,
•	  Non-availability of raw materials,
•	  Strikes, lockouts, poor supervision, fire, flood 

etc.

Causes:

Causes further 
analysed into

Controllable 
abnormal idle time 

Uncontrollable 
abnormal idle time

Time which could have 
been put to productive 

use had the management 
been more alert and 

efficient.

Time lost which 
management does not 
have any control e.g., 

breakdown of machines, 
flood etc.

Treatment 
of Abnormal 

Idle time

•	 Not included in production cost.
•	 Shown as a separate item in the Costing Profit 

and Loss Account. 
•	 For each category i.e. controllable and 

uncontrollable idle time, the break-up of cost due 
to various factors should be separately shown.

•	 Management should aim at eliminating 
controllable idle time.

Overtime: Work done beyond normal working hours.

Causes

Urgency of work.

To make up shortfall in 
production due to some 

unexpected development.

To make up shortfall in 
production due to some 

fault of management.

To take advantage of an 
expanding market or of 

rising demand.

Treatment

Charged to job directly.

Treated as overhead cost of 
the particular cost centre 

which works overtime.

If overtime is worked in a 
department due to the fault 
of another department, then 
premium should be charged 

to the latter department.

Overtime worked on account 
of abnormal conditions 

such as flood, etc., should 
be charged to Costing P/L 

Account.

Overtime Payment	=	 Wages paid for overtime at normal rate + 
Premium (extra) payment for  overtime work

Overtime 
premium: Extra amount so paid over the normal rate 

Systems of Wage Payment and Incentives

Time based (Time Rate System):

Output Based (Piece Rate System):

Premium Bonus Method:

Overtime

System of Wages Payment

Time 
based

Output 
based

Premium 
Bonus 

method

Group 
bonus 

scheme

Incentives 
for indirect 

workers

Combination 
of time and 

output based

Workers are paid on time basis i.e. hour, day, week, or month.

Wages = Number of units produced × Rate per unit

Wages = Time taken × Time rate + 50% of time saved × Time rate

Wages = Time Worked (Hours/ Days/ Months) × Rate for the time

Each operation, job or unit of production is termed a piece. 
A rate of payment, is fixed for each piece. 
The wages of the worker depend upon his output and rate of 
each unit of output.

The worker is guaranteed his daily wages, if output is below 
and up to standard. 
In case the task is completed in less than the standard time, 
the saved time is shared between the employees and the 
employer.

HALSEY 
PREMIUM 

PLAN

•	 A standard time is fixed for each job or 
process

•	 Worker gets his time rate even if he 
exceeds the standard time limit, since 
his day rate is guaranteed.

•	 If job done in less than the standard 
time, bonus equal to 50 percent of the 
wages of time saved is paid.

ADVANTAGES of 
HALSEY PREMIUM PLAN

DISADVANTAGES of 
HALSEY PREMIUM PLAN

•	 Time rate is guaranteed.
•	 Opportunity for increasing 

earnings by increasing 
production.

•	 System is equitable in as 
much as the employer gets a 
direct return for his efforts 
in improving production 
methods.

•	 Incentive is not so strong 
as with piece rate system.

•	 Harder the worker works, 
the lesser he gets per piece.

•	 Sharing principle may not 
be liked by employees.
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Absorption of Wages

Employee (Labour) Turnover

Efficiency Rating Procedures

Need for Efficiency rating:

Monetary payment 
•	 Basic wages, 
•	 Dearness allowance, 
•	 Overtime wages, 
•	 Production bonus,
•	 Employer’s contribution to 

PF, ESI and other funds,
•	 Leave pay, etc.

Non-monetary benefits
•	 Medical facilities;
•	 Educational and training 

facilities;
•	 Recreational and sports 

facilities;
•	 Housing and social 

welfare; and
•	 Cost of subsidised canteen 

and co-operative societies, 
etc.

ROWAN 
PREMIUM 

PLAN

•	 Standard time allowance is fixed for 
performance of a job. 

•	 Bonus is paid if time is saved.
•	 Bonus is that proportion of the time 

wages as time saved bears to the 
standard time.

Time taken × Rate per hour + Time Saved
Time Allowed

 × Time taken × Rate per hour

ADVANTAGES of 
ROWAN PREMIUM PLAN

DISADVANTAGES of 
ROWAN PREMIUM PLAN

•	 A worker can never double 
his earnings even if there 
is bad rate setting.

•	 Suitable for encouraging 
moderately efficient 
workers.

•	 Sharing principle appeals 
to the employer as being 
equitable.

•	 System is a bit complicated.
•	 Incentive is weak at a high 

production level where the 
time saved is more than 
50% of the time allowed.

•	 Sharing principle is not 
generally welcomed by 
employees.

Elements of Wages

If the time taken by a worker on a job ≤ the standard time, 
then he is rated efficient. 

Efficiency in % = 
Time allowed as per standard

Time Taken
 × 100

Helps 
management 
for preparing 

manpower 
requirements

Payment 
has a 

direct 
relationship 

with the 
output

Firm 
following 
system of 

payment by 
results

Factors for increasing Employee productivity:

Employing who possess right type of skill. 

Placing the right type of person to the right job.

Carrying out work study for fixation of wages.

Training young and old workers by providing 
right types of opportunities.

Taking appropriate measures to avoid the situation of 
excess or shortage of employees.

EMPLOYEE 
TURNOVER

Rate of change in the composition of employee 
force during a specified period measured 
against a suitable index.

Methods to calculate Employee Turnover

Replacement Method
This considers actual 

replacement of 
employees irrespective 

of number of 
persons leaving the 

organisation

Separation 
Method

This considers 
total number 
of employees 

separated

Flux Method
This considers 

both the number 
of replacements 

as well as the 
number of 
separations

Replacement method = 
Number of employees Replaced  

during the period
Average number of employees during the 

period on roll
 × 100

Separation method = Number of employees Seperated during the period
Average number of employees during the period on roll  × 100

Flux method = 
Number of employees Seperated + 

Number of employees Replaced during the period
Average number Of employees during the period on roll  × 100

Or
No. of Separations+No.of Accessions (i.e.  No.of Replacements+ 

No.of New Joinings)
Average no.of employees during the period on roll  × 100

Newly recruited employees are also responsible for changes 
in the composition or work force, some management 
accountants feel to take new recruitment for calculating 
employee turnover. The total number of workers joining, 
including replacements, is called accessions.
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Change of jobs for betterment

Premature retirement

Seasonal nature of the business

Change in plant location

Disability

Disciplinary measures

Low wages and allowances

Domestic problems/ Family 
responsibilities

Discontent over the jobs and 
working environment

Shortage of raw material, power, 
slack market for the product etc.

Strained relationship with 
management

Lack of training facilities and 
promotional avenues

Lack of recreational and 
medical facilities

Dissatisfaction with job, 
remuneration, hours of work, 

working conditions, etc.

Personal 
Causes

COST SHEET

Unavoidable 
Causes 

Avoidable 
Causes

C
au
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m
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Effects of Employee Turnover:

Cost of Employees Turnover:

Even flow of production is disturbed

Efficiency of new workers is low

Increased cost of training

New workers cause increased breakage of tools

Cost of recruitment

Preventive Costs
Costs incurred to prevent 

employee turnover or keep 
it as lowest as possible

Cost of medical 
benefit

Cost of 
recruitment

Training and 
induction

Abnormal 
breakage and scrap 

Cost on employees’ 
welfare like 
pension etc.

Cost on other 
benefits with an 

objective to retain 
employees

Extra wages and 
overheads due to 
the inefficiency of 

new workers

Replacement Costs
Costs which arise due to 

employee turnover 

Cost of Employees Turnover

Points of Discussion

Functional Classification of Elements of Cost

Cost Heads in a Cost Sheet

Functional 
Classification

Format of 
Cost Sheet

Head of 
Costs in Cost 

Sheet

Advantages 
of 

Cost Sheet

Direct Material Cost

Direct Employee (labour) Cost

Prime Cost

Cost of Production

Cost of Goods Sold

Cost of Sales

Direct Expenses

Production/ Manufacturing Overheads

Administration Overheads

Selling Overheads

Distribution Overheads

Research and Development costs etc.

Causes of Employee Turnover:
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Cost of material

Wages and salary

Power & fuel

Royalty paid

Hire charges

Fee for technical assistance

Freight inwards

Allowances and incentives

Insurance

Payment for overtime

Bonus/ ex-gratia

Trade discounts or rebates 
(to be deducted)

Duties & Taxes (if ITC is not 
available/ availed).

Employer’s contribution to
PF, ESI & funds

Other benefits (medical, leave 
with pay, LTC).

Amortised cost of moulds, 
patterns, patents

Other expenses directly related 
with the production of goods.

Cost of direct 
material 

consumed* e.g.

Payments to 
the employees 
engaged in the 

production 
of goods and 
provision of 
services e.g.

Expenses other 
than direct 

material cost 
and direct 

employee cost 
e.g.

D
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Prime Cost:

Direct 
material costs

Direct 
employee costs

Direct 
expenses

Prime 
Cost

Opening 
Stock of 
Material

Addition/ 
Purchases

Closing 
stock of 
Material

Direct 
materials 
consumed

Cost of Production:

Cost of Goods Sold:

Factory 
related 

costs and 
overheads

Cost of 
Production

Prime 
cost 

Prime Cost xxxx
Add: Factory Overheads# xxx
Gross Works Costs xxxx
Add: Opening stock of Work-in-process xxx
Less: Closing stock of Work-in-process (xxx)
Factory or Works Costs xxxx
Add: Quality Control Cost xxx
Add: Research & Development cost (Process related) xxx
Add: Administrative Overheads related with 
production

xxx

Less: Credit for recoveries (miscellaneous income) (xxx)
Add: Packing Cost (Primary packing) xxx
Cost of Production xxxx

# Factory Overheads (Works / production / manufacturing 
overheads) includes-

Consumable 
stores and spares

Repair and 
maintenance 
of plant and 
machinery, 

factory building

Insurance of plant 
and machinery, 

factory building, 
stock of raw 

material & WIP

Service 
department cost 

such as Tool Room, 
Engineering & 
Maintenance, 

Pollution Control

Amortised cost 
of jigs, fixtures, 

tooling

Indirect 
employees cost 

related with 
production 

activities

Drawing and 
Designing 

department cost

Depreciation Lease rent of 
production assets

Cost of 
Production

Cost of 
Opening 
stock of 
finished 

goods

Cost of 
Closing 
stock of 
finished 

goods

Cost of 
Goods Sold

Cost of Sales:

Cost of Goods Sold xxxx
Add: Administrative Overheads (General) xxx
Add: Selling Overheads xxx
Add: Packing Cost (secondary) xxx
Add: Distribution Overheads xxx
Cost of Sales xxxx

*
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Cost Sheet- Specimen Format
Particulars Total Cost (R) Cost per unit (R)

1. Direct materials consumed:
Opening Stock of Raw Material xxx
Add: Additions/ Purchases xxx
Less: Closing stock of Raw Material (xxx)

xxx xxx 
2. Direct employee (labour) cost xxx
3. Direct expenses xxx
4. Prime Cost (1+2+3) xxx xxx
5. Add: Works/ Factory Overheads xxx
6. Gross Works Cost (4+5) xxx
7. Add: Opening Work in Process xxx
8. Less: Closing Work in Process (xxx)
9. Works/ Factory Cost (6+7-8) xxx xxx
10. Add: Quality Control Cost xxx
11. Add: Research and Development Cost xxx
12. Add: Administrative Overheads (relating to production activity) xxx
13. Less: Credit for Recoveries/Scrap/By-Products/ misc. income (xxx)
14. Add: Packing cost (primary) xxx
15. Cost of Production (9+10+11+12-13+14) xxx xxx
16. Add: Opening stock of finished goods xxx
17. Less: Closing stock of finished goods (xxx)
18. Cost of Goods Sold (15+16-17) xxx xxx
19. Add: Administrative Overheads (General) xxx
20. Add: Marketing Overheads :

Selling Overheads xxx
Distribution Overheads xxx

21. Cost of Sales (18+19+20) xxx xxx

Administrative 
Overheads (General)

Depreciation and 
maintenance of, office 
building, furniture etc.

Salary of administrative 
employees, 

accountants, etc.

Rent, rates & taxes

Insurance, lighting, 
office expenses 

Indirect materials- 
printing and stationery, 

office supplies etc.

Legal charges, audit fees, 
meeting expenses etc.

Selling 
Overheads

Salary and wages 
related with sales 

department 

Rent, depreciation, 
maintenance related 

with sales department

Advertisement, 
maintenance of website 
for online sales, market 

research etc.

Packing Cost 
(secondary)

Packing material 
that enables to 

store, transport, and 
make the product 

marketable.

Distribution 
Overheads

Salary and wages of 
employees engaged in 
distribution of goods

Transportation and 
insurance costs related 

with distribution

Depreciation, hire 
charges, maintenance 

and other operating costs 
related with distribution.

Examples:
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Treatment of various items of cost in Cost Sheet:

Abnormal 
costs

Interest and 
other finance 

costs

Subsidy/ 
Grant/ 

Incentives

Penalty, fine, 
damages, and 

demurrage

•	 Any abnormal cost, where it is material and 
quantifiable, shall not form part of cost of 
production or acquisition or supply of goods 
or provision of service.

•	 Not included in cost of production. 
•	 Shall be presented in the cost statement as a 

separate item of cost of sales.

•	 Reduced from the cost objects to which such 
amount pertains.

•	 Does not form part of cost.

Provides the total cost figure as well as cost per 
unit of production.

Facilitates preparation of cost estimates 
required for submitting tenders.

Provides sufficient help in arriving at the
figure of selling price.

Facilitates cost control by disclosing 
operational efficiency.

Helps in cost comparison.

Advantages of Cost Sheet

CROSSWORD SOLUTION – march 2021
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The Institute of Chartered Accountants of India
[Set up by an Act of Parliament]

Post Box No.7112, ‘ICAI BHAWAN’,  Indraprastha Marg
 New Delhi – 110002

March 5, 2021

Examination Paper(s) Exam. Timings (IST) Duration
Foundation Paper 1 & 2 2 PM to 5 PM 3 Hours

Paper 3 & 4* 2 PM to 4 PM 2 Hours
*In Paper 3 and 4 of Foundation Examination there will not be any advance reading time, whereas in all other papers / exams mentioned 
above, an advance reading time of 15 minutes will be given from 1.45 PM (IST) to 2 PM (IST).
For more details, kindly visit https://resource.cdn.icai.org/63253icaiexam-foundation-june2021.pdf

(S. K. GARG)
ADDITIONAL SECRETARY (EXAMINATIONS)

No. 13-CA (EXAM)/ Foundation / June / 2021: In pursuance of Regulation 22 of the Chartered Accountants Regulations, 1988, the Council 
of the Institute of Chartered Accountants of India is pleased to announce that the next Chartered Accountants Foundation Examination 
will be held on the dates given below at the following cities provided that sufficient number of candidates offer themselves to appear from 
each city.
FOUNDATION COURSE EXAMINATION 
 – Under NEW SCHEME
[As per syllabus contained in the scheme notified by the Council under Regulation 25 F (3) of the Chartered Accountants Regulations, 1988.]

24th, 26th, 28th & 30th, June 2021
It may  be emphasised that there would be no change in the examination schedule in the event of any day of the examination schedule 

being declared a Public Holiday by the Central Government or any State Government / Local Holiday. 
Candidates may note the examination timing(s):

IMPORTANT ANNOUNCEMENT
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CA FOUNDATION - PAPER 1 -  PRINCIPLES AND PRACTICE OF ACCOUNTING

CHAPTER 4: INVENTORIES

The chapter “Inventories” will help you to understand the term 
“Inventory” and the techniques of valuing the inventories. It will also 
enable you to comprehend the methods of inventory valuation for 
record keeping and intricacies related to book-keeping.

Inventory can be defined as

assets held for sale in the ordinary course of 
business, or

in the process of production for such sale, or

for consumption in the production of goods or 
services for sale, including maintenance supplies 
and consumables other than machinery spares, 
servicing equipment and standby equipment.

Inventory is generally the most significant component 
of the current assets held by a trading or manufacturing 
enterprise. Both excess of inventory and its shortage affects 
the production activity, and the profitability of the enterprise 
whether it is a manufacturing or a trading business.

The valuation of inventory is necessary for determining the true 
income earned by a business entity during a particular period. To 
determine gross profit, cost of goods sold is matched with revenue of 
the accounting period.
The effect of over or understatement of inventory may be explained as:

Inventory is classified as a current asset, it is one of the components 
of net working capital which reveals the liquidity position of the 
business. Current ratio which studies the relationship between 
current assets and current liabilities is significantly affected by the 
value of inventory.

Schedule III to the Companies Act, 2013 requires valuation of each 
class of goods i.e.  raw material, work-in-progress and finished goods 
under broad head to be disclosed in the financial statements.

Inventories are classified as current assets. The value of inventory on 
the date of balance sheet is required to determine the financial position 
of the business. If inventory is not properly valued, the balance sheet 
will not disclose the truthful financial position of the business.

(i) Determination of Income

(iii) Liquidity Analysis

(iv) Statutory Compliance

(ii) Ascertainment of Financial Position

As per the requirements of the 
Accounting Standards, the financial 

statements should disclose:

(a) the accounting policies 
adopted in measuring 

inventories, including the 
cost formula used, and

(b) the total carrying 
amount of inventories and 

its classification appropriate 
to the enterprise.

Types of Inventory

In case of 
Manufacturing 

concerns

In case of 
Trading 

concerns

The objective of Paper 1 “Principles and Practice of Accounting” at Foundation level is to develop an understanding of the 
basic concepts and Principles of Accounting and apply the same in preparing financial statements. It has always been the 
endeavour of Board of Studies to provide quality academic inputs to the students. Considering this objective, it has been 
decided to bring forth a crisp and concise capsule on the topic of Inventory Valuation covered in the syllabus of this paper.
The concepts involved in this chapter have been gathered and presented through pictorial presentations in this capsule which 
will help the students in grasping the intricate practical aspects for quick revision of this chapter. Under no circumstances, 
such revision can substitute the detailed study of the material provided by the Board of Studies. Students are advised to refer 
Chapter 4 of the Study Material for comprehensive study.

Introduction

Inventory Valuation

The significance of inventory valuation arises 
due to various reasons as explained in the 
following points:

Raw 
Materials

Work-in-
progress

Finished 
goods

Stores and 
Spares

Packing 
Material

Traded 
goods

When closing 
inventory is overstated, 

net income for the 
accounting period will 

be overstated.

When opening 
inventory is overstated, 

net income for the 
accounting period will 

be understated.

When closing 
inventory is understated, 

net income for the 
accounting period will 

be understated.

When opening 
inventory is understated, 

net income for the 
accounting period will 

be overstated.
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Whichever 
is less

Inventory 
Valuation

The above principle is governed by ‘Principle of Conservative 
Accounting’ under which any expenses or losses from transactions 

entered or event occurred are to be recognized immediately, 
however, any gains or profits are recognized until it becomes 

due or are actually realized.

Cost Net Realisation 
Value

As per Accounting Standards, Cost of inventories should 
comprise

This is the estimated selling price in the ordinary course of business 
less the estimated costs of completion and the estimated costs 
necessary to make the sale.

all cost of 
purchase

other costs incurred 
in bringing the inventories 

to their present location 
and condition

costs of 
conversion 

(primarily for 
finished goods 

and work in 
progress)

includes any amount paid to the seller reduced by any 
discounts/rebates given by the seller. Similarly, any duties 
paid to the supplier will be part of cost of the inventory 
unless the enterprises can recover these taxes duties from 
the authorities.

inventories include costs directly related to the units of 
production, such as direct labour. They also include a 
systematic allocation of fixed and variable overheads.

may include administrative overheads incurred to bring 
the inventory into present location and condition or 
any cost specifically incurred on inventory of a specified 
customer. Interest and other borrowing costs are 
generally not included in the cost of inventory.

Cost of 
purchase 

Costs of 
conversion 

Other 
Costs 

abnormal 
amounts 
of wasted 
materials, 

labour 
or other 

production 
overheads;

storage costs, 
unless those 

costs are 
necessary 

in the 
production 

process prior 
to further 

production 
stage;

administrative 
overheads 
that do not 

contribute to 
bringing the 

inventories to 
their present 
location and 

condition; and

selling and 
distribution 

costs.

replacement cost is generally considered 
as net realisable value.

Net realisable value  mean expenses and 
overheads required to be incurred to 
convert work in progress into finished 
goods and making it ready for sale as 
reduced from selling price.

Net realisable value means selling price 
reduced by selling and distribution 
expenses.

There are two principal systems of determining the physical 
quantities and monetary value of inventories sold and in hand. 
One system is known as ‘Periodic Inventory System’ and the 
other as the ‘Perpetual Inventory System’. The periodic system is 
less expensive to use than the perpetual method. But the useful 
information obtained from perpetual system is more than cost 
incurred on it.

Periodic inventory system is a method of ascertaining inventory 
by taking an actual physical count (or measure or weight) of all the 
inventory items on hand at a particular date on which inventory is 
valued. 
The cost of goods sold is determined as shown below:

opening 
inventory 
(Known)

Purchases 
(known)

closing 
inventory 
(physically 
counted)

Cost of 
goods 
sold.

Physical inventory taking is required more than once a 
year for preparation of quarterly or half yearly financial 
statements thereby making this system more expensive.

Physical count of goods requires closure of 
normal operations of business.

Inventory control is not possible under this 
system.

Books of accounts does not reflect inventory in hand 
and its value therefore, it is difficult to plan operations 
e.g. how much or when to order/manufacture.

As cost of goods sold is taken as residual 
figure, it is not possible to identify loss of 
goods due to pilferage, damage or even fraud.

This system is used by small enterprises where it is easy to control 
physical inventory. This system is not considered suitable for 
medium or larger enterprises which generally use Perpetual 
Inventory system.

In case 
of raw 

materials

In case of 
work in 
progress

In case of 
finished 

goods and 
traded 
goods

Periodic Inventory System

Exclusions from cost of inventories

Basis of Inventory Valuation Net Realisable Value

Cost

Inventory Record System
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Perpetual inventory system is a system of recording inventory 
balances after each receipt and issue. In order to ensure accuracy 
of perpetual inventory records, physical inventory should be checked 
and compared with recorded balances. Under this system, cost of 
goods issued is directly determined and inventory of goods is taken 
as residual figure with the help of inventory ledger in which flow of 
goods is recorded on continuous basis.

Closing inventory is determined as follows:

The different techniques for valuation of inventory have been 
discussed below:

opening 
inventory
(Known)

Purchases 
(known)

Cost of 
goods sold 
(Known)

Closing 
Stock 

(balancing 
figure)

Sl. 
No.

Periodic Inventory System Perpetual Inventory 
System

1. This system is based on 
physical verification.

It is based on book records.

2. This system provides 
information about inventory 
and cost of goods sold at a 
particular date.

It provides continuous 
information about inventory 
and cost of sales.

3. This system determines 
inventory and takes cost of 
goods sold as residual figure.

It directly determines cost 
of goods sold and computes 
inventory as balancing figure.

4. Cost of goods sold includes 
loss of goods as goods not in 
inventory are assumed to be 
sold.

Closing inventory includes 
loss of goods as all unsold 
goods are assumed to be in 
Inventory.

5. Under this method, 
inventory control is not 
possible.

Inventory control can be 
exercised under this system.

6. This system is simple and 
less expensive. 

It is costlier method.

7. Periodic system requires 
closure of business for 
counting of inventory.

Inventory can be determined 
without affecting the 
operations of the business.

•	 It attributes specific costs to identified 
goods and requires keeping different lots 
purchased separately to identify the lot out 
of which units in inventories are left. The 
historical costs of such specific purpose 
inventories may be determined on the 
basis of their specific purchase price or 
production cost.

•	 This method is generally used to ascertain 
the cost of inventories of items that are not 
ordinarily interchangeable and their value is 
high like expensive medical equipments.

•	 This method is based on the assumption 
that cost should be charged to revenue in 
the order in which they are incurred, that 
is, it is assumed that the issue of goods 
is usually from the earliest lot on hand. 
The FIFO formula assumes that the items 
of inventories which were purchased or 
produced first are consumed or sold first 
and consequently items remaining in the 
inventory at the end of the period are those 
most recently purchased or produced.

•	 Thus, the closing inventory is valued at the 
price paid for latest consignments.

•	 The LIFO formula assigns to cost of goods 
sold, the cost of goods that have been 
purchased last though the actual issues may 
be made out of the earliest lot on hand to 
prevent unnecessary deterioration in value. 
Under this basis, goods issued are valued at 
the price paid for the latest lot of goods on 
hand which means inventory of goods in 
hand is valued at price paid for the earlier 
lot of goods.

•	 The price paid for the earliest consignments 
is used for valuing closing inventory.

•	 In Simple Average Price method, all the 
different prices are added together and then 
divided by the number of prices.

•	 The closing inventory is then valued 
according to the price ascertained.

•	 Under Weighted Average Price method, 
cost of goods available for sale during the 
period is aggregated and then divided by 
number of units available for sale during the 
period to calculate weighted average price 
per unit. Thus

•	 Weighted average price per unit =
	 Total cost of goods available for 

sale during that period
  Total number of units available for 

sale during that period
•	 Closing inventory = No. of units in 

inventory × Weighted average price per unit
•	 Cost of goods sold = No. of units sold × 

Weighted average price per unit.

(i)  Specific 
Identification 

Method

(ii) FIFO 
(First in first 
out) Method

(iii) LIFO 
(Last in first 
out) Method

(iv) Simple 
Average Price 

Method

(v) Weighted 
Average Price 

Method

                      

Perpetual inventory system Historical Cost Methods

Formulae for Determining Cost of Inventory

Inventory Valuation Techniques

Non Historical 
Cost Methods

Historical 
Cost Methods

Inventory, 
not ordinarily 

interchangeable

Specific 
identification 

method

Inventory 
ordinarily 

interchangeable

Adjusted 
Selling Price

Historical 
cost methods

FIFO LIFO Simple / Weighted 
Average Price

Methods to Determine cost of Inventory
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Normally all operations are suspended for one or two days during the financial year and physical inventory is taken for 
everything in the godown or the store periodically. For the year-end inventory valuation, physical inventory taking is done 
during the last week of the financial year or during the first week of next financial year. If inventory taking is finished on 26th 
March, whereas accounting year ends on 31st March purchases and sales between 26th and 31st March are then separately 
adjusted. Later, a value is put on each item. The principle of cost or Net realizable value, whichever is lower, is applied either 
for the inventory as a whole or item by item.

Inventory Taking

(i) 
Adjusted 

selling 
price 

method

(ii) 
Standard 

cost 
method

This method is also called retail 
inventory method. It is used widely 
in retail business or in business 
where the inventory comprises 
of items, the individual costs of 
which are not readily ascertainable. 
The cost of the inventory is 
determined by reducing from 
the sales value of the inventory 
an appropriate percentage of 
gross margin. The percentage 
used takes into consideration 
inventory which has been marked 
below its original selling price. An 
average percentage for each retail 
department is often used.

This method is used when 
there is frequent change in 
the price per unit of the goods 
and goods are purchased 
frequently by the business 
e.g. crude oil. Based on the 
experience a standard cost 
is determined on the basis of 
frequent changes in prices and 
inventory is valued on that 
price per unit.

Non Historical Cost Methods

Economic UPDATES 
1.	 The Union cabinet has recently approved changes in the 

Insurance Act for increasing the FDI limits in the insurance 
sector from 49% to 74%. This move will improve insurance 
penetration but has to be taken with enough safeguards. 
This announcement was made in the Budget speech by the 
Finance Minister for the year 2021-22.

	 https://www.business-standard.com/article/finance/
cabinet-approves-amendment-to-insurance-act-paving-
way-for-74-fdi-limit-121031001384_1.html.

2.	 The Central Board of Trustees, EPF had recommended 
8.50% rate of interest to its subscribers for the Year 2020-21. 
A high EPF interest rate along with compounding makes a 
significant difference to gains to subscribers. 

	 h t t p s : / / p i b . g o v . i n / P r e s s R e l e a s e I f r a m e P a g e .
aspx?PRID=1702437#:~:te xt=The%20Central%20
Board%20recommended%208.50,interest%20into%20
the%20subscribers'%20accounts.

3.	 The Reserve Bank of India decided to take the IDBI Bank out 
of the “Prompt Corrective Action”. It was invoked against 
IDBI Bank in 2017 by RBI. Under PCA, bank’s branch 

expansion is restricted and lending is narrowed to relatively 
less risky segment.

	 https://www.thehindubusinessline.com/markets/stock-
markets/idbi-bank-soars-10-after-rbi-removes-it-from-pca-
framework/article34055135.ece

4.	 The Reserve Bank of India is sticking to its stand to ban 
cryptocurrencies. It has said that a currency is a sovereign 
right and cannot be assigned to any individual entity. There 
are security risks, could give rise to money laundering and 
terror financing as per the RBI, due to anonymity of the 
transactions.

	 h t t p s : / / t i m e s o f i n d i a . i n d i a t i m e s . c o m / b u s i n e s s /
india-business/still-want-cr ypto-ban-rbi-to-govt/
articleshow/81502386.cms

5.	 The Reserve bank of India has recently released its report 
on Currency and Finance for the year 2020-21. The theme 
of the report is “Reviewing the Monetary Policy Framework 
“and the period of study in this report is from Oct 16 to 
March 2020.

	 https://www.rbi.org.in/Scripts/BS_PressReleaseDisplay.
aspx?prid=51187

“The man who does not read books has no advantage over the one who cannot read them .” 
– Mark Twain

  NEWS UPDATES
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Crossword - april 2021

Across
1.	 A share that somebody bought in a 

company or business.
5.	 The _____is the total of all activities related 

to production and consumption of limited 
resources by a group of participants.    

11.	 Movement from one place to another. 
12.	 An animal which is implicated in carrier of 

diseases.
13.	 An agency set up by the government for 

revival of sick unit.
14.	 A Law enforcement agency
16.	 An approach which focus on 

comprehensive performance evaluation 
17.	 Eastern most region of India. 
18	 A Russian aerospace and defence company. 
20.	 A Philippine free  television Channel 
22.	 Simulation of human intelligence in Machine.
23.	 A software intermediary that allows two 

applications to talk to each other. 
25.	 In strategic management, there are two 

main styles of leadership. These are 
transformational and____. 

31.	 An abbreviation for lieutenant.
32.	 A non-governmental trade association and 

advocacy group.     
33.	 An abbreviation for a continent.     
35.	 In times of emergency, the appropriate 

officer is responsible for mobilising the 
Accident Relief Medical Equipment.     

36.	 Value of currency through which one can 
buy goods and services.

37.	 The emphasis on product design is very 
high, the intensity of competition is low, 
and the market growth rate is low in the 
______ stage of the industry life cycle.

42.	 Smallest unit of measurement used to 
quantify computer data.       

43.	 Opposite of Yes.      
44.	 An official procedure and set of rules.   
49.	 A contagious infection that usually attacks 

lungs. 
51.	 Roman numerals of 200.  
53.	 A _________ is a business or unit that once 

it has been paid for, will produce steady 
cash over its life span.

55.	 A cohesive blueprint used to express 
detailed functionalities and information.

56.	 A person engaged in promoting Pharma 
company’s product.     

57.	 An lndian company engaged in Petro-
chemical business.       

59.	 Contain aggregations of data records or 
files.       

60.	 The expenditure of resources, including 
cash.       

DOWNWARD
1.	 Internal __________ are activities in 

an organization that are performed 
especially well. 

2.	 ____ can take place within an economy 
between producers and consumers.

3.	 ____ is among the healthiest grains on 
earth. OAT

4.	 Welfare union of Indonesia.       
5.	 _______Policy protects the owner, lessor 

of electronic equipment’s.   
 6.	 An amount the bank had to maintain 

with RBI.      
 7.	 A person of Indian origin who is working 

somewhere else but who keeps links with 
India.    

8.	 An important festival of Kerala.         
9.	 Definition of goods under GST excludes 

___ and securities. 
10.	 A Cash flow which an investor will be 

getting for money invested in securities.    
15.	 A lumpsum payment at the time of exit 

from services of the company.      
18.	 A person under the age of full legal 

responsibility       
19.	 Principles in Accounting.     
20.	 Any transfer of ___ in goods is 

considered as supply of goods under 
GST.       

21.	 The person with the highest rank in a 
business company.       

22.	 An Indian Political Party.       
24.	 People use it on daily basis for personal 

use or work.     
26.	 Market leader in cyber security and 

digital risk management solutions.     
27.	 An information and Communication 

system.
28.	 Planning region centered upon the 

National Capital Territory (NCT) of Delhi.     
29.	 Motivating force in life. 
30.	 In long run, when the growth rate slows 

down stars become___

34.	 An adverb that can mean also. 
35.	 Acronym for application programming 

interface.      
36.	 An examination to qualify before mains in 

UPSE.     
37.	 Domestic Intelligence Agency -    
38.	 Blood disorder 
39.	 A strategy used to reduce the number of 

tuberculosis.     
40.	 Abdicating Continuation to a action 
41.	 Negative clause 
45.	 Research Council of Makeup Artists
46.	 Used to express emotion      
47.	 A copy is being sent to another person.  
48.	 An often undesired state of computer 

operation where no additional memory can be 
allocated for use by programs or the operating 
system (Abbreviation).   

50.	 A computer animated adventure film.      
51.	 An investigative agency.     
52.	 An Act which was passed in 2019 by the 

Parliament of India to give Indian citizenship.      
54.	 A ____ is an organization that exercises 

some degree of regulatory authority over an 
industry or profession.     

58.	 A curve represents all combinations of income 
and the real interest rate such that the market 
for goods and services is in equilibrium. 
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