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Sub. Code    : 14MBAFM409 IA Marks : 50 
No. of Lecture Hrs / Week  : 04   Exam Hrs. : 03 Hours 
Total No. of Lecture Hrs  : 56   Exam Marks : 100 
Practical Component  : 01 Hr / Week  
Ratio of Theory to Problems : 40:60 
 
MODULE 1 (7 Hours) 
 
Basic concepts: assessment year, previous year, person, assesse, Income, charges on income, 
gross total income, capital and revenue receipts, residential status, receipt and accrual of 
income, connotation of income deemed to accrue or arise in India, incidence of tax, Tax 
Planning, Tax Evasion, Tax Management.  
 

MODULE 2 (8 Hours) 
Explanation under various heads of income, income from salary (Theory & full fledged 
problems), income from House Property (Theory only) 
  
MODULE 3 (10 Hours) 
Income under the head profit and gains of business or professions and its computation- basis-
method of accounting- scheme of business deductions/ allowance- deemed profits- maintenance 
of books, Depreciation (Problems on computation of income from business/ profession of 
individual assessee and depreciation). 
  
MODULE 4 (8 Hours) 
Income under capital gain, basis of charge, transfer of capital asset, inclusion & exclusion from 
capital asset, capital gain, computation of capital gain (theory & problems), deductions from 
capital gains. 
  
MODULE 5 (6 Hours) 
Income from other Sources (Theory Only) Ppermissible deductions under section 80Cto 
80U, set off and carry forward of losses and clubbuibg of incomes.  
 

MODULE 6 (7 Hours) 
Computation of taxable income of a firm and partners. 
 
MODULE 7 (10 Hours) 
Computation of taxable income of a company with special reference to MAT. Corporate 
Dividend Tax. 
 
Central excise and custom acts- objects and provisions of the act in brief (theory)- goods, 
excisable, CENVAT- customs act- Basic definition, charge. Central Sales tax and VAT (only 
basic concept). 
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Module – I 
Basic Concepts: assessment Year, previous year, person, assessee, income, charges of 
income, gross total income, capital and revenue receipts, residential status, receipt and 
accrual of income, connotation of income deemed to accrue or arise in India. Tax 
Planning, Tax Evasion and Tax management. (Problems on residential status of 
individual assessee). 
 
 
FINANCIAL YEAR: The year starting from April 1 and ending on March 31 of the next year 
is known as a financial year. 
 
ASSESSMENT YEAR: AY is a financial year in which the income earned during the previous 
year is taxed 
 
PREVIOUS YEAR (sec 3): The year in which the income is earned is called the previous year. 
PERSON ―sec 2(31):  
The term persons include:  
a) an individual   
b) a Hindu undivided family   
c) a company   
d) a firm   
e) an association of persons and a body of individuals whether incorporated or not   
f) a local authority   
g) Every artificial jurisdictional person not falling under any of the preceding category.   
The aforesaid is an inclusive list and the last category covers all those that do not fall in any 
of the preceding classification. 
ASSESSEE [sec2 (7)]:  
Assessee means a person by whom any tax or any other sum of money (i.e. penalty or interest 
is payable under the act. It includes:  
1. Every person in respect of whom any proceeding under the act has been taken for 
the assessment of his income or loss or the amount of refund due to him.   
2. any person who is deemed to be an assessee.(representative assessee)   
3. an assessee in default ( advance tax and TDS not deducted)  
GROSS TOTAL INCOME:  
As per section 14, the income is computed under five heads:  
Rounding off total Income:  
The total income is to be rounded off to the nearest multiple of ten rupees. 
 
Computation of total income:  
Income from salaries XXX 
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Income from House properties XXX 
Profit and gains from business and profession XXX 
Capital gains XXX 
Income from other sources XXX 
Gross Total Income XXXXX  
Less: deductions u/s 80 C to 80 U -XX 
Net total Income (rounded off) XXXX 

Computation of Tax Liability:  
Tax on total income ----  
Less: rebate u/s 88E ----  
Balance ----   
Add: surcharge ----  
Total ----   
Add: education cess  ----  
Tax ----   
Less: Prepaid taxes ----  
( TDS, self assessment and Advance tax)  
Tax Liability ----   

Income :   

The Income Tax Act does not attempt to provide any comprehensive definition of ―income‖ for tax 
purposes; but gives an inclusive definition in Section 2(24). Income - tax is a tax on  income from 
various sources, estimated according to sets of rules which vary according to the source of 
income from which it flows. Most type of income can be broadly classified into three main 
categories;  
(a) income derived by a person by rendering personal service; (b) income from property, and  
income  from  the  profits  of  a  trade,  profession  or vocation. In economic terms, the first 
category represents income from ―labour‖ alone, the second represents  income  from ―capital‖ alone 
whilst the third category combines both ―capital‖ and ―labour‖.Though the methods of 
assessing income under these different heads are distinct, income for tax purposes must be 
money or something capable of being turned into money. The income tax, whatever way it is 
charged is, however, one tax. In every case, the tax is a tax on income, whatever may be the 
standard by which the income is measured under different heads. 

 
Income and Capital: 

 
Income is, generally, contrasted with capital by treating receipt as ―income‖ if it cannot be 
classified as capital. Underlying many of the decisions as to what is, and what is not, taxable 
income from property or profits is the broad concept that capital corresponds to a tree and 
Capital expenditure and income expenditure: 

 
In a rough way, the criterion of what is capital expenditure as against what is income 
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expenditure would be to say that capital expenditure is a thing that is going to be spent once 
and for all, and income expenditure is a thing that is going to recur every year. (Lord 
Dunedin in Vallambrosa Rubber Co. Ltd. v. Farmer (Surveyor of Taxes) [1910] SC 579, 
5T.C. 529 - See Simon’s Income Tax Vol.I, pr.45). The contrasting phrase used by Lord  
Dunedin - ―expenditure once for all‖ - is illustrated by the decision in Ounsworth v. Vickers 
Ltd. [1995] 3 KB 267, where the cost to a shipbuilding company of dredging a channel and  
providing a deep water berth for the construction and delivery of a ship was held to be 
capital expenditure. On the other hand, expenditure on stock in trade or other circulating 
capital is recurrent, and is accordingly a revenue item. 

 
Furthermore, a payment made for acquiring or creating a fixed asset or an amount received 
on its realization is usually a capital sum. The most obvious instance is that of the price 
received or paid on the sale or purchase of a capital asset of a physical or transferable kind,  
provided that the thing sold or acquired is not something in which it is the business of the 
particular  taxpayer to deal. When an expenditure is made, not once and for all, but with a 
view to bringing into existence an asset or advantage for ―enduring benefit‖ of a trade, then, in absence  
of indication to the contrary, such an expenditure is properly attributable to capital and not to  
revenue. The benefit should endure in the way that a fixed capital endures; but ―enduring‖ does not 
mean ―everlasting‖. Moreover, the advantage need not be of a positive character. It may consist in getting 
rid of an item of fixed capital that is onerous.   

Evasion and avoidance of tax :   

A sharp distinction must  be  made  between  evasion  and  avoidance  of tax.  Illegal  methods of  
reducing tax liability, by misstating or omitting items from the returns, are known as ―tax evasion‖, 
which creates a statutory liability to substantial monetary penalties and to a criminal prosecution in 
serious cases such as of fraud. Aiders and abettors are similarly liable. ―Tax avoidance‖, however, 
denotes adoption of lawful means for reducing tax liability.  

Method of Accounting : 
 

The income chargeable under the head ―profits and gains of business or profession‖ or ―income 
from other sources‖ is required to be computed in accordance with either cash or  
mercantile   system   of accounting regularly employed   by   the assessee. The Central 
Government is empowered to notify in the official gazette accounting standards to be followed 
by any class of assessees or in respect of any class of income. (Sec. 145 Income Tax Act, 
1961). The question whether one method of accounting or another should be employed in 
assessing taxable income derived from a given pursuit is a question which must be decided 
according to legal principles. But, it would be a mistake to treat such a question as depending 
upon a search for an answer in the provisions of the legislation, a search for some expression 
of direct intention to be extracted from the text of the enactment in which it may be hidden. 

 
The words income, profit, and gain are conceptions of the world of business affairs and they 

vtu
so

lut
ion

.in

Vtusolution.in - Vtu Notes, question Paper, books, Internship, Final Year Projects and many exciting offers for students

Vtusolution.in - Vtu Notes, question Paper, books, Internship, Final Year Projects and many exciting offers for students



Tax Management                                                                       14MBAFM409 
 

cover infinite variety of activities. Every recurrent accrual of advantages that can be expressed 
in terms of money is capable of inclusion under these conceptions. No single formula could be 
devised which would effectively reduce to a just expression of a net money sum, the annual 
result of every kind of pursuit or activity by which the members of a community seek 
livelihood or wealth. But, nearly in every department of enterprise and employment, the 
course of affairs and the practice of business have developed method of estimating or 
computing in terms of money the result over an interval of time produced by the operations of 
business, by the work of the individual, or by the use of capital. The practice of these methods 
of computation and the general recognition of the principles upon which they proceed are 
responsible, in a great measure, for the conceptions of income, profit and gain, and, therefore, 
may be said to enter into the determination or definition of the subject which the legislature 
has undertaken to tax. The Courts have always viewed the ascertainment of income as 
governed by the principles recognised or followed in business and commerce, unless the 
legislature has itself made some specific provision affecting a particular matter or question, 
such as method of accounting in certain cases as provided under section 145-A of the Income 
Tax Act, 1961. 

 
There is a tendency to place increasing reliance upon the concepts as understood in the realm 
of business and the principles and practices of commercial accountancy. The judicial process 
of recognizing principles and practices evolved in business or general affairs while deciding 
the questions presented before the Court inevitably leads to a development in the law itself. A 
decision of Court adopting or resorting to any given accounting principle or application of such principle 
would, ordinarily, settle for the future the rule to be observed, and the rule thus assumes the 
character of a proposition of law. However, in some areas like the distribution of expenditure 
between capital and income, it is difficult to formulate a principle as an induction from 
commercial practice and the matter rests in the realm of facts or discretionary judgement. 

 
Residential Status 

 
The Residential status of the assessee as defined in the IT. Act, 1961 is important to determine 
his tax liability. This is so because, in the case of residents, all incomes are brought to tax 
regardless of where they are received or where they accrue or arise. In the case of 
nonresidents or persons who are resident but not ordinarily resident, only the following 
incomes are taxable. 

 
i. Income received in India or deemed to have been so received;   

ii. Income accruing or arising in India or deemed to have so arisen or accrued;   
iii. Income accruing or arising outside India if derived from a business controlled 

in or a profession set up in India (applicable only in the case of persons who 
are residents but not ordinarily residents).  
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In the context of pensions and retirement benefits, these general principles merely imply that 
in the case of a resident, all pensions or other superannuation benefits received on recurring 
basis and not exempt would be taxable regardless of where they accrue, or arise, in the case of 
a person who is a resident but not ordinarily resident or a non-resident, however, pension and 
other retirement benefits would be taxable only if they accrue, arise or are received in India. 
Pensions or other incomes initially accruing or arising abroad and received there would not be 
liable to tax even if these are remitted to India subsequently. 

 
Illustration 

 
The following example indicates the implications of residential status for taxpayer with 
income under the head "salaries (and pension)". 

 
Mr. O is a resident. During the previous year 01.04.2000 to 31.03.2001 relevant to the 
assessment year 2001-2002, he received the following income under the head "salaries". 

 
Pension from the U.K. Government received in U.K., subsequently converted into rupees at 
the rate of exchange for conversion in accordance with Rule 115 of the I.T. Rules and brought 
in India Rs. 1,05,000. 

Salary from M/s. DEF Limited, a 
company situated in Delhi    Rs. 65,000 
Gross Income under the head "Salaries"  Rs. 1,70,000 
Less :       
Standard deduction  u/s 16(i) at 33-1/3% 
or Rs.20,000 whichever is lower   Rs. 20,000 

--------------       
Income from salaries includible in the 
Total income     Rs. 1,50,000 

In this example, if Mr. O had been a non-resident or not ordinarily resident, his pension of Rs. 
1,05,000 would not be includible in his total income. The computation of income under the 
head "salaries" would then be as under : 

Salary from M/s. DEF Ltd., a 
company situated in Delhi   65,000 
Less     : 
Standard deduction u/s 16(1)   21,667 
Limited to 33.33% of the salary   43,333 

       

Income from the Head "Salaries" 
 

The amount being less than Rs. 50,000 (the basic exemption limit) there would be no liability 
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to Income-tax. 
 
 
Residents and Non-Resident Concepts 

 
According to the current test of residence, an individual becomes a resident, if he 

 
a. is in India for 182 days or more during the previous year; or   
b. has been in India for atleast 365 days within the preceding four years and for   

atleast 60 days in the relevant previous 
year. In other situations the person is to be treated as 
nonresident. 
Exceptions to the Rule Relating to Residence 

 
An exception has been made in the case of those persons who are citizens of India and 
persons of Indian origin and have to leave the country for employment abroad, or is an Indian 
citizen who leaves India during the previous year as a member of the crew of an Indian ship 
as defined in clause (18) of section 3 of the Merchant Shipping Act. 1958. In their case, the 
criterion of stay of 60 days (supra) has been enhanced to 182 days. That is to say, when a 
person leaves for employment abroad, he will continue to be a resident if he remains in India 
for 182 days or more in the previous year. If his stay in India during the previous year is less 
than 182 days, he will be a non-resident. 

 
The second exception to this rule relates to those individuals who being Indian citizens or 
persons of India origin are residing outside India and visit India during a previous year. Such 
individuals would become residents, if they remain in India for 182 days or more in the 
previous year, or if during the preceding four years they have been in India for 365 days or 
more and during the previous year have been in India for 182 days or more. A person is 
deemed to be of Indian origin if he, or either of his parents or any of his grand parents, was 
born in undivided India. 
"Not Ordinarily Resident"—Definition 

 
Apart from "resident" and "non-resident", a third category of residential status also exists, 
namely, "not ordinarily resident". That is to say a person may well qualify as a resident by the 
criterion laid out above, but yet qualify as "not ordinarily resident in India". In that event, his 
income accruing or arising abroad will not form part of his total income, unless it is derived 
from a business controlled in or a profession set up in India. 

 
A person is not ordinarily resident in India, if 
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a. he has not been a resident in nine out of the ten previous years, or   
b. has not been in India for 730 days or more during the preceding seven years.  

 
 
There are three methods which are commonly used by the taxpayers to reduce their tax 
liabilities 
 

• Tax Evasion,   
• Tax Avoidance and   
• Tax Planning  

 
Tax Evasion 
 
Dishonest taxpayers try to reduce their taxes by concealing income, inflation of expenses, 
falsification of accounts and willful violation of the provisions of the Income-tax Act. Such 
unethical practices often create problems for the tax evaders. Tax department not only imposes 
huge penalties but also initiate prosecution in such cases. 

• Tax Avoidance 
• Tax avoidance is minimizing the incidence of tax by adjusting the affairs in such a 

manner that although it is within the four corners of the laws, it is done with a purpose to 
defraud the revenue. It is the act of dodging without directly breaking the law. For 
example if A gives gift to his wife, the income from the asset gifted will be clubbed in the 
hand of A. But to avoid this  •  

• clubbing provision ―A‖ decides to give gift to B‟s wife and B reciprocates it by giving gift to 
A‟s wife. This is not tax planning but tax avoidance. Such practices are not acceptable. In the 
words •  

• of Justice Rangnath Misra of Supreme Court in the case of McDowell & Co  Limited  v  
CTO •  

• [1985] 154 TR 148,―tax planning may be legitimate provided it is within the framework of 
law. Colourable devices cannot be part of tax planning and it is wrong to encourage or 
entertain the 

• belief that it is honorable to avoid payment of tax by resorting to dubious methods.‖ 
 
 
Tax Planning 

 
• Tax planning is arrangement of financial activities in such a way that maximum tax 

benefits, as provided in the income-tax act are availed of. It envisages use of certain 
exemption, deductions, rebates and reliefs provided in the act. 

Income that is exempt from Tax 
 
Agriculture Income: 
 

Agriculture income is exempt from tax by virtue of sec 10(1). By virtue of sec 2(1A) the 
expression Agriculture Income means: 
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1. Any rent or revenue derived from land, which is situated in India and is used for 
agriculture purpose. 

 
• Rent or revenue should be derived from land (may be in cash or kind).  
• The land should be in India  
• The land should be for agriculture purpose. 

 
2. Any income derived from such land by agricultural operations including 

processing of the agriculture produce, raised or received as rent-in- kind so as to 
render it fit for the market or sale of such produce. 

3.  Income attributable to a farmhouse subject to certain conditions.  
Special Provisions in respect for newly established undertaking Sec 10(A): 

 
Eligibility: 

 
Any undertaking which satisfy the following conditions is eligible to get deduction: 

 
1. It must begin manufacture or production in free trade Zone  
2. It should not be formed by splitting/ reconstruction of business.   
3. It should not be formed by transfer of old machinery. (Second hand imported and 20%)   
4. Sale consideration should be remitted to India in convertible foreign exchange.  
5. Books of account should be audited  
6. Return of income should be submitted on Time.  

 
Amount of deduction 

 
The deduction under sec 10A is as under: 

 
Profit of the business  x Export turnover of the undertaking 

 
Total turnover of the business carried on by the undertaking  

Export turnover 
 

It means the consideration in respect of export by the undertaking of articles or things or 
computer software received in or bought in India by the assessee in convertible foreign 
exchange within the prescribed period. 

 
Period of Deduction: 

 
The assessee can claim deduction for a period of 10 consecutive assessment years beginning 
with the assessment year relevant to the previous year in which the undertaking begins to 
manufacture or produce. 

 
The aforesaid deduction is not available to any undertaking from the assessment year 2014-15. 
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MODULE 2 (8 Hours) 
 
Explanation under various heads of income, income from salary (Theory & full fledged 
problems), income from House Property (Theory only) 
 
 

Meaning of salary 
 

1. Relationship of an employer and employee  
2. Salary and wages not conceptually different  
3. Salary can be from more than one source  
4. It can be in cash or kind  

 
Salary Sec 17(1): 

 
Salary under 17(1) is defined to include the following: 

1. wages  
2. any annuity or pension  
3. any gratuity  
4. Any fees, commission, perquisites, or profits in lieu of or in addition to any salary 

or wages.  
5. any advance on salary  
6. Any payment received by an employee in respect of any period of leave not availed 

by him.  
7. The portion of the annual accretion in any previous year to the balance at the credit of 

an employee participating in a recognized provident fund to the extent it is taxable.  
8. The contribution made by the central government to the account of an employee under 

a pension scheme.  
 

Basis of Charge Sec 15: 
 

1. Any salary due from an employer whether actually received or not.  
2. Any salary received in the previous year whether actually due or not.   

Any arrears of salary paid or allowed to him in the previous year by or on behalf of an employer, 
if not charged to income tax for any previous year. 
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Computation of income from Salary: 
 

Income from Salary 
Rs. Rs. 

 

--  
 

Income by way of allowance --  
 

Taxable value of perquisites -- -- 
 

Gross Salary   
 

Less:   deductions   u/s   16 --  
 

Entertainment Allowance --  
 

Professional Tax --  
 

Income from salaries  --- 
 

Leave Salary: 
 

Leave Salary refers to the encashment of the leave standing to the credit of an employee 
either at the time of his retirement/ or leaving his job or at any time during his service. 

 
Tax treatment: 
Nature of Leave encashment Status of employee Whether it is taxable 
Leave encashment during Government/ non Chargeable to Tax 
continuity of employment government employee  

   

Leave encashment at the time of Government employee Fully exempted 
retirement / leaving the job   

   
Leave encashment at the time of Non government Fully or partly exempted 
retirement / leaving the job employee from tax in some cases. 

   
Non government employee getting Leave encashment at the time of retirement / leaving the 
job: 

 
In case of a non-govt employee including a local authority or public sector undertaking, leave 
salary is exempt from tax on the basis of following: 

1. Period of earned leave (in no. of months) to the credit of employee x Average Salary 
per month. (cannot exceed more than 30 days in a year)  

2. 10 x average monthly salary  
(Avg monthly salary= basic salary+ dearness allowance+ commission on turnover) 

3. Amt specified by Govt. (300,000)  
Gratuity Sec 10(10) & Tax Treatment 
Gratuity is a retirement benefit and is generally payable at the time of cessation of 
employment and on the basis of duration of service. 
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Status of employee Tax treatment 
Government Employee Fully exempted from Tax 

  
Non government employee Exempted to the Least of the following: 
covered  by  the  payment  of 3,50,000/- 
Gratuity Act, 1972 Gratuity actually received 

 15 days last drawn salary x length of 
 service/26 
Non government employee not Exempted to the Least of the following: 
covered  by  the  payment  of 3,50,000/- 
Gratuity Act, 1972 Gratuity actually received 

 Half-month average salary for each 
 completed year of service. 

Note: 
1. In case where the employee is covered by gratuity Act, 1972 then the year is to be 

rounded off to the nearest whole. (above 6 months the year to be rounded off to 
one.)  

 
2. In case where the employee is not covered by the gratuity Act, 1972 then the years are 

the completed years of service( any fraction is to be ignored).  
 

Pension Sec 17(1)(ii): 
 

Uncommuted Pension: Periodical payment of pension. 
 

Commuted Pension: Lump sum payment in lieu of periodical payment. 

Taxability of commuted pension: 

Status of employee Gratuity received/ not Exemption 
 

 received  
 

Government Employee Gratuity may or may not be Exempted from Tax 
 

 received  
 

   
 

 Gratuity is received One-third of the pension, 
 

  which he is normally 
 

  entitled to receive, is 
 

  exempt from tax. 
 

Non-Government   
 

Employee 
   

Gratuity is not received One-half of the pension, 
 

  which he is normally 
 

  entitled to receive, is 
 

  exempt from tax. 
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Uncommuted Pension is always chargeable to tax for both government and non-
government employee. 
Eg: 

 
1. X retires from a private company on 30th April 2007. He gets a pension of Rs. 24000/- per 

month. Upto 30th June 2007. From 1st July 2007 onwards he gets two-third of his pension 
commuted for Rs. 1,50,000/-. He was not in receipt of any gratuity at the time of 
retirement. Compute the taxable amount of pension for the assessment year 2014-15.   

2. Calculate the taxable pension of X for the AY 2008-09, in the above ex. if X was in 
receipt of Gratuity as per gratuity Act 1972.  

 
Pension Scheme for an employee joining Central Government on or after Jan 1, 2004: 
Under the new scheme it is compulsory for an employee to contribute 10% of salary every 
month towards their pension account and a matching contribution will be made by the 
government. Such contribution will be deductible under u/s 80 CCD. When the pension is 
received out of the aforesaid amount it will be taxable in the hands of recipient. 

 
Different form of Allowances: 

 
Allowances is generally defined as a fixed quantity of money or other substance given 
regularly in addition to salary for the purpose of meeting some particular requirement 
connected with the services rendered by the employee or as compensation for unusual 
conditions for that service. 
It is fixed, predetermined and given irrespective of actual expenditure. 

 
House rent Allowance: 

 
The least of the following amount would be taxable: 

1. An amount equal to 50% of the salary, where the residential house is situated at 
Mumbai, Kolkatta, Delhi or Chennai and an amount equal to 40% of salary where 
residential house is situated at any other place.  

2. House Rent Allowance received by the employee.  
3. The excess of rent paid over 10% of the salary.  

 
Salary means basic salary and includes dearness allowance and commission based on the 
fixed percentage of turnover. 

 
Eg: 

 Mr. X is employed in a company in Agra. He is getting a basic salary of Rs. 5000/- 
pm, Dearness allowance @10% of basic pay, commission based on fixed 
percentage of turnover Rs. 24,000/- pa. Actual rent paid by the assessee Rs. 2,500/- 
pm. Compute the taxable amount of HRA. 
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Entertainment Allowance: 
Entertainment Allowance is first included in the salary income and thereafter a deduction is 
given on the following basis: 

 
Status of Employee Exemption Amount 

  

Government Least of the following is deductible: 
Employee a) Rs. 5000 

 b) 20% of basic salary 
 c) actual amount of entertainment allowance 
  

Non-government Entertainment allowance is not deductible 
employee   

   
X, a government employee gets Rs. 40,000 per annum as basic pay. In addition, he receives 
Rs. 8,500 as entertainment allowance. His actual expenditure on entertainment for official 
purpose however exceeds Rs. 9000/-. What would be the amount of deduction? 

 
Special Allowances: 

 
When exemption depends upon actual expenditure by the employee: 
In these below mentioned cases the amount of expenditure is the least of the 

 Amount of allowance 
 The amount utilized pertaining to allowance 

List of the allowances is as under: 
1. Traveling Allowance/ transfer allowance  
2. Conveyance allowance  
3. Daily allowance  
4. Helper allowance  
5. Research Allowance  
6. Uniform Allowance  

When exemption does not depend upon the expenditure: 
These allowances are exempt to the least of the following: 

 Amount of allowance 


 „Amount specified in rule 2BB 

Name of allowance Nature of allowance Exemption 
   

Tribal Area/ This allowance if given in  Rs. 200 pm 
scheduled area Madhya Pradesh, Tamil Naidu,  
allowance Uttar Pradesh, Karnatka,  

 Tripura, Assam, West Bengal,  
 Bihar, Orrisa.     
Children Education Given for children education Exemption limited for Rs. 
Allowance       100/-  per  month  per  child 

       limited to a maximum of two 
       children. 
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Hostel Expenditure This allowance is granted to an Exemption limited for Rs. 
Allowance employee to meet the hostel 300/-  per  month  per  child 

 expenditure on is child  limited to a maximum of two 
       children. 
Transport Allowance It is given to an employee to Exempted to the extent of 

 meet  his expenditure for Rs. 800/- per month 
 commuting from his office to  
 his residence.     
    

    
Special It includes any special  Amount exempt varies from 
Compensatory ( Hill allowance  in  the  nature  of Rs. 300 per month to Rs. 
Areas) Allowance special compensatory (hill 7000 per month. 

 areas) allowance or high  
 altitude  allowance or  
 uncongenial climate allowance  
 or avalanche allowance.   
Underground Underground allowance is  Exemption limited to Rs.800 
allowance granted to an employee who is per month. 

 working  in uncongenial,  
 unnatural  climate in  
 underground mines.    

  
Perquisites: 
Perquisites can be defined as any casual emolument or benefit attached to an office or position 
in addition to salary or wages. Therefore a perquisite to be taxable under the head salaries:  

a. allowed by an employer to an employee  
b. allowed during the continuance of his employment  
c. directly dependent upon service  
d. resulting in the nature of personal advantage to the employee  
e. derived by virtue of employers authority  

 
Perquisites: Sec 17(2) 
The term perquisite is defined to include the following: 

1.  The value of rent –free accommodation provided to the assessee by his employer. 
3. Value of any benefit or amenity granted or provided free of cost or at concessional 

rate in any of the below cases:   
a) by a company to an employee who is a director thereof  
b) by a company to an employee, having an substantial interest in the company  
c) any person not included in any of the above two categories having a cash 

salary of more than 50,000/-  
4. any sum paid by the employer in respect of any obligation which but for such 

payment would have been payable by the assessee  
5. any sum payable by the employer, to effect an assurance on the life of the assessee 

or to effect a contract for an annuity  
6. the value of any other fringe benefits or amenity as may be prescribed.  
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Taxability of perquisites: 
 

When it is an obligation of Employee:  
If the employer meets an obligation of an employee then the perquisite is always chargeable 
to tax. 
If the employer, pays any bills which are in the name of employee, then they are taxable in 
the hands of employee. 

 
When not an obligation of employee: 
In any other case, where it is not an obligation of an employee, the below table list all 
perquisites which are taxable in the hands of the employee, Remaining perquisites are not 
taxable in employees hands regardless of the expenditure incurred by the employer. 
 
 Taxable Perquisites in the hands of the Exceptions 

 

 employee  
 

 Furnished/ unfurnished house without rent or Exceptions are: 
 

 at concessional rent A rent free house in a remote area, 
 

  hotel  accommodation  in  case  of 
 

  transfer for not exceeding 15 days. 
 

    

 Services of a sweeper, gardener, watchman Taxable in the hands of Specified 
 

 or person only 
 

 Supply of gas, electricity or water for Taxable in the hands of Specified 
 

 household purpose person only 
 

 Education Facility to employee’s family Taxable in the hands of Specified 
 

 members person only 
 

   

    

 Leave travel Concession Exempted if it is given twice in a 
 

  block of four years. 
 

   
 

 Amount payable by an employer directly or Any contribution to recognized 
 

 indirectly to effect an assurance on the life provident  fund  or  super  annuation  fund  is 
 

 of employee or to effect a contract of an exempted. 
 

    
    

Valuation of rent-free unfurnished accommodation: 
 

a)  Central and State Government Employees: 
The value of such accommodation provided to employee is equal to the license fee, which 
would have been determined by the central or state government. 

b) Private sector or other employees: 
Value of the perquisite depends on salary of the employee and lease rent of the 
accommodation. 
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Population of city as per Where the accommodation Where the  
2001 census where is owned by the employer  accommodation is 
accommodation is   taken on lease or rent 
provided   by the employer  
Exceeding 25 lakhs 15% of salary in respect of Lower of amount of  

 the period for which the lease rent paid/ payable 
 accommodation is or 15% of the salary  
 occupied by the employee   
Exceeding 10 Lakhs but 10% of salary in respect of Lower of amount of  
not exceeding 25 lakhs the period for which the lease rent paid/ payable 

 accommodation is or 15% of the salary  
 occupied by the employee   
    

Any other 7.5% of salary in respect of Lower of amount of  
 the period for which the lease rent paid/ payable 
 accommodation is or 15% of the salary  
 occupied by the employee   
     

Valuation of rent-free furnished accommodation: 
 

Accommodation is not in a hotel: 
a) Find out the value of the perquisite on the assumption that the accommodation 

is unfurnished.  
b) Valuation of furniture is done:  

 10% per annum of the original cost of the furniture if the furniture is owned by 
the employer 

 actual hire charges payable, if furniture is hired by the employer. 
 

Accommodation in a hotel: 
The perquisite is valued at the lower of the two amounts: 

a) 24% of salary paid or payable for the period during which such accommodation 
is provided in the previous year.  

b) Actual charges paid or payable by the employer to the hotel.  
 

Valuation provided at concessional rent: 
The below rules will apply for furnished as well as unfurnished accommodation: 

Find out the value of perquisites on the assumption that no rent is charged 
by theemployer. 

From the value so arrived deduct the rent charged by the employer from the employee. 
Valuation of perquisite in respect of free domestic servant: 

 
The value of benefit to the employee (or any member of his household) resulting from the 
provision by the employer for services of a sweeper, a gardener, a watchman or a personal 
attendant, shall be the actual cost to the employer, that is, the total amount of the salary paid 
or payable by the employer (or any other person on his behalf) for such services as reduced by 
the amount paid by the employee for such services. 
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Valuation of perquisite in respect of gas, electricity or water provided free of cost: 
 

This perquisite is taxable in the hands of specified employees only provided the connection 
is in the name of employer. If in the name of employee then the employer would be paying 
on behalf of the employee and is taxable in all cases. 
Mode of valuation If purchased from outside If supplied by the employer 

  from own sources 
   
Cost to employer (A) Amount paid /payable by Manufacturing cost per unit 

 the employer to the outside incurred by the employer 
 agency  
   

Sub: Amount recovered Recovery from the Recovery from the employee 
from the employee (B) employee  

   
Taxable Value of Balancing amount Balancing amount 
perquisite (A-B)   

   

Valuation in respect of free education: 
 

This perquisite is taxable in the hands of a specified employee only and only in those cases 
where the educational institute is owned and maintained by the employer or where such  
education facility is provided in any institute by reason of employee‟s employment with the 
employer. The valuation of the facility would be as under: 

 
Different Situations Amount chargeable to tax 

 

  
 

Where the education facility is provided  
 

to employees children  
 

• Where the cost/ value of benefit 
NIL 

 

does not exceed Rs. 1000 per 
 

child per month 
Cost of education in a similar instituted in a 

 

• Where such amount exceeds Rs. 
 

1000/- similar  locality  –  Rs  1000  –  amount 
 

 recovered by employee 
 

Where education facility is provided to Cost of education in a similar instituted in a 
 

other members of the household similar  locality  –  amount  recovered  by 
 

 employee 
 

If the fee is paid by the employer for employees children then there is no exemption available 
for both specified and non-specified employees. Similarly reimbursement of school fees is 
also taxable in the hands of both specified and non-specified employees. 

 
Valuation in respect of providing use of movable assets: 
The value of benefit to the employee resulting from the use by the employee (or any member 
of his household) of any movable asset (other than car, computer and laptop) belonging to the 
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employer shall be determined at 10% per annum of the actual cost of such asset. It is taxable 
in the hands of all employees i.e. specified and non specified. The taxable amount shall be 
reduced by the amount, if any, recovered by the employee. 

 Mode of Valuation Perquisite in respect of movable asset  
 

     
 

  Owned by employee Taken on hire by employee  
 

     
 

 A. Find the cost to the 10% p.a of actual cost Amount of rent paid or  
 

 employer  payable  
 

    
 

 

 B. Amount recovered Recovery from the employee Recovery from the employee 
 

 from the employee    
 

     
 

 Taxable Value of Balancing amount (if Balancing amount (if  
 

 perquisite (A-B) positive) positive)  
 

Valuation in respect of Transfer of movable 
Asset: The valuation will be done as follows: 

 
Mode of Valuation Perquisite in respect of sale of movable assets to employee 

    
 Electronic Items/ Motor car Any other asset 
 computers   
Find out the cost to the Actual cost to the Actual cost to the Actual cost to the 
employer (A) employer employer employer 

    

Normal wear and tear 50% for each 20% for each 10% for each 
for completed years for completed year by completed year by completed year of 
which  the  asset  was reducing  balance reducing  balance actual cost. 
used by the employer method method  
for his business. (B)    
Amount recovered by Paid by employee Paid by employee Paid by employee 
the employee (C) for  acquiring  such for acquiring such for  acquiring  such 

 asset asset asset 
Taxable Value Balancing amount Balancing amount Balancing amount 
(A-B-C) (if positive) (if positive) (if positive) 

    

Electronic Items refer to data storage and handling devices like computer, digital 
diaries and printers. They do not include household appliances. 

 
Valuation of Medical Facilities: 
Fixed medical Allowance is always chargeable to tax. But Medical expenditure reimbursed in 
excess of Rs. 15,000 is chargeable to tax. The following are the exemptions to the rule that is 
in the following cases there is no monetary ceiling: 

 In employer hospital 
 government hospital 
 Expenditure in case of specified treatment 
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 Health insurance premium 
 Medical facilities outside India 

Foreign Medical Facility: 
For medical treatment outside of the employee or any member of the employee shall be 
excluded to the extent it is permitted by the Reserve Bank of India. 
However the cost of travel of the employee/ any member of his family and his one 
attendant shall be excluded only for those employee whose gross total income excluding 
such traveling expenditure does not exceed Rs. 200,000/-. 
Leave travel concession: 
The leave travel concession is exempted twice in a block of four years. And the 
exemption is available to both Indian citizen and foreign citizen. Exemption is based on 
actual expenditure and is available only in respect of fare. If the journey is performed by 
the circuitous route then the amount of exemption is available in respect of the shortest 
route. 

The exemption is available for the family meaning spouse and two children, parents, brothers 
and sisters of individual who are mainly or wholly dependent on him. 

 
Any other Facility provided to employee: 
Any other facility or perquisite like car, lunch, refreshment, traveling, touring gift, credit 
cards, clubs etc provided to employee is not taxable in the hands of employee. 

 
Permissible deduction from Salary Income: 
The following deductions are permitted from the head Income form salaries : 

1. Entertainment Allowance   
As discussed earlier the entertainment allowance is first included in the salary and then 
allowed as deduction. 

2.  Professional Tax 
Professional Tax also known as tax on employment is allowed as deduction in the year in 
which it is paid. If the employer pays the professional tax, it is first included in the salary of 
the employee as a perquisite as it is an obligation of the employee and then allowed as 
deduction from the gross salary. 
Provident Fund: 
Provident Fund scheme is a retirement benefit scheme. Under this scheme, stipulated sum of  
money is deducted from the employee‟s salary and an equal matching contribution is made 
by the employer. The contribution is invested in gilt-edged securities and interest is earned 
thereon. Thus the balance of provident fund consist of: 

a) Employers contribution   
b) Interest on employers contribution  
c) Employees contribution  
d) Interest on employees contribution  

Kinds of Provident Fund: 
 

Employees provident fund ca be divided into 
three a) Statuary Provident Fund:  

It is set up under the provisions of Provident Fund Act, 1972. This fund is maintained by the 
Government, semi government organization, local authority, railway, university and 
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recognized educational institutions. 
 

b) Recognized Provident Fund - A provident fund to which the provident Fund Act,1972 
applies is a recognized provident fund. 
Unrecognized Provident Fund -  If the commissioner of Income Tax does not recognize a 
provident fund then it will be under the category of unrecognized provident fund. 

 
Public Provident Fund: 
The central government has established a public provident fund with a view to benefit the 
general public and mobilize saving. Any person whether salaried or self employed can invest 
in the same. 

 
Taxability of contribution to Provident fund. 

   Statutory Recognized  Unrecognized   
 

   provident Fund Provident Fund Provident Fund   
 

       
 

 Employers Exempt from tax Exempt upto12% Exempt from tax  
 

 contribution to  of salary. Excess is    
 

 provident fund  taxable     
 

         

 Deductions u/s Available Available  Not Available   
 

 80C on        
 

 employees        
 

 contribution        
 

     

 

 

 Interest credited Exempt from tax Exempt from tax Exempt from tax 
 

 to provident fund  up to 9.5%; excess    
 

    of interest over this    
 

    is taxable     
 

     
 

 

 Lump sum Exempt from tax Exempt from tax in Employees 
 

 payment at the  some cases, when contribution  
 

 time of  not exempt exempt   
 

 retirement  provident fund will Interest on  
 

    be treated as employee  
 

    unrecognized  contribution  
 

    provident fund taxable under  
 

       income from  
 

       other sources  
 

       Employer’s  
 

       contribution  
 

       and  interest  
 

       thereon is  
 

       taxable under  
 

       the head  
 

       income form  
 

       salaries.   
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Salary General Format     

 

     
 

Particulars  Amount  Amount 
 

Salary or wages ( Including advance salary)    XXX 
 

pension or Annuity ( retirement benefit)    XXX 
 

Gratuity or leave salary    XXX 
 

Fee, commission etc    XXX 
 

Taxable allowance    XXX 
 

Taxable perquisite    XXX 
 

Profit in lieu or addition of salary    XXX 
 

Contribution in excess of 12.5 % salary    XXX 
 

Interest credited in excess of 9.5 %    XXX 
 

Taxable balance transferred from UPRF to     
 

RPF    XXX 
 

Gross salary    XXX 
 

Less deduction u/s 16     
 

Entertainment allowance 
 

XXX 
 

 

 

  
 

Profession tax  XXX   
 

Net salary    XXX 
 

Section 115 BB winning from lotteries etc 
 

Where the total incomes of the assessee include the following income then tax shall be 
calculated at 30 % of such income plus education cess. 

 
Income by way of:- 

Winning from lotteries 
Cross word puzzles 
Race  including  horse  race 
Card games 
Any  other  game  of  any  sort 
Gambling 
Betting 
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Tax liability of any sum or property (Moveable or immovable)  
Notes  

• No expenditure or allowance can be allowed against such income   
• No chapter VI A deduction can be allowed   
• No benefit of set off or un absorbed depreciation is available against such income   
• No basic exemption Limit is available against such income.  

 
Tax liability of any sum or property (Moveable or immovable)  
The objective of this provision is to bring in to tax net the bogus transaction in the name of 
gift from un known persons.   
Any gift from non relative shall be subject to tax u/s 56 (2)  
Any immovable property received without consideration and stamp duty value exceeds Rs 
50,000/- 
The entire value of such property equivalent to stamp duty valuation. 
Any immovable property received for consideration which is less than stamp duty value 
exceeds Rs 50,000/- 
The difference between value of consideration and stamp duty value shall be chargeable to tax. 
Any immovable property received without consideration and Fair market value exceeds 
Rs 50,000/- 
The whole of the aggregate of FMV shall be chargeable to tax. 
Any immovable property received for consideration which is less than Fair market value 
exceeds Rs 50,000/- 
The difference between value of consideration and fair market value shall be chargeable to 
tax.  
Income from House Property 
Section 22 of the IT Act 1961 deals with the house property income. Income from houses, 
buildings, bungalows and gowdowns are taxed under this head.  

Points to be rememberd while calculating house property income   
The following are some of the property incomes, which are exempt from tax:  

- Annual value of one self-occupied property. 
- Property used for own business or profession, Property held for charitable 
purposes. - Property income of a political party, Property income of a trade union. 
- Property income of a hospital or other medical institution. 
- Property income of an approved scientific research association. 
- Property income of a local authority, Annual value of any one palace of an exruler. 
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MODULE 3 (10 Hours) 
 
Income under the head profit and gains of business or professions and its computation- 
basis-method of accounting- scheme of business deductions/ allowance- deemed profits- 
maintenance of books, Depreciation (Problems on computation of income from business/ 
profession of individual assessee and depreciation). 
This head is covered by sec 28 to sec 44D. This chapter deals with provisions which have 
a bearing on the computation of taxable income. 
 
Basis of charge (sec 28): 
The following income is chargeable to tax under the head ―Profit and gains from business and 
profession‖: 

1.  Profit and gain of any business and profession  
2.  any compensation or other payment due or received by any person specified in sec 28(ii)  

• any compensation received on termination of a managing agency of a 
foreign company  

• any compensation received on termination of a managing agency of a 
Indian company  

• Any compensation received on termination of any agency or modification 
of terms of agency.  

• Any compensation received from government or a corporation on taking over 
of management of property or business. 

 
3. Income derived by a trade, professional or similar association from specific 

services performed for its members. 
4. The value of any benefit or perquisites, whether convertible into any money or 

not, arising from the business or the exercise of any profession. 
5.  Profit on sale of license (export/ import license) 
6. Cash assistance (subsidy received by any person against exports under any 

scheme of government 
7.  Any drawback of any duty of customs or excise. 
8. Any interest, salary, bonus, commission or remuneration received by a partner from 
firm. 
 9. Any sum received for not carrying out any activity in relation to any business or not to 
share any know-how, patents, copyrights, trademarks etc. 
10. income from a speculative transaction 
11. Profits from an illegal business. 

 
Meaning of term business: 
  
The term business refers to any economic activity carried out with a view to earn profit. As 
per section 2(13) term business is defined as ―any trade, commerce, manufacture or any 
adventure in  
the nature of trade, commerce or manufacture‖. The definition covers every facet of an 
occupation carried on by a person with a view to earn profit. The term business is a word of 
wide  
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import and in terms of fiscal statue it must be construed in a broad rather than in a restricted. 
 
Profession and Vocation: 
As per sec 2(36) profession includes vocation. The term profession is an occupation of 
requiring purely intellectual skill or manual skill attained in special knowledge. While the 
term vocation implies natural ability of a person for some work. The distinction between the 
term business, profession or vocation is not important for the purpose of income tax. 

 
Basic Principles for arriving at business Income: 
One has to keep in mind the following general principles for arriving at business income: 

1. Business or profession should be carried on by assessee.  
2. Business or profession should be carried on during the previous year.  
3. Income of the previous year is taxable during the following assessment year.  
4. Tax incidence arises in respect of all business or profession.  
5. Legal ownership v/s beneficial ownership.  
6. Real profit v/s anticipated profit  
7. Recovery of sum already allowed as deduction.  
8. Mode of book entries not relevant.  

 
Loses incidental to business: 
General commercial principles have to be kept in view while determining the real and true 
profits of a business and profession. Capital receipts are not taxable. Profits can only arise 
out of the trading receipts and only the profit element of such receipt can be made taxable. 
Business losses can be allowed as deduction if the following conditions are satisfied: 

1. Losses are revenue in nature.  
2. Losses should be incurred during the previous year.  
3. Losses should be incidental to the business and profession carried on by assessee.  
4. It should not be notional or fictitious  
5. It should have been actually incurred and not merely anticipated to incur in future.  
6. There should not be any direct or indirect restriction under the act against 

the deductibility of such loss.  
Specific deductions under the Act : 
Section 30 to 37 cover expenses which are expressly allowed as deduction while computing 
business income, section 40, 40A and 43B cover expenses which are not deductible. 

 
Rent, rates taxes repairs and insurance for building (Sec 30): 
Under this section following deductions are allowed for premises used for 
business or profession:  

1. The rent of premises, the amount of repair (not being capital expenditure), if he 
has undertaken to bear the cost of repair.  

2. Any sum on account of land revenue, local rates or municipal taxes. **  
3. Amount of any premium in respect of insurance against risk of damage or 

destruction of the premises.  
Repairs and insurance of machinery, plant and furniture (sec31): 
The expenditure incurred on current repair (not being capital expenditure) and insurance in 
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respect of plant, machinery and furniture used for business purpose is allowed as deduction 
u/s 31. 

 
Depreciation Allowance (Sec 32) 
In order to avail depreciation u/s 32, the following conditions need to be satisfied: 

1. Asset must be owned by the assessee.  
2. It must be used for the purpose of business or profession  
3. It should be used for the relevant previous year  
4. Depreciation is available on tangible as well as intangible asset.  

 
Use of the asset in the previous year: 
The asset in respect of which depreciation is claimed must have been used for the purpose of 
the business. Normal depreciation (i.e. full year depreciation) is available if an asset is used 
is put to use at least for sometime during the previous year. 

 
Depreciation allowance is limited to 50% of normal depreciation, if the following two 
conditions are satisfied:  

• Where an asset is acquired during the previous year   
• It is used for the purpose of business or profession for less than 180 days during 

that previous year.  
If the above conditions are satisfied, the assessee would be entitled to 50% of normal 
depreciation, even if the asset is used for a single day. 

 
Depreciation Available: 
Under the Indian Income Tax, one can claim depreciation on the following assets: 

 
Tangible Asset Building, Plant, machinery or furniture 
Intangible Assets acquired after March Know-how, patents, copyrights, trade 
31, 1998 marks, licenses, franchise, or any other 

 business or commercial rights of similar 
 nature. 

 
Block of Assets sec 2(11):  
The term block of assets means a group of assets falling within a class of assets comprising of:  

• Tangible assets, being building, machinery, plant or furniture   
• Intangible assets, being know-how, patents, copyrights, trade marks, licenses, franchise,  

or any other business or commercial rights of similar nature 
In respect of which the same percentage of depreciation is 
prescribed. 

 
Written down Value sec 43(6):  

 

Written down value for the year is determined as under:  
 

1.  Find out the depreciated value at the beginning of the year as on 1st of April.  
 

2. To this value add actual cost of the asset acquired during the year.   
3. From the resultant year, deduct money received/ receivable (together with scrap 
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value) in respect of that asset which is sold, discarded, demolished or destroyed 
during that year.   

4. The resulting amount is the written down value of the block for that year.   
5. The amount of reduction under step 3 cannot exceed the value of asset computed 

under step 1 and step 2.  
 

Computation of depreciation  
Depreciation is calculated at the prescribed rate on the written down value. However the 
following exceptions are there for the aforesaid: 

 
Exception 1: When the written down value of a block of assets is reduced to zero.  
No depreciation is admissible where written down value has been reduced to zero, though the 
block of assets does not cease to exist on the last day. 

 
Exception 2: If the block of asset ceases to exist  
If a block of assets ceases to exist or if all assets of the block have been transferred and the 
block of assets is empty on the last day of the previous year, no depreciation is admissible in 
such case. 

 
Unabsorbed Depreciation: 
When in the assessment of the assessee full effect cannot be given to depreciation allowance 
in any previous year owing to there being no profit/ gain or there being insufficient profit/ 
gain, the balance of depreciation allowance is called unabsorbed depreciation. 

 
Steps for dealing with unabsorbed depreciation: 
Step 1 Depreciation allowance of the previous year is first deductible from the 

 income under the head ―Profit & gains from business and Profession‖. 
  
Step 2 If depreciation cannot be fully deducted under the head ―Profit & gains 

 from business and Profession‖ because of inadequate or no profit, it is 
 deductible from income chargeable under the other head of income 
 (except income from salary) for the same assessment year. 
Step 3 If depreciation allowance, is still unabsorbed then it can be carried 

 forward to the subsequent assessment year(s). 
 
There is no time limit for the purpose of carrying forward of unabsorbed depreciation, it can 
be carried forward for indefinite period.  
The following priority order is to be followed when the unabsorbed depreciation is to be set 
off in subsequent year:  

a. Current depreciation  
b. Brought forward business loss  
c. Unabsorbed depreciation  

For the above setoff continuity of the business is not necessary. 
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Tea/ coffee/ rubber development account (Sec33AB) 
To claim the deduction under this section the following conditions need to be satisfied:  

1. The assessee must be engaged in tea, coffee or rubber plantation.  
2. It must make a deposit in special Account opened with NABARD( National bank 

for Agriculture and rural development)  
3. The amount has to be deposited within 6 months from the end of the previous 

year or before the due date of furnishing the return of income, whichever is 
earlier.  

4. The accounts of the assessee should be audited.  
Methods of Accounting 
There are two methods of accounting. They are: 
Cash System of Accounting  
Under this system all those receipts and payments, which are actually collected and spend during 
the current previous year, are considered in order to calculate net profit. 
Mercantile System of Accounting  
Under this system all those receipts and payments, which are paid or due will be considered to 
calculate net profit. 
 

Scheme of Business Deductions / Allowances  
Amount of deduction: 
The least of following is allowed as deduction: 

1. A sum equal to the amount deposited in the special account as discussed above.   
2. 40% of profit of such business computed under the head ―profit and gains of business 

and   
profession‖ before making any deduction under section 33AB and also before 
adjusting any bought forward losses. 

The below points are also to be kept in mind:  
1. When a deduction is claimed under this section, no deduction shall be allowed in 

respect of such amount in any other year.  
2. When a deduction is allowed and claimed under this section to an association of 

persons or body of individuals no deduction shall be allowed to any member of the 
association or body in respect of the same.  

3. Any excess deposit in special account made during the previous year is not 
treated as deposit in any other year.  

 
Withdrawal of amount: 
The amount standing to the credit of the special account may be withdrawn only in case of: 

1. closure of business  
2. dissolution of firm  
3. death of an assessee  
4. partition of HUF  
5. liquidation of company  

 
Site restoration fund (Sec 33ABA):  
An assessee can claim deduction u/s 33ABA if he satisfies following conditions: 

1. The assessee must be engaged in production of petroleum/ natural gas in India.   
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2. The assessee has an agreement with the agreement with the central government.   
3. It must make a deposit in special account to be opened with SBI or deposited in 

an account named site restoration fund to be opened in accordance with 
Government of India with the ministry of Petroleum.   

4. The deposit should be made within specified time limit i.e. before the end of 
previous year.   

5. The accounts of assessee should be audited.  
 

Amount of Deduction: 
a) Sum equal to amount deposited in the special account.  
b) 20% of the profit of the business as computed under the head profit and gains 

from business and profession before this deduction.  
Whichever is less is allowed as deduction. 
The below points are also to be kept in mind: 

1. When a deduction is claimed under this section, no deduction shall be allowed in 
respect of such amount in any other year.   

2. When a deduction is allowed and claimed under this section to an association of 
persons or body of individuals no deduction shall be allowed to any member of the 
association or body in respect of the same.  

Withdrawal of amount: 
The amount can be withdrawn only for the purpose specified in the scheme or deposit scheme. 
Amount cannot be utilized for certain purpose: 
No deduction can be claimed in respect of any amount utilized for the purpose of 

5. Any machinery or plant installed in the residential houses or a guest house.  
6. Any office appliances except computer  
7. Any plant or machinery whose full cost is allowed to be debited to P& L account.  
8. Any new plant or machinery to be installed for setting up of a new unit to produce 

any article included in eleventh schedule.  
Expenditure on Scientific Research (Sec 35): 
Scientific research means any activities for the extension of knowledge in the fields of natural 
or applied science including agriculture, animal husbandry or fisheries. 

 
Under this section amount deductible in respect of scientific research may be classified as under: 

Expenditure on research carried on by Contribution to outsiders 
assessee   

1. Revenue expenditure 1. Contribution to an approved 
2. Capital expenditure scientific research association. 
3. Expenditure on an approved in- 2. Payment to National Laboratory 

 house research   
Revenue expenditure incurred by assessee: 
Revenue expenditure incurred by assessee himself on scientific research, a deduction is 
allowed only if the research is related to the business. 

 
Expenditure on approved in-house research: 
A weighted deduction is allowed in respect of expenditure on in-house research and 
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development expense incurred by the assessee. However the following points need to be kept in 
view: 

1. The taxpayer is a company  
2. It is engaged in the business of bio-technology or in the business of manufacture 

or production of articles or things notified by the board.  
3. The research and development facility is approved by the prescribed authority 

and sufficient provision for audit is done for the accounts maintained by the 
facility.  

 
Amount of deduction 
A sum equal to one-one half times of expenditure so incurred shall be allowed as deduction. 

 
Carry forward and set off deficiency shall be done in the same manner as for the unabsorbed 
depreciation. 

 
Contribution made to outsiders: 
Where the assessee does not himself carry on scientific research but makes contributions to 
other institutions for this purpose, a weighted deduction is allowed. 
The amount of deduction is equal to one and one fourth times of any sum paid to a 
scientific research association or to a university, college or other institution or to a national 
laboratory. Scientific research carried on above may or may not be related to the business 
of the assessee. 

 
Amortization of telecom license fees (sec 35ABB): 
Deduction under this section is available if the following conditions are satisfied:  

1. The expenditure is capital in nature.  
2. It is incurred for acquiring any right to operate telecommunication services.  
3. The expenditure is incurred either before the commencement of business or thereafter 

at any time during any previous year.  
4. The payment for the above has been actually made to obtain license.  

Expenditure on eligible product or scheme Sec. 35AC: 
Deduction is available under this section for promoting social and economic welfare.  
Any taxpayer can claim deduction by making a payment of any sum to a public sector 
company or a local authority or to an association or institution approved by a national 
committee for carrying out eligible project or scheme. 
A company can also directly incur expenditure in respect of eligible project and claim the 
same as deduction. 
Payment to associations and institutions for carrying out rural development programmes: 
This section provides deduction of sums paid by assessee to: 

1. Any association or institution which has its object for carrying out any 
program of rural development approved.  

2. Any association or institution which has its object the training of persons 
for implementation of a rural development program.  

3. The national fund for rural development set up by the government.  
4. The national Urban Poverty Eradication Fund set up and notified by the government.  
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Amortization of preliminary expenses (Sec35D): 
Those expenses which are incurred before commencement of business for setting up 
any undertaking or business are termed as preliminary expenditure. 
Deduction under this section is available to an Indian company or a resident non corporate 
assessee. 

 
Qualifying Expenditure:  

• Legal charges for drafting any agreement between the assessee any other person 
relating to setting up of business of the assessee.   

• Legal charges for drafting the memorandum and articles of association if the taxpayer 
is a company.   

• Printing expenses of the memorandum and article of association if the taxpayer 
is a company.  

• Registration fees of a company under the provisions of the company‟s 

Act.  
• Expenses in connection with the public issue of shares or debentures of a company, 

underwriting commission, brokerage and charges for drafting, typing, printing and 
advertising of the prospectus.  

 
Maximum ceiling: 
The aggregate expenditure cannot exceed the following- 

 
Taxability of undisclosed Income / Investment: 

 
1.  Cash Credit (Section 68: ) 

Under the section 68 unexplained cash credit in the books of the assessee for which the 
assessee is unable to offer any explanation or if the explanation offered is not to the 
satisfaction of the assessing officer, the same will be treated as income of the previous year 
in which such credit appears in the books of accounts of assessee.  

2.  Unexplained Investment (Section 69: ) 
Under section 69 unexplained investment for which the assessee is not able to offer satisfactory 
explanation or which is not recorded in the books of the assess will be deemed to the income of 
the assessee in the financial year. 

3.  Unexplained money (Section 69A):  
Any unexplained money, bullion or jewellery which is not recorded in the books of assessee for 
which the assessee is not able to offer explanation to the satisfaction of assessing officer will be 
treated as the income of the assessee in the financial year in which the assessee is found to be 
the owner of the same.  

4. amount of investment etc not fully disclosed in the books of 
account (Section 69B)  

Any investment in bullion, jewellery or other valuable articles the value of which is not fully 
recorded in books for which assessee do not give any satisfactory explanation will be treated as 
income of the financial year for which it is found 

5.  Unexplained Expenditure (Section 69C):  
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Any unexplained expenditure in any financial year for which the assessee offers no satisfactory 
explanation about the source is taxable as income in the financial year where such unexplained 
expenditure is incurred. 

6.  Amount borrowed or repaid on hundi (Section 69D):  
Money borrowed by hundi and repayment of it otherwise through an account payee cheque or 
bank draft will be treated as income in the previous year in which such borrowing or repayment 
is made otherwise than through account payee cheque. 

 
Section 44 A 

 
For the purpose of this section specified profession means a profession of medicine, 
engineering, architecture, film artiest, accountancy, authorized representative, 
company secretaries. 

 
Section 44 AB 

 
Following person are required to get their accounts Audited 

Different Tax payers When they are covered by the provisions of compulsory 
 audit under section 44AB. 
A person carrying on If the total sales, turnover or gross receipt in business for the 
business previous year(s) relevant to the assessment year exceed or 
A person carrying on exceeds Rs 40 Lakhs. 
profession If his gross receipt in profession for the previous year(s) 

 relevant to the assessment year exceeds Rs 10 Lakhs. 
  
A person covered If such person claims that the profits and gains from the 
under section 44AD, business are lower than the profits and gains computed under 
44 AE, 44AF, 44BB this section (irrespective of his turnover). 
or 44BBB  

  
 

Special Provisions for computing income on estimated basis 
Taxpayers engaged in the business of civil construction (Sec44AD) 

1.  Any Taxpayer who is an individual, HUF, AOP, BOI, firm, Company, Co- 
 operative Society or any other person who is engaged in the business of 
 civil construction or supply of labor for civil construction work is covered 
 under the section. 

2. Any person whose gross receipt from Business does not exceed Rs 40 Lac. 
3. Income from above mentioned business is estimated at 8% of the gross 

 receipt and all deduction under section 32 to 38 including depreciation is 
 deemed to have been already allowed and no further deduction is allowed. 

4. If he so assessed than he is not required to maintain books of accounts as 
 per section 44 AA and is also not required to get his books of accounts 
 audited under section 44 AB. 

5. A tax payer can declare his income to be lower than the deemed profit but 
 than he has to maintain books of accounts as per section 44 AA and is also 
 required to get his books of accounts audited under section 44 AB.  

 

vtu
so

lut
ion

.in

Vtusolution.in - Vtu Notes, question Paper, books, Internship, Final Year Projects and many exciting offers for students

Vtusolution.in - Vtu Notes, question Paper, books, Internship, Final Year Projects and many exciting offers for students



Tax Management                                                                       14MBAFM409 
 

1. Any Taxpayer who is an individual, HUF, AOP, BOI, firm, Company, Co- 
 

 operative Society or any other person who is engaged in the business of 
 

 plying, hiring or leasing goods carriages. The taxpayer owns not more 
 

 than 10 goods carriage at any time during the previous year. 
 

2. Income from above mentioned business is calculated as below: 
 

  
 

 

Type of goods Carriage Estimated Income 
 

Heavy goods Vehicle Rs 3500 for every month (or part of a month) during  
 

  which the goods carriage is owned by the tax payer.  
 

Other than heavy goods Rs 3250 for every month (or part of a month) during  
 

Vehicle  which the goods carriage is owned by the tax payer.  
 

3. All deduction under section 32 to 38 including depreciation is deemed to 
 

 have been already allowed and no further deduction is allowed. 
 

4. If he so assessed than he is not required to maintain books of accounts as 
 

 per section 44 AA and is also not required to get his books of accounts 
 

 audited under section 44 AB. 
 

5. A tax payer can declare his income to be lower than the deemed profit but 
 

 than he has to maintain books of accounts as per section 44 AA and is also 
 

 required to get his books of accounts audited under section 44 AB. 
 

Taxpayers engaged in the business of retail traders (Sec44AF) 
1. Any Taxpayer who is an individual, HUF, AOP, BOI, firm, Company, 

Co-operative Society or any other person who is engaged in the business 
of retail trade of any goods or merchandise is covered under the section.  

2. Any person whose gross receipt from Business does not exceed Rs 40 
Lac.  

3. Income from above mentioned business is estimated at 5% of the gross 
receipt and all deduction under section 32 to 38 including depreciation is 
deemed to have been already allowed and no further deduction is allowed.   

If he so assessed than he is not required to maintain books of accounts as per section 44 AA 
and is also not required to get his books of accounts audited under section 44 AB.  
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MODULE 4 (8 Hours) 
 
Income under capital gain, basis of charge, transfer of capital asset, inclusion & exclusion 
from capital asset, capital gain, computation of capital gain (theory & problems), 
deductions from capital gains. 
 
Any profit and gain arising on Transfer of a capital asset is chargeable under sec 45. Sec 46, 
47 gives such transactions which are not considered as Transfer. While Sec 54, 54 B, 54 D, 
54 EC, 54 F, 54 G, 54 GA & 54H gives the list of exemptions. 
 
Basis of charge sec 45: 
Capital gain‟s gain tax liability arises only when the following conditions are satisfied: 

• There should be a capital asset   
• The capital asset is transferred by the assessee   
• Such Transfer takes place during the previous year   
• Any profit or gain arises as a result of transfer   
• Such profit or gain is not exempt from tax under Sec 54, 54B, 54D, 54EC, 54F, 

54G, 54GA.  
 

Capital Assets: 
A capital asset is defied to include property of any kind, whether fixed or circulating, 
movable or immovable, tangible or intangible. The following assets are, however, excluded 
from the 
Definition of ―Capital Assets‖.  

1. Any stock and Trade, consumable or raw material held for the purpose of 
Business or profession.  

2. Movable property including wearing apparels and furniture held for his personal 
use or for the use of any member of is family. 

3.  Agricultural land in India, which is situated in rural area. 
4. 6.5% Gold Bonds, 1977 or 7% Gold Bonds, 1980 or national defense Bonds, 1980 

issued by Central Government. 
5.  Special bearer bonds, 1991. 
6.  Gold Deposit Bonds issued under Gold Deposit Scheme, 1999. 

 
Short term / Long Term Capital Asset: 
Short Term capital assets means a capital asset held by an assessee for not more than 36 
months immediately prior to its date of Transfer. Any asset which is held by assessee for 
more than 36 month is known as Long Term Capital Asset. 
Exception: 
In the following cases an asset held for not more than 12 months is treated as short term 
capital asset.  

• Equity or preference share in a Company.  
• Securities (like debentures, government securities)  
• Units of UTI  
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Transfer of Capital Assets: 
Transfers in relation to capital assets include sale, exchange or relinquishment of asset or the 
extinguishment of any rights therein or the compulsory acquisition thereof under any law 
{Sec 2 (47)}. 

 
Following transactions are not regarded as Transfer: 

1. Distribution of capital assets at the time of liquidation of a Company.  
2. Distribution of assets at the partition of HUF.  
3. Transfer of a capital asset under a gift or will or under an irrevocable trust.  
4. Transfer of a capital asset by a Company to its 100% subsidiary.  
5. Transfer of share of Indian Company held by a foreign company to another 

foreign company in case of amalgamation.  
6. Transfer of capital asset of a banking Company to another banking company n 

case of amalgamation.   
7. Transfer in a demerger of capital assets by the demerged company to the 

resulting company.   
8. Transfer of capital assets (being FCCB or GDR) by a non resident to another 

nonresident.   
9. Transfer of agricultural land in India march 1, 1970.  
10. Transfer of a capital asset (being work of art, manuscript, painting etc) to 

government / university / national museum etc.  
11. Transfer by way of conversion of bonds or debentures into shares.  
12. Transfer by way of exchange of a capital asset being membership of a recognized 

stock exchange for shares of a company.  
13. Transfer of land by a sick Industrial Company which is managed by its workers 

Co-operative.  
14. Transfer of a capital asset by a firm to Company in case of conversion of firm 

into Company.   
15. Transfer of a capital asset, being a membership right held by a member of 

recognized stick exchange in India.   
16. Transfer of a capital asset to a Company in the case of conversion of preparatory 

concern into a Company.Transfer involved in a scheme of lending of securities.   
 
Cost of Acquisition (Sec 49): 
Cost of Acquisition of an asset is the value for which it was acquired by the assessee. 
Expenses in the capital nature for completing the title for the property are included in the 
cost of acquisition. 

 
Cost of asset for the previous owner Sec 49(1): 
The cost of previous owner is deemed to be the cost of acquisition to the assessee in cases 
where capital asset becomes the property of assessee under any of the mode described 
below:  

1. Acquisition of property in case of partial or total partition of HUF  
2. Acquisition of property in case of gift or will  
3. Acquisition of property in case of :   

• Succession or inheritance   
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• Any distribution of assets on the dissolution of a firm, BOI or AOP   
• Distribution of assets on the liquidation of a company   
• Under a transfer of revocable trust or an irrevocable trust.   
• Any transfer from a wholly owned subsidiary to its holding company or vice 

versa.   
• Under any scheme of amalgamation.   

The holding period of the previous owner is also counted for determining whether the 
amount is short term or long term capital asset nut indexation will be allowed from the 
time when the asset is acquired by the assessee. 
 
Cost of Acquisition being the fair market value as on April1, 1981: 
In the following cases, the assessee may take at his option, either actual cost or 
the fair market value of the asset ( other than a depreciable asset) as on April 1, 
1981 as cost of acquisition: 

a) Where the capital asset became the property of the assessee before April 1, 1981.  
b) Where the capital asset became the property of the assessee by any mode 

referred to in sec 49(1) and the property was originally acquired before Aril 1, 
1981.   

In case of depreciable asset cost of acquisition is taken as the WDV at the end of the 
previous year along with any expenses on transfer of the asset. Any such capital gain is 
treated as short term. 

 
Capital Gain in case of conversion of capital asset into stock in trade: 
The fair market value of the capital asset on the date on which it was converted or 
treated as stock in trade shall be deemed to be full value of the consideration received or 
accruing as a result of the transfer of the capital asset. 

 
Transfer of capital asset by a Partner to a firm: 
In case an asset is transferred by a partner to a firm then the capital gain is chargeable to tax 
in the previous year in which such transfer takes place and the amount recorded in the books 
of account of the firm as the value of asset shall be taken as full value of consideration 
received as a result of such transfer. 

 
Distribution of capital asset on dissolution: 
In case a firm is dissolved and the asset is given/sold to a partner than the capital gain will be 
calculated as taxable in the hands of firm and it is taxable as income in the year it is 
transferred. For computing capital gain the fair market value is taken of the asset is taken as 
the full value of consideration. 

 
Capital gain in case of self generated assets: 
If any self generated assets like goodwill or right to carry on business, tenancy right route 
permit etc is sold then the cost of acquisition is taken as nil. Only the cost of transfer is 
allowed as deduction. 

CAPITAL GAIN- EXEMPTIONS 
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Capital Gain arising form the transfer of the residential Property (Sec 
54) Exemptions under following conditions are met.  

1. Only and individual and HUF can claim exemption under this section.  
2. Exemption is available only if the capital asset which is transferred is a 

residential house property, whose income is taxable under the head Income 
from house property.  

3. House property should be a long term Assets.  
4. A new house property should be purchased / acquired within a specified time 

limit.  
Particular Time limit 
For purchasing a new residential property Within One year before or within 2 years 

 after date of Transfer of house property. 
For constructing a new residential property The Construction should be Complete 

 within 3 years from the date of Transfer of 
 house property. 
Capital Gain under compulsory acquisition of land and building forming part of 
industrial undertaking (section 54D) 
Exemption under this section is available if following provisions are met: 

1. The taxpayer may be an individual, HUF, Firm, Company or any other person  
2. The asset may be short term / long term  
3. Capital gain arises on transfer by way of compulsory acquisition of land or 

building which forms a part of an industrial undertaking belonging to the 
taxpayer.  

4. Such land or building was used by the assessee for the purpose of the 
industrial undertaking for at least two years preceding the date of 
compulsory acquisition.  

5. Assessee has purchased nay other land or building within a period of three years from 
the date of receipt of compensation or constructed a building within such period.  

6. Newly acquired land or building should be used for the purpose of shifting 
or reestablishing the said undertaking or setting up another industrial 
undertaking.  

7. Amount of Exemption:  
a. The amount of capital gain generated on Transfer by way of 

Compulsory acquisition of land or building.  
b. The amount invested in new land of building.  

Whichever is lower. 
8. If the amount is not utilized for purchase / construction of the new land of building till 

the due date of submission of Return of Income than it should be deposited in capital 
gain deposit account scheme.   

9. If the new land or building is transferred within a period of three years from the 
date of its acquisition or completion of construction the amount of exemption 
given earlier under section 54 D would be taken back.  

 
Capital Gain not to be charged on investment in certain bonds (sec 54 
EC) The salient features of section are as under: 
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1. The taxpayer may be an individual, Firm, Company or any other person  
2. A long term capital asset is transferred by an assessee during the previous year.  
3. Within six month from the date of transfer of the assets the assessee should invest 
 the whole or any part of the capital gain in long term specified assets.  

4. from the assessment year 2006-07 this specified assets are any bonds 
redeemable after three years issued after march 31, 2006 by   

 National highway authority of India 
 Rural Electrification Corporation Ltd. 

5. Amount of Exemption:  
i. The amount of capital gain generated on Transfer of capital asset.  

ii. The amount invested in specified asset as discussed  
above. Which ever is lower. 

6. The cost of specified assets shall not be eligible under section 88 and 
deduction under section 80C.  

7. The investment made on or after 01-04-2007 can not exceed Rs 50 lacs.  
8. If the specified asset is transferred / converted into money or any loan or advance 

is taken on the security of specified asset within 3 year from the date of 
acquisition than the exemption given will be charged to tax in the year in which it 
was so transferred / converted into money or any loan or advance is taken  

 
 

Capital Gain on transfer on a long term capital asset other than a house property 
(Sec 54 F): Exemption under this section is available if following provisions are 
met: 

1. Only and individual and HUF can claim exemption under this section.  
2. Exemption is available only if the capital asset which is transferred is a long term 

capital asset but other than a residential house property (e.g. a plot of land, gold, 
share etc)  

A new house property should be purchased / acquired within a specified time limit 
Particular Time limit 
For purchasing a new house Within One year before or within 2 years after 

 date of Transfer of original asset. 
For constructing a new house The Construction should be Complete within 3 

 years from the date of Transfer of house property. 
4. The exemption is available only if on the date of transfer of the original asset, 

the taxpayer does not own more than one residential house other than the new 
house.  

5. Amount of exemption will be calculated as  
under: Cost of new house x Capital gain 

 Net sales consideration 

6. If the amount is not utilized for purchase / construction of the new property till the due 
 date of submission of Return of Income than it should be deposited in capital gain deposit 
 account scheme.  
7. If the new residential property is transferred within a period of three years from the date 
 of acquisition or completion of construction the amount of assumption given earlier will 
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 be taken back.  
8. If the assessee purchases a new house, within a period of two years of the date of transfer 
 of original asset, or construct within a period of 3 years of the transfer of such asset, a 
 residential house other than the new house then the exemption will be withdrawn. 

Capital Gain on transfer of assets in cases of shifting of industrial undertaking from urban 
area (Sec 54G):  
To claim exemption under this section following conditions need to be fulfilled: 
1. A capital asset used for the purpose of an industrial undertaking situated in an urban 

area is transferred.  
2. The transfer is effected in the course of, or in consequence of, the shifting of such 

industrial undertaking to any area other than an urban area.  
3. The assessee has within a period of one year before or 3 years after the date on which 

the transfer took place:  
a) Purchased a new machinery or plant for the purpose of business of the 

industrial undertaking in the area to which the said undertaking has shifted.  
b) Acquired building or land or constructed building for the purpose of his 

business in the said area.  
c) Shifted the original asset and transferred the establishment of such 

undertaking to such area.  
d) Incurred expenses on such other purposes as may be specified in a scheme framed 

by the central government.  
4. The amount of exemption is equal to-   

• The amount of capital gain generated on transfer of capital assets in case of 
shifting of an industrial undertaking   

• The cost and expenses incurred in relation to all or any of the purposes mentioned in  
point 

3. Whichever is 
lower.  
5. If the amount is not utilized for purchase / construction /acquisition of the new asset till 

the due date of submission of Return of Income than it should be deposited in capital 
gain deposit account scheme.  

6. If the new asset is transferred within a period of three years from the date of its 
purchase/construction/acquisition the amount of exemption given earlier under section 
54 G would be taken back.   

Section 50 B Slump sales 
 

Definition 
Section 2 ( 42 C) Transfer of one or more undertaking as a result of lump sum 
consideration without value being assigned to individual assets and liability on such 
sales. 

 
Notes 
Determination of asset and liability for the purpose of payment of stamp duty or registration 
fee shall not be regarded as assignment of individual value to assets and liability. 

 
Taxability 
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Any profit and gains arising from the slump sales affected during the previous year shall 
be If the undertaking held for more than 36 month then such gains shall be regarded as 
long term capital gain else it is regarded as short term capital gain.  
The net worth of the division so transferred shall be regarded as cost of acquisition and 
cost of improvement. 

 
Meaning of net worth 

 
It shall be the aggregate value of total asset of the undertaking or division as reduced by 
the value of liability of such undertaking or division as appearing in the books of 
accounts. 

 
Any changes in the value of asset on account of revaluation of asset and liability shall be 
ignored for the purpose of computing net worth. 

 
Value of asset for the purpose 

 
In case of depreciable assets, WDV of block of asset 

 
In case of other asset the book value of such assets. 

 
Report from CA 

 
A report from the chartered Accountant indicating computation of net worth and certifying 
the correctness of net worth is required. 

 
Section 55 A Reference to valuation Officer 

 
With a view to ascertaining the FMV of a capital asset for the purpose of capital gains and other 
purpose the assessing officer may refer the valuation of capital asset to a valuation officer. 

 
Valuation of capital asset is performing under the following situation  
In case where the value of the asset as claimed by the assessee is in accordance with the 
estimate by the registered value , if the assessing officer is of the opinion that the value so 
determined is less than its FMV. 

 
In any other case, if the assessing officer is of the opinion that 
FMV of the asset as claimed by the assessee by more than 15 % of the value claimed or by 
more than 15,000/- 

 
Having regarded to the nature of the capital asset and other relevant circumstance it is 
necessary to make the reference. 
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MODULE – V 

INCOME FROM OTHER SOURCES 

Income from other Sources (Theory Only) Permissible deductions under section 80Cto 80U, 
set off and carry forward of losses and clubbuibg of incomes. 
 
Deduction 
 

• In computing total income there shall be allowed from the gross total income 
deduction specified in section 80 C to 80 U.   

• The aggregate amount of deduction shall not be exceeding Gross Total income.   
• Deduction is permitted up to Gross total income.   
• In case where Assessee avails deduction u/s 10 A, 10 AA, or 10 B no deduction 

shall be claimed under any provision of Chapter VI A section 80A (4).  
• Where goods or service held for the purpose of eligible business are transferred to 

any other business or goods and services held for normal business are transferred to 
eligible business, if the value of consideration as recorded in the books of eligible 
business doesnot correspond to the market value, then the profit eligible for 
deduction shall be computed by adopting market value of such goods and service. 

 
Types of deduction 
 

- Deduction Based on Payment. 
- Deduction Based on Receipts 

Deduction based on the payment 
 

Section 80 C Deduction in respect of Life insurance premia, deferred annuity, 
contribution to PF etc. 

 
Eligible Assessee 

1) Individual  
2) H U F  

  Eligible investment or contribution 
 

1) Life insurance/ Annuities 
 

Amount paid towards – 
i) Life insurance premium  
ii) Defered Annuities  

 
Contribution towards- 

i) Unit linked plan 1971  
ii) Notified plan of the L I C or any other insurer  
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iii) Unit linked plan of LIC or  
iv) Mutual fund notified U/s 10 ( 23 D)   

Deduction from salary 
 
Salary payable by or on behalf of the government to any employee in accordance with condition 
of service, for the purpose of securing deferred annuity or making provision for his spouse or 
children not exceeding 1/5th of salary. 
 
Employee welfare fund  
Contribution by the individual to the following is eligible for deduction 

i) Any provident fund to which Provident fund Act 1925 applies  
ii) Public provident fund  
iii) Recognised provident fund   
iv) Approved super Annuation fund  

Central Government / Post office / other notified scheme 
 

Post office 
 

• 5 year time deposit in an account under Post Office Time Deposit scheme.  
 

National saving certificate/ Notified Saving certificate. 
Investment or subscription to National Saving certificate/ notional saving certificate 

 
NABARD Bond 
Subscription to the bonds issued by NABARD  
Term deposit with Schedule bank 
Term deposit for a period not less than 5 years in a scheduled bank in accordance with 
the scheme notified by the Central Government. 

 
Mutual fund u/s 10 (23 D) or Unit notified by the central Government 

 
i) Subscription to any of Mutual fund u/s 10 (23 D) or Unit notified by the central 
Government. ii)Contribution by an individual to a pension fund set up by Mutual fund u/s 
10 (23 D) or Unit notified by the central Government. 

 
Senior citizen saving certificate 

 
Deposit in an account under senior citizen saving scheme.  

4) Housing related 
 

Repayment of any loan borrowed for the purpose of purchase or construction of 
residential house from the following entity shall be allowed as a deduction. 

 
• Government approved Institution   
• Specified employer   
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• Any board or corporation or body established under central or state Act or   
• Notified institution.  

Note 
 

Any expenditure incurred for stamp duty and registration fee shall be allowed as deduction 
 

iii) Payment in part / installation under any self financing or similar scheme of any 
housing board or development authorities engaged in construction and sales of houses   

iv) Payment in part / installation towards cost of the house allotted , due to any 
company or co operative society of which Assessee is a share holder or a 
member.  

 
1) Tuition Fee 

 
Eligible payment 

 
Tuition fee to any university, college or school or other educational institution 
situated in India for the purpose of Full time education. 

 
Deduction is permissible in respect of Two children of the assesses. 

 
Non eligible items  

• Development fee   
• Donation   
• Any payment of above nature  

 
Others  

• Subscription to any deposit scheme   
• Contribution to any such sum specified by National Housing Bank   
• Deposit with public sector Company engaged in providing long term finance 

for purchase or construction of residential house in India.   
• Deposit with any authority constituted in India for the purpose of dealing with 

and satisfying the needs for housing accommodation for the purpose of 
planning, development or improvement of cities, towns and villages or both.   

Quantum of deduction. 
 

Least of the following - Aggregate of contribution or Rs 1 Lakhs 
Section 80 CCC contribution made to certain pension fund 

 
Eligible Assessee 
Individuals 

 
Eligible investment or contribution 

 
Contribution made to annuity plan of-  
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• L I C or   
• Any insurer approved by IRDA  

 
For receiving pension from the fund is exempt up to Rs 1, 00,000/- 

 
Taxability 

a. The pension amount received by the assessee or his nominee from the 
fund is taxable in the year of receipts  

b. If the assessee or his nominee surrender the policy before its maturity, 
then, surrender value including bonus and interest shall be taxable in the 
year of receipts ( Receipts basis).  

No deduction u/s 80 C if the assessee avails benefit under this section 
 

Section 80 CCD Deduction in respect of contribution to the pension plan of 
Central Government. 

 
Eligible Assessee 
Individuals 

 
Eligible investment or contribution 

 
Contribution made to a pension plan notified by the Central Government.  
Quantum of deduction 

 
In case where assessee derives salary income 

 
10 % of salary income 

 
In case where the assessee derives any other income 

 
10 % of Gross Total Income. 
 

Taxability 
The amount standing to the credit together with amount credited (bonus and interest) 
received either assessee or nominee whether wholly or partially-  

• As a pension on closure of the account   
• Opting out of pension scheme  

 
Shall be chargeable to tax in the year of receipts (Receipts basis) 

 
No deduction u/s 80 C if the assessee avails benefit under this section 

 
Section 80 D medical insurance premium 

 
Eligible Assessee 
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1) Individual  
2) H U F  

Eligible investment or contribution 
Premium paid by any mode other than cash- 

i) Medical insurance scheme of the General insurance corporation approved 
by the Central Government.   

ii) Any other insurer approved by I R D A  
 

Quantum of deduction 
 

i) In case normal person 
 

Deduction is permissible up to 15,000/- 
 

iii) In case of senior citizen 
 

Deduction is permissible up to 20,000/- 
 

Note  
In case of an individual, in addition to above deduction, a separate limit of Rs 15,000/- is allowable 
as a deduction in respect of medical insurance premium paid on the health of parents. 
Section 80 DD maintenance including medical treatment of a dependent with 

disability. Eligible Assessee 

1) Individual  
2) H U F resident in India  

 
Eligible investment or contribution 

i) Any expenditure incurred for the following-   
• Medical treatment including nursing   
• Training and rehabilitation of the individual  

 
ii) Amount deposited by the assessee under the following-   

• Under any scheme of L I C   
• Any other insurer or administer or specified company which is approved 

by the board for the purpose of maintenance of dependent with 
disability.  

 
Quantum of deduction 

 
Normal cases 
Flat amount of Rs 50,000/- shall be allowed as deduction irrespective of deposit or contribution 
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Taxability  
If the dependent with disability predecease the individual or member of HUF in whose name 

the subscription is made, the amount so deposited shall be the income of the assessee. 
 

Assessee claiming deduction under this section is required to furnish a certificate which is 
issued by the medical authority in the year in which deduction is claimed along with the 
return of Income u/s 139 ( 1). 

 
Where the condition of disability requires re asseseement of its extent after a specified period 
which is stipulated in the above certificate, then the deduction shall be allowed after the 
expiry of the said period only a certificate is obtained from the medical authority and 
furnished along with the Return of income. 

 
 

Section 80 DDB medical treatment for specified disease or ailment  
Eligible Assessee 

 
1) Individual  
2) H U F resident in India  

 
Eligible investment or contribution 

 
Deduction can be claimed under this section towards the medical treatment of specified 
disease or ailment 
Section 80 E deductions in respect of loan taken for higher education 

 
Eligible Assessee 

 
Individual 

 
Eligible investment or contribution 

 
i) Any amount paid towards interest on loan borrowed from below entity for 

pursuing higher education shall be allowed as a deduction   
• financial institution   
• Approved charitable institution  

 
ii) The higher education shall be pursued either by the assessee or any relative of 

his family.  
 

Interest shall be allowed as deduction during the initial year and immediately 
succeeding 7 year or Until the interest is repaid by the assessee in full. 
Whichever is earlier? 
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Meaning of Higher education 
 

Higher education means any of the study course persuaded- 
a) After passing the senior secondary or its equivalent from any school   
b) Board or university recognised by the Central Government, state Government or 

local authority or any other recognised authorities.  
 

Section 80 GGB Rent paid 
 

Eligible Assessee 
 

Individual 
 

Quantum of deduction 
 

Rent paid is allowed as deduction to the extent of least of the following 
 

• Excess of rent paid over 10 % of Gross total Income   
• 25 % of the total income   
• Rs 2000/- P m  

Conditions 
 

• Assessee should not be in receipts of HRA.   
• The assessee or his spouse or minor child or the H UF in which he is a member 

should not own any residential accommodation at other place   
• No claim in respect of self occupied property is made in respect of any accommodation.   
• Assessee must file a declaration in form 10 BA wherein he confirms the details of 

rent paid and fulfilment of any other conditions.  
 

Section 80 GGA donation in respect of scientific research and rural development 
 

Eligible Assessee 
 

All the assessee who does not have income chargeable under the head profit and gains 
from business and profession.  
Eligible investment or contribution 

 
Donation to –  

i) Approved scientific research institution or association  
ii) University or college  
iii) Institution for scientific research or statistical research or research in social science.  
iv) Public sector company, local authority or an institution or association approved by 

the national committee for carrying out any eligible project or scheme or  
v) National Fund for Rural Development Are fully deductible  
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Notes 
 

• Where a deduction is allowed and claimed under this section then no deduction for 
the same is allowed under any other section.  

 
In case a person making contribution to institution or association, which was granted approval 
under section 80 GGA is eligible to claim contribution even if the same was withdrawn later. 
Telecommunication service 

 
Eligible business 

 
Any enterprise providing- 
i) Telecommunication service whether basic or cellular including radio paging , 
ii)domestic satellite service network of trunking , 
iii) Broad band network and internet services. 

 
Conditions to be complied with 

 
The enterprise should start its operation on or after 1st April 1995 but before 31st march 2005. 
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MODULE – VI 

COMPUTATION OF TAX LIABILITY OF A FIRM AND PARTNERS 

Partnership Firms in Indian Tax System 
A partnership is a common vehicle in India for carrying on business activities (particularly 
trading) on a small or medium scale. A profession is generally carried on through a partnership. 
There is no restriction on a company's participation in a partnership, but this is rate in practice. 

 
Under the general law a partnership is not a separate entity distinct from the partners, but for 
tax purposes a partnership is an entity. 

 
Partnership firm arises from a contract between two or more persons who contribute some 
tangible and some intangible assets together with an objective of earning profit therefrom 
which will be shared between them in predefined portion. Therefore- 

 
1. The firm should be evidenced by an instrument [Section 184(1i)]  
2. The individual shares of the partners in the asset of the firm and the profits (or 

losses) should be specified in the instrument [Section 184(1ii)]  
3. A certified copy of the instrument of partnership shall accompany the return of 

income of the previous year in respect of which assessment of the firm is first 
sought [Section 184(2)]   

4. Whenever Changes takes place in the constitution of the firm due to death or 
resignation of the partner or in the profit sharing ratio of the existing partners, a 
certified copy of the revised instrument of partner shall be submitted along with 
return of income of the related year. Where a minor is admitted to the benefit of the 
firm and the shares of the partners are unequal, it is necessary to specify how the 
shares of loss of the minor will be borne by   
the major partner.  

 
The provisions related to the taxation of partnership firms are included in Chapter XVI of 
the Income Tax Act, 1961.U/s 184(1) of the Act, with effect from April 1, 1993 a firm 
shall be assessed as a partnership firm (PFAS), if the given conditions are satisfied as 
follows: 

 
• Partnership is evidenced by a partnership deed and a certified copy thereof, which is 

duly signed by all partners, and is filed along with the Return of Income (ROI).  
• Individual shares (profit/loss) of all the partners are also specified in the instrument 

i.e. in the partnership deed 
• Whenever there is some change in the constitution of the firm, then the firm requires 

to furnish along with the ROI, the certified copy of the partnership deed that is duly 
signed by all the partners. 

• A change in constitution of the firm has been defined under section 187 of the Act which 
includes admission of new partner(s), retirement of existing partner(s) as well as any 

In addition to the basic corporate tax rate the following important taxes are applicable 
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1. Minimum Alternate Tax rate of 18.5% (plus applicable surcharge and cess)  
2. Dividend Distribution Tax of 16.22% is charged on domestic companies  
3. Foreign dividends received by an Indian company currently are taxed at a rate of 

30% (plus the surcharge and cess). To encourage Indian companies to repatriate 
funds, it is proposed that where the total income of an Indian company includes any 
dividend declared, distributed or paid by a foreign subsidiary company, the 
dividends will be taxed at 15% on a gross basis. No deduction in respect of any 
expenditure or allowance will be allowed in computing the dividend income.  

4. Wealth tax is charged @ 1% of the amount by which the net wealth exceeds Rs.3 
Million  

5. Fringe benefits are taxable at 30% tax rate and additional 3% education cess on the 
total tax amount. For corporate with turnover of over INR 10 million, there is 
additional 10% surcharge on the 30% tax.  

6. Short term capital gains are taxed at normal basic income tax rate and Long term 
capital gains are charged 10% -20%. Short term gains on sale transactions of equity 
shares / unit of an equity oriented fund attract 15% tax rate while long term tax 
gained on similar transaction is exempted from tax.  

7. Withholding Tax  
Current rates for withholding tax for payment to non-residents are as follows  

There are two types of companies as given below 
 
Domestic Company: The company which is registered in India is called domestic 
company. Domestic company is further classified as public company and private 
company. 
 
Foreign Company: The company which is registered outside India is called foreign company. 
 

Which company is liable to pay tax? 
 
All companies irrespective of the status and income is liable to pay tax according to the 
income tax slab / rates applicable to particular assessment year. For example the company will 
pay tax for the period 1-4-2012 to 31-3-2013 according to income tax slab for A.Y.2013-14. 
 

How to calculate taxable income of a company? 
 
The same method will be applicable for calculation the taxable income of a company as 
applicable to individuals. The income is computed separately under each head and then 
aggregated to compute the gross total income. As for obvious reason there is no need to mention 
that the company will not have salary income as individuals. 

Income tax rates on domestic company 
 

• The flat rate @ 30% will be taxed on total income of a domestic company  
• Surcharge @ 5% will be applicable for those domestic companies whose taxable 

income is more than Rs. 1 Crore.  
• Education Cess @ 3% will be applicable on income tax. Education cess will be livable 
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on the amount of income tax and surcharge.  
 

Income tax rates on foreign company 
 

• Income from royalty or fees for technical services from Government or an Indian 
Concern (a) in pursuance of an agreement made on or before 31st March 1976 – @ 50% 
(b) in pursuance of an agreement made on or after 1st April, 1976 but on or before 31st 
May, 1997 @ 30% (c) in pursuance of an agreement made on or after 1st June, 1997 but 
on or before 31st May, 2005   
– @ 10% (d) Any other income will be taxed @ 40%.  

• Surcharge will be applicable @ 2% if income is more than Rs.1 Crore.   
• Education cess will be levied at 3 % on income-tax and surcharge.  
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MODULE – VII 

COMPUTATION OF TAXABLE INCOME OF A COMPAY 

Computation of taxable income of a company with special reference to MAT. Corporate 
Dividend Tax. 
Central excise and custom acts- objects and provisions of the act in brief (theory) - goods, 
excisable, CENVAT- customs act- Basic definition, charge. Central Sales tax and VAT 
(only basic concept). 
 
A MAT was introduced for the first time in the AY 1988-89. It was felt that due to various 
concession provided in Tax Laws big corporate groups become zero tax companies. Therefore, 
to counter this, as system of MAT was introduced. 
 
The there is a difference between Two Profits i.e. Regular Profit and Book Profit. 
 

1. Regular Profit is the profit computed by applying the provisions of Tax Laws. Whereas 
Book Profit is computed on the basis of Schedule VI of the Companies Act, 1956.  

2. Rate of Depreciation is different in Tax Law and Companies Act.  
3. In Tax Laws real income is computed, whereas in Companies Act, deductions are 

allowed for provisions and reserves also which leads to computation of not real income 
but conservation income.  

4. Tax Laws allowed various incentives and deductions from Profits like deduction u/s 
80IA , 80IB. This is not so in computation of Book Profit under the Companies Act.  

 
2.2. SPECIAL PROVISION FOR PAYMENT OF TAX BY CERTAIN 
COMPANIES (MAT) [ Sec. 115JB ]  
 
1. Where in the case of an assessee, being a company, the income-tax, payable on the total 
income as computed under this Act in any previous year relevant to the assessment year 
commencing on or after the 01-04-2007, is less than 10%. of its Book Profit, such book profit 
shall be deemed to be the total income of the assessee and the tax payable by the assessee on 
such total income shall be the amount of income tax at the rate of 7.5%.  
 
2. Every assessee, being a company, shall prepare its profits and loss account for the 
relevant previous year in accordance with the provisions of Part II and III of Schedule VI to 
the Companies Act. 1956:   
Provided that while preparing the annual accounts including profit and loss account,-  
 
(i) the accounting policies;  
 
(ii) the accounting standards followed for preparing such accounts including profit and loss 

account;  
 
(iii) the method and rates adopted for calculating the depreciation, shall be the same as have 

been adopted for the purpose of preparing such accounts including profit and loss 
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account and laid before the company at its annual general meeting in accordance with 
the provisions of section 210 of the Companies Act, 1956: 

 
Provided further that where the company has adopted or adopts the financial year under the 
Companies Act, 1956, which is different from the previous year under this Act,- 
 
 
STEP – 1 :  
The Net Profit as shown in the Profit and Loss account prepared as per Part II and III of 
Schedule VI for the relevant PY, shall be increased by the following , if debited to the Profit 
and Loss Accounts : 
 

1. the amount of Income Tax paid or payable, and the provision thereof. Even 
Corporate Dividend Tax shall be added back.  

 
However, 
 

1. Income tax penalty or its interest –Whether tax including Wealth Tax penalty 
or its interest.  

2. Penalties under other laws, ( Although this is disallowed as deduction 
under the Income Tax Act.  

 
Are allowed as deduction and therefore shall not subjected to MAT. 
 

1. The amount carried on to any reserves, by whatever name called.  

Also   

1. Reserve created even as per the direction of RBI shall be added back  
2. Reserve created u/s 80IA or Sec. 10A(IA) shall also be added back.  
3. Excess provisions are in the nature of reserve and therefore to be added back. 
4. The Amount or Amounts set aside to provisions made for meeting liabilities, other than 

 ascertained liabilities, i.e. unascertained liabilities is not allowed as deduction e.g. 
 Doubtful Debt etc. ,  

5. As per Supreme Court Judgment in BHARAT EARTH MOVERS provisions for 
 encashment of leave made on scientific basis is an ascertained liability therefore 
 allowed as deduction.  

6. Provision for Gratuity as per actuary is an ascertained liability therefore allowed as 
 deduction.  

7. The amount by way of provision for losses of subsidiary companies is not allowed as 
 deduction. Even actual losses of subsidiary company shall be not allowed as deduction. 
 

 
STEP – 2 :  
Following Profits are not subjected to MAT and therefore if they are credited to P & L A/c is 
shall be subtracted. 
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1. the amount of Profit relatable to income to which Sec. 10 [other than the 
provisions contained in section 10(23G)] , 10A, 11 or 12 apply are not 
subjected to MAT.  

 
It means assessee shall not pay MAT on the income referred to and exempt u/s 10, 10A, 10B, 
11 and 12.  
However, 

1. the amount of Profit relatable to any income to which section 10(23G) or 10BA 
applies are subjected to MAT and if they are credited to P & L A/c then no 
adjustment should be made.   

2. – the profit of sick industrial company for the assessment years  
3. commencing from the assessment year relevant to previous year which the 

company  
has become sick and 

4. ending with assessment year during which the entire net worth of such 
company becomes equal to or exceeds the accumulated losses shall be allowed 
as deductions. 

STEP – 3 :  
The Profit as per Profit and Loss Account shall be reduced by the following : 
 

1. the amount withdrawn from any reserve or provision ( excluding a reserve 
creaed before the 1-4-1997 other wise than by way of a Debit to the Profit and 
Loss Account ) , if any such amount is Credited to the Profit and Loss Account.  

 
Provided that where this section is applicable to an assessee in any previous year, the amount 
withdrawn from reserves created or provisions made in a previous year televant to the 
assessment year commencing on or after the 1-4-1997 shall not be reduce from the Book Profit 
unless the Book Profit of such year has been increased by those Reserves or Provisions ( out of 
which the said amount was withdrawn) under this Explanation or Explanation below the second 
proviso to section 115JA, as the case may be. 
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2.4. ANALYSING COMPUTATION OF TOTAL INCOME AND BOOK PROFIT  
Whether following expenditure are allowed as deduction in 

Total Income Book Profit 
 

 

computing  

  
 

Income Tax including corporate dividend tax No No 
 

Wealth Tax No Yes 
 

Income Tax or Wealth Tax No Yes 
 

Any other penalty lived in any other law No Yes 
 

Reserves No No 
 

Ascertained liability Yes Yes 
 

Unascertained Liability No No 
 

Provision for ascertained liability No Yes 
 

Provision of Unascertained Liability No No 
 

Loss of subsidiary Co. No No 
 

Provision for losses of Subsidiary Co. No No 
 

Dividend No No 
 

Whether deductions u/s 80C to 80U allowed Yes No 
 

Whether Incomes referred to in section 10, 10A. 10B, 11 and 12 
Yes Yes  

can be claimed as exempt  

  
 

Whether incomes referred to in section 10(23G) and 10BA can 
Yes No 

 

 

be claimed as exempt  
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Tax is of two types Direct Tax and Indirect Tax. Direct Tax is the tax, which is paid directly by 
people to the government, while indirect tax is the tax, which is paid indirectly by people to the 
government. Income Tax is paid directly to the government therefore it is a direct tax while 
excise duty is paid by people to the manufacturer who pays it to the government, therefore it is 
an indirect tax. The Constitution of India (COI) has given power to levy tax to central and state 
government under seventh schedule. The taxation in India is either charged by the state 
governments or by the central government. In the basic scheme of taxation in India, it is 
conceived that central government will levy. 
As per section 3 of Central Excise Act (CEA) excise duty is levied if: - 

- There is a good.  
- Goods must be moveable  
- Goods are marketable  
- Goods are mentioned in the central excise tariff act (CETA).  
- Gods are manufactured in India.  

Therefore we can say that excise duty is not levied on: 
Services such as doctors treating the patients, accountants preparing the accounts, in these cases 
service tax are levied. 
Immovable goods such as roads, bridges and buildings. 
Non-Marketable goods, i.e., goods for which no market exists, e.g., melted iron ore at 1600 
degree Celsius. 
Goods that are not mentioned in CETA; and Goods manufactured or produced out of India. 

SECTION 111.  Confiscation of improperly imported goods, etc. – The 
following goods brought from a place outside India shall be liable to 
confiscation: – 
(a) any goods imported by sea or air which are unloaded or attempted to be 

unloaded at any place other than a customs port or customs airport 
appointed under clause (a) of section 7 for the unloading of such goods; 

(b) any goods imported by land or inland water through any route other than a 
route specified in a notification issued under clause (c) of section 7 for the 
import of such goods; 

(c) any dutiable or prohibited goods brought into any bay, gulf, creek or tidal 
river for the purpose of being landed at a place other than a customs port; 

(d) any goods which are imported or attempted to be imported or are brought 
within the Indian customs waters for the purpose of being imported, 
contrary to any prohibition imposed by or under this Act or any other law 
for the time being in force; 

(e) any dutiable or prohibited goods found concealed in any manner in any 
conveyance; 

(f) any dutiable or prohibited goods required to be mentioned under the 
regulations in an import manifest or import report which are not so 
mentioned; 

(g) any dutiable or prohibited goods which are unloaded from a conveyance 
in contravention of the provisions of section 32, other than goods 
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inadvertently unloaded but included in the record kept under sub-section 
(2) of section 45; 

(h) any dutiable or prohibited goods unloaded or attempted to be unloaded in 
contravention of the provisions of section 33 or section 34; 

(i) any dutiable or prohibited goods found concealed in any manner in any 
package either before or after the unloading thereof; 

(j) any dutiable or prohibited goods removed or attempted to be removed 
from a customs area or a warehouse without the permission of the proper 
officer or contrary to the terms of such permission; 

(k) any dutiable or prohibited goods imported by land in respect of which the 
order permitting clearance of the goods required to be produced under 
section 109 is not produced or which do not correspond in any material 
particular with the specification contained therein; 

(l) any dutiable or prohibited goods which are not included or are in excess 
of those included in the entry made under this Act, or in the case of 
baggage in the declaration made under section 77; 

(m) any goods which do not correspond in respect of value or in any other 
particular with the entry made under this Act or in the case of baggage 
with the declaration made under section 77 in respect thereof, or in the 
case of goods under transhipment, with the declaration 
for transhipment referred to in the proviso to sub-section (1) of section 54; 

(n) any dutiable or prohibited goods transited with or without transhipment or 
attempted to be so transited in contravention of the provisions of Chapter 
VIII; 

(o) any goods exempted, subject to any condition, from duty or any 
prohibition in respect of the import thereof under this Act or any other law 
for the time being in force, in respect of which the condition is not 
observed unless the non-observance of the condition was sanctioned by 
the proper officer; 

(p) any notified goods in relation to which any provisions of Chapter IVA or 
of any rule made under this Act for carrying out the purposes of that 
Chapter have been contravened. 

 
SECTION 112. Penalty for improper importation of goods, etc. – Any 
person, - 
(a) who, in relation to any goods, does or omits to do any act which act or 

omission would render such goods liable to confiscation under section 
111, or abets the doing or omission of such an act, or 

(b) who acquires possession of or is in any way concerned in carrying, 
removing, depositing, harbouring, keeping, concealing, selling or 
purchasing, or in any other manner dealing with any goods which he 
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knows or has reason to believe are liable to confiscation under section 
111, shall be liable, - 

(i) in the case of goods in respect of which any prohibition is in force under 
this Act or any other law for the time being in force, to a penalty not 
exceeding the value of the goods or five thousand rupees, whichever is the 
greater; 

(ii) in the case of dutiable goods, other than prohibited goods, to a penalty not 
exceeding the duty sought to be evaded on such goods or five thousand 
rupees, whichever is the greater; 

(iii)in the case of goods in respect of which the value stated in the entry made 
under this Act or in the case of baggage, in the declaration made under 
section 77 (in either case hereafter in this section referred to as the 
declared value) is higher than the value thereof, to a penalty not exceeding 
the difference between the declared value and the value thereof or five 
thousand rupees, whichever is the greater; 

(iv) in the case of goods falling both under clauses (i) and (iii), to a penalty 
not exceeding the value of the goods or the difference between the 
declared value and the value thereof or five thousand rupees, whichever is 
the highest; 

(v) in the case of goods falling both under clauses (ii) and (iii), to a penalty 
not exceeding the duty sought to be evaded on such goods or the 
difference between the declared value and the value thereof or five 
thousand rupees, whichever is the highest. 

  
SECTION 113.  Confiscation of goods attempted to be improperly 
exported, etc. – The following export goods shall be liable to confiscation:- 
(a) any goods attempted to be exported by sea or air from any place other 

than a customs port or a customs airport appointed for the loading of such 
goods; 

(b) any goods attempted to be exported by land or inland water through any 
route other than a route specified in a notification issued under clause (c) 
of section 7 for the export of such goods; 

(c) any goods brought near the land frontier or the coast of India or near any 
bay, gulf, creek or tidal river for the purpose of being exported from a 
place other than a land customs station or a customs port appointed for the 
loading of such goods; 

(d) any goods attempted to be exported or brought within the limits of any 
customs area for the purpose of being exported, contrary to any 
prohibition imposed by or under this Act or any other law for the time 
being in force; 
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(e) any goods found concealed in a package which is brought within the 
limits of a customs area for the purpose of exportation; 

(f) any goods which are loaded or attempted to be loaded in contravention of 
the provisions of section 33 or section 34; 

(g) any goods loaded or attempted to be loaded on any conveyance, or water-
borne, or attempted to be water-borne for being loaded on any vessel, the 
eventual destination of which is a place outside India, without the 
permission of the proper officer; 

(h) any goods which are not included or are in excess of those included in the 
entry made under this Act, or in the case of baggage in the declaration 
made under section 77; 
(i)    any goods entered for exportation which do not correspond in respect 

of value or in any material particular with the entry made under this 
Act or in the case of baggage with the declaration made under section 
77; 

(ii)   any goods entered for exportation under claim for drawback which 
do not correspond in any material particular with any information 
furnished by the exporter or manufacturer under this Act in relation to 
the fixation of rate of drawback under section 75; 

(j) any goods on which import duty has not been paid and which are entered 
for exportation under a claim for drawback under section 74; 

(k) any goods cleared for exportation which are not loaded for exportation on 
account of any willful act, negligence or default of the exporter, his agent 
or employee, or which after having been loaded for exportation are 
unloaded without the permission of the proper officer; 

(l) any specified goods in relation to which any provisions of Chapter IVB or 
of any rule made under this Act for carrying out the purposes of that 
Chapter have been contravened. 

 
SECTION 114. Penalty for attempt to export goods improperly, etc. – 
Any person who, in relation to any goods, does or omits to do any act which 
act or omission would render such goods liable to confiscation under section 
113, or abets the doing or omission of such an act, shall be liable, - 
(i) in the case of goods in respect of which any prohibition is in force under 

this Act or any other law for the time being in force, to a penalty not 
exceeding three times the value of the goods as declared by the exporter 
or the value as determined under this Act, whichever is the greater; 

(ii) in the case of dutiable goods, other than prohibited goods, to a penalty not 
exceeding the duty sought to be evaded or five thousand rupees, 
whichever is the greater; 
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(iii)in the case of any other goods, to a penalty not exceeding the value of the 
goods, as declared by the exporter or the value as determined under this 
Act, whichever is the greater. 

 
SECTION 114A.  Penalty for short-levy or non-levy of duty in certain 
cases. - Where the duty has not been levied or has been short-levied or the 
interest has not been charged or paid or has been part paid or the duty or 
interest has been erroneously refunded by reason of collusion or 
any wilful mis-statement or suppression of facts, the person who is liable to 
pay the duty or interest, as the case may be, as determined under sub-section 
(8) of section 28 shall also be liable to pay a penalty equal to the duty or 
interest so determined : 
  
 Provided that where such duty or interest, as the case may be, as 
determined under sub-section (8) of section 28, and the interest payable 
thereon under section 28AA, is paid within thirty days from the date of the 
communication of the order of the proper officer determining such duty, the 
amount of penalty liable to be paid by such person under this section shall be 
twenty-five per cent of the duty or interest, as the case may be, so determined 
: 
  
         Provided further that the benefit of reduced penalty under the first 
proviso shall be available subject to the condition that the amount of penalty 
so determined has also been paid within the period of thirty days referred to 
in that proviso : 
 
         Provided also that where the duty or interest determined to be payable 
is reduced or increased by the Commissioner (Appeals), the Appellate 
Tribunal or, as the case may be, the court, then, for the purposes of this 
section, the duty or interest as reduced or increased, as the case may be, shall 
be taken into account : 
 
          Provided also that in case where the duty or interest determined to be 
payable is increased by the Commissioner (Appeals), the Appellate Tribunal 
or, as the case may be, the court, then, the benefit of reduced penalty under 
the first proviso shall be available if the amount of the duty or the interest so 
increased, along with the interest payable thereon under section 28AA, and 
twenty-five percent of the consequential increase in penalty have also been 
paid within thirty days of the communication of the order by which such 
increase in the duty or interest takes effect : 
 
          Provided also that where any penalty has been levied under this 
section, no penalty shall be levied under section 112 or section 114. 
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          Explanation. - For the removal of doubts, it is hereby declared that – 
  
(i) the provisions of this section shall also apply to cases in which the order 

determining the duty or interest under sub-section (8) of section 28 relates 
to notices issued prior to the date on which the Finance Act, 2000 receives 
the assent of the President; 

(ii) any amount paid to the credit of the Central Government prior to the date 
of communication of the order referred to in the first proviso or the fourth 
proviso shall be adjusted against the total amount due from such person. 

SECTION 114AA.  Penalty for use of false and incorrect material. - If a 
person knowingly or intentionally makes, signs or uses, or causes to be made, 
signed or used, any declaration, statement or document which is false or 
incorrect in any material particular, in the transaction of any business for the 
purposes of this Act, shall be liable to a penalty not exceeding five times the 
value of goods. 

SECTION 115.  Confiscation of conveyances. – (1) The following 
conveyances shall be liable to confiscation :- 
(a) any vessel which is or has been within the Indian customs waters, any 

aircraft which is or has been in India, or any vehicle which is or has been 
in a customs area, while constructed, adapted, altered or fitted in any 
manner for the purpose of concealing goods; 

(b) any conveyance from which the whole or any part of the goods is thrown 
overboard, staved or destroyed so as to prevent seizure by an officer of 
customs; 

(c) any conveyance which having been required to stop or land under section 
106 fails to do so, except for good and sufficient cause; 

(d) any conveyance from which any warehoused goods cleared for 
exportation, or any other goods cleared for exportation under a claim for 
drawback, are unloaded, without the permission of the proper officer; 

(e) any conveyance carrying imported goods which has entered India and is 
afterwards found with the whole or substantial portion of such goods 
missing, unless the master of the vessel or aircraft is able to account for 
the loss of, or deficiency in, the goods. 

(2)  Any conveyance or animal used as a means of transport in the smuggling 
of any goods or in the carriage of any smuggled goods shall be liable to 
confiscation, unless the owner of the conveyance or animal proves that it was 
so used without the knowledge or connivance of the owner himself, his agent, 
if any, and the person in charge of the conveyance or animal: 
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           Provided that where any such conveyance is used for the carriage of 
goods or passengers for hire, the owner of any conveyance shall be given an 
option to pay in lieu of the confiscation of the conveyance a fine not 
exceeding the market price of the goods which are sought to be smuggled or 
the smuggled goods, as the case may be. 
            
 Explanation. - In this section, ―market price‖ means market price at 
the date when the goods are seized. 
  
SECTION 116.  Penalty for not accounting for goods. – If any goods 
loaded in a conveyance for importation into India, or any goods transhipped 
under the provisions of this Act or coastal goods carried in a conveyance, are 
not unloaded at their place of destination in India, or if the quantity unloaded 
is short of the quantity to be unloaded at that destination, and if the failure to 
unload or the deficiency is not accounted for to the satisfaction of the 
Assistant Commissioner of Customs or Deputy Commissioner of Customs, 
the person-in-charge of the conveyance shall be liable, - 
(a) in the case of goods loaded in a conveyance for importation into India or 

goods transhipped under the provisions of this Act, to a penalty not 
exceeding twice the amount of duty that would have been chargeable on 
the goods not unloaded or the deficient goods, as the case may be, had 
such goods been imported; 

(b) in the case of coastal goods, to a penalty not exceeding twice the amount 
of export duty that would have been chargeable on the goods not 
unloaded or the deficient goods, as the case may be, had such goods been 
exported. 

 
SECTION 117. Penalties for contravention, etc., not expressly 
mentioned. – Any person who contravenes any provision of this Act or abets 
any such contravention or who fails to comply with any provision of 
this Act with which it was his duty to comply, where no express penalty is 
elsewhere provided for such contravention or failure, shall be liable to a 
penalty not exceeding one lakh rupees.  
  
SECTION 118.  Confiscation of packages and their contents. – 
(a) Where any goods imported in a package are liable to confiscation, the 
package and any other goods imported in that package shall also be liable to 
confiscation. 
 
(b) Where any goods are brought in a package within the limits of a 
customs area for the purpose of exportation and are liable to confiscation, the 
package and any other goods contained therein shall also be liable to 
confiscation. 
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SECTION 119. Confiscation of goods used for concealing smuggled 
goods. – Any goods used for concealing smuggled goods shall also be liable 
to confiscation. 
 
       Explanation. - In this section, ―goods‖ does not include a conveyance 
used as a means of transport. 
  
SECTION 120. Confiscation of smuggled goods notwithstanding any 
change in form, etc. – (1)   Smuggled goods may be confiscated 
notwithstanding any change in their form. 
 
(2)   Where smuggled goods are mixed with other goods in such manner that 
the smuggled goods cannot be separated from such other goods, the whole of 
the goods shall be liable to confiscation : 
                
 Provided that where the owner of such goods proves that he had no 
knowledge or reason to believe that they included any smuggled goods, only 
such part of the goods the value of which is equal to the value of the 
smuggled goods shall be liable to confiscation. 
  
SECTION 121.  Confiscation of sale-proceeds of smuggled goods. – 
Where any smuggled goods are sold by a person having knowledge or reason 
to believe that the goods are smuggled goods, the sale-proceeds thereof shall 
be liable to confiscation. 
  
SECTION 122.  Adjudication of confiscations and penalties. – In every 
case under this Chapter in which anything is liable to confiscation or any 
person is liable to a penalty, such confiscation or penalty may be adjudged, - 
(a) without limit, by a Commissioner of Customs or a Joint Commissioner of 

Customs; 
(b) where the value of the goods liable to confiscation does not exceed two 

lakh rupees, by an Assistant Commissioner of Customs or Deputy 
Commissioner of Customs; 

(c) where the value of the goods liable to confiscation does not exceed, ten 
thousand rupees, by a Gazetted Officer of Customs lower in rank than an 
Assistant Commissioner of Customs or Deputy Commissioner of 
Customs. 

  
SECTION 122A.  Adjudication Procedure. — (1) The adjudicating 
authority shall, in any proceeding under this Chapter or any other provision of 
this Act, give an opportunity of being heard to a party in a proceeding, if the 
party so desires. 
 
(2)   The adjudicating authority may, if sufficient cause is shown at any stage 
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of proceeding referred to in sub-section (1), grant time, from time to time, to 
the parties or any of them and adjourn the hearing for reasons to be recorded 
in writing: 
 
 Provided that no such adjournment shall be granted more than three 
times to a party during the proceeding. 
  
SECTION 123. Burden of proof in certain cases. – (1) Where any goods to 
which this section applies are seized under this Act in the reasonable belief 
that they are smuggled goods, the burden of proving that they are not 
smuggled goods shall be – 
  

(a) in a case where such seizure is made from the possession of any 
person, - 

  (i) on the person from whose possession the goods were seized; and 
  (ii) if any person, other than the person from whose possession the 

goods were seized, claims to be the owner thereof, also on such other 
person; 

(b) in any other case, on the person, if any, who claims to be the owner of 
the goods so seized. 

  
(2)  This section shall apply to gold, and manufactures thereof, watches, and 
any other class of goods which the Central Government may by notification 
in the Official Gazette specify. 
  
SECTION 124. Issue of show cause notice before confiscation of goods, 
etc. – No order confiscating any goods or imposing any penalty on any 
person shall be made under this Chapter unless the owner of the goods or 
such person - 
(a) is given a notice in writing with the prior approval of the officer of 

Customs not below the rank of an Assistant Commissioner of Customs, 
informing him of the grounds on which it is proposed to confiscate the 
goods or to impose a penalty; 

(b) is given an opportunity of making a representation in writing within such 
reasonable time as may be specified in the notice against the grounds of 
confiscation or imposition of penalty mentioned therein; and 

(c) is given a reasonable opportunity of being heard in the matter : 

               
 Provided that the notice referred to in clause (a) and the 
representation referred to in clause (b) may, at the request of the person 
concerned be oral. 
  
SECTION 125. Option to pay fine in lieu of confiscation. – (1) Whenever 
confiscation of any goods is authorised by this Act, the officer adjudging it 
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may, in the case of any goods, the importation or exportation whereof is 
prohibited under this Act or under any other law for the time being in force, 
and shall, in the case of any other goods, give to the owner of the goods or, 
where such owner is not known, the person from whose possession or custody 
such goods have been seized, an option to pay in lieu of confiscation such 
fine as the said officer thinks fit : 
               
 Provided that, without prejudice to the provisions of the proviso to 
sub-section (2) of section 115, such fine shall not exceed the market price of 
the goods confiscated, less in the case of imported goods the duty chargeable 
thereon. 
  
(2)  Where any fine in lieu of confiscation of goods is imposed under sub-
section (1), the owner of such goods or the person referred to in sub-section 
(1), shall, in addition, be liable to any duty and charges payable in respect of 
such goods. 
  
SECTION 126. On confiscation, property to vest in Central 
Government. – (1) When any goods are confiscated under this Act, such 
goods shall thereupon vest in the Central Government. 
 
(2) The officer adjudging confiscation shall take and hold possession of the 
confiscated goods. 
  
SECTION 127. Award of confiscation or penalty by customs officers not 
to interfere with other punishments. – The award of any confiscation or 
penalty under this Act by an officer of customs shall not prevent the infliction 
of any punishment to which the person affected thereby is liable under the 
provisions of Chapter XVI of this Act or under any other law. 
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