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TO BE INTRODUCED INLOK SABHA

Bill No. of 2013

THE DIRECT TAXES CODE2013
A
BILL
to consolidate and amend the law relating to incdemeand wealtktax.

BE it enacted by Parliament in the Sikfturth Year of the Republic dhdia as follows3

CHAPTER |
PRELIMINARY

1. (1) This Act may be called the Direct Taxes Caale]3
(2) It extends to the whole of India.
(3) Save as otherwise provided in this Code, it shall come into force on the 1st day a2 @il

Short title,
extent and
commencement

PART A
INCOME-TAX
CHAPTER I
BASIS OF CHARGE

2. (1 In accordance with the provisions of this Code, every person shall be liable to pay-in
tax in respect of his total income of the financial year.

(2) Subject to the provisions of this Code, incetar, including additional incomtax, shall be
charged in respect of the total income of a financial year of every person.

(3) Where the incomax referred to in subection ) is to be charged irespect of the incom
of a period other than the financial year, the incaexe for such period shall be charg
accordingly.

(4) The incometax referred to in subection ) shall be charged at the rate specified in the §
Schedule in the mannprovided therein.

(5) In respect of the income chargeable undersadtion ), income tax shall be deducted

Liability to pay,
and charge of,
incometax.
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collected at source or paid in advance in accordance with the provisions of this Code.

(6) The chargeability of incomtax on theincome of a financial year under the foregoi
provisions shall be determined in accordance with the provisions of this Code as they stan
1st day of April of that financial year.

Scope of total
income.

3. (1) Subject to the provisions of this Code, the total income of any financial year of a p
who is a resident, shall include all income from whatever source deriveddwhich

(a) accrues, or is deemed to accrue, to him in India during the year;
(b) accrues to him outside India during the year;

(c) is received, or is deemed to be received, by him, or on his behalf, in India duri
year; or

(d) is received by him, or on his behalf, outside India during the year.

(2) Subject to the provisions of this Code, the total income of any financial year of a p
who is a norresident, shall include all income from whatever source derivechdvhic

(a) accrues, or is deemed to accrue, to him in India during the year; or

(b) is received, or is deemed to be received, by him, or on his behalf, in India duri
year.

(3) Any income which accrues to a resident outdidka duringthe yea or is received outsid
India duringthe year by, or on behalf of, such resident shall be included itotleéncome of the
residentwhether or not such income has been charged to tax outside India.

Residence in
India.

4. (1) Anindividual shallbe resident in India in any financial year, if he is in Iddia

(a) for a period, or periods, amounting in all to one hundred and efglotglays or more
in that year; or

(b) for a period, or periods, amounting in aldto
(i) sixty days or more in that year; and

(ii) three hundred and sixfive days or more within the four years immediat
preceding that year.

(2) The provisions of clausd) of subsection ) shall not applyn anyfinancial yeatin respect
of an ndividual who i$

(@) a citizen of India and who leaves India in that year as a member of the crew
Indian ship;

(b) a citizen of India and who leaves India in that year for the purposes of emplo
outside India; or

(c) acitizen of India, oa person of Indian origin, living outside India and who visits In
in that year if such person is a resident of a country or a specified territory with
India hasentered intcan agreement under secti@f5 for the avoidance of doubl
taxation.

(3) A company shall be resident in India in any financial year, if
(a) itis an Indian company; or
(b) its place of effective management, at any time in that year, is in India.

(4) Every other person shall be resident in India in amgrfcial year, if the place of control ar
management of its affairs, at any timehatyear, is situated wholly, or partly, in India.
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5. (1) The income shall be deemed to accrue in India, if it accrues, whether directly or ind
through orfrom-

(a) any business connection in India;

(b) any property in India;

(c) any asset or source of income in India; or

(d) the transfer of a capital asset situated in India.

(2) For the purposes of stgection (1), an asset or a capdabetbeing any share of, or intereg
in, a company or entity registered or incorporated outside India shall be deemed to be sit
India, if the share or interest derives, directly or indirectly, its value substantially from the
(whether taniple or intangible) located in India.

(3) The share or interest, referred to in seglotion ), shall be deemed to derive its val
substantially from the assefwhether tangible or intangiblédcated in India, if orthe specified
date the valueof suchassets

(i) exceeds the amount as may be prescribed; or

(ii) represent at least twenty per ceoftthe fair market value of atheassets owne
by the company or entity, as the case may be.

(4) Without prejudice to the generality dfe provisions of sukection L), the following income
shall be deemed to accrue in India, nangely:

(a) income from employment, if it is for
(i) service rendered in India;

(ii) service rendered outside India by a citizen of India and the incomezeivable
from the Government; or

(i) the rest period, or leave period, which precedes, or succeeds, the period of
rendered in India and forms part of the service contract of employment;

(b) any dividend paid by a domestic company outéndia;

(c) any insurance premium including-iresurance premium accrued from or payable
any resident or neresident in respect of insurance covering any risk in India;

(d) interest accrued from or payable by any resident or the Government;

(e) interest accrued from or payable by any-mesident, if the interest is in respect of a
debt incurred and used for the purposés of

(i) a business carried on by the A@asident in India; or
(i) earning any income from any source in India;
(f) royalty accrued from or payable by any resident or the Government;

(g) royalty accrued from or payable by a R@sident, if the royalty is for the purpos
ofd

(i) abusiness carried on by the rasident in India; or
(ii) earning any incomfgom any source in India;
(h) fees for technical services accrued from or payable by any resident or the Gover

(i) fees for technical services accrued from or payable by anyesitent, in respect g

services utilised for the purposes of

Income deemeq
to accrue in
India.
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(i) abusiness carried on by the rasident in India; or
(ii) earning any income from any source in India;
(j) transportation charges accrued from or payable by any resident or the Governm

(k) transportation charges accrued from or payable hy aonresident, if the
transportation charges are in respect of the carriage to, or from, a place in India.

(5) For the purposes of clausa) (©f subsection {), in the case of a business of which all
operations are not carried out in Indiae income of the business deemed to accrue in India sh
only such part of the income as is reasonably attributable to the operations carried out in Indi

(6) The income deemed to accrue in India undersadbion {) and subsection 4) shall, in the
case of a nomesident, not include the following, naméy:

(@) any income accruing through, or from, operations which are confined to the pu
of goods in India for the purposes of export out of India;

(b) interest accrued from or payable by a resident, in respect of any debt incurred a
for the purposes 6&f

(i) abusiness carried on by the resident outside India; or
(ii) earning any income from any source outside India;
(c) royalty accrued fronor payable by a resident for the purposés of
(i) abusiness carried on by the resident outside India; or
(ii) earning any income from any source outside India;

(d) royalty consisting of lump sum consideration accrued from, or payable by, ate
for the transfer of any rights (including the granting of a licence) in respe
computer software supplied by the A@sident manufacturer, along with a compuy
or computetbased equipment, under any scheme approved under the Poli
Computer Sdfvare Export, Software Development and Training, 1986 issued by
Government of India;

(e) fees for technical services accrued from or payable by a resident, in respect of 3
utilised for the purposes ®f

(i) a business carried on by theidest outside India; or
(ii) earning any income from any source outside India;

(f) transportation charges for the carriage by aircraft or ship accrued from or pay3
any resident, if the transportation charges are in respect of the carriage lage
outside India to another place outside India, except where the airport or port of
of departure of such carriage is in India;

(g) income from transfer, outside India, of any share of, or interest in, a company
entityregistered oincorporated outside India,

() if such company or entity directly owns the assets situated in bmtiethe
transferor(whetherindividually or along with its associated enterprises), at
time in the twelve months preceding the date of transfer,

(A) does not hold the right of management or control in relation tb
company otthe entity; and

(B) does not hold voting power or share capital or interest exceeding fiy
cent of the total voting power or total share capital or tatébrest, as
the case may be, of such company or entity; or

(ii) if such company or entity indirectly owns the assets situated in laniibthe
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transferor (whethemdividually or along with its associated enterprises), at
time in the twelve months eceding the date of transfer,

(A) does not hold the right of management or control in relation th
company orthe entity;

(B) does not hold any right in, or in relation to, such company or emtiiyh
would entitle it to the right of meagement or control in the company
entitywhich directly ownghe assets situated in Indand

© does not hold such percentage of voting power or share capital or in
in suchcompany orentity which results in holding ogither individudly
or along with associated enterprises) a voting power or share cap
interest exceeding five percent of the total voting power or total g
capital or total interest, as the case may be, of the company or
which directly owns the assetsusited in India

(7) The provisions of clauses)(to (k) of subsection §) shall be applicable, whether or riot,
(a) the payment is made in India;
(b) the services are rendered in India;

(c) the nonresident has a residence or place of businesmny business connection
India; or

(d) the income has accrued in India.

(8) Where the income of a neesident, in respect of transfer, outside India, of any share
interest in, a compangr an entity registered or incorporated outsiddid is deemed to accrue
India under claused] of subsection ), it shall be computed in accordance with the follow
formulad

AxB
C
where A = Income from the transfer computed in accordance
provisions of this Code as if the transfer wasafid in India;
B = value of the assets in India, owned, directly
indirectly, by the compangr entity, as on the specified date
C = value of alltheassets owned by the compamyentity,

as on the specified date
(9) For the purposes of théection, the expression
@"through" shal |l orfinicnl ucdoen sfiebgyu enmecaen so foof

() flaccounting periodod shal Ipardgmph® ofthBeegond;
Schedule;

(© Aval ue of an asset 0 me asees withoht eeduttian a
liabilities, if any, in respect of the asset;

(d As peci fdhalheadthetdatéon which the accounting period of the compa
entity, as the case may be, ends preceding,

(i) the date of transfer of an asset oapital asset;

(i) the date of accrual of income in relation to any other incosfierred tosub
section (1).
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Income
deemed to be
received in the
financial year.

6. The following income shall be deemed torbeeived in the financial year, namély:

(a) any contribution made by an employer, in the financial year, to the account
employee under a pension fund;

(b) any contribution made by an employer, in the financial year, to the account
employeem any other fund;

(c) the annual accretion, in the financial year, to the balance at the credit of any en
in a fund referred to in clausd)(to the extent it exceeds the limit as may
prescribed.

Dividend
income.

7. For the purposes aificlusion in the total income of an asseésee

(a) any dividend declared, distributed or paid by a company within the meaning of it
(a) or item ) or item €) or item @) or item €) of subclause (1) of clauserg) of
section320 shall be deemed teelihe income of the financial year in which it is so
declared, distributed or paid, as the case may be;

(b) any interim dividend shall be deemed to be the income of the financial year in wh
the amount of such dividend is unconditionally made avalbplthe company to the
member who is entitled to it.

Total income
to include
income of any|
other person.

8. (1) The total income of any person, being a transferor, shall include the following, namely

(&) any income accruing to any othgerson, by virtue of a transfer, whether revocabile
not, without transfer of the asset from which the income accrues; or

(b) any income accruing to any other person, by virtue of a revocable transfer of an a
(2) The provisions of clausd) of subsection {) shall not apply in a case whére

(a) any income accrues from an asset transferred to any trust, if the transfer
revocable during the life time of the beneficiary of the trust; or

(b) any income accrues from an asset transferred to any other person, not being a
the transfer is not revocable during the lifetime of such other person.

(3) In this sectiorg
(a) atransfer shall be deemed to be revocable if

(i)

it contains any provision for the +teansfer, directly or indirectly, of the whole
any part of the income or asset to the transferor; or

(i) it, in any way, gives the transferor a right tcassume power, directly @
indirectly, over the whole or any paftthe income or asset;

(b) atransfer shall include any settlement, trust, covenant, agreement or arrangeme

Income of
individual to
include

income of

spouse, mino
child and
others.

9. (1) The total income of any individual shaillcluded
(a) all income which accrues, directly or indirecily,

(i) to the spouse, by way of salary, commission, fees or any other for
remuneration, whether in cash or in kind, from a concern in which the indiv
has a substantial interest;

(i) from assets transferred, directly or indirectly, to the spouse by the indi
otherwise than for adequate consideration or in connection with an agreen
live apart;
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(i) from assets transferred, di rnéwdual,
otherwise than for adequate consideration; or

(iv) from assets transferred, directly or indirectly, to any other person by the indi
otherwise than for adequate consideration, to the extent to which the incom
such assetsisforthemime di at e or deferred bene

(b) all income which accrues to a minor child (other than a minor child being a perso
disability or person with severe disability) of the individual, other than income w
accrues to thehild on account of ardy

(i) manual work done by the child; or

(ii) activity involving application of the skill, talent or specialised knowledge
experience of the child;

(c) allincome derived from any converted property or part thereof;

(d) all income derived from any converted property which is received by the spouse
partition of the Hindu undivided family of which the individual is a member.

(2) The provisions of sublause {) of clause &) of subsection {) shall not apply in dation to
any income accruing to the spouse where the spouse possesses technical or prg
qualifications and the income is solely attributable to the application of the technical or profe
knowledge and experience of the spouse.

(3 The income referred to in sweflause i) of clause &) of subsection {) shall,
notwithstanding anything contained therein, be included in the total income of the spouse
total income (excluding the income referred to in thatdabse) is higher.

(4) The Board may prescribe the method for determining the income referred to-étassd
(i) and sukclause i) of clause 4) of subsection ().

(5) The income referred to in claud® of subsection {) shall be included in the totaicome
ofd

(@) the parent who is the guardian of the minor child; or

(b) the parent whose total income (excluding the income referred to in that clay
higher, if both the parents are guardians of the child.

(6) Where any income referrdd in clauself) of subsection () is once included in the totg
income of a parent, any such income arising in the succeeding year shall not be included in
income of the other parent, unless the Assessing Officer considers it necessary tdteogving
an opportunity of being heard to the other parent.

MIn this section, ipropertyo includes 4
the sale proceeds of such property in whichever form and where the property is cointeraey
other form of property by any method, such other property.

Income not
included in the
total income.

10. Subject to the provisions of this Code, the total income of a financial year of a person s
include the income enumerated in tihkird Schedule.

Persons not
liable to
incometax.

11. The person®numerated in th€ourth Schedule shall not be liable to incota under thig
Code for any financial year subject to the fulfillment of conditions specified in the said Sched

CHAPTER III

19




COMPUTATIONOF TOTAL INCOME
1.0 GENERAL

12. Unless otherwise provided in this Code,
(i) the total income of a person shall be computed in accordance with the pro
of this Chapter.

(ii) reference to any accrual, receipt, expenditure, withdrawal, asset or liability sh
construed to be in relation tothe financial year in respect of which, and
person in respect of whom, the income is computed.

Computation of
total income.

13. For the purposes of computation of total income of any person for any financial year, i
from all sources shall be classified as follows:

A.0 Income from ordinary sources.

B.d Income from special sources.

Classification
of sources Of
income.

14. The incme from any source, other than an income frospecial source, shall be comput]
under the class fdlncome from ordinary so
following heads of income, namely:

A.0 Income from employment.
B.d Income from house property.
C.0 Income from business.

D.0 Capital gains.

E.0 Income from residuary sources.

Computation of
income  from
ordinary
sources.

15. (1) Every income listed in column (3) of the Table in Part Il of the Fachedule and sul
section §) shallbe the income from a special source of the person specified in column (2)
said Table.

(2) The income from any special source shallbep ut e d
sourceso in accor dan Efh Schéedule

(3) Notwithstanding anything in sedection (), the income referred to therein, other than
income referredo in subsection (4), shll not be considered as income from a special sourd
such income is attributable to the permanent establishment ofr@sident in India.

under the ¢
the provision

(4) The special source income shall include the following, nadely:

(@) any amountwhich is found to be credited in the books of account of a pers
maintained for the financial year,df

(i)
(i) the person offers an explanation but fails to substantiate the same; or

(iif)

the person offers no explanation about the nature and source thereof;

the explanation offered by him is, in the opinion of the Assessing Officer
satisfactory;

(b) the value of any investment made by a person in the financial year to the ext
which &

(i) the person offers no explanation about the nature@mdes of the investment;

Computation of
income  from
special sources,
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(ii) the person offers an explanation but fails to substantiate the same; or

(iii) the explanation offered by him is, in the opinion of the Assessing Officer
satisfactory;

(c) the value of bullion, jewellery, other vallekarticle or moneywned by a person t
the extent for whicl®

(i) the person offers no explanation about the nature and source of acquisition
the value of the bullion, jewellery, other valuable article or mpney

(ii) the person offers an explation but fails to substantiate the same; or

(iii) the explanation offered by him is, in the opinion of the Assessing Officer
satisfactory;

(d) the amount of any expenditure incurred by a person in the financial y&ar, if

(i) the person offers mexplanation about the source of such expenditure or
thereof;

(i) the person offers an explanation but fails to substantiate the same; or

(iii) the explanation, if any, offered by him is, in the opinion of the Assessing Of
not satisfactory;

(e) theamount borrowed on laundifrom, or any amount due thereon repaid to, any pe
in the financial year otherwise than through an account payee cheque drawn on

(5) For the purposes of clause (a) of @dution (4), the explanatiorifered by a person, bein
a closelyheld company, in respect of any amouadnsisting of share application money, sh
capital, share premium or any such amount by whatever name cakelited in the name of
specified persorshallnotbe deemetio be satisfactory, unleds

(a) the specified person in whose name such credit is recorded also offers an exp
about the nature and source of such amount so credited; and

(b) such explanation in the opinion of the Assessing Offidernex to inthe said clause
(a) of subsection (4) has been found to be satisfactory.

(6) For the purposesofstthbect i on (5) fspecified persorn
does not include a venture capital fund or a venture capital company.

(7) For the purposeof clause (e) of subection (4), the amount repaid shall include the am
of interest paid on the amount borrowed.

Apportionment
of income
between

spouses

governed by
Portuguese
Civil Code.

16. (1) The income of the husband and wife, governed bytimemuniao dos bengom ordinary
sources under each head of income (other
special sources shall be apportioned equally betweesptheses.

(2) The income so apportioned under sdgotion () shall be included separately in the tq
income of the spouses.

B The income under the head Al ncome from
of the spouse who has actually earned it.

(4) In this sectioncommuniao dos bemsfers to the system of community of property under
Portuguese Civil Codef 1860 as in force in the State of Goa and in the Union territories of [
and Nagar Haveli and Daman and Diu.

17. Unless otherwise provided in this Caile,

Avoidance of
double taxation.
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(i) anyincome which is included in the total income of a person for any financia
shall not be so included again in the total income of such person for the sg
any other financial year,;

(ii) any income which is includible in the total income of grerson shall not bg
included in the total income of any other person,

except where for the purposes of protecting the interests of revenue, it is necessary to do so

18. (@) In computing the total income of a person &mry financial year, the following sha
not be allowed as a deduction, namaly:

(a) any expenditure, in relation to the income which does not form part of the total income ;
(b) any expenditure attributable to any income from special sources;

(c) anyexpenditure which has been allowed as a deduction in any other financial year;

(d) any expenditure incurred for an activity which is an offence or which is not permissible by

(e) any provision made for any liability, if it remains unascertainechbyend of the financial yea
and

(f) any unexplained expenditure referred to in cladsef(subsection 4) of sectionl5.

(2) The expenditure referred to in clause (a) of-sedtion (1) shall be determined
accordance with such method as may esgnibed , if the Assessing Officer , having regard to
accounts of the person, is not satisfied with the correctness of the claim of such expenditure.

(3) The provisions of subection (2) shall also apply in a case where the person claims t
expenditure has been incurred by him in relation to income which is not included in the total i
under theThird Schedule.

(4) Any amount allowed as deduction undgarovision of this Code shall not be allowed
a deduction under any other provision of this Code.

(5) The provisions of this section shall apply notwithstanding anything in any
provisions of this Chapter.

Expenditure not
to be allowed as

deducton.

19. (1) Any amount on which tax is deductible at source under Chpterduring the financial
year shall not be allowed as a deduction in computing the total incéme, if

(a) the taxso deductibldas not been deducted during the financial year; or

(b) the tax, after such deduction, has not beaid on or before the due datderred to in
subsection {) of sectionl55.

(2) A deduction shall be allowed in respect of the amount refeor@d gubsection () in any
subsequent financial yeargif

(a) tax has been deducted during the financial year, but paid in such subsequent ye
the due dateeferred tan subsection {) of sectionl155; or

(b) tax has been deducted after the end of the financial year in which the tg
deductible and paid in such subsequent financial year.

Amount
deductible

where tax is nol

deducted
source.

not

at

Il. HEADS OANCOME

A. - Income from employment
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Income from|{20. The income of a person from empl oyment
employment. |empl oyment 0.
Computation |21. The income computed under the head f#fl ng

of income
from
employment.

reduced by the aggregate amount of the deductions referred to in section 23.

Scope of grosg
salary.

22. The gross salary shall be the amount of salary due, paid, or allowed, whichever is earl
person in the financial year by or on behalf of his employer or former employer.

Deductions
from gross
salary.

23. (1) The deductions from the gross salary for computation of income from employment,
extent included in the gross salary, shall be the following, naénely:

(&) any sum paid by the employee on account of a tax on employment within the m
of clause(2) of article 276 of the Constitution;

(b) any allowance or benefit granted by an employer for journey by an employee be
his residence and office or any other place of work, to such extent as m
prescribed;

(©

any allowance or benefit greed by an employer to an emplo§ee

(i) to meet expenses wholly, necessarily and exclusively in the performance
duties of an office or employment of profit, as may be prescribed, to the ¢
such expenses are actually incurred for that purpose;

(i) to meet personal expenses, considering the place of posting or nature of d
place of residence, subject to such conditions and limits as may be prescribe

(i) to meet expenses on trave any place in India during leaveubject to such
conditions and limits as may be prescribed;

(d) any amount of contribution made by an employer, in the financial year, to the a
of an employee under an approved pension fund notified by the Central Gover

to the extent it does not exceed ten gant. of the salary of the employee;

(€)

any amount of contribution made by an employer, in the financial year, to the a
of an employee in an approved superannuation fund;

(f) any amount of contribution by an employer, in the financial yeaantaccount of a
employee in an approved provident fund, to the extent it does not exceed twe

cent. of the salary of the employee;

9)

any amount of interest credited, in the financial year, on the balance to the cred
employee in an appved fund to the extent it does not exceed the amount of in{
payable at the rate notified by the Central Government;

(h) any allowance provided by an employer to meet the expenditure actually incur
payment of rent in respect of residential@amodation occupied by the employee,

such extent as may be prescribed.

(2) For the purposes of claused) @nd ) of subsection (), salary means basic salary &
includes dearness allowance, if the terms of employment so provide.

B.d Incomefrom house property
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24. @) The income from any house property owned by any person shall be computeq
the head Al ncome from house propertyo.

(2) The income from any house property owned by two or more persons having defin
ascertainable shares shall be computed separately for each such person in respect of his sh

(3) In a case where the shares of the owners of the house propemgdréfein subsection
(2) are not definite and ascertainable, such persons shall be assessed as an association of
respect of such property.

(4) The provisions of this section shall not apply to the house property, or any part
houseproperty, which is used for business or commercial purposes.

Income  from
house property.

Computation
of income
from house

property.

25. The income from house property shall be the gross rent as reduced by the aggregate a
the deductions referred to in section 27.

Scope of grosg
rent.

26. (1) The gross rent in respect of a house property or any part of the house propetig Hinea
higher of the amount of contractual rent and presumptive rent, for the financial year.

(2) The contractual rent referred to in sséxtion (1) shall be the rent received or receiva
directly or indirectly, for the financial year or paretieof, for which such property is let out by t
assessee under a contract, whether in writing or otherwise.

(3) The presumptive rent referred to in ssdrtion (1) shall he

(a) the gross annual value or rental value (by whatever name xfiled by any local
authorityunder any law for the time being in forfar the purposes of property tax
respect of the property withoatlowing any deductiorsor

(b) if no suchgross annual value or rentalue has been fixed by the local authgribe
sum for which the property might reasonably bgested to let from year to year

(4) The gross rent shall, regardless of anything to the contrary contained-$edidn (1), be
taken to be nil if the property consists of a house or parthafuse which is not let out.

(5) The provisions of subection (4) shall not apply-if
(a) the house or part of the house is actually let during any part of the financial year;
(b) any other benefit is derived from it by the owner.

(6) The provisions of subection (4) shall, in a case where a person owns more than one
apply only in respect of one house, which the person may specify at his option.

(7) The gross rent referred to in ssbction (1) shall not include the amowdftrent which the
owner cannot realise, subjectth®rules as may be prescribed.

27. (1) The deductions for the purposes of computation of income from house property shal
following, namelyd

(a) the amount of taxes levied by a local authority in respect of such property, to the
the amount is paid by him during the financial year;

(b) a sum equal to twenty per cent. of the gross rent of such property as determine

section 26;

Deductions
from gross rent.
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(c) the amount of any interegayabl®

(i) on loan taken for the purposes of acquisition, construction, repair or reno
of the property; or

(i) on loan taken for the purpasef repayment of the loan referred to in stéuse
(i).
(2) The interest referred to in claus® 6f subsection {) which pertains to the period prior

the financial year in which the house property has been acquired or constructed shall be all
deduction in five equal instalments beginning from suchricial year.

(3) The interest deductible under ssiéction ) shall be reduced by any part thereof which
been allowed as deduction under any other provision of this Code.

(4) In respect of one house property, the gross rent of whidiakén asil in terms of sub
sectiors (4) and (6) of section 26, deduction under this section shall be allowed only in res
clause (c) of sulection (1) and such deduction shall not exceed

(@) one lakh fifty thousand rupees where the loan han laken for acquisition g
construction of the house property; and

(b) fifty thousand rupees, where loan has been taken for repair or renovation of the
property.

(5) The deduction referred to in sgbction (4) shall be allowedgif

(@) the acquisition , construction, repair or renovation of the house property is com
within a period of three years from the end of the financial year in which the loa
taken; and

(b) the person obtains a certificate from the finanicisiitution or the employer tevhom
the interest is paid or payable on the loan.

Advance
received

rent

28. The amount of rent received in advance shall be included in the gross rent of the finang
to which the rent relates.

Arrears of rent

received.

29. (1) The amount of rent received in arrears or the amount of rent which is netddaiim a
tenant and is reakd subsequently shall be deemed to be the income from house property
financial year in which such rent is received or realised.

(2) The arrears of rent or the unraati rent referred to in stdection () shall be included in th
totalincone of t he person under the head Al nco
owner of the property in théihancialyear or not.

(3) A sum equal to twenty per cent. of the arrears of rent or the useckatint, as the case m

be, refered to in suksection {) shall be allowed as deduction towards repair and maintenari
the property.

C.0 Income from business

Income
business

from

30. (1) The income from any business carried on by the assessee at any time during a finan
shall be computed under the head Al ncome

(2) The income of distinct and separate business referred to in section 31 shall be cq

separatly for the purposes of stgection ).
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(3) Any income from a business after its discontinuance shall be deemed to be the incom
recipient in the year of receipt and sha
businesso.

Business wher
treated distinct
and separate.

31. (1) A business shall be distinct and separate from another business if there is no interl
inter-dependence or unity embracing the two businesses.

(2) For the purposes of stdection (1), abusiness shall be distinct and separate from ang
business, &

(a) it is a business in respect of which profits are determined underestibn (2) of
section 32; or

(b) it is a business eligible for deduction in accordance with the provisionawusge]),
(m), (n), (o) or (p)of subsection (2) of sectioB24.

(3) A speculative business shall be deemed to be distinct and separate from any other
including any other speculative business.

32.(1)) The income computed under the head dl
business.

(2) The profits from the business of the nature specified in column (2) of the Table given
shall be computed in accordance with the provisiamgained in the Schedule specified in {
corresponding entry in column (3) of the said Table.

TABLE
Sl Nature of Business Schedule
No.
) ) 3)
1. Business of Insurance Sixth Schedule
2. Business of operating a qualifying ship SeventhSchedule
3. Business of mineral oil or natural gas Eighth Schedule
4. Business specified in Paragraph 1 oftheth Schedule Ninth Schedule
5. Business specified in Paragraph 1 of TleathSchedule TenthSchedule
6 Business listed in column (2) of the Table in theEleventhEleventhSchedule

Schedule where e is determined goresumptive basis

(3) The profits from any business not referred to in-settion @) shall be the gross earnin
from the business as reduced by the amount of business expenditure incurred by the assess

(4) TheCentral Government may, if it considers necessary ordispeso to do, by notificatign
direct that the provisions @he Eighth ScheduleNinth Schedule, oiTenth Scheduleas the cas¢
may be, shall not appfyom such date as may be specified therteithe following, namely:

(i) any class of undertakings or enterprises; or

(ii) the business of the nature specified at Sk.I8p4 or 5 ofTABLE given in sub
section (2) respectively.

Computation of
income from
business.
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Gross
earnings.

33. (1) The gross earnings referred to in sdgtion 8) of section 32 shall be the aggregate of
following, namelyd

(i) the amount of any accrual or receipt from, or in connection with, the business

(ii) the value of any benefit or perquisite, whether convertible into money or
accrued or received from, or in connection with, the business;

(iii) the value of the invetory of the business, as on the close of the financial year
(iv) any amount received from a business after its discontinuance; and

(v) the amount of any accrual or receipt franhouse propertpr a partthereof
referred to in suisection (4) of sectio4.

(2) The accruals or receipts referred to in-sebtion {) shall, without prejudice to the general
of the provisions of that sedection, include and deem to include the following, nardely:

(i) the amount of any compensation or other patymaccrued or received, fior

(a) termination or modification of terms and conditions relating to managemsg
business, any business agreement or any agency; or

(b) vesting of the management of any property or business in another per
the Government;

(i) any consideration accrued or received under an agreement foomuete;

(iii) any amount or value of any benefit, whether convertible into money or
accrued to, or received by, a person, being a trade, professional or
association, in respect of specific services performed for its members;

(iv) any consideration on sale of a licence, not being a business capital asset, @
in connection wh the business;

(v) any consideration on transfer of a right or benefit (by whatever name ¢
accrued or received under any scheme framed by the Government, local al
or a corporation established under any law for the time being in force;

(vi) the amount of cash assistance, subsidy or grant (by whatever name
received from any person or the Government for, or in connection with
business other than to meet any portion of the cost of any business capital a

(vii) the amount of anyemission, drawback or refund of any tax, duty or cess
being a tax under this Code), received or receivable;

(viii) the amount of remuneration (including salary, bonus and commission) o
interest accrued to, or received by, a participant of ancarporated body fron
such body;

(ix) any sum received under a keyman insurance policy including the sum allocg
way of bonus on such policy;

(x) the amount of profit on transfer, demolition, destruction or discarding of
business capital assé¢bther than a business capital asset used for scie
research and development) computed in accordance with the provisions of
42;

(xi) any consideration accrued or received on transfer of carbon credits;

(xii) the amount of any benefit accruéal or received by, the person, or as the ¢
may be, the successor in business, if

(a) it is by way of remission or cessation of any trading liability or statu
liability or it is in respect of any loss or expenditure,; and
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1 of 1986

1 of 1986

43 of 1961

(b) the trading liabilityor statutory liability or loss or expenditure has bg
allowed as deduction in any financial year,

except in a case where such remission or cessation is in termsaassb (b) of claus€04) of
section320, the beneficiary is a company which hasdree a sick industrial company under s
section (1) of section 17 of the Sick Industrial Companies (Special Provisions) Act, 1985;

(xiii) the amount of remission or cessation of any liability by way of loan, dep
advance or credit, except in a cadeere such remission or cessation is in term
subclause (b) of claus®04) of section 20and

(a) a suit or arbitration proceeding is pending in any court for recovery of
liability; or

(b) the beneficiary is a company which has become a iniblistrial company
under suksection (1) of section 17 of the Sick Industrial Companies (Sp
Provisions) Act, 1985;

(xiv) the amount recovered from a trade debtor in respect of a bad debt or part
which has been allowed as deduction in anyrfaid year under clause (c)
clause (d) or clause (e) of sabction (3) of section 35;

(xv) the amount withdrawn from any special reserve created and maintained ung
provision of this Code or the Incomtax Act, 1961, as it stood before t
commenement of this Code, for which deduction has been allowed, if
amount is not utilised for the purpose and within the period specified therein;

(xvi) the amount accrued to, or received by, the person from his employees 4
contribution to any fundadi their welfare;

(xvii) the amount accrued or received on sale of any business capital asset u
scientific research and development;

(xviii) any amount accrued or received on account of the cessation, terminal
forfeiture in respect of agreemt entered into in the course of the business;

(xix) any amount accrued or received, whether as an advance, security def
otherwise, from the long term leasing of

(a) the whole or part of any business asset; or
(b) any interest in a businesssat;

(xx) any amount by way of advance, security deposit or of similar nature receive
retained on account of negotiations for transfer of

(a) the whole or part of any business asset; or
(b) any interest in a business asset;

(xxi) any amount remved as reimbursement of any expenditure, which has
claimed or allowed as a deduction in any financial year ;

(xxii) any interest accrued to, or received by, a person being a financial institut
money lender;

(xxiii) any interest incidental tihe business, accrued to, or received by, a person;

(xxiv) any payment or aggregate of payments made to a person in a day, in resp
liability incurred and allowed as a deduction in any preceding financiabyear,

(&) which has been made otherwiban by an account payee cheque drawn
bank or by an account payee bank draft;

(b) which exceed$

28




(i) a sum of thirtyfive thousandrupees if the payment is made to
transporter for carriage of goods by road; or

(i) a sum of twenty thousarrdpees in any other case; and

(c) which has not been made in such cases and in such circumstances as g
in subsection (4)f section 34

(xxv) any amount standing to the credit of the Investor Protection Fund referreg
section 82, b

(a) the amount is shared during the relevant financial year, either wholly
part, with a recognised stock exchange or recognised commodity exara
the depository, as the case mayded

(b) incometax has not been paid on such amount in any fimayear preceding
the relevant financial year;

(3) The gross earnings from business shall not include the following, n@mely:
(a) any dividend;
(b) any interest other than interest,

(i) accrued to, or received by, a person being a finantitution, a money lende
or a participant of an unincorporated body from such body;or

(ii) incidental to the business;

(c) any income from letting of house property which is included under the head in
from house property;

(d) any income from th&ransfer of an investment asset.

Determination
of business
expenditure.

34. (1) The amount of business expenditure referred to inseabion 8) of section 32 shall be th
aggregate of the following amounts, namely:

(a) the operating expenditure referred to in section 35, incurred by the person f
purposes of the business carried on during the financial year;

(b) finance charges referred to in section 36, incurred by the person for the purpose
business carriednoduring the financial year;

(c) capital allowances referred to in section 37, in respect of the business carried on
person during the financial year.

(2) The provisions for deduction of capital allowances retetoein sections 38, 39 ard shall
apply, whether or not the person has claimed the deduction in computing the total income.

(3) The Assssing Officer may restrict theamount of deduction under this section to s
amount as he considers appropriate having regard to thaf askusiness asset if such asset is
exclusively used for the purposes of the business.

(4) The cases and circumstances specified in claxge) (of subsection (2) of section 33
clause (k) of sudsection (4) of section 35, clausB ©f subsection 8) of section 58 andubclause
(iii) of clause (c) oubsection ) of section 59 shall be the following, namedy :

(a) where the payment is madéto

(i) the Reserve Bank of India or any banking company as defined in cljusk
sectio 5 of the Banking Regulation Act, 1949;

(i) the State Bank of India or any subsidiary bank as defined in section 2 of thé
Bank of India (Subsidiary Banks) Act, 1959;

10 of 1949

38 of 1959

29




(b) where the payment imade to the Government and, under the rules framed by it,

(c) where the payment is madedby

(d) where the payment is made by way of adjustment against the amount of any |

(€)

to the cultivator, growr or producer of such articles, produce or products;

(f)

(©)

(h)

(i)

(iii) any ceoperative bank or land mortgage bank;

(iv) any primary agricultwal credit society or any primary credit society as defi
under section 56 of the Banking Regulation Act, 1949;

(v) the Life Insurance Corporation of India established under section 3 of the
Insurance Corporation Act, 1956;

payment is required to be made in legal tender;

(i) any letter of credit arrangements through a bank;
(i) electronictransfer through a bank;

(iii) abook adjustment from any account in a bank to any other account in that
other bank;

(iv) a bill of exchange made payable only to a bank;

(v) the use of electronic clearing system through a bank account;
(vi) a credit card,;

(vii) a debit card;

incurred by the payee for any goods supplied or services rendered by the ass
such payee;

where the payment is made for the purchade of
(i) agricultural or forest produce; or

(ii) the produce of animal husbandry (including livestock, meat, hides and ski
dairy or poultry farming; or

(iii) fish or fish products; or

(iv) the products of horticulture or apiculture,

where the payment is made for the purchase of the products manufacty
processed without the aid of power in a cottage industry, to the producer o
products;

where the payment imade in a village or town, which on the date of such payme
not served by any bank, to any person who ordinarily resides, or is carrying g
business, profession or vocation, in any such village or town;

where any payment is made to an emetoyf the assessee or the heir of any s
employee, on or in connection with the retirement, retrenchment, resign
discharge or death of such employee, on account of gratuity, retrenc
compensation or similar terminal benefit and the aggregaseatf sums payable {
the employee or his heir does not exceed fifty thousand rupees;

where the payment is made by an assessee by way of salary to his employ
deducting the incomtax from salary in accordance with the provisions of sec
213 of theCode and when such employe

(i) is temporarily posted for a continuous period of fifteen days or more in a
other than his normal place of duty or on a ship; and

(i) does not maintain any account in any bank at such place or ship;

10 of1949
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(1) where the payment was required to be made on a day on which the banks wers¢
either on account of holiday or strike;

(k) where the payment is made by any person to his agent who is required tg
payment in cash for goods or services on batfatich person;

(I) where the payment is made by a person, authorised as an authorised dealer or
changer to deal in foreign currency or foreign exchange under any law for th¢
being in force, against purchase of foreign currencyravellers cheques in th
normal course of his business.

(5) For the purposes of clause,(c)ause ¢) and clause (ipf subsection (4), the term "bank
means any bank, banking company or society referred to #laubesi to (iv) of clause &) of
subsection (4) and includes any bank [not being a banking company as defined in c)anfs
section 5 of te Banking Regulation Act, 1949wvhether incorporated or not, which is establis}
outside India.

10 of 1949

Determination
of  operating
expenditure.

35. (1) The amount of operating expenditure referred to in claa)sef(subsection {) of section
34 shall be the aggregatéof

(a) the amount oéxpenditure specified in stdection ), ifd

(i)  the expenditure is laid out or expended, wholly and exclusively, for the pur
of the business; and

(i) it fulfills other conditions, if any, specified therein; and

(b) the amount of deduatns specified in subection 8) subject to the fulfillment of the
conditions, if any, specified therein.

(2) The expenditure referred to in clausg ¢f subsection {) shall be on account éf,
(i) purchase of raw material, stores, sparescangumables, or stogk-trade;
(i) rent paid for any premises if it is occupied and used by the person;
(iii) current repairs to any building if it is occupied and used by the person;

(iv) land revenue, local rates or municipal taxes ineespf premises occupied af
used by the person;

(v) current repairs of machinery, plant or furniture used by the person;
(vi) current maintenance or repairs of computer software or hardware;
(vii) salary or wages of employees;

(viii) remunerationto any working participant which is in accordance with
agreement of the unincorporated body and relates to the period falling afi
date of such agreement, limited to the extent as may be prescribed;

(ix) any premium paid to effect, or to keiepforce, an insurance in respecitdof,
(@) any premises occupied and used by the person;
(b) any machinery, plant or furniture used by the person;
(c) stocks or stores belonging to the person;
(d) the health of any employee of the person; or
(e) anyother asset owned and used by the person;

(X)  any premium paid by the person, being a federal mitbpmrative society, t(
effect, or to keep in force, an insurance on the life of the cattle owned
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(a) the person is the successor in the businessganisation;

(b)

(©

member of a co@perative society, being a primasgciety engaged in supplyin
milk, raised by its members to such federal milloperative society;

(xi) welfare of workmen and staff;
(xii) power and fuel;
(xiii) freight, clearing and forwarding charges;

(xiv)  selling expenses in the natuwkecommission, brokerage, discount, or warra
charges;

(xv) sales promotion including advertisement and publicity;
(xvi) training of employees;

(xvii) conference;

(xviii) use of hotel or boarding and lodging facilities;
(xix) conveyance, tauor travel;

(xX)  running or maintenance of motor car or aircraft;
(xxi) postage and telecommunications;

(xxii) audit and such other professional fees;

(xxiii) legal services;

(xxiv) entertainment and provision of hospitality;

(xxv) maintenance of guesibuse;

(xxvi) subscription, including entrance fee, to a club or a trade association or the
their facilities;

(xxvii) scientific research and development related to the business;

(xxviii)salary to an employee engaged in, loe purchase of material used in, scient
research and development, within a period of three years immediately pre
the commencement of the business;

(xxiX) contribution by the person, being an employer, to an approved fund sub]
such limitsand conditions, as may be prescribed;

(xx¥) contribution to any fund, referred to in clausei) of subsection @) of section
33, to the extenthe amount has been received from his employees as
contribution to the fund;

(xxxi) any head officexpenditure by a neresident, as is attributable to his busin
in India, not exceeding an amount equal to-bak per cent. of the total sale
turnover or gross receipts of business in India;

(xxxii) cost of acquisition of the asset as in the cashepredecessor and cost of a
improvement made thereto and expenditure incurred wholly and exclusiv,
connection with the transfer of the asset, by the predeces8or, if

the assetbecomes the property of the person under a scheme of busing
organisation; and

the asset is sold by the person as a business trading asset;

(xxxiii) amount as computed below, where a business trading asset is sold by a
being a transfereer a donee and such asset had become the property o
person on the total or partial partition of a Hindu undivided family or ung
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(@)

(b)
(€

gift or will or an irrevocable trust, in accordance with the forniula
A+B+C
where
A = cost of acquisition of such set to the transferor or the donor, as the case may
B = cost of any improvement made thereto by such transferor or donor;

C = expenditure incurred wholly and exclusively in connection with the transfe
way of effecting the partition, acceptance tbe gift, obtaining probate i
respect of the will or the creation of the trust), including the payment of giff
if any, by such transferor or donor, as the case may be;

(xxxiv) protecting or safeguarding the goodwill of the person, which has nebetss
be preserved for the purpose of his business;

(xxxVy) tax (not being a tax under this Code), duty, cess, royalty or fee, by wh
name called, under any law for the time being in force, if the amount is ag
paid,;

(xxxv) bonus or commissioto employees for services renderedh# amount would
not have been payable to employees as profits or dividends had it not beg
as bonus or commission;

(xxxvii) encashment of leave to the credit of employees, to the extent the am
actuallypaid;

(xxxviii) gratuity to employees on their retirement or on termination of 1
employment;

(xxxiX) the expenditure incurred by a body corporate, if

such body corporate is constituted or established under a Central, State or Pr
Act;

the expenditure is for objects and purposes authorised by the sa@héct;

such body corporate is notified by the Central Government for the purposéki®f
clause, having regard to the objects and purposes of the said Act;

(xI)  the anmount paid by a public financial institution by way of contribution t
credit guarantee fund trust for small industries which is notified by the C¢
Government for the purposes of this clause;

(xli) the actual cost of the licence referred to inusta {v) of subsection @) of
section 33, in the year in which the consideration on account of sale ol
licence forms part of gross earnings;

(xlii) the actual cost of the right or benefit referred to in clausef(subsection g)
of section 33jn the year in which the consideration for transfer of such righ
benefit forms part of gross earnings;

(xliii) the repayment of any advance or security deposit in respect of thé¢etam
leasing referred to in clauseiX) of subsection @) of secton 33, in the year i
which such repayment is made;

(xliv) the repayment of any advance or security deposit retained on accol
negotiations for transfer of a business asset or interest therein, referreq
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clause xx) of subsection (2) of sectioB3, in the financial year in which sud
repayment is made;

(xlv) any other operating expenditure not covered under clausedause (xliv) .

(3) The amount of deductions referred to in claugeof subsection ) shall be the following
namelyd

(a) the value of inventory of the business, as at the beginning of the financial year;
(b) loss of inventory or money on account of
(i) theft, robbery, fraud or embezzlement, occurring in the course of the busines
(i) any disaster, natural or man made,
if the inventory or the money is written off in the books of account;

(c) any amount credited to the provision for bad and doubtful debts account, not exg
one per cent of the aggregate average advances computieel prescribed manng
if, &

(i) the person is a financial institution, or a Amnking finance company as may
notified;

(ii) the amount is charged to the profit and loss account for the financial yé
accordance with the prudential norms of Reserve Bank of India in this regarn
and

(iii) the amount of trade debt or part thereof written off as irrecoverable in the bo
the person is debited to the provision for bad and doubtful debts account;

(d) the debit balance, if any, on the last ddythe financial year, in the provision for ba
and doubtful debts account referred to in clageif(the balance has been transfer
to the profit and loss account of the financial year;

(e) trade debt or part thereof,df,

(i) the person is otherhan a person referred to in sdause ) of
clause ¢€); and

(ii) the amount is written off as irrecoverable in the books of the person;

(f) payment during the financial year in discharge of any remitted or ceased liability
has been included ithe gross earnings of any preceding financial year under ¢
(xii) or clauseXiii) of subsection @) of section 33;

(g) payment during the financial year in respect of the amount which has been inclu
gross earnings of any preceding financiedryon account of cessation, termination
forfeiture of agreement referred to in clausdi{) of subsection (2) of section 33.

(4) Notwithstanding anything in sedection 2) or subsection 8) the amount of operatin
expenditure shall not ihade the amount of expenditure, being in the nature of, or on accodnt

(@) personal expenses of the person;

(b) capital expenditure including expenditure in respect of which capital allowan
allowable under section 37;

(c) finance charges;
(d) any unascertained liability of the person;

(e) remuneration payable to any participant other than a working particgfaan
unincorporated body

(f) any expenditure incurred by a person on advertisement in any souvenir, brochur
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pamphlet othe like published by a political party;

(g) any amount of contribution by an employer during the financial year to an app
superannuation fund for the benefit of an employee, to the extent it exceeds o
rupees;

(h) any tax, interest or perglpayable under this Code or the Incetar Act, 1961 or the
Wealth Tax Act, 1957 as they stood before the commencement of this Code;

(i) any amount paid which is eligible for relief of tax under secief
(i) any dividend declared or distributedpaid;

(k) any payment or aggregate of payments made to a person in a day, in respe
expenditure incurred during the financial y&ar

(a) which has been made otherwise than by an account payee cheque drawn of
or by an account payee banlafty

(b) which exceed®

(i) a sum of thirtyfive thousand rupees if the payment is made to a transg
for carriage of goods by road; or

(i) a sum of twenty thousand rupees in any other case; and

(c) which has not been made in such cases andcim cgicumstances as specified
subsection (4) of section43and

() royalty, licence fee, service fee, privilege fee, service charge or any other fee or
by whatever name called, levied exclusively on, or appropriated directly or indi
from, a State Government undertaking by the State Government.

(5) Any amount of expenditure or deduction referred to insediion {) or subsection ) or
under section 36 or under section 37,which is not allowable by reason of the fact tl
expenditure is in violation of the condition, if any, or is in excess of the amount, if any, sp¢
therein, shall not be allowed as deduction under clause (xlv) edestibn 2) only on the groung
that it is laid out or expended, wholly and exclesyy for the purposes of the business.

(6) The deduction in respect of the amount referred to in clauyerfd clausesxkxy to
(xxxviii) of subsection R) shall, notwithstanding anything in ssbction (), be allowed in the
financial year in with the liability has arisen, if it is actually paid in such financial year or by
due date of filing of the return of tax bases for that financial year.

(7) If any deduction is not allowed on account of the provisions ofssghion 6), it shal be
allowed in the financial year in which the amount is actually paid.

(8) The deduction in respect of amount referred to in clauses (xxix) anddkgysection (2)
shall be allowed, in the financial year in which the liability has arisen and has actually been p

(9) Notwithstanding anything in sudection (8), the amount referred to in clauses (xxix)
(xxx) of subsection (2for which the liability has@sen in the month of March of the financial ye
shall be allowed in the said financial year, if such amount has actually been paid on or be
due date by which the employer is required to credit the contribution in the relevant fund un
Act, rule, order or notification issued thereunder or under any standing order, award, con
service or otherwise.

(10) In this section, a State Government undertaking inctudes
(i) a corporation established by or under any Act of the State Goest;

(i) acompany in which more than fifty per ceof the paidup equity share capital i
held by the State Government;

(iii) a company in which more than fifty per ceoftthe paidup equity share capital i

43 of
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held by the entity referred to in clsei () or clausei() (whether singly or takel
together);

(iv) a company or corporation in which the State Government has the right to a
the majority of the directors or to control the management or policy decig
directly or indirectly, includig by virtue of its shareholding or management rig
or shareholders agreements or voting agreements or in any other manner;

(v) an authority, a board or an institution or a body established or constituted
under any Act of the State Government orned or controlled by the Sta
Government.

36. (1) The amount of finance chargeserred to in clausé) of subsection {) of section 34 shal
bed

(a) the amount of interest paid on any capital borrowed or debt incurred;
(b) the amount of interest paid to trade creditors;

(c) the amount of interest paid to any participant, whishin accordance with th
agreement of formation of unincorporated body and relates to the period falling
the date of such agreement, limited to the extent as may be prescribed;

(d) the amount of any incidental financial charges;

(e) the proportionte amount of discount or premium payable on any bond or debe
issued by the person, calculated in the manner as may be prescribed.

(2) The amount of finance charges referred to insediion {) shall not includé

(@) any amount paid in respeof capital borrowed or debt incurred for acquisition a
capital asset (whether capitalised in the books of account or not) for anygperiod

(i) inthe case of a new business, prior to the date of commencement of such b
and

(ii) in any other cas prior to the date on which such asset was first put to use;

(b) any amount of incidental financial charges for issue of convertible debentures or
or share capital; and

(c) any amount of interest referred to in section 23haf Micro, Small ad Medium
Enterprises Development Act, 2006

(3) The amount of interest on any capital borrowed or debt incurred, which is payable
financial institution, shall be allowed as a deduction, notwithstanding anything-gestibn (), in
the financial year in which the liability has arisen, if it is actually paid in such financial year
the due date of filing of the return of tax bases for that financial year.

(4) If any deduction is not allowed on account of the provisions ofssttion (3), it shall be|
allowed in the financial year in which the amount is actually paid.

(5) Any interest referred to in stdection 8) which has been converted into a loan or borrow
shall not be deemed to have been actually paid for the marpbshat susection.

@®In this section, fAcapital borrowedd sh
from shareholders, or subscribers, in a mutual benefit finance company, which fulfilg
conditions as may be prescribed.

Determination
of finance
charges.

27 of 2006

37. (1) The amount of capital allowances referred to in clagsef(subsection () of section 34
shall be the aggregate of the amount in respeit of,

Determination
of capital
allowances
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(a) depreciation of business capitaiset;

(b) initial depreciation of business capital asset;
(c) terminal allowance;

(d) scientific research and development allowance;
(e) deferred revenue expenditure allowance.

(2) The depreciation, initial depreciation or terminal allowaneggrred to in sulsection (),
shall be allowed in respect of any business capital asset if the a¥set is,

(a) owned, wholly or partly, by the person; and
(b) used for the purposes of the business of the person.

(3) The condition referred to inlause &) of subsection ) shall not apply in respect of ar
business capital asset, being capital expenditure on a building which is held by the person
lease or other right of occupancy.

(4) A business capital asset shall be deemdzbtowned by the person if he is a lessee in teg
of a financial lease.

(5) The amount of deferred revenue expenditure allowance referred to in oucfes(b
section () shall be such amount as computed in accordance witihetth Schedule.

Determination
of
depreciation.

38. (1) The amount of depreciation in respect of a business capital asset referred to in se
shall be the aggregate of the following, nandely:

(@) such percentage of the adjusted value of any block of assets as specified
ThirteenthSchedule, in respect of all the business capital assets forming part
relevant block of assets specified therein; and

(b) nil, in respect of any other busiss capital asset not forming part of any block of ag
specified in theThirteenthSchedule.

(2) The depreciation allowance on assets referred to in section 37 shall, notwithstanding
that all business capital assets in any blockasdets have ceased to exist by reason of K
demolished, destroyed, discarded or transferred, be allowed to the person in respect of the
assets, if the adjusted value of the block of assets is greater than zero.

(3) The deduction under thisection in respect of an asset shall be restricted to fifty per ce
the sum referred to in stdection (), if 0

(@) the asset is acquired by the person during the financial year; and

(b) is used for the purposes of business for a period ottessone hundred and eigh
days in the relevant financial year.

(4) The depreciation in respect of any business capital asset, notwithstanding anything cq
in any other provision of this Code, shall not be allowed if,

(a) the asset does nfairm part of any block of assets specified in TinrteenthSchedule;
or

(b) the expenditure incurred for acquiring the asset has been allowetkbdaciion unde
any provision of this Code.

39. (1) A person shall be allowed, in additiondepreciation, an initial depreciation in respect ¢
business capital asset) if

(a) the person is engaged in the business of manufacture or production of any ar
thing;

Determination
of initial
depreciation.
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(b) the asset is a new asset for mad gPI
specified in theThirteenthSchedule;

(c) the asset was not used either within or outside India by any other person be
installation by the person;

(d) the asset is not installed in any office premises or any residential accommo
including accommodation in the nature of a guemgise;

(e) the asset is not in the nature of any office appliance; and

(f) the whole of the actual cost of the asset is not allowed as a deduction (whether by
depreciation or otherwise) in computiigh e i ncome under t
businesso of any financial year.

(2) The initial depreciation referred to in sabction (),0
(a) shall be an amount equal to twenty per cent. of the actual cost of the asset; and

(b) shall be allowed in thnancial year in which the asset is used for the first time for
purposes of the business of the person.

(3) The deduction under this section in respect of such asset shall be restricted to fifty p
of the sum referred to in stdection ), if the asset is used for the purposes of business for a
of less than one hundred and eighty days in the relevant financial year.

40. (1) A person shall be allowed a terminal allowance in respecblafck of assets, df

(@) the block of assets has ceased to exist by reason of being demolished, de
discarded or transferred during the financial year; and

(b) the percentage specified in theThirteenth Schedule for computin
depreciation in respeof the block of assets is zero.

(2) The terminal allowance referred to in ssdxtion {) shall be computed in accordance w
the formul®

A+B-C

where

A = the written down value of the block of assets at the beginning of the financial year;
B = the actual cost of any asset falling within that block, acquired during the financial year; ar

C = the amount accrued or received in respect of the assets which
demolished, destroyed, discarded or transferred during the financial year togethtbewiltue of
the carcass or the scrap, if any.

(3) The terminal allowance referred to in ssdction) s hal | bnidd ,t riefa tten
of the computation thereunder is negative.

Deduction
terminal
allowance

for

Deduction for
scienffic
research  an(
development
allowance

41. (1) A company shall be allowed a deduction equal to one hundred and fifty per cent.
expenditure (not being expenditure in the nature of cost of any land or building) incudred on

(a) creating andnaintaining an irhouse facility for scientific research and developmd
and

(b) carrying out scientific research and development in theirse facility.
(2) The deduction under stdgection L) shall not be allowed, unlesds

(a) the company is engaged in the business of biotechnology or in business of mant
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or production of any article or thing, not being an article or thing specifie
FourteenthSchedule;

(b) the company creates and maintains ahause facility for cawing out scientific
research and development;

(c) the research facility is approved by the Central Government on the basis
recommendation afuchauthorityas may be notified

(d) the company enters into an agreement sitthauthority;
(i) for cooperation in the research and development facility; and
(ii) for audit of the accounts maintained for such facility.

(3) The approval granted to a predecessor shall be deemed to have been granted to the
if the research facility is tresferred to the successor as a result of a businesgarisation.

(4) The deduction under this section shall not be allowed to a company in respect
expenditure referred to in sigection 1), if the expenditure is incurred in the coursétebusiness
in the nature of scientific research and development.

(5) The Board may, for the purposes of this section, presstibkconditions and manner g
may be considered necessary for grant of approval.

Computation
of profit on
transfer of a
business

capital asset

42. (1) The amount of profit, where a business capital asset, which forms part of a block of
specified in the ThirteenthSchedule, is transferred, discarded, destroyed or demolished sh
computed in accordancewithe formula

A-(B+C)
where

A= the amount accrued or received in respect of such asset, which is trang
discarded, destroyed or demolished during the financial year together w
amount of scrap value, if any;

B= the amount of written dowmalue of such block of assets at the beginning
the financial year;

C= the actual cost of any asset falling within that block of assets, acquired (
the financial year;

(2) The profit referred toinsubect i on (1) s h a If the nieteaesuit ofdhd
computation thereunder is negative.

(3) The amount of profit, where a business capital asset other than that referred tséntisuh
(1) is transferred, discarded, destroyed or demolished, shall be computed in accoitfatite
formula

A-B
where
= amount accrued or received in respect of the asset which is transf
discarded, destroyed or demolished during the financial year together w
amount of scrap value, if any;
B= the actual cost of the asset.

43. (1) The deduction for any capital allowance referred to in section 37 shall, in a case
business r@rganisation has taken place during the financial year, be allowed in accordance \

provisions of this section.

Special
provisions
relating

to
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(2) The amount ofleduction allowable to the predecessor shall be determined in acco
with the formula

AxB
C

where

A= the amount of deduction allowable as if the businegssganisation had ng
taken place;

B= the number of days comprised in the periegdjinning with the first day o
the financial year and ending on the day immediately preceding the d
business r@rganisation;

C= the total number of days in the financial year in which the busines

organisation has taken place.

(3) The anount of deduction to the successor shall be determined in accordance w
formulad

AxB
C

where

A= the amount of deduction allowable as if the businessganisation had ng
taken place;

B= the number of days comprised in tperiod beginning with the date
business r@rganisation and ending on the last day of the financial year;

C= the total number of days in the financial year in which the busines

organisation has taken place.

bushess
organisation.

re

Meaning of
actual cost

44. (1) The actual cost of a business capital asset to the person shall be computed in ac
with the formuld

A-[B+(C x A)]
D
where-

A= cost of the business capital asset to the person including the interest j
the capital borrowed for acquiring the asset if such interest is relatable
period before the asset is put to use;

B= the amount of additional duty leviable undertget 3 of the Customs Tarif]
Act, 1975 or the amount of duty of excise, in respect of which a clai
credit has been made and allowed under the Central Excise Rules, 194

C= the amount of subsidy, grant or reimbursement (by whatever name ¢
recaved by the assessee, directly or indirectfyom the Central
Government, a State
Government, any authority established under any law for the time bei
force or from any other person in respect of, or with reference to, any
including the relevant asset;

D= cost of all the assets in respect of, or with reference to, whickre a mo
is so received.
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(2) The Assessing Officer may, notwithstanding anything insedtion ), determine, with the
prior approval of the Joint Commissioner, the actual cost, if

(a) the asset was a business asset at any time before the date of acquisition by the
and

(b) the Assessing Officer is satisfied that the main purpose of the transfer of the asse
directly or indirectly to the person, was reduction of the lighititincometax (by
claiming depreciation with reference to an enhanced cost).

(3) The actual cost of the business capital asset to the person shall be the deemed writt
value, ifd

(a) the asset is acquired by the person by way of giftloeritance;

(b) the asset is converted by the person into a business capital asset in any financia
or

(c) the person is a transferee holding company or a transferee subsidiary company
respect of the transfer of the asset by the subsidiempany or the holding company|
respectively.

(4) The actual cost of a business capital asset to the person shall, in a case of sale and
transaction of the asset, be the lower of the following, nadhely:

(a) the actual price for which thesset is reacquired by him; or
(b) the deemed written down value.

(5) Where a business capital asset is acquired by the person and subsequently it is trg
back to the transferor by way of lease, hire or otherwise, the actual cost afehenabe hands g
the person shall be the written down value of the asset in the hands of the transferor at the b
of the financial year in which the acquisition of the asset by the person has taken place.

(6) Where the person is a noesicent and a business capital asset,having been acquired b
outside India, is brought by him to India, the actual cost of the asset for the person shall be
of acquisition of the asset by him, as reduced by an amount equal to the amount ofti@p
which would have been allowable, had the asset been used in India for the purpose of the
of the person since the date of such acquisition.

(7) The actual cost of an asset shall be treatetl ai§d

(a) deduction in respect of thest of the asset has been allowed or is allowable to the
person under thé&ighth Schedule or theNinth Schedule or thél'enth Schedule; or

(b) deduction in respect of the cost of the asset has been allowed or is allowable ung
of the aforesaid Schedules to any other person and the person has acquired or r
the asset by any of the special modes of acquisition.

(8) The Board mayfor the purposes of determining the actual cost of a business capital
prescrib@

(a) any other cost which may be included in determining the actual cost; and

(b) the method of determining the actual cost in the circumstances which are noggro
for in this section.

(9) In this section, deemed written down value of a business capital asset shall be the ac|
to the person or the previous owner, as the case may be, when he first acquired the asset &
by the aggregate amounf depreciation that would have been allowable to the person g
previous owner, as the case may be, upto the preceding financial year as if the asset wag
asset in the relevant block of assets.
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45. (1) The written down value of any block of assets at the beginning of the financial year s
the written down value of the block of assets at the close of the immediately preceding fi
year.

(2) The written down value of the block of assatsthe close of the immediately precedi
financial year shall be the adjusted value of the block of assets in the immediately pré
financial year as reduced dy

(a) the amount of capital allowance, if any, allowed under section 37 during thahgear

(b) any expenditure incurred for acquiring the asset to the extent allowed as a dedu
the financial year under any provision of this Code.

(3) The adjusted value of any block of assets for any financial year shall be compy
accorénce with the formuta

(A+B) - (C+D+E)

where

A= the written down value of the block of assets at the beginning of the fing
year;

B= actual cost of any asset falling within the block, acquired during the fing
year;

C= moneys receivable in respect of any asset falling within the block, whi
sold or discarded or destroyed or demolished during the financial year;

D= amount of the scrap value, if any;

E= the aggregate of the deemed writelown value of the assets transferred
any of the modes referred to in ssiction 8) of section 44.

(4) The adjusted value of any block of assets underssation 8) shall benido i f t h

(C+D+E) exceeds the amount (A+B).

(5) The adjusted value of the block of assets, acquired by a successor in a busin
organisation, for the financial year in which the businessganisation has taken place shall be
amount which would have been taken as the adjusted value of the blaskets as if the busine
re-organisation had not taken place.

(6) The written down value of the block of assets, acquired by a successor in a b
reorganization, on the last day of the financial year in which the businesgar@sation hataken
place shall be determined in accordance with the fordnula

A-(B+C)

where-

A= the adjusted value determined under-sattion 5);

B= the amount of deduction allowed to the predecessor undesestibn 2) of

section 43 in respect of the block of assets;

C= the amount of deduction allowed to the successor undesestiion 8) of
section 43 in respect of the block of assets.

(7) Where a block of assets comprises of any asset acquieey iimancial year from a countr
outside India for the purposes of business and there is variation in liability in respect of acq
of the asset after the date of such acquisition, the adjusted value of the block of assets
computed in accolance with the formuta

A+(B-C)-D

where-

Meaning
written
value
adjusted
of assets.

of
down
and
value
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A= the adjusted value of such block of assets determined in accordance wi
section B);

B= the amount of liability of the person, expressed in Indian rupees at the ti
making actual ayment toward$

(a) the whole or a part of the cost of the asset; or

(b) repayment of the whole or part of the moneys borrowed by him
any person in any foreign currency specifically for the purposs
acquiring the asset;

C= the amount Dliability corresponding to actual payment referred to in
expressed in Indian rupees, existing at the time of acquisition of the as

D= the whole or any part of the liability met, directly or indirectly, by any ot
person or authority

(8) The amount of liability of the person, expressed in Indian rupees at the time of n|
payment as referred to in sgbction {), shall, in a case where the person has entered into a fo
contract, be computed with reference to the rate of exchange specified in such forward contr

(9) The Board may prescribe

(a) the method of determining the allocation of the wmitttlown value or the adjuste
written down value of the assets between the different businesses carried on
person; and

(b) the method of determining the written down value or the adjusted written down
of the block of assets in the circumstasevhich are not provided for in this section.

(20) In this section, the deemed written down value shall have the meaning assigned to-if
section @) of section 44.

D. 1 Capital gains

46. (1) The income or deemed income from the transfer of any investment asset shall be cq
under the head ACapit al gai nso.
2 The income under the head fACapital gai

foregoing provisions, include the following, namély:

(@) income from the transfer referred to in claudedr clause €) of subsection {) of
section 47, ifbefore the expiry of a period of eight years from the date of transf|
the investment assét,

(i) the parent company, or its nominee, ceases to hold the whole of the share ca
the subsidiary company; or

(i) the investment asset is converted by the transferee into, or treated by it
business trading asset;

(b) the income from the transfer referred to in cladgef(subsection () of section 47, if
any of the conditions laid down in claugé) or clause §7) of section320, as the cast
may be, is not complied with;

(c) the income from the transfer referred to in clause (m)or clanser (clause (o) of
clause(p) of subsection 1) of section 47, as the case may be, if any of the condi
laid down in the said clauses is not complied with;

(3) For the purposes of sttection (1), the following amounts shall be the deemed income (¢

Capital gains.
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transferor

(@)

(b)

(©

the amount of withdrawal referred to in ssdction 4) of section 55 to the exter
deduction has been allowed under-sebtion R) thereof, if the condition laid dow
in the said sulsection §) is not complied with;

the amount of deposit referred to in sdstion §) of section 55 to thg
extent dedation has been allowed under ssdxtion ) thereof, if the condition laig
down in the said subection §) is not complied with

the amount of deduction allowed under sgltion {) of section 55, if any of thg
conditions specified in sufection(6) of the said section is not complied with.

Income from
certain
transfers not tg
be treated a
capital gains

47. (1) The income from the following transfers shall not be included in the computation of in

under

(@)

(b)

(c) transfer of any investment asset under a will;

(d)

(€)

(f)

(g) transfer of any investment asset, beingrebaheld in an Indian company, by

(h)

the head AGapital gainso , namel y:

distribution of any investment asset on the total or partial partition (
Hindu undivided family;

gift, or transfer under an irrevocable trust, of any investment asset, other than
equity share;

transfer of any investment asset by a company to its subsidiary cgnifean

(i) the parent company or its nominees hold the whole of the share capital
subsidiary company,

(ii) the subsidiary company is an Indian company; and
(iii) the subsidiary company treats the asset as an investment asset;
transfer ofany investment asset by a subsidiary company to the holding com@any

(i) the whole of the share capital of the subsidiary company is held by the h
company or its nominees,

(i) the holding company is an Indian company, and
(iii) the holdhg company treats the asset as an investment asset;

transfer of any investment asset by a predecessor to a successor in a schemg
business r@rganisation if the successor is an Indian company;

amalgamating foreign company to the amalgamated foreign company, if
(i) the transfer is effected under a scheme of amalgamation;

(i) the shareholders holding not less than thoeths in value of the shares dfet
amalgamating foreign company continue to remain shareholders of
amalgamated foreign company; and

(iii) the transfer does not attract tax on capital gains in the country, in which
amalgamating company is incorporated;

transfer of any investent asset, being shares held in an Indian company,
demerged  foreign company to the resulting foreign  comp
ifd

(i) thetransfer is effected under a scheme of demerger;

(i) the shareholders holding not less than tfioeeths in value of thetsares of the
demerged foreign company continue to remain shareholders of the reg
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foreign company; and

(iii) the transfer does not attract tax on capital gains in the country, in which
demerged company is incorporated,;

(i) transfer of any investment asset, by a banking company to a banking institutien
transfer is effected under a scheme of amalgamation, sanctioned and broug
force by the Central Government under -sebtion ) of section 45 of the Bankin
Regulation Act, 1949;

() transfer of shares of an amalgamating company by a shareholder under a sch
business r@rganisation, i

(i) the transfer is made in consideration of the allotment to the shareholder of
in the successor amalgamatminpany except where the shareholder itself is|
amalgamated company; and

(i) the successor is neither a A@sident nor a foreign company;

(k) transfer of shares of a predecessepperative bank by a shareholder under a sch
of businesse-organisation, ithe transfer is made in consideration of the allotmer
the shareholder of shares in the successopeoative bank;

() transfer of shares by the resulting company, in a scheme of demerg
the sharehdlers of the demerged company, if the transfer is made in considerat
demerger of the undertaking;

(m) transfer of any investment asset by a sole proprietary concern to a comg@any, if

(i) the sole proprietary concern is succeeded by the compahe iousiness carrie
on by it;

(i) all the assets and liabilities of the said concern relating to the business imme
before the succession become the assets and liabilities of the company;

(iii) the shareholding of the sole proprietor in the compan not less than fifty pe
cent. of the total voting power in the company and continues to remain the
for a period of five years from the date of succession; and

(iv) the sole proprietor does not receive any consideration or benefit, direg
indirectly, other than by way of allotment of shares in the company;

(n) transfer of any investment asset by a private company or unlisted public comp3
limited liability partnership or any transfer of a share held in the company
shareholder aa result of conversion of the company into a limited liability partner
in accordance with the provisions of section 56 or section 57 of the Limited Lia
Partnership Act, 2008,af

(i) all the assets and liabilities of the company immediatelyréetfve conversior
become the assets and liabilities of the limited liability partnership;

(ii) all the shareholders of the company immediately before the conversion beco
partners of the limited liability partnership and their capital contributi@hpaofit
sharing ratio in the limited liability partnership are in the same proportion as
shareholding in the company on the date of conversion;

(iii) the shareholders of the company do not receive any consideration or H
directly or indirectly in any form or manner, other than by way of share in p
and capital contribution in the limited liability partnership;

(iv) the aggregate of capital contribution by the shareholders of the company
limited liability partnership shall not be ks$han fifty per cent. of the total capit
of the limited liability partnership at any time during the period of five years {
the date of conversion;
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