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(iv) “annual charge” means a charge to secure an annual liability, but d
not include any tax in respect of property or income from proper
imposed by a local authority, or the Central or a Skateernment ;

(v) “capital charge” means a charge to secure the discharge of a liabi
of a capital nature ;

(vi) taxes levied by a local authority in respect of any property shall |
deemed to include service taxes levied by the local authority
respect of the property.

D.—Profits and gains of business or profession

Profits and gains of business or profession.

5228.5%The following income shall be chargeable to income-tax under the he
“Profits and gains of business or profession”,—

(i) the profits and gains of any business or profession which was carr
on by the assessee at any time during the previous year ;

(ii) any compensation or other payment due to or received by,—

(a) any person, by whatever name called, managing the whole
substantially the whole of the affairs of an Indian company, at
in connection with the termination of his management or tfr
modification of the terms and conditions relating thereto;

(b) any person, by whatever name called, managing the whole
substantially the whole of the affairs in India of any othe
company, at or in connection with the termination of his office c
the modification of the terms and conditions relating thereto

(c) any person, by whatever name called, holding an agency in Inc
for any part of the activities relating to the business of any oth
person, at or in connection with the termination of the agency
the modification of the terms and conditions relating thereto

54 (d) any person, for or in connection with the vesting in the Gover
ment, or in any corporation owned or controlled by the Goveri
ment, under any law for the time being in force, of the manag
ment of any property or business ;]

(iii) income derived by a trade, professional or similar association frc
specific services performed for its members ;

52. Seealso Press Note, dated 9-10-1952, issued by the Ministry of Finance, Instruction
971 [F.No.228/12/76-IT (A-11)], dated 8-7-1976, Circular No. 1 (XLVII-12), dated 16-1-1962
Circular No. 35-D(XLVII-20), dated 24-11-1965, Circular No. 25, SIA Series, date
20-10-1975, Circular No. 599, dated 24-4-1991, Circular No. 665, dated 5-10-1993, CircL
No. 742, dated 2-5-1996 (as amended by Circular No. 765, dated 15-4-1998) and Letterd
12-3-1996. For detailseeTaxmann’s Master Guide to Income-tax Act.

53. Forrelevantcase lansgelaxmann’s Master Guide to Income-tax Act.

54. Inserted by the Finance Act, 1973, w.r.e.f. 1-4-1972.
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Sy (iiia) profits on sale of alicence granted under the Imports (Control) Ord

se[(iiib )

s7[(iiic)

*(iv)
*UV)

(Vi)

1955, made under the Imports and Exports (Control) Act, 1947 (18
1947) ;]

cash assistance (by whatever name called) received or receivabl
any person against exports under any scheme of the Governmer
India ;]

any duty of customs or excise re-paid or re-payable as drawbacl
any person against exports under the Customs and Central Ex
Duties Drawback Rules, 1971 ;]

the value of any benefit or perquisite, whether convertible into mon
or not, arising from business or the exercise of a profession ;]
any interest, salary, bonus, commission or remuneration, by whate
name called, due to, or received by, a partner of a firm from such firn
Provided that where any interest, salary, bonus, commission
remuneration, by whatever name called, or any part thereof has
been allowed to be deducted under clalgeof section 40, the
income under this clause shall be adjusted to the extent of the amc
not so allowed to be deducted ;]

any sum received under a Keyman insurance policy including t
sum allocated by way of bonus on such policy.

Explanation.—or the purposes of this clause, the expression “Keyme
insurance policy” shall have the meaning assigned to it in cla0&® (
of section 10.]

Explanation 1=—5]Omitted by the Direct Tax Laws (Amendment) Act, 1987, w.e

1-4-1989)

Explanation 2—Where speculative transactions carried on by an assessee ar
such a nature as to constitute a business, the business (hereinafter referred
“speculation business”) shall be deemed to be distinct and separate from
other business.

55.
56.
57.
58.
59.

60.
61.

Inserted by the Finance Act, 1990, w.r.e.f. 1-4-1962.

Insertedibid.,w.r.e.f. 1-4-1967.

Insertedibid.,w.r.e.f. 1-4-1972.

Inserted by the Finance Act, 1964, w.e.f. 1-4-1964.

Inserted by the Finance Act, 1992, w.e.f. 1-4-1993. Earlier claps@é inserted by the

Direct Tax Laws (Amdt.) Act, 1987, w.e.f. 1-4-1989 and was omitted by the Direct Tax La
(Amdt.) Act, 1989, with effect from the same date.

Inserted by the Finance (No. 2) Act, 1996, w.e.f. 1-10-1996.
Prior to its omissiorExplanation Iread as under :

“Explanation 1-—The profits and gains of a business shall include the profits and gains
managing agency.”
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Income from profits and gains of business or profession, how computed.
6229.%The income referred to in section 28 shall be computed in accorda
with the provisions contained in sections 3&{3D].
Rent, rates, taxes, repairs and insurance for buildings.
6330. In respect of rent, rates, taxes, repairs and insurance for premises, use
the purposes of the business or profession, the following deductions s
be allowed—
(a) where the premises are occupied by the assessee—

(i) as atenant, the rent paid for such premises ; and further if he
undertaken to bear the cost of repairs to the premises, the amc
paid on account of such repairs ;

(ii) otherwise than as a tenant, the amount paid by him on accoun
current repairs to the premises ;
(b) any sums paid on account of land revenue, local rates or munici
taxes ;
(c) the amount of any premium paid in respect of insurance againstr
of damage or destruction of the premises.

Repairs and insurance of machinery, plant and furniture.
6531.%¢In respect of repairs and insurance of machinery, plant or furniture u:
for the purposes of the business or profession, the following deductic
shall be allowed—
(i) the amount paid on account of current repairs thereto ;
(ii) the amount of any premium paid in respect of insurance against r
of damage or destruction thereof.

62. Seealso Press Note, dated 9-10-1952, issued by the Ministry of Finance, Instruction No.
[F.No.228/12/76-IT(A-11)], dated 8-7-1976, Circular No. 1 (XLVII-12), dated 16-1-1962
Circular No. 35-D(XLVII-20), dated 24-11-1965, Circular No. 25, SIA 1975 series date
20-10-1975 and Circular No. 742, dated 2-5-1996. For desdEaxmann’s Master Guide
to Income-tax Act.

63. Forrelevant case lanwsgeTaxmann’s Master Guide to Income-tax Act.

64. Substituted for “43C” by the Finance (No. 2) Act, 1991, w.e.f. 1-4-1992. Earlier “43C” wi:
substituted for “43B” by the Finance Act, 1988, w.e.f. 1-4-1988. “43B” was substituted f
“43A” by the Direct Tax Laws (Amendment) Act, 1987, w.e.f. 1-4-1989 and “43A” wa
substituted for “43” by the Finance (No. 2) Act, 1967, w.e.f. 1-4-1967.

65. Sealso Circular No. 26-D(XLVI-22), dated 10-10-1966. For detd@el axmann’s Master
Guide to Income-tax Act.

66. Forrelevantcase lanagelaxmann’s Master Guide to Income-tax Act.
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Depreciation.
§732. (1) *In respect of depreciation of—

(i) buildings, machinery, plant or furniture, being tangible assets;

(i) know-how, patents, copyrights, trade marks, licences, franchises
any other business or commercial rights of similar nature, bein
intangible assets acquired on or after the 1st day of April, 1998,

owned, wholly or partly, by the assessee and used for the purposes of the bus
or profession, the following deductions shall be allowéd

%9[(i) in the case of assets of an undertaking engaged in generatiol
generation and distribution of power, such percentage on the act
cost thereof to the assessee as may be preséjbed

(ii) "[in the case of any block of assets, such percentage on the wri

down value thereof as may be prescrifed
73[***]

67.

68.

69.

70.
71.

72.

73.

Sealso Circular No. 9, dated 23-3-1943, Circular No. 29-D(X1X-14), dated 31-8-1965, Lett
[F.No.10/14/66-IT(A-I)], dated 12-12-1966, Letter [F.No. 10/47/68-IT(A-I1)], dated 17-7-
1968, read with Letter dated 21-6-1968, Circular No. 609, dated 29-7-1991, Circular No. 6
dated 6-1-1992 and Circular No. 652, dated 14-6-1993. For de&lEBaxmann’s Master
Guide to Income-tax Act.

For relevant case lawseeTaxmann’s Master Guide to Income-tax Act.

Substituted for the opening portion beginning with the words “In respect of depreciat
of buildings, machinery, plant or furniture owned, wholly or partly,” and ending with tf
words and figures “section 34, be allowed—" by the Finance (No. 2) Act, 1998, w.e
1-4-1999Prior to its substitution the quoted portion, as amended by the Finance (No
Act, 1996, w.e.f. 1-4-1997, read as under :

“In respect of depreciation of buildings, machinery, plant or furniture owned, wholly «
partly, by the assessee and used for the purposes of the business or professiol
following deductions shall, subject to the provisions of section 34, be allowed—"
Inserted by the Income-tax (Amendment) Act, 1998, w.e.f. 1-4-1998. Earlier, original claL
(i) was substituted by the Taxation Laws (Amendment) Act, 1975, w.e.f. 1-4-1976 and la
on omitted by the Taxation Laws (Amendment & Miscellaneous Provisions) Act, 19€
w.e.f. 1-4-1988.

Seaule 5(1A) and Appendix IA.

Substituted for “in the case of buildings, machinery, plant or furniture, other than sh
covered by claus&)( such percentage on the written down value thereof as may in a
case or class of cases be prescribed :” by the Taxation Laws (Amendment and Misce
neousProvisions) Act, 1986, w.e.f. 1-4-1988.

Seeaule 5(1) and Appendix SeealsoAppendix Two for procedure for claiming higher
depreciation.

First proviso omitted by the Finance Act, 1995, w.e.f. 1-4-1996. Prior to its omission, fi
proviso, as inserted by the Finance Act, 1966, w.e.f. 1-4-1966 and amended by the Fin
Act, 1983, w.e.f. 1-4-1984, read as under :

“Provided that where the actual cost of any machinery or plant does not exceed f
thousand rupees, the actual cost thereof shall be allowed as a deduction in respect
previous year in which such machinery or plant is first put to use by the assessee fo
purposes of his business or profession :”
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“[Provided "[***] that no deduction shall be allowed under this

clause in respect of—

(a) any motor car manufactured outside India, where such motor ¢
is acquired by the assessee after the 28th day of Februc
1975, unless it is used—

(i) in a business of running it on hire for tourists ; or
(ii) outside India in his business or profession in anothe
country ; and

(b) any machinery or plant if the actual cost thereof is allowed as
deduction in one or more years under an agreement entered |
by the Central Government under section 42 :]

"[Provided further that where an asset referred to in clauser
clause (i), as the case may be, is acquired by the assessee during
previous year and is put to use for the purposes of business
profession for a period of less than one hundred and eighty day:
that previous year, the deduction under this sub-section in respec
such asset shall be restricted to fifty per cent of the amount calcula
at the percentage prescribed for an asset under cldusec(ause if),

as the case may be :]

“[Provided alsothat where an asset being commercial vehicle i
acquired by the assessee on or after the 1st day of October, 1998
before the 1st day of April, 1999 and is put to use before the 1st day
April, 1999 for the purposes of business or profession, the deduction
respect of such asset shall be allowed on such percentage on
written down value thereof as may be prescribed.

Explanation.—For the purposes of this proviso,—

(a) the expression “commercial vehicle” means “heavy goods vehicle”
“heavy passenger motor vehicle”, “light motor vehicle”, “medium
goods vehicle” and “medium passenger motor vehicle” but doe
not include “maxi-cab”, “motor-cab”, “tractor” and “road-roller”;

74.

75.
76.

77.

Substituted by the Finance (No. 2) Act, 1991, w.e.f. 1-4-1992. Prior to its substitution, sec
proviso, as inserted by the Finance Act, 1975, w.e.f. 1-4-1975 and amended by the Taxe
Laws (Amendment and Miscellaneous Provisions) Act, 1986, w.e.f. 1-4-1988, read as und
“Provided further that no deduction shall be allowed under this clause in respect of a
motor car manufactured outside India, where such motor car is acquired by the asse
after the 28th day of February, 1975 and is used otherwise than in a business of run
it on hire for tourists :”

Word “further” omitted by the Finance Act, 1995, w.e.f. 1-4-1996.

Substituted by the Income-tax (Amendment) Act, 1998, w.e.f. 1-4-1998. Prior to
substitution, second proviso, as inserted by the Finance (No. 2) Act, 1991, w.e.f. 1-4-1
and later on amended by the Finance Act, 1995, w.e.f. 1-4-1996, read as under :
“Providedfurther thatwhere any asset falling within a block of assets is acquired |
the assessee during the previous year and is put to use for the purposes of busin
profession for a period of less than one hundred and eighty days in that previous yeal
deduction under this clause in respect of such asset shall be restricted to fifty per ce
the amount calculated at the percentage prescribed under this clause in the case of
of assets comprising such asset :”

Inserted by the Income-tax (Second Amendment) Act, 1998, #+4.1999.

REPRODUCED FROM TAXMANN'S INCOME-TAXACT, 1999 EDITION



S. 32

I.T. ACT, 1961 1.136

(b) the expressions “heavy goods vehiclgé™heavy passenger motor
vehicle” 7, “light motor vehicle””, “medium goods vehicle™,
“medium passenger motor vehitl€, “maxi-cab” &, “motor-cab” &,
“tractor” " and “road roller” shall have the meanings respectively
as assigned to them in section 2 of the Motor Vehicles Act, 1988 (
of 1988)]

8 Provided alsothat, in respect of the previous year relevant to th
assessment year commencing on the 1st day of April, 1991, !
deduction in relation to any block of assets under this clause shall
the case of a company, be restricted to seventy-five per cent of
amount calculated at the percentage, on the written down value
such assets, prescribed under this Act immediately before the cc
mencement of the Taxation Laws (Amendment) Act, 1991:]

8[Provided alsothat the aggregate deduction, in respect of depr
ciation of buildings, machinery, plant or furnitdfige being tangible

asset or know-how, patents, copyrights, trade marks, licences, fre
chises or any other business or commercial rights of similar natur
being intangible assdtallowable to the predecessor and the succe
sor in the case of succession, referredtdtause «iii ) and clause

(xiv) of section 47 disection 170 or the amalgamating company an
the amalgamated company in the case of amalgamation, as the «
may be, shall not exceed in any previous year the deduction calcu
ed at the prescribed rates as if the succession or the amalgame

78. Fordefinition of “heavy goods vehicleseefootnote 41 on p. 1.258st.

Clauses17), (21), (23), (24), and @4) of section 2 of the Motor Vehicles Act, 1988, define
“heavy passenger motor vehicle”, “light motor vehicle”, “medium goods vehicle”, “mediur
passenger motor vehicle” and “tractor”, respectively, as follows :

79.

80.
81.
82.
83.
84.

(17

(21)

(23

(24

(49

“heavy passenger motor vehicle” means any public service vehicle or private service vet
or educational institution bus or omnibus the gross vehicle weight of an

of which, or a motor car the unladen weight of which, exceeds 12,000 kilograms;
** ** **k

“light motor vehicle” means a transport vehicle or omnibus the gross vehic
weight of either of which or a motor car or tractor or road roller the unladen weight
any of which, does not exceed 7,500 kilograms;

Fk Fok Fok

“medium goods vehicle” means any goods carriage other than a light motor vehi
or aheavy goods vehicle;

“medium passenger motor vehicle” means any public service vehicle or prive
service vehicle, or educational institution bus other than a motor cycle, inva

carriage, light motor vehicle or heavy passenger motor vehicle;
** ** **k

“tractor” means a motor vehicle which is notitself constructed to carry any loz:

(other than equipment used for the purpose of propulsion); but excludes aro
roller;’

For definitions of “maxi-cab” and “motor-calseefootnote 96 on p.1.4%bst.
Inserted by the Taxation Laws (Amendment) Act, 1991, w.e.f. 15-1-1991.
Inserted by the Finance (No. 2) Act, 1996, w.e.f. 1-4-1997.

Inserted by the Finance (No. 2) Act, 1998, wi4-1999.

Insertedibid.
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had not taken place, and such deduction shall be apportior
between the predecessor and the successor, or the amalgam:
company and the amalgamated company, as the case may be, i
ratio of the number of days for which the assets were used by the

The following fifth proviso shall be substituted for the existing fifth
proviso to clause (ii) of sub-section (1) of section 32 by the Finance
Act, 1999, w.e.f. 1-4-2000 :

Provided alsothat the aggregate deduction, in respect of depreciatio
of buildings, machinery, plant or furniture, being tangible assets ¢
know-how, patents, copyrights, trademarks, licences, franchises
any other business or commercial rights of similar nature, bein
intangible assets allowable to the predecessor and the successor in
case of succession referred to in clavsi)and clausexiv) of section

47 or section 170 or to the amalgamating company and the amalgama
company in the case of amalgamation, or to the demerged comp:
and theresulting company in the case of demerger, as the case may
shall not exceed in any previous year the deduction calculated at t
prescribed rates as if the succession or the amalgamation or tl
demerger, as the case may be, had not taken place, and such deduc
shall be apportioned between the predecessor and the successor, or
amalgamating company and the amalgamated company, or tl
demerged company and the resulting company, as the case may be
the ratio of the number of days for which the assets were used by the

8 Explanation I=—Where the business or profession of the assessee
carried on in a building not owned by him but in respect of which th
assessee holds a lease or other right of occupancy and any caj
expenditure is incurred by the assessee for the purposes of
business or profession on the construction of any structure or do
of any workin orinrelation to, and by way of renovation or extensic
of, orimprovementto, the building, then, the provisions of this clau:
shall apply as if the said structure or work is a building owned by tl
assessee.
Explanation 2—For the purposes of this clause “written down valu
of the block of assets” shall have the same meaning as in clajs$ *(
sub-section T(6) of section 43.]
8Explanation 3.—or the purposes of this sub-section, the expres
sions “assets” and “block of assets” shall mean—
(a) tangible assets, being buildings, machinery, plant or furniture;
(b) intangible assets, being know-how, patents, copyrights, trac
marks, licences, franchises or any other business or commerc
rights of similar nature.

85. Inserted by the Taxation Laws (Amendment and Miscellaneous Provisions) Act, 19
w.e.f. 1-4-1988.

86. Inserted by the Finance (No. 2) Act, 1998, wl4-1999.
*Should be read as ‘sub-clause’.
tShould beread as ‘clause’.
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Explanation 4.—For the purposes of this sub-section, the expressic
“know-how” means any industrial information or technique likely to
assist in the manufacture or processing of goods or in the working

a mine, oil-well or other sources of mineral deposits (including
searching for discovery or testing of deposits for the winning of acce
thereto)]

[***]

in the case of any building, machinery, plant or furniture in respect
which depreciation is claimed and allowed under clai)san@ which

is sold, discarded, demolished or destroyed in the previous year (ot
than the previous year in whichitis first broughtinto use), the amot
by which the moneys payable in respect of such building, machine
plant or furniture, together with the amount of scrap value, if any, fe
short of the written down value thereof :

Providedthat such deficiency is actually written off in the books o
the assessee.

Explanation.—or the purposes of this clause,—
(1) “moneys payable”inrespect of any building, machinery, plant
furniture includes—
(a) any insurance, salvage or compensation moneys payable
respect thereof;

87. Omitted by the Taxation Laws (Amendment and Miscellaneous Provisions) Act, 1986, w.¢
1-4-1988. Original clausdid), as inserted by the Finance (No. 2) Act, 1980, w.e.f. 1-4-1981

stood

(iia)

as under:
inthe case of any new machinery or plant (other than ships and aircraft) which
beeninstalled after the 31stday of March, 1980, but before the 1stday of April, 19
afurther sum equal to one-half of the amount admissible under dia(esec(usive
of extra allowance for double or multiple shift working of the machinery or plar
and the extra allowance in respect of machinery or plantinstalled in any premi
used as a hotel) in respect of the previous year in which such machinery or pla
installed or, if the machinery or plant is first put to use in the immediatel
succeeding previous year, then, in respect of that previous year :
Providedthat no deduction shall be allowed under this clause in respect of—
(&) any machinery or plant installed in any office premises or any residents
accommodation;
(b) any office appliances or road transport vehicles ; and
(c) any machinery or plant, the whole of the actual cost of which is allowed
adeduction (whether by way of depreciation or otherwise) in computing tl
income chargeable under the head “Profits and gains of business or prof
sion” of any one previous year.
Explanation—For the purposes of this clause,—
(& “new machinery or plant” shall have the meaning assignedtoitin clause (
of theExplanatiorbelow clausey) of this sub-section;
(b) “residential accommodation” includes accommodation in the nature of
guest house but does notinclude premises used as a hotel ;’

88. Inserted by the Finance (No. 2) Act, 1998, w.r.e.f. 1-4-1998. Earlier original dlBusag

amen

ded by the Finance Act, 1966, w.e.f. 1-4-1966 and the Finance (No. 2) Act, 1967, v

1-4-1967 and later on omitted by the Taxation Laws (Amendment and Miscellane
Provisions) Act, 1986, w.e.f. 1-4-1988.
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(b) where the building, machinery, plant or furniture is sold, th
price for which it is sold,

so, however, that where the actual cost of a motor car is,
accordance with the proviso to claugsedf section 43, taken to
be twenty-five thousand rupees, the moneys payable in respec
such motor car shall be taken to be a sum which bears to
amount for which the motor car is sold or, as the case may be,
amount of any insurance, salvage or compensation mone
payable in respect thereof (including the amount of scrap valt
if any) the same proportion as the amount of twenty-five tho
sand rupees bears to the actual cost of the motor car to
assessee as it would have been computed before applying the
proviso;

(2) “sold” includes a transfer by way of exchange or a compulsol
acquisition under any law for the time being in force but does n
include a transfer, in a scheme of amalgamation, of any assei
the amalgamating company to the amalgamated company wh
the amalgamated company is an Indian company.]

89(iv) [***]
QO(V) [***]

91(Vi) [***]

89.

90.

91.

Clauseiy) was omitted by the Taxation Laws (Amendment & Miscellaneous Provision
Act, 1986, w.e.f. 1-4-1988. Original clausg (as amended by the Finance Act, 1983, w.e.f

1-4-1984, the Finance Act, 1978, w.e.f. 1-4-1979, the Finance Act, 1976, w.e.f. 1-4-1977 .

the Finance Act, 1966, w.e.f. 1-4-1966, stood as under :

‘(iv) inthe case of any building which has been newly erected after the 31stday of Ma
1961, where the building is used solely for the purpose of residence of pers
employed in the business and the income of each such person chargeable und
head “Salaries” is ten thousand rupees or less, or where the building is used sc
or mainly for the welfare of such persons as a hospital, creche, school, cante
library, recreational centre, shelter, rest-room or lunch-room, a sum equal to fo
per cent of the actual cost of the building to the assessee in respect of the prev
year of erection of the building ;’

Clause ) was omitted by the Taxation Laws (Amendment & Miscellaneous Provision

Act, 1986, w.e.f. 1-4-1988. Original clausg és inserted by the Finance (No. 2) Act, 1967,
w.e.f. 1-4-1968 and later amended by the Finance Act, 1983, w.e.f. 1-4-1984, stood as unde

“(v) inthe case of any new building, the erection of which is completed after the 31st
of March, 1967, where the building is owned by an Indian company and used by s
company as a hotel and such hotel is for the time being approved in this behal
the Central Government, a sum equal to twenty-five per cent of the actual cos
erection of the building to the assessee, in respect of the previous year in whict
erection of the building is completed or, if such building is first brought into use
a hotel inthe immediately succeeding previous year, then in respect of that previ
year;”

Clauseyi) was omitted by the Taxation Laws (Amendment and Miscellaneous Provisiol

Act, 1986, w.e.f. 1-4-1988. Original claus®)( as inserted by the Direct Taxes (Amendment)
Act, 1974, w.e.f. 1-4-1975 and later amended by the Finance Act, 1976, w.e.f. 1-4-1976, st
as under :

‘(vi) inthe case of anew ship or anew aircraft acquired after the 31stday of May, 1¢
by an assessee engaged in the business of operation of ships or aircraft orin the
of new machinery or plant (other than office appliances or road transport vehicle

(Contd. on p. 1.140)
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( 1 A) 92[***]

(Contd. from p. 1.139)

installed after that date for the purposes of business of generation or distribut
of electricity or any other form of power or of construction, manufacture c
production of any one or more of the articles or things specified initems 1 to 24 (b
inclusive) in the listin the Ninth Schedule orin the case of new machinery or plz
(other than office appliances or road transport vehicles) installed after that dat
a small-scale industrial undertaking for the purposes of business of manufact
or production of any other articles or things, a sum equal to twenty per cent of
actual cost of the ship, aircraft, machinery or plantto the assessee, inrespectc
previous year in which the ship or aircraft is acquired or the machinery or plan
installed, or if the ship, aircraft, machinery or plant is first put to use in th
immediately succeeding previous year, then, in respect of that previous year ;
any such sum shall not be deductible in determining the written down value for 1
purposes of clausé]:

Providedthat the assessee may, before the expiry of the time allowed under s
section (1) or sub-section (2) of section 139, whether fixed originally or on extensi
for furnishing the return of income for the assessment year in respect of which
first becomes entitled to deduction under this clause, furnish to the Income-
Officer a declaration in writing that the provisions of this clause shall not apply
him, and if he does so, the provisions of this clause shall not apply to him, for tl
assessmentyear and for every subsequentassessmentyear ; so, however, ti
assessee may, by notice in writing furnished to the Income-tax Officer before 1
expiry of the time allowed under sub-section (1) or sub-section (2) of section 1!
whether fixed originally or on extension, for furnishing the return ofincome for ar
such subsequent assessmentyear, revoke his declaration and upon such re
tion, the provisions of this clause shall apply to the assessee for that subseq
assessmentyear and for every assessment year thereafter:

Provided further that no deduction shall be allowed under this clause in respect of—

(a) any machinery or plantinstalled in any office premises or any residenti
accommodation, including any accommodation in the nature of a gue
house,

(b) any ship, aircraft, machinery or plantin respect of which the deductiont
way of developmentrebate is allowable under section 33, and

(c) any ship or aircraft acquired after the 31st day of March, 1976, or ai
machinery or plantinstalled after that date.

Explanation—For the purposes of this clause,—

(D) “new ship” or “new aircraft” includes a ship or aircraft which before the
date of acquisition by the assessee was used by any other person, if it wa:
at any time previous to the date of such acquisition owned by any pers
residentin India ;

(2) “new machinery or plant” includes machinery or plant which before it
installation by the assessee was used outside India by any other person, i
following conditions are fulfilled, namely :—

(&) such machinery or plantwas not, at any time previous to the date of st
installation by the assessee, used in India ;

(b) such machinery or plantisimported into India from any country outsid
India; and

(c) nodeduction on accountofdepreciationin respect of such machine
or plant has been allowed or is allowable under the provisions of tl
Indian Income-tax Act, 1922 (11 of 1922), or this Actin computing the
total income of any person for any period prior to the date of th
installation of the machinery or plant by the assessee ;

(Contd. on p. 1.141)
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99[(2) Where in the assessment of the assessee full effect cannot be given t
allowance under clausie)(of sub-section (1) in any previous year owing to ther
being no profits or gains chargeable for that previous year or owing to the prc
or gains being less than the allowance, then, the allowance or the pat
allowance to which effect has not been given (hereinafter referred to
unabsorbed depreciation allowance), as the case may be,—

(i) shall be set off against the profits and gains, if any, of any busines:
profession carried on by him and assessable for that assessmenty

(ii) if the unabsorbed depreciation allowance cannot be wholly set
under clausei), the amount not so set off shall be set off from th
income under any other head, if any, assessable for that assess
year;

(iii) if the unabsorbed depreciation allowance cannot be wholly set
under clausei) and clauseii(), the amount of allowance not so set off
shall be carried forward to the following assessment year and—
(a) it shall be set off against the profits and gains, if any, of ar

business or profession carried on by him and assessable for
assessment year ;

(b) ifthe unabsorbed depreciation allowance cannot be wholly so

(Contd. from p. 1.140)

92.

93.

(3) an industrial undertaking shall be deemed to be a small-scale industi
undertaking, if the aggregate value of the machinery and plantinstalled,
on the last day of the previous year, for the purposes of the business of
undertaking does not exceed seven hundred and fifty thousand rupees ;
for this purpose the value of any machinery or plant shall be,—

(a) inthe case of any machinery or plantowned by the assessee, the ac

costthereofto the assessee ; and
(b) inthe case of any machinery or plant hired by the assessee, the ac
costthereof as in the case of the owner of such machinery or plan:

Sub-section (1A) was omitted by the Taxation Laws (Amendment & Miscellaneo
Provisions) Act, 1986, w.e.f. 1-4-1988. Original sub-section (1A) was inserted by t
Taxation Laws (Amendment) Act, 1970, w.e.f. 1-4-1971.
Substituted by the Finance (No. 2) Act, 1996, w.e.f. 1-4-1997. Prior to its substitution, s
section (2), as amended by the Taxation Laws (Amendment and Miscellaneous Provisi
Act, 1986, w.e.f. 1-4-1988, Direct Tax Laws (Amendment) Act, 1987, w.e.f. 1-4-1989, a
Finance Act, 1992, w.e.f. 1-4-1993, read as under :
“(2) Where, inthe assessment of the assessee, full effect cannot be given to any allow
under clausdi() of sub-section (1) in any previous year, owing to there being no profits
gains chargeable for that previous year, or owing to the profits or gains chargeable b
less than the allowance, then, subjectto the provisions of sub-section (2) of section 7
sub-section (3) of section 73, the allowance or part of the allowance to which effect has
been given, as the case may be, shall be added to the amount of the allowanc
depreciation for the following previous year and deemed to be part of that allowance
ifthere is no such allowance for that previous year, be deemed to be the allowance foi
previous year, and so on for the succeeding previous years.”
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off, the amount of unabsorbed depreciation allowance not so
off shall be carried forward to the following assessment year n
being more than eight assessment years immediately succeet
the assessment year for which the aforesaid allowance was f
computed :

Providedthat the business or profession for which the allowance was origine
computed continued to be carried on by him in the previous year relevant
that assessment year :

Provided further that the time limit of eight assessment years specified in su
clause ) shall not apply in the case of a company for the assessment y
beginning with the assessment year relevant to the previous year in which
said company has become a sick industrial company under sub-section (.
section 17 of the Sick Industrial Companies (Special Provisions) Act, 1985 (1
1986) and ending with the assessmentyear relevant to the previous yearinw
the entire net worth of such company becomes equal to or exceeds
accumulated losses.

Explanation.—or the purposes of this clause, “net worth” shall have the meani
assigned to it in clausgd) of sub-section (1) of sectior?*®f the Sick Industrial
Companies (Special Provisions) Act, 1985 (1 of 1986).]

[Investment allowance®®

9732A.(1) In respect of a ship or an aircraft or machinery or plant specified
sub-section (2), which is owned by the assessee and is wholly used fo
purposes of the business carried on by him, there shall, in accordance with
subjectto the provisions of this section, be allowed a deduction, in respect o
previous year in which the ship or aircraft was acquired or the machinery
plant was installed or, if the ship, aircraft, machinery or plant is first put to u
in the immediately succeeding previous year, then, in respect of that previ
year, of a sum by way of investment allowance equal to twenty-five per cen
the actual cost of the ship, aircraft, machinery or plant to the assessee :

94. Clausega) of section 3(1) of the Sick Industrial Companies (Special Provisions) Act, 19¢
defines “networth” as follows :

‘(ga) “networth” means the sum total of the paid-up capital and free reserves.
Explanation.—or the purposes of this clause, “free reserves” means all resen
credited out of the profits and share premium account but does notinclude rese|
credited out of re-evaluation of assets, write back of depreciation provisions &
amalgamation;’

95. Inserted by the Finance Act, 1976, w.e.f. 1-4-1976.

96. VideNotification No. SO 233(E), dated 19-3-1990, no investment allowance shall
allowed in respect of any new ship or aircraft acquired or any new machinery or pl
installed after 31-3-1990. For details, refer Taxmann’s Direct Taxes Circulars, 1999 e
Vol. 1, p.1.502.

97. Seealso Circular No. 305, dated 12-6-1981, Circular No. 324, dated 3-2-1982, Circular |
314, dated 17-9-1981 and PIB Press Release, dated 23-10-1989. Fosderfadsnann’s
Master Guide to Income-tax Act.
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[ Providedthatin respect of a ship or an aircraft or machinery or plant specifi
in sub-section (8B), this sub-section shall have effect as if for the words “twe
five per cent”, the words “twenty per cent” had been substituted :]
Provided *f[further ] that no deduction shall be allowed under this section |
respect of—

(a) any machinery or plant installed in any office premises or ar
residential accommodation, including any accommodation in tk
nature of a guest house ;

(b) any office appliances or road transport vehicles ;

(c) anyship, machinery or plantin respect of which the deduction by w
of development rebate is allowable under section 33 ; and
(d) any machinery or plant, the whole of the actual cost of which
allowed as a deduction (whether by way of depreciation or otherwis
in computing the income chargeable under the head “Profits a
gains of business or profession” of any one previous year.
9 Explanation—For the purposes of this sub-section, “actual cost” means t
actual cost of the ship, aircraft, machinery or plant to the assessee as reduc
that part of such cost which has been met out of the amount released tc
assessee under sub-section (6) of section 32AB.]
(2) The ship or aircraft or machinery or plant referred to in sub-section (1) st
be the following, namely :—
(a) a new ship or new aircraft acquired after the 31st day of March, 197
by an assessee engaged in the business of operation of ships or airc
(b) any new machinery or plant installed after the 31st day of Marc
1976,—
(i) for the purposes of business of generation or distribution
electricity or any other form of power ; or
(i) in a small-scale industrial undertaking for the purposes of bus
ness of manufacture or production of any article or thing ; or
(iii) in any other industrial undertaking for the purposes of busine
of construction, manufacture or production of any article c
thing, not being an article or thing specified in the list in the
Eleventh Schedule :]
’[Provided that nothing contained in clauseg é&nd p) shall apply in
relation to,—
(i) a new ship or new aircraft acquired, or
(i) any new machinery or plant installed,
after the 31st day of March, 1987 but before the 1st day of April, 198
unless such ship or aircraft is acquired or such machinery or plant
installed in the circumstances specified in claad®f{subsection
(8B) and the assessee furnishes evidence to the satisfaction of
Assessing Officer as specified in that clause ;]

98. Inserted by the Direct Tax Laws (Amendment) Act, 1989, w.e.f. 1-4-1989.
99. Insertedibid.

1. Substituted by the Finance (No. 2) Act, 1977, w.e.f. 1-4-1978.

2. Inserted by the Direct Tax Laws (Amendment) Act, 1989, w.e.f. 1-4-1989.
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3[(c) any new machinery or plant installed after the 31st day of Marc
1983, but before th§lst day of April, 1987], for the purposes of
business of repairs to ocean-going vessels or other powered cra
the business is carried on by an Indian company and the busines
carried on is for the time being appro¥éalr the purposes of this
clause by the Central Government.]

Explanation—For the purposes of this sub-section sdb-sections (2B)
T, (2C)] and (4)].—
8[(1)(a) “new ship” or “new aircraft” includes a ship or aircraft which before

the date of acquisition by the assessee was used by any other pel
ifitwas not at any time previous to the date of such acquisition own
by any person resident in India ;

(b) “new machinery or plant” includes machinery or plant which befor
its installation by the assessee was used outside India by any o
person, if the following conditions are fulfilled, namely :—

(i) such machinery or plant was not, at any time previous to the d:

of such installation by the assessee, used in India ;

(ii) such machinery or plantis imported into India from any countr
outside India ; and

(iii) no deduction on account of depreciation in respect of su
machinery or plant has been allowed or is allowable under t
provisions of the Indian Income-tax Act, 1922 (11 of 1922), or thi
Act in computing the total income of any person for any perio
prior to the date of the installation of the machinery or plant k
the assessee,]

(2) an industrial undertaking shall be deemed to be a small-scale ind
trial undertaking, if the aggregate value of the machinery and ple
(other than tools, jigs, dies and moulds) installed, as on the last day
the previous year, for the purposes of the business of the undertal
°[does not exceed,—

19[(i) in a case where the previous year ends before the 1st day
August, 1980, ten lakh rupees ;

(ii) inacase where the previous year ends after the 31st day of J

N oMW

10.

Inserted by the Finance Act, 1983, w.e.f. 1-4-1984.

Substituted for “1st day of April, 1988” by the Finance Act, 1986, w.e.f. 1-4-1987.
For approved compansgeel axmann’s Master Guide to Income-tax Act.

Substituted for “sub-section (4)” by the Finance (No. 2) Act, 1977, w.e.f. 1-4-1978.
Inserted by the Finance Act, 1983, w.e.f. 1-6-1983.

Substituted for the following claus®) py the Taxation Laws (Amendment & Miscella-
neous Provisions) Act, 1986, w.e.f. 1-4-1988:

‘(1) “new ship” or “new aircraft” or “new machinery or plant” shall have the sam
meanings as in tHexplanatiornto clauseyi) of sub-section (1) of section 32 ;’
Substituted for “does not exceed ten lakh rupees” by the Finance Act, 1981, w.e.f. 1-4-1

Substituted for the following by the Finance Act, 1986, w.r.e.f. 1-4-1985:
“(i) inacase where the previous year ends before the 1st day of August, 1980, ten
rupees ; and
(ii) inacase where the previous year ends after the 31stday of July, 1980, twenty
rupees;”
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1980, but before the 18th day of March, 1985, twenty lakh rupee
and

(iii) in a case where the previous year ends after the 17th day
March, 1985, thirty-five lakh rupees,]]

and for this purpose the value of any machinery or plant shall be,

(a) inthe case of any machinery or plant owned by the assessee,
actual cost thereof to the assessee ; and

(b) in the case of any machinery or plant hired by the assessee,
actual cost thereof as in the case of the owner of such machin
or plant.

11[(2A) The deduction under sub-section (1) shall not be denied in respect of
machinery or plant installed and used mainly for the purposes of busines
construction, manufacture or production of any article or thing, not being
article or thing specified in the listin the Eleventh Schedule, by reason only t
such machinery or plantis also used for the purposes of business of construc
manufacture or production of any article or thing specified in the said list.]

11[(2B) Where any new machinery or plantisinstalled after the 30th day of Ju
1977, but before the 1st day of Apt#,1987], for the purposes of business of
manufacture or production of any article or thing and such article or thing-

(a) ismanufactured or produced by using any technology (including a
process) or other know-how developed in, or

(b) is an article or thing invented in,

a laboratory owned or financed by the Government, or a laboratc
owned by a public sector company or a University or by an institutic
recognised in this behalf by the prescribed authétity,

the provisions of sub-section (1) shall have effect in relation to such machin
or plant as if for the words “twenty-five per cent”, the words “thirty-five per cent
had been substituted, if the following conditions are fulfilled, namely :—

(i) the right to use such technology (including any process) or ott
know-how or to manufacture or produce such article or thing h
been acquired from the owner of such laboratory or any pers
deriving title from such owner ;

(ii) the assessee furnishes, along with his return of income for 1
assessmentyear for which the deductionis claimed, a certificate fr
the prescribed authorigto the effect that such article or thing is
manufactured or produced by using such technology (including a
process) or other know-how developed in such laboratory or is
article or thing invented in such laboratory ; and

(iii) the machinery or plant is not used for the purpose of business

manufacture or production of any article or thing specified in the li
in the Eleventh Schedule.

11. Inserted by the Finance (No. 2) Act, 1977, w.e.f. 1-4-1978.
12. Substituted for “1982” by the Finance Act, 1982, w.e.f. 1-4-1982.
13. The prescribed authority under rule 5A is Secretary, Department of Scientific & Industi
Research, Government of India.
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Explanation—For the purposes of this sub-section,—

(a) “laboratory financed by the Government” means alaboratory own
by any body [including a society registered under the Societi
Registration Act, 1860 (21 of 1860)] and financed wholly or mainly b
the Government;

(b) 14[***]

(o) “University” means a University established or incorporated by ¢
under a Central, State or Provincial Act and includes an institutic
declared under section 3 of the University Grants Commission A
1956 (3 of 1956), to be a University for the purposes of that Act.

15[(2C) Where any new machinery or plant, being machinery or plant whi
would assist in control of pollution or protection of environment and which h
been naotifieéfin this behalf by the Central Government in the Official Gazett:
is installed after the 31st day of May, 194But before the 1st day of April,
1987], in any industrial undertaking referred to in sub-clayse §ub-clause
(ii) or sub-clauseii{) of clause l§) of sub-section (2), the provisions of sub-
section (1) shall have effect in relation to such machinery or plant as if for
words “twenty-five per cent”, the words “thirty-five per cent” had beel
substituted.]

(3) Where the total income of the assessee assessable for the assessmel
relevant to the previous year in which the ship or aircraft was acquired or
machinery or plant was installed, or, as the case may be, the immedia
succeeding previous year (the total income for this purpose being compt
after deduction of the allowances under section 33 and section 33A, but witl
making any deduction under sub-section (1) of this section or any deducit
under Chapter VI-A) isil or is less than the full amount of the investmen
allowance,—

(i) the sum to be allowed by way of investment allowance for th
assessment year under sub-section (1) shall be only such amoul
is sufficient to reduce the said total incomaitg and

(ii) the amount of the investment allowance, to the extent to whichiitt
not been allowed as aforesaid, shall be carried forward to t
following assessment year, and the investment allowance to
allowed for the following assessment year shall be such amount a
sufficient to reduce the total income of the assessee assessable
that assessment year, computed in the manner aforesaiid ated
the balance of the investment allowance, if any, still outstanding sh
be carried forward to the following assessment year and so on,

14. Omitted by the Finance Act, 1987, w.e.f. 1-4-1987. Prior to omissionitread as under
‘(b) “public sector company” means any corporation established by or under a

Central, State or Provincial Act, or a Government company as defined in section (
of the Companies Act, 1956 (1 of 1956);’

15. Inserted by the Finance Act, 1983, w.e.f. 1-6-1983.

16. SeeNotification No. SO 555(E), dated 1-8-1984. For details, refer Taxmann’s Direct Tax

Circulars, 1999 edn., Vol. 1, p. 1.502
17. Inserted by the Direct Tax Laws (Amendment) Act, 1989, w.e.f. 1-4-1989.
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however, that no portion of the investment allowance shall be carri
forward for more than eight assessment years immediately succe
ing the assessmentyear relevantto the previous year in which the .
or aircraft was acquired or the machinery or plant was installed or,
the case may be, the immediately succeeding previous year.

Explanation—Where for any assessment year, investment allowance is tc
allowed in accordance with the provisions of this sub-section in respect of :
ship or aircraft acquired or any machinery or plant installed in more than c
previous year, and the totalincome of the assessee assessable for that asse:
year (the total income for this purpose being computed after deduction of
allowances under section 33 and section 33A, but without making any deduc
under sub-section (1) of this section or any deduction under Chapter VI-A
less than the aggregate of the amounts due to be allowed in respect of the ¢
aforesaid for that assessment year, the following procedure shall be follow
namely .(—

(a) the allowance under clausgé Ehall be made before any allowance

under clausei) is made; and

(b) where an allowance has to be made under claiyse (espect of
amounts carried forward from more than one assessment year,
amount carried forward from an earlier assessment year shall
allowed before any amount carried forward from a later assessm
year.

(4) The deduction under sub-section (1) shall be allowed only if the followit
conditions are fulfilled, namely :—

(i) the particulars prescribed in this behalf have been furnished by 1
assessee in respect of the ship or aircraft or machinery or plant;

(iil) anamountequal to seventy-five per cent of the investment allowar
to be actually allowed is debited to the profit and loss accouf{aaf
previous year in respect of which the deduction is to be allowed un
sub-section (3) or any earlier previous year (being a previous year
earlier than the year in which the ship or aircraft was acquired or t
machinery or plant was installed or the ship, aircraft, machinery
plant was first put to use)] and credited to a reserve account (to
called the “Investment Allowance Reserve Account”) to be utilised-

(a) forthe purposes of acquiring, before the expiry of a period of te
years next following the previous year in which the ship ©
aircraft was acquired or the machinery or plant was installed
new ship or a new aircraft or new machinery or plant [other the
machinery or plant of the nature referred to in claumeé) and
(d) of the'9[second] proviso to sub-section (1)] for the purpose
of the business of the undertaking; and

(b) until the acquisition of a new ship or a new aircraft or ney
machinery or plant as aforesaid, for the purposes of the busin

18. Substituted for “the previous year in respect of which the deductionis to be allowed”
the Finance Act, 1990, w.r.e.f. 1-4-1976.
19. Inserted by the Direct Tax Laws (Amendment) Act, 1989, w.e.f. 1-4-1989.
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of the undertaking other than for distribution by way of divi-
dends or profits or for remittance outside India as profits or fc
the creation of any asset outside India:

Providedthat this clause shall have effectin respect of a ship as if
the word “seventy-five”, the word “fifty” had been substituted.

Explanation—Where the amount debited to the profit and loss account a
credited to the Investment Allowance Reserve Account under this sub-sectio
not less than the amount required to be so credited on the basis of the arnr
of deduction in respect of investment allowance claimed in the return made
the assessee under section 139, but a higher deduction in respect o
investment allowance is admissible on the basis of the total income as prop«
to be computed by tR§Assessing] Officer under section 143, #jAssessing]
Officer shall, by notice in writing in this behalf, allow the assessee an opportur
to credit within the time specified in the notice or within such further time ast
2[Assessing] Officer may allow, a further amount to the Investment Allowan
Reserve Account out of the profits and gains of the previous year in which s
notice is served on the assessee or of the immediately preceding previous
if the accounts for that year have not been made up; and, if the assessee c
any further amount to such account within the time aforesaid, the amoun
credited shall be deemed to have been credited to the Investment Allowe
Reserve Account of the previous year in which the deduction is admissible
such amount shall not be taken into account in determining the adequacy o
reserve required to be created by the assessee in respect of the previous y
which such further credit is made:

Providedthat such opportunity shall not be allowed byffessessing] Officer

in a case where the difference in the total income as proposed to be comg
by him and the total income as returned by the assessee arises out o
application of the proviso to sub-section (1) of section 145 or sub-section (2
that section or the omission by the assessee to disclose hisincome fully and 1

(5) Any allowance made under this section in respect of any ship, aircr:
machinery or plant shall be deemed to have been wrongly made for the purp
of this Act—

(a) if the ship, aircraft, machinery or plant is sold or otherwise tran
ferred by the assessee to any person at any time before the expir
eightyears from the end of the previous year in which it was acquir
or installed; or

(b) if at any time before the expiry of ten years from the end of tt
previous year in which the ship or aircraft was acquired or tt
machinery or plant was installed, the assessee does not utilise
amount credited to the reserve account under sub-section (4) for
purposes of acquiring a new ship or a new aircraft or new machine
or plant [other than machinery or plant of the nature referred to

20. Substituted for “Income-tax” by the Direct Tax Laws (Amendment) Act, 1987, w.e.
1-4-1988.
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clausesd), (b) and ¢) of the?[second] proviso to sub-section (1)] for
the purposes of the business of the undertaking; or

if at any time before the expiry of the ten years aforesaid, the asses
utilises the amount credited to the reserve account under sub-sec
(4) for distribution by way of dividends or profits or for remittance
outside India as profits or for the creation of any assets outside In
or for any other purpose which is not a purpose of the business of
undertaking,

and the provisions of sub-section (4A) of section 155 shall apply according
Provided that nothing in clause) shall apply—

M

(i)

where the ship, aircraft, machinery or plant is sold or otherwis
transferred by the assessee to the Government, a local authorit
corporation established by a Central, State or Provincial Act or
22Government company as defined in section 617 of the Compan
Act, 1956 (1 of 1956); or

where the sale or transfer of the ship, aircraft, machinery or plan
made in connection with the amalgamation or succession, referre
in sub-section (6) or sub-section (7).

(6) Where, in a scheme of amalgamation, the amalgamating company sel
otherwise transfers to the amalgamated company any ship, aircraft, machii
or plant, in respect of which investment allowance has been allowed to
amalgamating company under sub-section (1),—

@

(b)

the amalgamated company shall continue to fulfil the conditior
mentioned in sub-section (4) in respect of the reserve created by
amalgamating company and in respect of the period within whic
such ship, aircraft, machinery or plant shall not be sold or otherwi
transferred and in default of any of these conditions, the provisio
of sub-section (4A) of section 155 shall apply to the amalgamat
company as they would have applied to the amalgamating comp:s
had it committed the default; and

the balance of investment allowance, if any, still outstanding to tl
amalgamating company in respect of such ship, aircraft, machine
or plant, shall be allowed to the amalgamated company in accorda
with the provisions of sub-section (3), so, however, that the tot
period for which the balance of investment allowance shall be carri
forward in the assessments of the amalgamating company and
amalgamated company shall not exceed the period of eight ye
specified in sub-section (3) and the amalgamated company shal
treated as the assessee in respect of such ship, aircraft, machine
plant for the purposes of this section.

(7) Where a firm is succeeded to by a company in the business carried on
as aresult of which the firm sells or otherwise transfers to the company any s

21. Inserted by the Direct Tax Laws (Amendment) Act, 1989, w.e.f. 1-4-1989.
22. Fordefinition of ‘Government compangeeootnote 18 on p. 1.1#&nte.
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aircraft, machinery or plant, the provisions of clauagarid p) of sub-section
(6) shall, so far as may be, apply to the firm and the company.

Explanation—The provisions of this sub-section shall apply only where—

(i) all the property of the firm relating to the business immediatel
before the succession becomes the property of the company;

(ii) all the liabilities of the firm relating to the business immediatel
before the succession become the liabilities of the company; an

(iii) all the shareholders of the company were partners of the fii
immediately before the succession.

(8) The Central Government, if it considers necessary or expedient so to do, n
by notification in the Official Gazette, direct thatthe deduction allowable und
this section shall not be allowed in respect of any ship or aircraft acquired or :
machinery or plant installed after such d&fe*] as may be specified therein.

24(8A) The Central Government, if it considers necessary or expedient so to
may, by notification in the Official Gazette, omit any article or thing from the li
of articles or things specified in the Eleventh Schedule.]

25(8B) Notwithstanding anything contained in sub-section (8) or the notificatic
of the Government of India in the Ministry of Finance (Department of Revent
No. GSR 870(E), dated the 12th June, 1986, issued thereunder, the provisior
this section shall apply in respect of,—

() (i) anew ship or new aircraft acquired after the 31st day of Marc
1987 but before the 1st day of April, 1988, if the assessee furnist
evidence to the satisfaction of the Assessing Officer that he h:
before the 12th day of June, 1986, entered into a contract for:
purchase of such ship or aircraft with the builder or mant
facturer or owner thereof, as the case may be;

(ii) any new machinery or plant installed after the 31st day of Marc
1987 but before the 1st day of April, 1988, if the assessee furnist
evidence to the satisfaction of the Assessing Officer that befc
the 12th day of June, 1986, he had purchased such machiner
plant or had entered into a contract for the purchase of su
machinery or plant with the manufacturer or owner of, or
dealerin, such machinery or plant, or had, where such machin
or plant has been manufactured in an undertaking owned by 1
assessee, taken steps for the manufacture of such machiner
plant:

23. “not being earlier than three years from the date of such notification,” omitted by t
Finance Act, 1986, w.e.f. 1-4-1986.

24. Inserted by the Finance (No. 2) Act, 1977, w.e.f. 1-4-1978.

25. Substituted for sub-section (8B) by the Direct Tax Laws (Amendment) Act, 1989, w.e
1-4-1989. Sub-section (8B), as inserted by the Finance Act, 1986, w.e.f. 1-4-1987, stoc
under:

“(8B) Subject to the provisions of clause of sub-section (3), no deduction shall be
allowed under this section in the case of an assessee who has claimed the dedt
allowable under section 32AB.”
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Provided that nothing contained in sub-section (1) shall entitle th
assessee to claim deduction in respect of a ship or aircraft
machinery or plant referred to in this clause in any previous ye
except the previous year relevant to the assessment year cc
mencing on the 1st day of April, 1989;

(b) a new ship or new aircraft acquired or any new machinery or ple
installed after the 31st day of March, 1988, but before such date as
Central Government, if it considers necessary or expedient so to
may, by notification in the Official Gazettespecify in this behalf.

(8C) Subject to the provisions of clausig ¢f sub-section (3), where a deduction
has been allowed to an assessee under sub-section (1) in any assessment ye
deduction shall be allowed to the assessee under section 32AB in the
assessment year (hereinafter referred to as the initial assessment year)
block of further period of four years beginning with the assessment ye
immediately succeeding the initial assessment year.]

27(9) [Omitted by the Finance Act, 1990, w.r.e.f. 1-4-1P76.

2f[Investment deposit account.

32AB. (1) Subject to the other provisions of this section, where an asses:
whose total income includes income chargeable to tax under the h
“Profits and gains of business or profession”, has, out of such income,—

(a) deposited any amount in an account (hereafter in this section
ferred to as deposit account) maintained by him with the Develo
ment Bank before the expiry of six months from the end of tr
previous year or before furnishing the return of his income, whicl
ever is earlier; or

(b) utilised any amount during the previous year for the purchase of a
new ship, new aircraft, new machinery or plant, without depositir
any amount in the deposit account under claase (

in accordance with, and for the purposes specified in, a séh@rmaesafter in
this section referred to as the scheme) to be framed by the Central Governn
or if the assessee is carrying on the business of growing and manufacturin
in India, to be approved in this behalf by the Tea Board, the assessee she
allowed a deductioff[(such deduction being allowed before the loss, if any
brought forward from earlier years is set off under section 72)] of—

26. Sedootnote 96 on page 1.148te.

27. Priortoomission, sub-section (9) read as under:

“(9) For the removal of doubts, itis hereby declared that the deduction under sub-sec
(1) shall notbe denied by reason only that the amount debited to the profitand loss acc
of the relevant previous year and credited to the Investment Allowance Reserve Acce
exceeds the amount of the profit of such previous year (as arrived at without making
debit aforesaid), in accordance with the profitand loss account.”

28. Inserted by the Finance Act, 1986, w.e.f. 1-4-1987.

29. Investment Deposit Account Scheme, 1986 is the scheme framed by the Governr
under sub-section (1). For details of the Scheeel,axmann’s Direct Taxes Circulars,
1999 edn., Vol. 1, pp. 1.503-1.510.

30. Inserted by the Finance Act, 1987, w.e.f. 1-4-1987.
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(i) a sum equal to the amount, or the aggregate of the amounts
deposited and any amount so utilised; or
(ii) a sum equal to twenty per cent of the profitg|éf*] business or
profession as computed in the accounts of the assessee audite
accordance with sub-section (5),
whichever is less :

[Provided that where such assessee is a firm, or any association of persot
any body of individuals, the deduction under this section shall not be allowe
the computation of the income of any partner, or as the case may be, any me
of such firm, association of persons or body of individuals:]
3 Provided further that no such deduction shall be allowed in relation to th
assessment year commencing on the 1st day of April, 1991, or any subsec
assessmentyear.]
(2) For the purposes of this section,—

34[***]

35[(ii) “new ship” or “new aircraft” includes a ship or aircraft which before
the date of acquisition by the assessee was used by any other pel
ifitwas not at any time previous to the date of such acquisition own
by any person resident in India;

(iii) “new machinery or plant” includes machinery or plant which befor
its installation by the assessee was used outside India by any o
person, if the following conditions are fulfilled, namely :—

(a) such machinery or plant was not, at any time previous to the d:
of such installation by the assessee, used in India;

(b) such machinery or plantis imported into India from any countr
outside India; and

(c) no deduction on account of depreciation in respect of su
machinery or plant has been allowed or is allowable under tt

31. Word “eligible” omitted by the Finance Act, 1989, w.e.f. 1-4-1991.
32. Inserted by the Finance Act, 1987, w.e.f. 1-4-1987.
33. Inserted by the Finance Act, 1990, w.e.f. 1-4-1990.
34. Omitted by the Finance Act, 1989, w.e.f. 1-4-1991. Prior to omission, cldusad as
under :
‘(i) “eligible business or profession” shall mean business or profession, other than-

(a) the business of construction, manufacture or production of any article
thing specified in the listin the Eleventh Schedule carried on by an industr
undertaking, which is not a small-scale industrial undertaking as defined
section 80HHA;

(b) the business of leasing or hiring of machinery or plant to an industri
undertaking, other than a small-scale industrial undertaking as defined
section 80HHA, engaged in the business of construction, manufacture
production of any article or thing specified in the list in the Eleventt
Schedule;y’

35. Substituted for the following clausi€)(by the Finance Act, 1987, w.e.f. 1-4-1987 :
‘(i) “new ship” or “new aircraft” or “new machinery” shall have the same meanings:
in theExplanatiornto clauseyi) of sub-section (1) of section 32.’
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Act in computing the total income of any person for any perio
prior to the date of the installation of the machinery or plant k
the assessee;
(iv) “Tea Board” means the Tea Board established under section 4 of
Tea Act, 1953 (29 of 1953).]
(3)3¥[The profits of business or profession of an assessee for the purposes of
section (1) shall] be an amount arrived at after deducting an amount equal tc
depreciation computed in accordance with the provisions of sub-section (1
section 32 from the amounts of profits computed in accordance with f
requirements ofParts Il and Ill of théjSchedule VI] to the Companies Act,
1956 (1 of 1956)9as increased by the aggregate of—
(i) the amount of depreciation;
(ii) the amount of income-tax paid or payable, and provision therefc

(iii) the amount of surtax paid or payable under the Companies (Prof
Surtax Act, 1964 (7 of 1964);
(iv) the amounts carried to any reserves, by whatever name called,;
(v) the amount or amounts set aside to provisions made for meet
liabilities, other than ascertained liabilities;
(vi) the amount by way of provision for losses of subsidiary companie
and
(vii) the amount or amounts of dividends paid or proposed,
if any debited to the profit and loss account; and as reduced by any amoul
amounts withdrawn from reserves or provisions, if such amounts are cred
to the profit and loss accoufff***]]
41[***]
(4) No deduction under sub-section (1) shall be allowed in respect of any amc
utilised for the purchase of—
(a) any machinery or plant to be installed in any office premises
residential accommodation, including any accommodation in tk
nature of a guest-house;

36. Substituted for the portion beginning with the words “The profits of eligible business
profession” and ending with the words “eligible business or profession are maintained,’
the Finance Act, 1989, w.e.f. 1-4-1991.

37. FortextofParts Il and lll of Schedule VIto the Companies Act, X&eBppendix One.

38. Substituted for “Sixth Schedule” by the Finance Act, 1989, w.e.f. 1-4-1991.

39. Substituted for “as increased by an amount equal to the depreciation, if any, debited i
audited profitand loss account; and” by the Finance Act, 1987, w.e.f. 1-4-1987.

40. “and” omitted by the Finance Act, 1989, w.e.f. 1-4-1991.

41. Omitted,ibid. Prior to omission, clausb)read as under:

“(b) inacasewhere such separate accounts are not maintained or are not availab
such amount which bears to the total profits of the business or profession of
assessee after allowing depreciation in accordance with the provisions of s
section (1) of section 32, the same proportion as the total sales, turnover or g
receipts of the eligible business or profession bear to the total sales, turnove
grossreceipt of the business or profession carried on by the assessee.”
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(b) any office appliances (not being computers);

(c) any road transport vehicles;

(d) any machinery or plant, the whole of the actual cost of which
allowed as a deduction (whether by way of depreciation or otherwis
in computing the income chargeable under the head “Profits a
gains of business or profession” of any one previous yeatr;

4[(e) any new machinery or plant to be installed in an industrial underta
ing, other than a small-scale industrial undertaking, as defined
section 80OHHA, for the purposes of business of construction, mar
facture or production of any article or thing specified in the list in th
Eleventh Schedule.]

(5) The deduction under sub-section (1) shall not be admissible unless
accounts of the business or profession of the assessee for the previous
relevant to the assessment year for which the deduction is claimed have |
audited by an accountant as defined inBkplanationbelow sub-section (2)
of section 288 and the assessee furnishes, along with his return of income
report of such audit in the prescribed fétouly signed and verified by such
accountant :

Providedthat in a case where the assessee is required by or under any othe
to get his accounts audited, it shall be sufficient compliance with the provisic
of this sub-section if such assessee gets the accounts of such busine
profession audited under such law and furnishes the report of the audi
required under such other law and a further report in the form prescribed ur
this sub-section.
“[(5A) Any amount standing to the credit of the assessee in the deposit acc
shall not be allowed to be withdrawn before the expiry of a period of five ye:
from the date of deposit except for the purposes specified in the sétierhim
the circumstances specified below (—

(a) closure of business;

(b) death of an assessee;

(o) partition of a Hindu undivided family;

(d) dissolution of a firm;

(e) liquidation of a company.]
4 Explanation—For the removal of doubts, it is hereby declared that nothir
contained in this sub-section shall affect the operation of the provisions of s
section (5AA) or sub-section (6) in relation to any withdrawals made from t
deposit account either before or after the expiry of a period of five years fr
the date of deposit.]
4[(5AA) Where any amount, standing to the credit of the assessee in the deg
account, is withdrawn during any previous year by the assessee in

42. Inserted by the Finance Act, 1989, w.e.f. 1-4-1991.
43. Seeule 5AB and Form No. 3AA for auditreportrequired under section 32AB(5).
44. Inserted by the Finance Act, 1987, w.e.f. 1-4-1987.
45. Substituted for “and” by the Finance Act, 1989, w.r.e.f. 1-4-1987.
46. Insertedibid.
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circumstance specified in clausg @r claused) of sub-section (5A), the whole
of such amount shall be deemed to be the profits and gains of busines
profession of that previous year and shall accordingly be chargeable to inco
tax as the income of that previous year, as if the business had not closed ¢
the case may be, the firm had not been dissolved.]

“1(5B) Where any amount standing to the credit of the assessee in the dej
account is utilised by the assessee for the purposes of any expenditul
connection with théf***] business or profession in accordance with the scheme
such expenditure shall not be allowed in computing the income chargec
under the head “Profits and gains of business or profession”.]

(6) Where any amount, standing to the credit of the assessee in the de|
account, released during any previous year by the Development Bank for be
utilised by the assessee for the purposes specified in the scheme or at the cl
of the accounty[in circumstances other than the circumstances specified
clausesly), (c) and €) of sub-section (5A)]], is not utilised in accordance witt
59, and within the time specified in,] the scheme, either wholly or inF{#tt]

the whole of such amount or, as the case may be, part thereof which is nc
utilised shall be deemed to be the profits and gains of business or professic
that previous year and shall accordingly be chargeable to income-tax as
income of that previous year.

(7) Where any asset acquired in accordance with the scheme is sold or othel
transferred in any previous year by the assessee to any person atany timek
the expiry of eight years from the end of the previous year in which it w
acquired, such part of the cost of such asset as is relatable to the deduc
allowed under sub-section (1) shall be deemed to be the profits and gair
business or profession of the previous year in which the assetis sold or other
transferred and shall accordingly be chargeable to income-tax as the incon
that previous year:

Provided that nothing in this sub-section shall apply—

(i) where the asset is sold or otherwise transferred by the assesse
Government, alocal authority, a corporation established by or unc
a Central, State or Provincial Act oP2&overnment company as
defined in section 617 of the Commpes Act, 1956 (1 of 1956); or

(ii) where the sale or transfer of the asset is made in connection with
succession of a firm by a company in the business or profess
carried on by the firm as a result of which the firm sells or otherwis
transfers to the company any asset and the scheme continuesto g
to the company in the manner applicable to the firm.

47. Inserted by the Finance Act, 1987, w.e.f. 1-4-1987.

48. “eligible” omitted by the Finance Act, 1989, w.e.f. 1-4-1991.

49. Inserted by the Finance Act, 1989, with retrospective effect from 1-4-1987.
50. Inserted by the Finance Act, 1987, w.e.f. 1-4-1987.

51. “withinthat previous year” omittedyid.

52. Fordefinition of “Government companyedootnote 18, on p. 1.l#hte.
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Explanation—The provisions of clauséi X of the proviso shall apply only
where—

(i) all the properties of the firm relating to the business or professi
immediately before the succession become the properties of
company;

(ii) all the liabilities of the firm relating to the business or professio
immediately before the succession become the liabilities of tl
company; and

(iii) all the shareholders of the company were partners of the fii
immediately before the succession.

(8) The Central Government may, if it considers it necessary or expedient s
do, by notification in the Official Gazette, omit any article or thing from the li:
of articles or things specified in the Eleventh Schedule.

(9) The Central Government may, after making such inquiry as it may think
direct, by notification in the Official Gazette, that the provisions of this sectic
shall not apply to any class of assessees, with effect from such date as it
specify in the notification.

53(10) Where a deduction has been allowed to an assessee under this sect
any assessment year, no deduction shall be allowed to the assessee unde
section (1) of section 32A in the said assessment year (hereinafter referred
the initial assessment year) and a block of further period of four years beginr
with the assessment year immediately succeeding the initial assessment ye
Explanation—In this section,—

(a) “computers” does not include calculating machines and calculati
devices;

(b) “Development Bank” means—

(i) in the case of an assessee carrying on business of growing
manufacturing tea in India, the National Bank for Agriculture
and Rural Development established under section 3 of tl
National Bank for Agriculture and Rural Development Act, 1981
(61 of 1981);

(ii) inthe case of other assessees, the Industrial Development B
of India established under the Industrial Development Bank
India Act, 1964 (18 of 1964) and includes such bank or institutio
as may be specified in the scheme in this behalf.]

Development rebate.

33.%(1)(a) In respect of a new ship or new machinery or plant (other th:
office appliances or road transport vehicles) which is owned by the asse:

53. Substituted by the Direct Tax Laws (Amendment) Act, 1989, w.e.f. 1-4-1989. Prior to
substitution, sub-section (10) stood as under:
“(10) No deduction shall be allowed under this section in the case of an assessee wh
claimed the deduction allowable under section 33AB.”

54. Substituted by the Finance (No. 2) Act, 1967, w.e.f. 1-4-1968. Sub-section (1) was f
amended by the Income-tax (Amendment) Act, 1963, w.e.f. 1-4-1963, and then by
Finance Act, 1965, and then by the Finance (No. 2) Act, 1965, w.e.f. 1-4-1965.
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and is wholly used for the purposes of the business carried on by him, there s
in accordance with and subject to the provisions of this section and of section
be allowed a deduction, in respect of the previous year in which the ship \
acquired or the machinery or plant was installed or, if the ship, machinery
plant is first put to use in the immediately succeeding previous year, then
respect of that previous year, a sum by way of development rebate as spec

in clause f).

(b) The sum referred to in claus® €hall be—

(A) in the case of a ship, forty per cent of the actual cost thereof to-
assessee;

(B) in the case of machinery or plant,—

0]

(i)

(i)

(iv)

where the machinery or plant is installed for the purposes

business of construction, manufacture or production of any o

or more of the articles or things specified in the list in the Fift

Schedule,—

(a) thirty-five per cent of the actual cost of the machinery o
plant to the assessee, where it is installed before the 1st
of April, 1970, and

(b) twenty-five per cent of such cost, whereitisinstalled aftertt
31st day of March, 1970;

where the machinery or plant is installed after the 31st day

March, 1967, by an assessee being an Indian company in premi

used by it as a hotel and such hotel is for the time being approy

in this behalf by the Central Government,—

(a) thirty-five per cent of the actual cost of the machinery o
plant to the assessee, where it is installed before the 1st «
of April, 1970, and

(b) twenty-five per cent of such cost, whereitisinstalled after tr
31st day of March, 1970;

where the machinery or plant is installed after the 31st day

March, 1967, being an asset representing expenditure of a car

nature on scientific research related to the business carried or

the assessee,—

(a) thirty-five per cent of the actual cost of the machinery o
plant to the assessee, where it is installed before the 1st
of April, 1970, and

(b) twenty-five per cent of such cost, whereitisinstalled after tt
31st day of March, 1970;

in any other case,—

(a) twenty per cent of the actual cost of the machinery or plant t
the assessee, where it is installed before the 1st day of Api
1970, and

(b) fifteen per centof such cost, where itisinstalled after the 31
day of March, 1970.]
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5[%%(1A)(a) An assessee who, after the 31st day of March, 1964, acquires any ¢
which before the date of acquisition by him was used by any other person s|
subject to the provisions of section 34, also be allowed as a deduction a sul
way of development rebate at such rate or rates as may be prescribed, pro
that the following conditions are fulfilled, namely :(—
(i) such ship was not previous to the date of such acquisition ownec
any time by any person resident in India;
(ii) such ship is wholly used for the purposes of the business carriec
by the assessee; and

(iii) such other conditions as may be prescribed.

(b) An assessee who installs any machinery or plant (other than office appliar
or road transport vehicles) which before such installation by the assessee
used outside India by any other person shall, subject to the provisions of sec
34, also be allowed as a deduction a sum by way of development rebate at
rate or rates as may be prescribed, provided that the following conditions
fulfilled, namely :(—

(i) such machinery or plant was not used in India at any time previc
to the date of such installation by the assessee;

(ii) itisimportedinIndia by the assessee from any country outside Inc

(iii) no deduction on account of depreciation or development rebate
respect of such machinery or plant has been allowed or is allowa
under the provisions of the Indian Income-tax Act, 1922 (11 of 1922
or this Actin computing the total income of any person for any peric
prior to the date of the installation of the machinery or plant by tt
assessee;

(iv) such machinery or plant is wholly used for the purposes of ti
business carried on by the assessee; and

(v) such other conditions as may be prescribed.

(c) The development rebate under this sub-section shall be allowed as a de
tion in respect of the previous year in which the ship was acquired or -
machinery or plant was installed or, if the ship, machinery or plantis first puf
use in the immediately succeeding previous year, then, in respect of that prev
year.]

(2) In the case of a ship acquired or machinery or plant installed after the 31st
of December, 1957, where the total income of the assessee assessable f
assessment year relevant to the previous year in which the ship was acquir
the machinery or plant installed or the immediately succeeding previous year
the case may be (the total income for this purpose being computed witl
making any allowance under sub-section®(fbr sub-section (1A)}¥of this
section or sub-section (1) of section 33%4¢r any deduction under Chapter Xl-

55. Inserted by the Finance Act, 1964, w.e.f. 1-4-1964.

56. Seeule5B.

57. Inserted by the Finance Act, 1964, w.e.f. 1-4-1964.

58. Inserted by the Finance Act, 1965, w.e.f. 1-4-1965.

59. Inserted by the Finance (No. 2) Act, 1967, w.e.f. 1-4-1968.
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8***]]) is nil orislessthanthe fullamount of the development rebate calcula
at the rate applicable thereto un8@ub-section (1) or sub-section (1A), as the
case may be],—

(i) the sum to be allowed by way of development rebate for th
assessment year under sub-sectiorf{a) sub-section (1A)] shall be
only such amount as is sufficient to reduce the said total income
nil ; and

(ii) the amount of the development rebate, to the extent to which it
not been allowed as aforesaid, shall be carried forward to t
following assessmentyear, and the developmentrebate to be alloy
for the following assessment year shall be such amount as is suffici
to reduce the total income of the assessee assessable for that as
ment year, computed in the manner aforesaiu] tand the balance
of the development rebate, if any, still outstanding shall be carri
forward to the following assessment year and so on, so however, t
no portion of the development rebate shall be carried forward f
more than eight assessment years immediately succeeding
assessment year relevant to the previous year in which the ship
acquired or the machinery or plant installed or the immediate
succeeding previous year, as the case may be.

Explanation—Where for any assessment year development rebate is to
allowed in accordance with the provisions of sub-section (2) in respect of st
acquired or machinery or plantinstalled in more than one previous year, anc
total income of the assessee assessable for that assessmentyear (the total i
for this purpose being computed without making any allowance under s
section (1¥3or sub-section (LAY}{of this section or sub-section (1) of section
33A] %[or any deduction under Chapter VI§***]]) is less than the aggregate of
the amounts due to be allowed in respect of the assets aforesaid for
assessment year, the following procedure shall be followed, namely :—
(i) the allowance under clausié) (of sub-section (2) shall be made before
any allowance under clausé ¢f that sub-section is made; and
(ii) where an allowance has to be made under claiys# 6ub-section (2)
in respect of amounts carried forward from more than one asse
ment year, the amount carried forward from an earlier assessm
year shall be allowed before any amount carried forward from a la
assessmentyear.

60. “or section 280-O” omitted by the Finance Act, 1988, w.e.f. 1-4-1988.

61. Substituted for “that sub-section” by the Finance Act, 1964, w.e.f. 1-4-1964.
62. Insertedibid.

63. Insertedibid.

64. Inserted by the Finance Act, 1965, w.e.f. 1-4-1965.

65. Inserted by the Finance (No. 2) Act, 1967, w.e.f. 1-4-1968.

66. “or section 280-O” omitted by the Finance Act, 1988, w.e.f. 1-4-1988.
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57[(3) Where, in a scheme of amalgamation, the amalgamating company sel
otherwise transfers to the amalgamated company any ship, machinery or g
in respect of which development rebate has been allowed to the amalgam:
company under sub-section (1) or sub-section (1A),—

(a) the amalgamated company shall continue to fulfil the conditior
mentioned in sub-section (3) of section 34 in respect of the rese
created by the amalgamating company and in respect of the pet
within which such ship, machinery or plant shall not be sold
otherwise transferred and in default of any of these conditions, t
provisions of sub-section (5) of section 155 shall apply to the am:
gamated company as they would have applied to the amalgama
company had it committed the default; and

(b) the balance of development rebate, if any, still outstanding to t
amalgamating company in respect of such ship, machinery or pl:
shall be allowed to the amalgamated company in accordance with
provisions of sub-section (2), so, however, that the total period f
which the balance of development rebate shall be carried forwarc
the assessments of the amalgamating company and the amalgarr
company shall not exceed the period of eight years specified in si
section (2) and the amalgamated company shall be treated as
assessee in respect of such ship, machinery or plant for the purpc
of this section and section 34.]

(4) Where a firm is succeeded to by a company in the business carried on
as aresult of which the firm sells or otherwise transfers to the company any s
machinery or plant, the provisions of claus®s(d p) of sub-section (3) shall,
so far as may be, apply to the firm and the company.
Explanation—The provisions of this clause shall apply only where—
(i) all the property of the firm relating to the business immediatel
before the succession becomes the property of the company;

(ii) all the liabilities of the firm relating to the business immediatel
before the succession become the liabilities of the company; an

(iii) all the shareholders of the company were partners of the fii
immediately before the succession.

88[(5) The Central Government, if it considers it necessary or expedient so to

may, by notificatioffin the Official Gazette, direct that the deduction allowabl

under this section shall not be allowed in respect of a ship acquired or machii

67. Substituted by the Finance (No. 2) Act, 1967, w.e.f. 1-4-1967. Sub-section (3) was f
amended by the Finance Act, 1964, w.e.f. 1-4-1964 and then by the Finance Act, 1966, v
1-4-1966.

68. Inserted by the Finance Act, 1964, w.e.f. 1-4-1964.

69. Interms of Notification No. SO 2167, dated 28-5-1971 issued under sub-section (5
section 33, the grant of development rebate has been discontinued in respect of ¢
acquired or machinery or plantinstalled after 31-5-1974. However, section 16 of
Finance Act, 1974, as amended by section 30 of the Finance Act, 1975, has mac
independent provision for the continuance of development rebate for a limited perio

(Contd. on p. 1.161)
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or plantinstalled after such date, not being earlier than three years from the
of such natification, as may be specified therein.]

9(6) Notwithstanding anything contained in the foregoing provisions of th
section, no deduction by way of development rebate shall be allowed in res;
of any machinery or plant installed after the 31st day of March, 1965, in any off
premises or any residential accommodation, including any accommodatiol
the nature of a guest-house:]

“[Provided that the provisions of this sub-section shall not apply in the case of
assessee being an Indian company, in respect of any machinery or plantinst
by it in premises used by it as a hotel, where the hotel is for the time be
approved in this behalf by the Central Government.]

" Development allowance.

233A.(1) In respect of planting of tea bushes on any land in India owned by
assessee who carries on business of growing and manufacturing te

India, a sum by way of development allowance equivalent to—

(i) where tea bushes have been planted on any land not planted at
time with tea bushes or on any land which had been previous
abandoned/[fifty] per cent of the actual cost of planting; and

(ii) where tea bushes are planted in replacement of tea bushes that
died or have become permanently useless on any land alre:
planted,/dthirty] per cent of the actual cost of planting,

shall, subjectto the provisions of this section, be allowed as a dedf{atitire
manner specified hereunder, namely :—

(a) the amount of the development allowance shall, in the first instan
be computed with reference to that portion of the actual cost
planting which is incurred during the previous year in which the lar
is prepared for planting or replanting, as the case may be, and in

(Contd. from p. 1.160)
certain cases. As aresult grant of the rebate was continued, subject to certain conditi
for limited period,i.e.,from 1-6-1974 to 31-5-1977 in respect of—
(a) ship which was acquired after 31-5-1974 but before 1-1-1977;
(b) any machinery or plant [other than mentioned)béelow] which was installed
after 31-5-1974 but before 1-6-1975; and
(c) coal-fired equipment or any machinery or plant for converting oil-fired equipmer
into coal-fired equipment which was installed after 31-5-1974 but before 1-6-197
SeeTaxmann’s Direct Taxes Circulars, 1999 edn., Vol. 1, p. 1.520
70. Inserted by the Finance Act, 1965, w.e.f. 1-4-1965.
71. Inserted by the Finance (No. 2) Act, 1967, w.e.f. 1-4-1968.
72. Inserted by the Finance Act, 1965, w.e.f. 1-4-1965.
73. Sealso Circular No. 325, dated 3-2-1982. For detai¢®Taxmann’s Master Guide to
Income-tax Act.
74. Substituted for “forty” by the Finance Act, 1966, w.e.f. 1-4-1966.
75. Substituted for “twenty”ibid.
76. Substituted for “in respect of the third succeeding previous year next following ti
previous year in which the land is prepared for planting or replanting, as the case may |
ibid.
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previous year next following, and the amount so computed shall
allowed as a deduction in respect of such previous year next follo
ing; and

(b) thereafter, the development allowance shall again be computed v
reference to the actual cost of planting, and if the sum so compu
exceeds the amount allowed as a deduction under claysbag
amount of the excess shall be allowed as a deduction in respect of
third succeeding previous year next following the previous year
which the land has been prepared for planting or replanting, as"
case may be ]

"Provided that no deduction under clausgghall be allowed unless the planting
has commenced after the 31st day of March, 1965, and been completed b
the 1st day of April, 1990 :

Provided further that no deduction shall be allowed under claiiyarfless the
planting has commenced after the 31stday of March, 1965, and been comp|
before the 1st day of April, 1970.]

(2) Where the total income of the assessee assessable for the assessmel
relevant td9the previous year in respect of which the deduction is required
be allowed under sub-section (I[the total income for this purpose being
computed after deduction of the allowance under sub-section (1) or sub-sec
(1A) or clausei{) of sub-section (2) of section 33, but without making an
deduction under sub-section (1) of this section or any deduction under Cha
VI-A 8[***)]is nil orislessthan the fullamount of the development allowanc
calculated at the raté$and in the manner] specified in sub-section (1)—

(i) the sum to be allowed by way of development allowance for th
assessment year under sub-section (1) shall be only such amoul
is sufficient to reduce the said total incomeailg and

(ii) the amount of the development allowance, to the extent to whicl
has not been allowed as aforesaid, shall be carried forward to
following assessment year, and the development allowance to
allowed for the following assessment year shall be such amount a
sufficient to reduce the total income of the assessee assessabile
that assessment year, computed in the manner aforesaiid ated
the balance of the development allowance, if any, still outstandi

77. Substituted for the following by the Finance Act, 1990, w.e.f. 1-4-1990:

“Provided that no deduction under claus¢ ghall be allowed unless the planting has
commenced after the 31st day of March, 1965, and no deduction shall be allowed ur
clause (i) unless the planting has commenced after the 31st day of March, 1965, and b
completed before the 1st day of April, 1970.”

78. Substituted for “the third succeeding previous year next following the previous year
which the land has been prepared” by the Finance Act, 1966, w.e.f. 1-4-1966.

79. Substituted for “(the total income for this purpose being computed after making t
allowance under sub-section (1) or sub-section (1A) or clausef(sub-section (2) of
section 33 but without making any allowance under sub-section (1) of this section)” by t
Finance (No. 2) Act, 1967, w.e.f. 1-4-1968.

80. “or section 280-0O" omitted by the Finance Act, 1988, w.e.f. 1-4-1988.

81. Inserted by the Finance Act, 1966, w.e.f. 1-4-1966.
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shall be carried forward to the following assessment year and so
so, however, that no portion of the development allowance shall
carried forward for more than eight assessment years immediat
succeeding the assessment year in which the deduction was f
allowable.

Explanation—Where for any assessment year development allowance is tc
allowed in accordance with the provisions of sub-section (2) in respect of m
than one previous year, and the total income of the assessee assessable f
assessment ye&f(the total income for this purpose being computed afte
deduction of the allowance under sub-section (1) or sub-section (1A) or dlause
of sub-section (2) of section 33, but without making any deduction under s
section (1) of this section or any deduction under Chapter §f<&])] is less than
the amount of the development allowance due to be made in respect of
assessment year, the following procedure shall be followed, namely :—
(i) the allowance under clause 6f sub-section (2) of this section shall
be made before any allowance under clays# that sub-section is
made; and

(ii) where an allowance has to be made under claiys# §ub-section (2)
of this section in respect of amounts carried forward from more th.
one assessment year, the amount carried forward from an ear
assessment year shall be allowed before any amount carried forw
from a later assessment year.

(3) The deduction under sub-section (1) shall be allowed only if the followil
conditions are fulfilled, namely :—
(i) the particulars prescrib&dn this behalf have been furnished by the
assessee;

(i) an amount equal to seventy-five per cent of the development allc
ance to be actually allowed is debited to the profit and loss accotl
of the relevant previous year and credited to a reserve account tc
utilised by the assessee during a period of eight years next followi
for the purposes of the business of the undertaking, other than—

(a) for distribution by way of dividends or profits; or
(b) for remittance outside India as profits or for the creation of ar
asset outside India; and
(iii) such other conditions as may be prescribed.
(4) If any such land is sold or otherwise transferred by the assessee to
person at any time before the expiry of eight years from the end of the previ
year in which the deduction under sub-section (1) was allowed, any allowa

82. Substituted for “(the total income for this purpose being computed after making t
allowance under sub-section (1) or sub-section (1A) or clausef(sub-section (2) of
section 33 but without making any allowance under sub-section (1) of this section)” by t
Finance (No. 2) Act, 1967, w.e.f. 1-4-1968.

83. “or section 280-0O" omitted by the Finance Act, 1988, w.e.f. 1-4-1988.

84. Sequle 8A and Form Nos. 4, 5 and 5A.
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under this section shall be deemed to have been wrongly made for the purp
of this Act, and the provisions of sub-section (5A) of section 155 shall apj
accordingly :

Provided that this sub-section shall not apply—

(i) where the land is sold or otherwise transferred by the assessee tc
Government, a local authority, a corporation established by a Centr
State or Provincial Act, or a Government company as defined
section 617 of the Companies Act, 1956 (1 of 1956}

(ii) where the sale or transfer of the land is made in connection with
amalgamation or succession referred to in sub-section (5) or si
section (6).

85[(5) Where, in a scheme of amalgamation, the amalgamating company sel
otherwise transfers to the amalgamated company any land in respect of w
development allowance has been allowed to the amalgamating company u
sub-section (1),—

(a) the amalgamated company shall continue to fulfil the conditior
mentioned in sub-section (3) in respect of the reserve created by
amalgamating company and in respect of the period within whic
such land shall not be sold or otherwise transferred and in defaul
any of these conditions, the provisions of sub-section (5A) of secti
155 shall apply to the amalgamated company as they would he
applied to the amalgamating company had it committed the defal
and

(b) the balance of development allowance, if any, still outstandingtot
amalgamating company in respect of such land shall be allowed to
amalgamated company in accordance with the provisions of st
section (2), so, however, that the total period for which the balance
development allowance shall be carried forward in the assessme
of the amalgamating company and the amalgamated company s
not exceed the period of eight years specified in sub-section (2) ¢
the amalgamated company shall be treated as the assessee inre
of such land for the purposes of this section.]

(6) Where a firm is succeeded to by a company in the business carried on
as aresult of which the firm sells or otherwise transfers to the company any |
onwhich development allowance has been allowed, the provisions of clBuse
and p) of sub-section (5) shall, so far as may be, apply to the firm and t
company.

Explanation—The provisions of this sub-section shall apply if the conditions lai
down in theExplanationto sub-section (4) of section 33 are fulfilled.

(7) For the purposes of this section, “actual cost of planting” means the agq
gate of—

(i) the cost of preparing the land;
(ii) the cost of seeds, cutting and nurseries;

85. For definition of “Government companysgeefootnote 18 on p. 1.18nte.
86. Substituted by the Finance (No. 2) Act, 1967, w.e.f. 1-4-1967.
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(iii) the cost of planting and replanting; and
(iv) the cost of upkeep thereof for the previous year in which the land f
been prepared and the three successive previous years next follov
such previous year,
reduced by that portion of the cost, if any, as has been met directly or indire
by any other person or authority:

8[Provided that where such cost exceeds—

(i) forty thousand rupees per hectare in respect of land situate in a h
area comprised in the district of Darjeeling; or
(ii) thirty-five thousand rupees per hectare in respect of land situate |
hilly area comprised in an area other than the district of Darjeelin
or
(iii) thirty thousand rupees per hectare in any other area,
then, the excess shall be ignored.
Explanation—For the purposes of this proviso, “district of Darjeeling” means th
district of Darjeeling as on the 28th day of February, 1981, being the date
introduction of the Finance Bill, 1981, in the House of the People.]
(8) The Board may, having regard to the elevation and topography, by genera
special order, declare any areas t&thilly areas for the purposes of this section
and such order shall not be questioned before any court of law or any o
authority.
[ Explanation—For the purposes of this section, an assessee having a leasel
or other right of occupancy in any land shall be deemed to own such land
where the assessee transfers such right, he shall be deemed to have s
otherwise transferred such land.]

9 Tea development account.

33AB. (1) Where an assessee carrying on business of growing and manu
turing tea in India has, before the expiry of six months from the end

87. Substituted by the Finance Act, 1981, w.e.f. 1-4-1982.

88. For notified hilly areasseeTaxmann’s Master Guide to Income-tax Act.

89. Inserted by the Finance Act, 1975, w.r.e.f. 1-4-1965.

90. Substituted by the Finance Act, 1990, w.e.f. 1-4-1991. Prior to substitution, section 33A
as inserted by the Finance Act, 1985, w.e.f. 1-4-1986 and later amended by the Finance .
1987, w.e.f. 1-4-1988, read as under:

‘33AB. Teadevelopment account(l) Where an assessee carrying on business of growin
and manufacturing tea in India has, during the previous year, deposited with the Natic
Bank any amount or amounts in an account (hereafter in this section referred to as
special account) maintained by the assessee with that Bank in accordance with a sch
(hereafter in this section referred to as the scheme) approved in this behalf by the
Board, the assessee shall, subject to the provisions of this section, be allowed a dedu
of—
(a) asum equaltothe amount orthe aggregate of the amounts so deposited during
previous year, or
(b) asum equal to twenty per cent of the profits of such business (computed under
head “Profits and gains of business or profession” before making any deducti
under this section),
whicheveris less.
(Contd. on p. 1.166)
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the previous year or before furnishing the return of his inc&adnichever is
earlier,—

(a) deposited with the National Bank any amount or amounts in
account (hereafter in this section referred to as the special accol
maintained by the assessee with that Bank in accordance with, anc
the purposes specified in, a scheme (hereafterin this section refe!
to as the scheme) approved in this behalf by the Tea Board ; or

(b) deposited any amount in an account (hereafter in this secti
referred to as the Tea Deposit Account) opened by the assesse
accordance with, and for the purposes specified in, a scheme frar
by the Tea Board (hereafter in this section referred to as the dep
scheme) with the previous approval of the Central Government,

the assessee shall, subject to the provisions of this section,] be allowe
deduction (such deduction being allowed before the loss, if any, brou

forward from earlier years is set off under section 72) of—

(a) a sum equal to the amount or the aggregate of the amounts

deposited ; or

(Contd. from p. 1.166
Explanation—In this section,—

(a) “National Bank” means the National Bank for Agriculture and Rural Developmer
established under section 3 of the National Bank for Agriculture and Rur

DevelopmenAct, 1981 (61 of 1981) ;

(b) “TeaBoard” meansthe Tea Board established under section 4 of the Tea Act, 1

(29 of 1953).

(2) Where the amount or the aggregate of the amounts deposited by the assessee
special account during the previous year exceeds the sum allowable as deductionu
sub-section (1), the excess shall be treated, for the purposes of that sub-section, as a de

made by the assessee in the next following previous year.

(3) Where any amount standing to the credit of the assessee in the special accountis u
by the assessee for the purposes of the business referred to in sub-section (1) in accor

with the scheme,—

(a) foracquiring any asset being building, machinery, plant or furniture, the actual cc
of such asset as determined under claliyef(section 43, shall, for the purposes

of this Act, be reduced by the amount so utilised ;

(b) forincurring any expenditure for the purposes of such business, such expendit
shall be reduced by the amount so utilised and the resultant sum, if any, shall

taken into account for the purposes of this Act.

(4) Where any amount, standing to the credit of the assessee in the special account, w
is released during any previous year by the National Bank for being utilised by the asse:
for the purposes of the business referred to in sub-section (1) in accordance with
scheme is not so utilised, either wholly or in part, within that previous year, the whole
such amountor, as the case may be, part thereof which is not so utilised shall be dee
to be profits and gains of business and accordingly chargeable to income-tax as the inc

of that previous year.

(5) The provisions of this section shall apply in relation to the assessment years commz

ing on the 1st day of April, 1986, and the 1st day of April, 1987.’

91. Substituted for words beginning with “whichever is earlier, deposited with the Nation
Bank” and ending with “the assessee shall, subject to the provisions of this section,” by

Finance Act, 1994, w.e.f. 1-4-1995.
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(b) a sum equal to twenty per cent of the profits of such busine
(computed under the head “Profits and gains of business or prof
sion” before making any deduction under this section),

whichever is less :

Providedthatwhere such assessee is a firm, or any association of persons o
body of individuals, the deduction under this section shall not be allowed in|
computation of the income of any partner, or as the case may be, any mer
of such firm, association of persons or body of individuals :

Provided further thatwhere any deduction, in respect of any amount deposit
inthe special accoutif, orinthe Tea Deposit Account], has been allowed und:
this sub-section in any previous year, no deduction shall be allowed in respec
such amount in any other previous year.

(2) The deduction under sub-section (1) shall not be admissible unless
accounts of such business of the assessee for the previous year relevant
assessment year for which the deduction is claimed have been audited &
accountant as defined in tBeplanationbelow sub-section (2) of section 288
and the assessee furnishes, along with his return of income, the report of
audit in the prescribed fofiduly signed and verified by such accountant :
Providedthat in a case where the assessee is required by or under any othe
to get his accounts audited, it shall be sufficient compliance with the provisic
of this sub-section if such assessee gets the accounts of such business a
under such law and furnishes the report of the audit as required under s
other law and a further report in the form prescribed under this sub-sectio
(3) Any amount standing to the credit of the assess¥ghe special account or
the Tea Deposit Account shall not be allowed to be withdrawn except for:
purposes specified in the scheme or, as the case may be, in the deposit scl
or in the circumstances specified below :(—

(a) closure of business ;
(b) death of an assessee ;
(c) partition of a Hindu undivided family ;
(d) dissolution of a firm ;
(e) liguidation of a company.
(4) Notwithstanding anything contained in sub-section (3), no deduction un:

sub-section (1) shall be allowed in respect of any amount utilised for
purchase of—

(a) any machinery or plant to be installed in any office premises
residential accommodation, including any accommodation in tk
nature of a guest-house ;

(b) any office appliances (not being computers) ;

(c) any machinery or plant, the whole of the actual cost of which
allowed as a deduction (whether by way of depreciation orwike)

92. Inserted by the Finance Act, 1994, w.e.f. 1-4-1995.

93. Seequle 5AC and Form No. 3AC for auditreport required under section 33AB(2).

94. Substituted for “the special account shall not be allowed to be withdrawn except for
purposes specified in the scheme” by the Finance Act, 1994, w.e.f. 1-4-1995.
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in computing the income chargeable under the head “Profits a
gains of business or profession” of any one previous year ;

(d) any new machinery or plant to be installed in an industrial underta
ing for the purposes of business of construction, manufacture
production of any article or thing specified in the list in the Elevent
Schedule.

(5) Where any amount, standing to the credit of the assessee in the sp
account®[or in the Tea Deposit Account], is withdrawn during any previous ye:
by the assessee in the circumstance specified in clEusec{aused) of sub-
section (3), the whole of such amount shall be deemed to be the profits and ¢
of business or profession of that previous year and shall accordingly be cha
able to income-tax as the income of that previous year, as if the business ha
closed or, as the case may be, the firm had not been dissolved.

(6) Where any amount standing to the credit of the assessee in the special ac
%[or in the Tea Deposit Account] is utilised by the assessee for the purposes of
expenditure in connection with such business in accordance with the sch
%or the deposit scheme], such expenditure shall not be allowed in computing
income chargeable under the head “Profits and gains of business or profess

(7) Where any amount, standing to the credit of the assessee in the sp
accountdorinthe TeaDeposit Account], whichis released during any previo
year by the National Bari§or which is withdrawn by the assessee from the Te
Deposit Account] for being utilised by the assessee for the purposes of <
business in accordance with the schéffar the deposit scheme] is not so
utilised, either wholly or in part, within that previous year, the whole of suc
amount or, as the case may be, part thereof which is not so utilised sha
deemed to be profits and gains of business and accordingly chargeabl
income-tax as the income of that previous year :

Provided that this sub-section shall not apply in a case where such amour
released during any previous year at the closure of the accountin circumsta
specified in clause®d), (c) and €) of sub-section (3).

(8) Where any asset acquired in accordance with the scHemihe deposit
schemel] is sold or otherwise transferred in any previous year by the assess
any person at any time before the expiry of eight years from the end of
previous year in which it was acquired, such part of the cost of such asset
relatable to the deduction allowed under sub-section (1) shall be deemed t
the profits and gains of business or profession of the previous year in which
asset is sold or otherwise transferred and shall accordingly be chargeab
income-tax as the income of that previous year :
Provided that nothing in this sub-section shall apply—
(i) where the asset is sold or otherwise transferred by the assesse
Government, alocal authority, a corporation established by or unc
a Central, State or Provincial Act or a Government confpasy
defined in section 617 of the Companies Act, 1956 (1 of 1956) ;

95. Inserted by the Finance Act, 1994, w.e.f. 1-4-1995.

96. Insertedjbid.

97. For definition of “Government companysgefootnote 18 on p. 1.18nte.
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(ii) where the sale or transfer of the asset is made in connection with
succession of a firm by a company in the business or profess
carried on by the firm as a result of which the firm sells or otherwis
transfers to the company any asset and the scHmnthe deposit
scheme] continues to apply to the company in the manner applica
to the firm.

Explanation—The provisions of clausei) of the proviso shall apply only
where—

(i) all the properties of the firm relating to the business or professi
immediately before the succession become the properties of
company ;

(ii) all the liabilities of the firm relating to the business or professio
immediately before the succession become the liabilities of tl
company ; and

(iii) all the shareholders of the company were partners of the fii
immediately before the succession.

(9) The Central Government, if it considers necessary or expedient so to do, may
notification in the Official Gazette, direct that the deduction allowable und
this section shall not be allowed after such date as may be specified there

Explanation—In this section,—

(a) “National Bank” means the National Bank for Agricultural and Rura
Development established under section 3 of the National Bank 1
Agriculture and Rural Development Act, 1981 (61 of 1981).

(b) “Tea Board” means the Tea Board established under section 4 of
Tea Act, 1953 (29 of 1953).]

99 Site Restoration Fund.

33ABA. (1) Where an assessee is carrying on business consisting of

prospecting for, or extraction or production of, petroleum or natural ga
or both in India and in relation to which the Central Government has entered ir
an agreement with such assessee for such business, has before the end ¢
previous year—

(a) deposited with the State Bank of India any amount or amounts in
account (hereafter in this section referred to as the special accoul
maintained by the assessee with that Bank in accordance with, and
the purposes specified in, a scheme (hereafter in this section refer
to as the scheme) approved in this behalf by the Government of In
in the Ministry of Petroleum and Natural Gas; or

(b) deposited any amount in an account (hereafter in this section referr
to as the Site Restoration Account) opened by the assessee in ac
dance with, and for the purposes specified in, a scheme framed by
Ministry referred to in clausea) (hereafter in this section referred to
as the deposit scheme),

98. Inserted by the Finance Act, 1994, w.e.f. 1-4-1995.
99. Inserted by the Finance (No. 2) Act, 1998, w.&:#-1999.
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the assessee shall, subject to the provisions of this section, be allowed a dedu
(such deduction being allowed before the loss, if any, brought forward frc
earlier years is set off under section 72) of—
() a sum equal to the amount or the aggregate of the amounts
deposited; or
(i) a sum equal to twenty per cent of the profits of such busine
(computed under the head “Profits and gains of business or professior
before making any deduction under this section),
whichever is less :

Provided that where such assessee is a firm, or any association of persons or
body of individuals, the deduction under this section shall not be allowed in t
computation of the income of any partner or, as the case may be, any membe
such firm, association of persons or body of individuals :

Provided further that where any deduction, in respect of any amount deposit
in the special account, or in the Site Restoration Account, has been allowed ur
this sub-section in any previous year, no deduction shall be allowed in respec
such amount in any other previous year :

Provided alsothat any amount credited in the special account or Site Restorati
Account by way of interest shall be deemed to be a deposit.

(2) The deduction under sub-section (1) shall not be admissible unless
accounts of such business of the assessee for the previous year relevant:
assessment year for which the deduction is claimed have been audited b
accountant as defined in tli&planationbelow sub-section (2) of section 288 and
the assessee furnishes, along with his return of income, the report of such ¢
in the prescribed form duly signed and verified by such accountant :
Provided that in a case where the assessee is required by or under any other
to get his accounts audited, it shall be sufficient compliance with the provisic
of this sub-section if such assessee gets the accounts of such business at
under such law and furnishes the report of the audit as required under such ot
law and a further report in the form prescribed under this sub-section.

(3) Any amount standing to the credit of the assessee in the special account o
Site Restoration Account shall not be allowed to be withdrawn except for |
purposes specified in the scheme or, as the case may be, in the deposit sch
(4) Notwithstanding anything contained in sub-section (3), no deduction unt
sub-section (1) shall be allowed in respect of any amount utilised for the purch
of—

(a) any machinery or plant to be installed in any office premises «
residential accommodation, including any accommodation in tt
nature of a guest-house;

(b) any office appliances (not being computers);

(c) any machinery or plant, the whole of the actual cost of which
allowed as a deduction (whether by way of depreciation or otherwis
in computing the income chargeable under the head “Profits and gai
of business or profession” of any one previous year;
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(d) any new machinery or plantto be installed in an industrial undertal
ing for the purposes of business of construction, manufacture
production of any article or thing specified in the listin the Elevent
Schedule.

(5) Where any amount standing to the credit of the assessee in the special acc
or in the Site Restoration Account is withdrawn on closure of the account duri
any previous year by the assessee, the amount so withdrawn from the accour
reduced by the amount, if any, payable to the Central Government by way of pr
or production share as provided in the agreement referred to in section 42, st
be deemed to be the profits and gains of business or profession of that prev
year and shall accordingly be chargeable to income-tax as the income of t
previous year.

Explanation.—\Where any amount is withdrawn on closure of the account in
previous year in which the business carried on by the assessee is no long
existence, the provisions of this sub-section shall apply as if the business
existence in that previous year.

(6) Where any amount standing to the credit of the assessee in the special acc
or in the Site Restoration Account is utilised by the assessee for the purpose
any expenditure in connection with such business in accordance with the sch
or the deposit scheme, such expenditure shall not be allowed in computing
income chargeable under the head “Profits and gains of business or professio

(7) Where any amount, standing to the credit of the assessee in the special acc
or in the Site Restoration Account, which is released during any previous year
the State Bank of India or which is withdrawn by the assessee from the !
Restoration Account for being utilised by the assessee for the purposes of ¢
business in accordance with the scheme or the deposit scheme is not so util
either wholly or in part, within that previous year, the whole of such amount c
as the case may be, part thereof which is not so utilised shall be deemed t
profits and gains of business and accordingly chargeable to income-tax as
income of that previous year.

996[***]

(8) Where any asset acquired in accordance with the scheme or the dep
scheme is sold or otherwise transferred in any previous year by the assessee t
person at any time before the expiry of eight years from the end of the previ
year in which it was acquired, such part of the cost of such asset as is relatabl
the deduction allowed under sub-section (1) shall be deemed to be the profits
gains of business or profession of the previous year in which the asset is sol
otherwise transferred and shall accordingly be chargeable to income-tax as |
income of that previous year :

99a.Proviso omitted by the Finance Act, 1999, w.444-1999 Prior to its omission, proviso, as
inserted by the Finance (No. 2) Act, 1998, w.&:4-1999 read as under :
“Providedthat this sub-section shall not apply in a case where such amountis relea
during any previous year at the closure of the accountin circumstances specifie
clauseslf), (c) and g) of sub-section (3).”
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Provided that nothing in this sub-section shall apply—

(i) where the asset is sold or otherwise transferred by the assessee
Government, a local authority, a corporation established by or unde
a Central, State or Provincial Act or a Government compaas/
defined in section 617 of the Companies Act, 1956 (1 of 1956); or

(i) where the sale or transfer of the asset is made in connection with 1
succession of a firm by a company in the business or profession carr
on by the firm as a result of which the firm sells or otherwise transfe
to the company any asset and the scheme or the deposit sche
continues to apply to the company in the manner applicable to t
firm.

Explanation.—Fhe provisions of clausé ) of the proviso shall apply only where—

(i) all the properties of the firm relating to the business or professio
immediately before the succession become the properties of the c
pany;

(i) all the liabilities of the firm relating to the business or professiol
immediately before the succession become the liabilities of t
company; and

(iii) all the shareholders of the company were partners of the firm imn
diately before the succession.

(9) The Central Government may, if it considers necessary or expedient so to
by notification in the Official Gazette, direct that the deduction allowable und
this section shall not be allowed after such date as may be specified therein.
Explanation.—For the purposes of this section,—

(a) “State Bank of India” means the State Bank of India constituted und
the State Bank of India Act, 1955 (23 of 1955);

(b) the expression “amount standing to the credit of the assessee in -
special account or the Site Restoration Account” includes intere:
accrued to such accouris.

[Reserves for shipping business.

33AC. (1)J[Inthe case of an assessee, being a Government company or a p
company formed and registered in India with the main object of carryi

onthe business of operation of ships, there shall, in accordance with and su

1. For definition of “Government companyseefootnote 18 on p. 1.18nte.

2. Inserted by the Direct Tax Laws (Second Amendment) Act, 1989, w.e.f. 1-4-1990.

3. Substituted for the portion beginning with the words “In the case of an assessee” ¢

ending with the words “manner laid down in sub-section (2) :” by the Finance Act, 199
w.e.f. 1-4-1996. Prior to substitution the quoted portion, as amended by the Finance
1992, w.e.f. 1-4-1993, read as under :
“Inthe case of an assessee, being a Government company or a public company formec
registered in India with the main object of carrying on the business of operation of shi
there shall, in accordance with and subject to the provisions of this section, be allowe
deduction of an amount, not exceeding the total income (computed before making :
deduction under this section and Chapter VI-A), as is debited to the profit and loss accc
of the previous year in respect of which the deduction is to be allowed and credited t
reserve account to be utilised in the manner laid down in sub-section (2) :”
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to the provisions of this section, be allowed a deduction of an amount
exceeding fifty per cent of profits derived from the business of operation of sh
(computed under the head “Profits and gains of business or profession”
before making any deduction under this section), as is debited to the profit
loss account of the previous year in respect of which the deduction is to
allowed and credited to areserve account, to be utilised in the manner laid d
in sub-section (2) :]
Provided that where the aggregate of the amounts carried to such rese
account from time to time exceeds twice the amount of the paid-up share ca
(excluding the amounts capitalised from reserves) of the assessee, no allow
under this sub-section shall be made in respect of such excess.
(2) The amount credited to the reserve account under sub-section (1) sha
utilised by the assessee before the expiry of a period of eight years next follov
the previous year in which the amount was credited—
(a) for acquiring a new ship for the purposes of the business
the assessee ; and
(b) until the acquisition of a new ship, for the purposes of the business
the assessee other than for distribution by way of dividends or prof
or for remittance outside India as profits or for the creation of ar
asset outside India.
(3) Where any amount credited to the reserve account under sub-section (1
(a) has been utilised for any purpose other than that referred to in cla
(a) or clauself) of sub-section (2), the amount so utilised ; or
(b) has not been utilised for the purpose specified in cla)s# sub-
section (2), the amount not so utilised ; or
(c) has been utilised for the purpose of acquiring a new ship as speci
in clause &) of sub-section (2), but such ship is sold or otherwis
transferred®q, other than in any scheme of demetgey the
assessee to any person at any time before the expiry of eight ye
from the end of the previous year in which it was acquired, tt
amount so utilised in acquiring the ship,
shall be deemed to be the profits,—
(i) inacasereferredtoin clausg (nthe year in which the amountwas
so utilised ; or
(ii) inacase referred to in clausg, (n the year immediately following
the period of eight years specified in sub-section (2) ; or
(iii) in a case referred to in claus®, (in the year in which the sale or
transfer took place,
and shall be charged to tax accordingly.

3a. Theitalicised words shall be inserted by the Finance Act, 1999, @-d4-200Q
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Explanation—For the purposes of this section,—
(a) *public company” shall have the meaning assigned to itin sectior
of the Companies Act, 1956 (1 of 1956) ;
5[(aa) ®‘Government company” shall have the meaning assigned to it
section 617 of the Companies Act, 1956 (1 of 1956) ;]
(b) “new ship” shall have the same meaning as in clausef(sub-section
(2) of section 32AB.]

[Rehabilitation allowance.
33B.Where the business of any industrial undertaking carried on in India

discontinued in any previous year by reason of extensive damage tc
destruction of, any building, machinery, plant or furniture owned by the asses
and used for the purposes of such business as a direct result of—

(i) flood, typhoon, hurricane, cyclone, earthquake or other convulsion
nature ; or

(ii) riot or civil disturbance ; or

(iii) accidental fire or explosion ; or

(iv) action by an enemy or action taken in combating an enemy (wheti

with or without a declaration of war),

and, thereafter, at any time before the expiry of three years from the end of «
previous year, the business is re-established, reconstructed or revived by
assessee, he shall, in respect of the previous year in which the business is
established, reconstructed or revived, be allowed a deduction of a sum by
of rehabilitation allowance equivalent to sixty per cent of the amount of t
deduction allowable to him under clausig Of sub-section (1) of section 32 in
respect of the building, machinery, plant or furniture so damaged or destroy
8[Provided that no deduction under this section shall be allowed in relation to t
assessment year commencing on the 1st day of April, 1985, or any subseq
assessment year.]
Explanation—In this section, “industrial undertaking” means any undertakin
which is mainly engaged in the business of generation or distribution
electricity or any other form of power or in the construction of ships or in tl
manufacture or processing of goods or in mining.]

4. Fordefinition of “public company” under claude)of section 3(1) of the Companies Act,
1956,seeAppendix One.

Inserted by the Finance Act, 1992, w.e.f. 1-4-1993.

For definition of “Government companyseefootnote 18 on page 1.HEnte.

Inserted by the Finance (No. 2) Act, 1967, w.e.f. 1-4-1967.

Inserted by the Finance Act, 1984, w.e.f. 1-4-1985.

®No o
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Conditions for depreciation allowance and development rebate.

34 (1) 9[***]

(2) lO[***]

(3)(@) The deduction referred to in section 33 shall not be allowed unle
an amount equal to seventy-five per cent of the development reb
to be actually allowed is debited to the profit and loss accodiparof
previous year in respect of which the deduction is to be allowed under s
section (2) of that section or any earlier previous year (being a previous yeal
earlier than the year in which the ship was acquired or the machinery or p
was installed or the ship, machinery or plant was first put to use)] and cred

9.

10.

11.

Omitted by the Taxation Laws (Amendment & Miscellaneous Provisions) Act, 1986, w.e
1-4-1988. Original sub-section (1), as amended by the Taxation Laws (Amendment) A
1970, w.e.f. 1-4-1971, stood as under :

“(1) The deductions referred to in sub-section (1) or sub-section (1A) of section 32 shall

allowed only if the prescribed particulars have been furnished ; and the deduction refel
toin section 33 shall be allowed only if the particulars prescribed for the purpose of clal
(i) and clausei() of sub-section (1) of section 32 have been furnished by the assesse
respect of the ship or machinery or plant.”

Omitted by the Taxation Laws (Amendment & Miscellaneous Provisions) Act, 1986, w.e
1-4-1988. Original sub-section (2), as amended by the Finance Act, 1965, w.e.f. 1-4-1965,
Finance (No. 2) Act, 1967, w.e.f. 1-4-1967, the Taxation Laws (Amendment) Act, 1970, w.e
1-4-1971, the Direct Taxes (Amendment) Act, 1974, w.e.f. 1-4-1975 and the Finance (No.
Act, 1980, w.e.f. 1-4-1981, stood as under :

“(2) For the purposes of section 32—

(i) the aggregate of all deductions in respect of depreciation made under sub-sec
(1) or sub-section (1A)f section 32 or under the Indian Income-tax Act, 1922dqfL1
1922), orunder any Act repealed by that Act or under the Indian Income-tax Ac
1886 (2 of 1886), shall, in no case, exceed the actual cost to the assessee o
building, machinery, plant, furniture, structure or work, as the case may be.
Explanation—Where a capital asset is transferred—

(i) by aholding company to its subsidiary company or by a subsidiary compai

to its holding company, or

(il) by acompany to another company in a scheme of amalgamation,
and the conditions specified in clausg Er clausey) or, as the case may be, clause
(vi) of section 47 are satisfied, then, in determining the aggregate of all deductic
in respect of depreciation under this clause, account shall also be taken of
deductions in respect of depreciation allowed in the case of the company fr
which the asset has been transferred ;

(i) nothingin clauseijor clausei) or clausei{a) or clauseif) or clausey) or clause
(vi) of sub-section (1) of section 32 shall be deemed to authorise the allowance
any previous year of any sum in respect of any building, machinery, plant
furniture sold, discarded, demolished or destroyed in that year ;

(iii) nothingin clauseif of sub-section (1A) of section 32 shall be deemed to authoris
the allowance for any previous year of any sum in respect of any structure or wc
inorinrelation to a building referred to in that sub-section which is sold, discarde
demolished or destroyed or is surrendered as a result of the determination of
lease or other right of occupancy in respect of the building in that year.”

Substituted for “the relevant previous year” by the Finance Act, 1990, w.r.e.f. 1-4-19¢
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to areserve account to be utilised by the assessee during a period of eight
next following for the purposes of the business of the undertaking, other tha

(i) for distribution by way of dividends or profits ; or

(ii) forremittance outside India as profits or for the creation of any as:
outside India :

Providedthatthis clause shall not apply where the assessee isacompany, k
alicensee within the meaning of the Electricity (Supply) Act, 1948 (54 of 194
or where the ship has been acquired or the machinery or plant has been inst
before the 1st day of January, 1958 :

1 Provided further that where a ship has been acquired after the 28th day
February, 1966, this clause shall have effect in respect of such ship as if fo
words “seventy-five”, the word “fifty” had been substituted.]

Explanation—9[Omitted by the Finance Act, 1990, w.r.e.f. 1-4-1962. Earlier, it wa
inserted by the Finance Act, 1966, w.r.e.f. 1-4-1962.

(b) If any ship, machinery or plantis sold or otherwise transferred by the asse:
to any person at any time before the expiry of eight years from the end of
previous year in which it was acquired or installed, any allowance made un
section 33 or under the corresponding provisions of the Indian Income-tax /
1922 (11 of 1922), in respect of that ship, machinery or plant shall be deeme:
have been wrongly made for the purposes of this Act, and the provisions of s
section (5) of section 155 shall apply accordingly :

Provided that this clause shall not apply—

(i) where the ship has been acquired or the machinery or plant has t

installed before the 1st day of January, 1958 ; or

(ii) where the ship, machinery or plantis sold or otherwise transferred
the assessee to the Government, a local authority, a corporat
established by a Central, State or Provincial Act*éGavernment
company as defined in section 617 of the Companies Act, 1956 (1
1956) ; or

(iii) where the sale or transfer of the ship, machinery or plant is made
connection with the amalgamation or succession, referred to in si
section (3) or sub-section (4) of section 33.

12. Inserted by the Finance Act, 1966, w.e.f. 1-4-1966.

13. Prior to omissionExplanationread as under :
“Explanation—For the removal of doubts, it is hereby declared that the deductic
referred to in section 33 shall not be denied by reason only that the amount debited tc
profitand loss account of the relevant previous year and credited to the reserve acc
aforesaid exceeds the amount of the profit of such previous year (as arrived at with
making the debit aforesaid) in accordance with the profit and loss account.”

14. For definition of “Government companySeefootnote 18 on p. 1.18nte.
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¥[Restriction on unabsorbed depreciation and unabsorbed investment allow-
ance for limited period in case of certain domestic companies.

34A.(1) In computing the profits and gains of the business of a domes

company in relation to the previous year relevant to the assessment:
commencing on the 1st day of April, 1992, where effect is to be given to 1
unabsorbed depreciation allowance or unabsorbed investment allowanc
both in relation to any previous year relevant to the assessment year comm
ing on or before the 1st day of April, 1991, the deduction shall be restricted-to t
third of such allowance or allowances and the balance,—

(&) where it relates to depreciation allowance, be added tepnecia-
tion allowance for the previous year relevant to the assessment y
commencing on the 1st day of April, 1993 and be deemed to be part
that allowance or if there is no such allowance for that previous ye
be deemed to be the allowance for that previous year and so on
the succeeding previous years ;

(b) where it relates to investment allowance, be carried forward to t
assessment year commencing on the 1st day of April, 1993 and
balance of the investment allowance, if any, still outstanding shall
carried forward to the following assessment year and where t
period of eight years has expired before the portion of such balatr
is adjusted, the said period shall be extended beyond eight years
such time the portion of the said balance is absorbed in the profits
gains of the business of the domestic company.

(2) For the assessment year commencing on the 1st day of April, 1992,
provisions of sub-section (2) of section 32 and sub-section (3) of section 32A s
apply to the extent such provisions are not inconsistent with the provision:
sub-section (1) of this section.

(3) Nothing contained in sub-section (1) shall apply where the amount
unabsorbed depreciation allowance or of the unabsorbed investment allowa
as the case may be, or the aggregate amount of such allowances in the c:
a domestic company is less than one lakh rupees.

(4) Nothing contained in sections 234B and 234C shall apply to any shortfall in |
payment of any tax due on the assessed tax or, as the case may be, ret
income where such shortfall is on account of restricting the amount of depr:
ation allowance or investment allowance under this section and the assesse
paid the amount of shortfall before furnishing the return of income under si
section (1) of section 139.]

15. Inserted by the Finance Act, 1992, w.e.f. 1-4-1992.
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19 Expenditure on scientific research.
1735. (1) In respect of expenditure on scientific research, the following dedt

tions shall be allowed—

(i) any expenditure (not being in the nature of capital expenditure) le
out or expended on scientific research related to the business.

¥ Explanationr—Where any such expenditure has been laid out ¢
expended before the commencement of the business (not be
expenditure laid out or expended before the 1st day of April, 1973) ¢
payment of any salary [as definedBrplanation 2° below sub-
section (5) of section 40A] to an employee engaged in such scient
research or on the purchase of materials used in such scien:
research, the aggregate of the expenditure so laid out or expen
within the three years immediately preceding the commencement
the business shall, to the extent it is certified by the prescrib
authority’® to have been laid out or expended on such scientif
research, be deemed to have been laid out or expended in the prev
year in which the business is commenced ;]

2l(ii) 2*Yany sum paipto a scientific research association which has asii
objectthe undertaking of scientific research orto a university, collel
or other institution to be used for scientific research :

Provided that such association, university, college or institution is fo
the time being apprové&dfor the purposes of this clause by the
22 prescribed authority? by notification in the Official Gazette] ;

16.

17.

18.

19.

20.

21.

Reintroduced with modification by the Direct Tax Laws (Amendment) Act, 1989, w.e.
1-4-1989. Earlier section 35 was omitted by the Direct Tax Laws (Amendment) Act, 19¢
with effect from the same date.

Sealso Press Note, dated 5-6-1982, issued by the Ministry of Finance (Departmen
Revenue). For detailseeTaxmann’s Master Guide to Income-tax Act.

Forrelevant case lawseeTaxmann’s Master Guide to Income-tax Act.

Inserted by the Direct Taxes (Amendment) Act, 1974, w.e.f. 1-4-1974.

Section 40A(5) has now been omitted. For text of omigulanation Zo section 40A(5),
see footnote 10 on p. 1.22@ost.

Seeaule 6(1). The prescribed authority under rule 6(1) is Director General (Income-t.
Exemptions) in concurrence with Secretary, Department of Scientific & Industri
ResearchGovernment of India.

Seeaule 6(2) and Form No. 3CF for form of application by scientific or industrial researc
institution.

2la.Words “an amount equal to one and one-fourth times of any sum paid” shall be substitu

22.

for “any sum paid” by the Finance Act, 1999, w.44-2000
For complete list of approved scientific research university/institutions, etc., under tt
clause, refer Taxmann’s Direct Taxes Circulars, 1999 edn., Vol. 1, pp. 1.537-1.686E

22a.Words “Central Government” shall be substituted for “prescribed authority” by th

23.

Finance Act, 1999, w.e.1-4-2000
Inserted by the Direct Tax Laws (Amendment) Act, 1989, w.e.f. 1-4-1989.
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2425(iii ) 2*{any sum paifto a university, college or other institution to be usec
for research in social science or statistical research :

Provided that such university, college or institution is for the time
being approvedfor the purposes of this clause byifiprescribed
authority] by notification in the Official Gazette ;]

(iv) inrespectofany expenditure of a capital nature on scientificresea
related to the business carried on by the assessee, such deducti
may be admissible under the provisions of sub-section (2) :

2f[Provided that the scientific research association, university, college or ott
institution referred to in clausig)or clausei{i ) shall make an applicationin the
prescribed form and manner to tffprescribed authorityfor the purpose of
grant of approval, or continuance thereof, under clauser(as the case may
be, clauseiif) :

Provided further that the?®{prescribed authoritymay, before granting approval
under clauseii) or clausei{i), call for such documents (including audited
annual accounts) or information from the scientific research associati
university, college or other institution as it thinks necessary in order to sati
itself about the genuineness of the activities of the scientific research associa
university, college or other institution and that authority may also make st
inquiries as it may deem necessary in this behalf :

Provided alscothat any notification issued by tHgprescribed authorifpunder
clauseif) or clausei{i) shall, at any one time, have effect for such assessme
year or years, not exceeding three assessment years (including an asses
year or years commencing before the date on which such notification is isst
as may be specified in the notification.]

24. Substituted by the Finance (No. 2) Act, 1991, w.e.f. 1-4-1992. Prior to substitution, clat
(iii ), as amended by the Direct Tax Laws (Amendment) Act, 1989, w.e.f. 1-4-1989, read
under :

“(iii) any sum paid to a university, college or other institution to be used for researcl
social science or statistical research related to the class of business carried on, be
university, college or institution which is for the time being approved for the purpos
of this clause by the prescribed authority by notification in the Official Gazette ;’

25. Seerule 6(2) and Form No. 3CF for form of application by Scientific and Industria
Research Institution.

25a.Words “an amount equal to one and one-fourth times of any sum paid” shall be substitu
for “any sum paid” by the Finance Act, 1999, w.4f4-2000Q

26. For complete list of approved social science or statistical research university/institutio
etc., under this clause, refer Taxmann’s Direct Taxes Circulars, 1999 edn., Vol. 1,
1.687-1.725.

27. Words “Central Government” shall be substituted for “prescribed authority” by th
Finance Act, 1999, w.e.1-4-2000

28. Inserted by the Direct Tax Laws (Amendment) Act, 1989, w.e.f. 1-4-1989.

28a.Words “Central Government” shall be substituted for “prescribed authority” by th

Finance Act, 1999, w.e.1-4-2000
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(2) For the purposes of clauge) (of sub-section (1),—

#[(@)

(ia)

(i)

in a case where such capital expenditure isincurred before the 1st
of April, 1967, one-fifth of the capital expenditure incurred in an
previous year shall be deducted for that previous year ; and 1
balance of the expenditure shall be deducted in equal instalments
each of the four immediately succeeding previous years ;
in a case where such capital expenditure is incurred after the 31st
of March, 1967, the whole of such capital expenditure incurred in a
previous year shall be deducted for that previous year :]
39 Provided that no deduction shall be admissible under this clause
respect of any expenditure incurred on the acquisition of any lar
whether the land is acquired as such or as part of any property, a
the 29th day of February, 1984.]
SExplanation 1.—Where any capital expenditure has been incurre
before the commencement of the business, the aggregate of
expenditure so incurred within the three years immediately prece
ing the commencement of the business shall be deemed to have |
incurred in the previous year in which the business is commence
3[Explanation 2—For the purposes of this clause,—
() “land” includes any interest in land ; and
(b) the acquisition of any land shall be deemed to have been made
the assessee on the date on which the instrument of transfe
such land to him has been registered under the Registration £
1908 (16 of 1908), or where he has taken or retained the poss
sion of such land or any part thereof in part performance of
contract of the nature referred to in section 53Athe Transfer
of Property Act, 1882 (4 of 1882), the date on which he has so tak
or retained possession of such land or part ;]
notwithstanding anything contained in clauge Where an asset
representing expenditure of a capital nattjilcurred before the 1st
day of April, 1967,] ceases to be used in a previous year for scienti
research related to the business and the value of the asset at the
of the cessation, together with the aggregate of deductions alre:
allowed under clauseé) (falls short of the said expenditure, then—
(a) there shall be allowed a deduction for that previous year of :
amount equal to such deficiency, and
(b) nodeduction shall be allowed under that clause for that previo
year or for any subsequent previous year ;

29.
30.
31.
32.
33.
34.

Substituted for clause)(by the Finance (No. 2) Act, 1967, w.e.f. 1-4-1968.
Inserted by the Finance Act, 1984, w.e.f. 1-4-1984.
ExistingExplanationrenumbered aExplanation 1, ibid.

Insertedjbid.

For text of section 53A of the Transfer of Property AeteAppendix One.
Inserted by the Finance (No. 2) Act, 1967, w.e.f. 1-4-1968.
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(iii) ifthe asset mentioned in clauggis sold, without having been used
for other purposes, in the year of cessation, the sale price shall be ta
to be the value of the asset at the time of the cessation ; and if the &
is sold, without having been used for other purposes, in a previc
year subsequent to the year of cessation, and the sale price falls s
of the value of the asset taken into account at the time of cessat
an amount equal to the deficiency shall be allowed as a deduction
the previous year in which the sale took place ;

(iv) where adeductionis allowed for any previous year under this sect
in respect of expenditure represented wholly or partly by an asset,
deduction shall be allowed undgclause {j) of sub-section (1)] of
section 32 for the sarfffor any other] previous year in respect of tha
asset ;

(v) where the asséfmentioned in clauseij] is used in the business after
it ceases to be used for scientific research related to that busine
depreciation shall be admissible unéffeclause ) of sub-section (1)]
of section 32.

39[(2A) ““Where*, before the 1st day of March, 1984,] the assessee pays any s
“?[(being any sum paid with a specific direction that the sum shall not be used
the acquisition of any land or building or construction of any building)] to
scientific research association or university or college or other instituti
referred to in clausai] of sub-section (13 or to a public sector company] to be
used for scientific research undertaken under a programme approved in
behalf by the prescribed authofithaving regard to the social, economic anc
industrial needs of India, then,—
(a) there shall be allowed a deduction of asum equal to one and one-tl
times the sum so paid ; and
(b) nodeductioninrespectof such sum shall be allowed under diduse
of sub-section (1) for the same or any other assessment year.]
“Explanation—For the purposes of this sub-section, “public sector compan
shall have the same meaning as in clabsef(theExplanationbelow sub-section
(2B) of section 32A.]

35. Substituted for “clauses)( (ii), (iia), (iii) and ¢i) of sub-section (1) or under sub-section
(1A)” by the Taxation Laws (Amendment & Miscellaneous Provisions) Act, 1986, w.e.
1-4-1988.

36. Inserted by the Finance (No. 2) Act, 1980, w.r.e.f. 1-4-1962.

37. Inserted by the Finance (No. 2) Act, 1967, w.e.f. 1-4-1968.

38. Substituted for “clauses)( (ii) and {ii ) of sub-section (1)” by the Taxation Laws (Amend-
ment & Miscellaneous Provisions) Act, 1986, w.e.f. 1-4-1988.

39. Inserted by the Direct Taxes (Amendment) Act, 1974, w.e.f. 1-4-1974.

40. For guidelines for approval of scientific research programmes and list of approv
programmes, refer Taxmann’s Direct Taxes Circulars, 1999 edn., Vol. 1, pp. 1.725-1.7

41. Inserted by the Finance Act, 1984, w.e.f. 1-4-1984.

42. Inserted by the Finance (No. 2) Act, 1983, w.e.f. 1-4-1984.

43. Inserted by the Finance (No. 2) Act, 1980, w.e.f. 1-9-1980.

44. Seerule 6(1).Seefootnote 20 on p. 1.178nte
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P[(2AA) “Where the assessee pays any sum to a National LaboYgoiy
University or an Indian Institute of Technology] with a specific direction that tt
said sum shall be used for scientific research undertaken under a progral
approved in this behalf by the prescribed auth$Sritgen—

(a) there shall be allowed a deduction of a sum equal to one and o
fourth times the sum so paid ; and

(b) nodeduction in respect of such sum shall be allowed under any ot
provision of this Act :

4[Providedthat the prescribed authority shall, before granting approval, sati:
itself about the feasibility of carrying out the scientific research and shall subr
its report to the Director General in such form as may be preséfjbed.

S Explanation—For the purposes of this section,—

(a) “National Laboratory” means a scientific laboratory functioning a
the national level under the aegis of the Indian Council of Agricultur
Research, the Indian Council of Medical Research, the Council
Scientific and Industrial Research, the Defence Research &
Development Organisation, the Department of Electronics, tl
Department of Bio-Technology or the Department of Atomic Energ

45. Inserted by the Finance Act, 1993, w.e.f. 1-4-1994.

46. Seeules6(3),6(5),6(6)and 6(7) and Form Nos. 3CG to 3CJ. The procedure laid dowr
rule 6 is,inter alia, as follows :

m Prescribed authority is Head of National Laboratory, University or IIT.

m The application for approval is to be made by the sponsor in Form No. 3CG.

m The National Laboratory, University or Indian Institute of Technology shall issue
receipt of payment for carrying out an approved programme of scientific resear
in Form No. 3ClI.

m The prescribed authority will grant approval only if the conditions mentioned in sul
rule (7) of rule 6 are satisfied.

47. Inserted by the Finance Act, 1994, w.e.f. 1-4-1995.

48. Seerule 6(1A). Prescribed authority is head of the National Laboratory or the Universi
or Indian Institute of Technology, as the case may be.

49. Substituted for the following provisos by the Finance (No. 2) Act, 1996, w.e.f. 1-10-199
Prior to their substitution, the said provisos, as amended by the Finance Act, 1994, w.
1-4-1995, read as under :

“Providedthat every National Laboratory or University or Indian Institute of Technology
desirous of obtaining approval under this sub-section shall make an application in
prescribed form and manner to the prescribed authority :

Provided further thatthe prescribed authority may, before granting approval, call for su
documents or information from the National Laboratory or the University or the Indic
Institute of Technology as it thinks necessary in order to satisfy itself abogetiuine-
ness of the activities relating to scientific research of such Laboratory or University
Institute, as the case may be.”

50. Seerule 6(7)p) and Form No. 3CJ.

51. Substituted by the Finance Act, 1994, w.e.f. 1-4-1995. Prior to substituti&nxphenation,
as inserted by the Finance Act, 1993, w.e.f. 1-4-1994, read as under :
‘Explanation—For the purposes of this sub-section, “National Laboratory” means
scientific laboratory functioning at the national level under aegis of the Indian Council
Agricultural Research, the Indian Council of Medical Research or the Council of Scienti
and Industrial Research and which is approved as a National Laboratory by the prescr
authority in such manner as may be prescribed.’
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and which is approved as a National Laboratory by the prescrib
authority in such manner as may be prescribed ;
(b) “University” shall have the same meaning &xplanatiorto clause
(ix) of section 47 ;
(o) “Indian Institute of Technology” shall have the same meaning as tt

of “Institute” in clause @) of section ¥ of the Institutes of Technology

Act, 1961 (59 of 1961)].
5(2AB)(1) Where a company engaged in the business of manufacture
production of any drugs, pharmaceuticals, electronic equipments, comput
telecommunication equipments, chemicals or any other article or thing notif
by the Board incurs any expenditure on scientific research (not being expel
ture in the nature of cost of any land or building) on in-house research :
development facility as approved by the prescribed authbthign, there shall
be allowed a deduction of a sum equal to one and one-fourth times of
expenditure so incurred.
(2) No deduction shall be allowed in respect of the expenditure mentionec
clause 1) under any other provision of this Act.
(3) No company shall be entitled for deduction under clal)as{ess it enters
into an agreement with the prescribed authority for co-operation in su
research and development facility and for audit of the accounts maintainec
that facility.
(4) The prescribed authority shall submit its report in relation to the approval
the said facility to the Director General in such form and within suchtime asn
be prescribed.]
55[(5) No deduction shall be allowed in respect of the expenditure referred t
clause 1) which is incurred after the 31st day of Mareéf§200Q.]
%¢[(2B)(a) Where®[, before the 1st day of March, 1984,] an assessee has incur
any expenditure (not being in the nature of capital expenditure incurred on
acquisition of any land or building or construction of any building) on scientif
research undertaken under a programme approved in this behalf by
prescribed authority having regard to the social, economic and industrial ne
of India, he shall, subject to the provisions of this sub-section, be allowe
deduction of a sum equal to one and one-fourth times the amount of
expenditure certified by the prescribed authority to have been so incur
during the previous year.

52. For definition of “Institute”,seefootnote 85 on page 1.%Mte.

53. Inserted by the Finance Act, 1997, w.e.f. 1-4-1998. See rule 6(1B), (4), (5A) and (7A) ¢
Form Nos. 3CK to 3CM.

54. Prescribed authority is Secretary, Department of Scientific & Industrial Researc
Government of India.

55. Inserted by the Finance (No. 2) Act, 1998, w.r.e.f. 1-4-1998.

55a.Figures “2005” shall be substituted for “2000” by the Finance Act, 1999, w-¢2000

56. Inserted by the Finance (No. 2) Act, 1980, w.e.f. 1-9-1980.
For guidelines for approval of scientific research programmes under this sub-sect
refer Taxmann’s Direct Taxes Circulars, 1999 edn., Vol. 1, pp. 1.729-1.733

57. Inserted by the Finance Act, 1984, w.e.f. 1-4-1984.
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(b) Where a deduction has been allowed under cla)$er@ny previous year
in respect of any expenditure, no deduction in respect of such expenditure s
be allowed under claus@ @f sub-section (1) or clausg) of sub-section (2) for
the same or any other previous year.

(c) Where a deduction is allowed for any previous year under this sub-sectior
respect of expenditure represented wholly or partly by an asset, no deduc
shall be allowed in respect of that asset ufflelause (i) of sub-section (1)] of
section 32 for the same or any subsequent previous year.

(d) Any deduction made under this sub-section in respect of any expenditure
scientific research in excess of the expenditure actually incurred shall
deemed to have been wrongly made for the purposes of this Act if the asse
fails to furnish within one year of the period allowed by the prescribed author
for completion of the programme, a certificate of its completion obtained frc
that authority, and the provisions of sub-section (5B) of section 155 shall ap
accordingly.]

(3) If any question arises under this section as to whether, and if so, to what ex
any activity constitutes or constituted, or any asset is or was being used
scientific research, the Board shall refer the question to the prescribed aut
ity®®, whose decision shall be final.

The following sub-section (3) shall be substituted for existing sub-section (3) of
section 35 by the Finance Act, 1999, w.e.f. 1-4-2000 :

(3) If any question arises under this section as to whether, and if so, to what ext
any activity constitutes or constituted, or any asset is or was being used |
scientific research, the Board shall refer the question to—

(a) the Central Government, when such question relates to any activ
under clausesii() and {ii) of sub-section (1), and its decision shall be
final;

(b) the prescribed authority, when such question relates to any activ
other than the activity specified in claus®, (whose decision shall be
final.

(4) The provisions of sub-section (2) of section 32 shall apply in relation

deductions allowable under clau$€) ©f sub-section (1) as they apply in relation

to deductions allowable in respect of depreciation.

89[(5) Where, in a scheme of amalgamation, the amalgamating company sel

otherwise transfers to the amalgamated company (being an Indian comp

any asset representing expenditure of a capital nature on scientific researc
(i) the amalgamating company shall not be allowed the deduction un

clause i{) or clauseiii) of sub-section (2); and

58. Substituted for “clausesg)( (ii), (iila) and {ii) of sub-section (1) or under sub-section (1A)” by
the Taxation Laws (Amendment & Miscellaneous Provisions) Act, 1986, w.e.f. 1-4-1988.

59. Seerule 6.

60. Inserted by the Finance (No. 2) Act, 1967, w.e.f. 1-4-1967.
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(ii) the provisions of this section shall, as far as may be, apply to 1
amalgamated company as they would have applied to the amal
mating company if the latter had not so sold or otherwise transferti
the asset.]]

S Expenditure on acquisition of patent rights or copyrights.

35A.(1) In respect of any expenditure of a capital nature incurred after f

28th day of February, 196%but before the 1st day of April, 1998n the
acquisition of patent rights or copyrights (hereafter, in this section, referred to
rights) used for the purposes of the business, there shall, subject to ar
accordance with the provisions of this section, be allowed for each of the reley
previous years, a deduction equal to the appropriate fraction of the amour
such expenditure.

Explanation—For the purposes of this section,—

(i) “relevant previous years” means the fourteen previous years bec
ning with the previous year in which such expenditure is incurred c
where such expenditure is incurred before the commencement of
business, the fourteen previous years beginning with the previc
year in which the business commenced :

Provided that where the rights commenced, that is to say, becal
effective, in any year prior to the previous year in which expenditu
on the acquisition thereof was incurred by the assessee, this cls
shall have effect with the substitution for the reference to fourte«
years of a reference to fourteen years less the number of comp
years which, when the rights are acquired by the assessee,
elapsed since the commencement thereof, and if fourteen years
elapsed as aforesaid, of a reference to one year;

(ii) “appropriate fraction” means the fraction the numerator of which
one and the denominator of which is the number of the releve
previous years.

(2) Where the rights come to an end without being subsequently revivec
where the whole or any part of the rights is sold and the proceeds of the sal
far as they consist of capital sums) are not less than the cost of acquis
thereof remaining unallowed, no deduction under sub-section (1) shall
allowed in respect of the previous year in which the rights come to an end o
the case may be, the whole or any part of the rights is sold or in respect of
subsequent previous year.

(3) Where the rights either come to an end without being subsequently revi
or are sold in their entirety and the proceeds of the sale (so far as they cons
capital sums) are less than the cost of acquisition thereof remaining unallov
adeduction equal to such cost remaining unallowed, or, as the case may be,
cost remaining unallowed as reduced by the proceeds of the sale, shall be allc
in respect of the previous year in which the rights come to an end, or, as the
may be, are sold.

61. Inserted by the Finance Act, 1966, w.e.f. 1-4-1966. For relevant caseskavsaxmann’s
Master Guide to Income-tax Act.

62. Inserted by the Finance (No. 2) Act, 1998, w.&:#-1999.
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(4) Where the whole or any part of the rights is sold and the proceeds of the
(so far as they consist of capital sums) exceed the amount of the cos
acquisition thereof remaining unallowed, so much of the excess as does
exceed the difference between the cost of acquisition of the rights and
amount of such cost remaining unallowed shall be chargeable to income-te
income of the business of the previous year in which the whole or any part of
rights is sold.

Explanationr—Where the whole or any part of the rights is sold in a previous ye
in which the business is no longer in existence, the provisions of this sub-sec
shall apply as if the business is in existence in that previous year.

(5) Where a part of the rights is sold and sub-section (4) does not apply, the am
of the deduction to be allowed under sub-section (1) shall be arrived at by—

(a) subtacting the proceeds of the sale (so far as they consist of cap
sums) from the amount of the cost of acquisition of the righ
remaining unallowed; and

(b) dividing the remainder by the number of relevant previous yea
which have not expired at the beginning of the previous year duri
which the rights are sold.]

83[(6) Where, in a scheme of amalgamation, the amalgamating company sel
otherwise transfers the rights to the amalgamated company (being an In
company),—
(i) the provisions of sub-sections (3) and (4) shall not apply in the case
the amalgamating company; and

(ii) the provisions of this section shall, as far as may be, apply to 1
amalgamated company as they would have applied to the amal
mating company if the latter had not so sold or otherwise transferti
the rights.]

The following sub-section (7) shall be inserted after sub-section (6) of section 35A
by the Finance Act, 1999, w.e.f. 1-4-2000 :
(7) Where in a scheme of demerger, the demerged company sells or other
transfers the rights to the resulting company (being an Indian company),-
(i) the provisions of sub-sections (3) and (4) shall not apply in the case
the demerged company; and
(ii) the provisions of this section shall, as far as may be, apply to tl
resulting company as they would have applied to the demerg
company, if the latter had not sold or otherwise transferred the right

S Expenditure on know-how.

35AB. (1) Subject to the provisions of sub-section (2), where the assessee

paid in any previous yeéjfrelevant to the assessment year commencir
on or before the 1st day of April, 192y lump sum consideration for acquiring
any know-how for use for the purposes of his business, one-sixth of the amc

63. Inserted by the Finance (No. 2) Act, 1967, w.e.f. 1-4-1967.
64. Inserted by the Finance Act, 1985, w.e.f. 1-4-1986.
65. Inserted by the Finance (No. 2) Act, 1998, w.&:#-1999.
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so paid shall be deducted in computing the profits and gains of the busines
that previous year, and the balance amount shall be deducted in equal instalr
for each of the five immediately succeeding previous years.

(2) Where the know-how referred to in sub-section (1) is developed ir
laboratory, university or institution referred to in sub-section (2B) of section 32,
one-third of the said lump sum consideration paid in the previous year by
assessee shall be deducted in computing the profits and gains of the busine
that year, and the balance amount shall be deducted in equal instalment
each of the two immediately succeeding previous years.

The following sub-section (3) shall be inserted after sub-section (2) of section
35AB by the Finance Act, 1999, w.e.f. 1-4-2000 :

(3) Where there is atransfer of an undertaking under a scheme of amalgamse
or demerger and the amalgamating or the demerged company is entitled
deduction under this section, then, the amalgamated company or the resul
company, as the case may be, shall be entitled to claim deduction under
section in respect of such undertaking to the same extent and in respect o
residual period as it would have been allowable to the amalgamating company
the demerged company, as the case may be, had such amalgamation or dem
not taken place.

Explanation—For the purposes of this section, “know-how” means any industri
information or technique likely to assist in the manufacture or processing
goods or in the working of a mine, oil well or other sources of mineral depos
(including the searching for, discovery or testing of deposits or the winning
access thereto).]
S{Expenditure for obtaining licence to operate telecommunication services.
35ABB. (1) In respect of any expenditure, being in the nature of capital expen
ture, incurred for acquiring any right to operate telecommunicatic
services®®qeither before the commencement of the business to oper
telecommunication services or thereafter at any time during any previoys ye
and for which payment has actually been made to obtain a licence, there s
subject to and in accordance with the provisions of this section, be allowed
each oftherelevant previous years, a deduction equal to the appropriate fra
of the amount of such expenditure.
Explanation.—or the purposes of this section,—
889 (i) “relevant previous years” means,—

(A) in a case where the licence fee is actually paid before tt
commencement of the business to operate telecommunical

66. Inserted by the Finance Act, 1997, w.r.e.f. 1-4-1996.
66a.lnserted by the Finance Act, 1999, w.r.444-1996.
66b.Substitutedibid. Prior to its substitution, clausg,(as inserted by the Finance Act, 1997,
w.r.e.f 1-4-1996, read as under :
‘(i) “relevant previous years” means the previous years beginning with the previo
year in which the licence fee is actually paid and the subsequent previous yea
years during which the licence, for which the fee is paid, shall be in force;’
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services, the previous years beginning with the previous year
which such business commenced;

(B) in any other case, the previous years beginning with the previo
year in which the licence fee is actually paid,

and the subsequent previous year or years during which the licen
for which the fee is paid, shall be in forte;

(ii) “appropriate fraction” means the fraction the numerator of which
one and the denominator of which is the total number of the relev:
previous years;

(iii) “payment has actually been made” means the actual payment
expenditure irrespective of the previous year in which the liability fc
the expenditure was incurred according to the method of account
regularly employed by the assessee.

(2) Where the licence is transferred and the proceeds of the transfer (so f:
they consist of capital sums) are less than the expenditure incurred remai
unallowed, a deduction equal to such expenditure remaining unallowed
reduced by the proceeds of the transfer, shall be allowed in respect of
previous year in which the licence is transferred.

(3) Where the whole or any part of the licence is transferred and t
proceeds of the transfer (so far as they consist of capital sums) excee
amount of the expenditure incurred remaining unallowed, so much of1
excess as does not exceed the difference between the expenditure
curred to obtain the licence and the amount of such expenditure rem:
ing unallowed shall be chargeable to income-tax as profits and gains of
business in the previous year in which the licence has been transferr
Explanation.—Where the licence is transferred in a previous year in which tt
business is no longer in existence, the provisions of this sub-sect
shall apply as if the business is in existence in that previous year.
(4) Where the whole or any part of the licence is transferred and t
proceeds of the transfer (so far as they consist of capital sums) are not
than the amount of expenditure incurred remaining unallowed, no ded
tion for such expenditure shall be allowed under sub-section (1) in resp
of the previous year in which the licence is transferred or in respect of ¢
subsequent previous year or years.
(5) Where a part of the licence is transferred in a previous year and s
section (3) does not apply, the deduction to be allowed under sub-sec
(1) for expenditure incurred remaining unallowed shall be arrived at by
(a) subtracting the proceeds of transfer (so far as they consist
capital sums) from the expenditure remaining unallowed; ar
(b) dividing the remainder by the number of relevant previou
years which have not expired at the beginning of the previo!
year during which the licence is transferred.
(6) Where, in a scheme of amalgamation, the amalgamating company s
or otherwise transfers the licence to the amalgamated company (being
Indian company),—
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(i) the provisions of sub-sections (2), (3) and (4) shall not apply
the case of the amalgamating company; and

(ii) the provisions of this section shall, as far as may be, applytot
amalgamated company as they would have applied to the amal
mating company if the latter had not transferred the licence.

The following sub-section (7) shall be inserted after sub-section (6) of section
35ABB by the Finance Act, 1999, w.e.f. 1-4-2000 :
(7) Where, in a scheme of demerger, the demerged company sells or other
transfers the licence to the resulting company (being an Indian company),—
(i) the provisions of sub-sections (2), (3) and (4) shall not apply in the ca
of the demerged company; and
(i) the provisions of this section shall, as far as may be, apply to t
resulting company as they would have applied to the demerg
company if the latter had not transferred the licence.

66q(8) Where a deduction for any previous year under sub-section (1) is clain
and allowed in respect of any expenditure referred to in that sub-section,
deduction shall be allowed under sub-section (1) of section 32 for the sa
previous year or any subsequent previous Year.

S[Expenditure on eligible projects or scheme&
35AC. (1) Where an assessee incurs any expenditure by way of payment of
sum to a public sector company or a local authority or to an associat
or institution approved by the National Committe&for carrying out any
eligible project or scheme, the assessee shall, subject to the provisions o
section, be allowed a deduction of the amount of such expenditure incur
during the previous year :
Provided that a company may, for claiming the deduction under this sub-sectic
incur expenditure either by way of payment of any sum as aforesaid or dire
on the eligible project or scheme.
(2) The deduction under sub-section (1) shall not be allowed unless the asse
furnishes along with his return of income a certificate—
Y(a) where the paymentis to a public sector company or a local authoi
or an association or institution referred to in sub-section (1), fro

66¢.Inserted by the Finance Act, 1999, w.r.444-1996

67. Inserted by the Finance (No. 2) Act, 1991, w.e.f. 1-4-1992.

68. Seerules 11Fto 11-O and Form Nos. 58A and 58B for ‘Rules relating to National Committe
for Promotion of Social and Economic Welfare’.

69. The prescribed authority underrule 11L is Secretary to National Committee for Promn
tion of Social and Economic Welfare, Department of Revenue, Government of$edia.
rule 11L for form of application (in two sets) to be submitted for approval of associatio
institution or forrecommendation of project/scheme.

70. For constitution of National Committee for Promotion of Social and Economic Welfa
and appointment of members thereof, refer Taxmann’s Direct Taxes Circulars, 1999 e
Vol. 1, pp. 1.733-1.736

71. Seeule11-O(1) and Form No. 58A for certificate of expenditure by way of payquent
eligible projects/schemes from public sector company/local authority, etc.

REPRODUCED FROM TAXMANN'S INCOME-TAXACT, 1999 EDITION



S. 35AC I.T. ACT, 1961 1.190

such public sector company or local authority or, as the case may
association or institution;

2(b) in any other case, from an accountant, as defined Exgplanation
below sub-section (2) of section 288,

in such form, manner and containing such particulars (including particul:
relating to the progress in the work relating to the eligible project or sche
during the previous year) as may be prescribed.

(3) Where a deduction under this section is claimed and allowed for &
assessment year in respect of any expenditure referred to in sub-sectior
deduction shall not be allowed in respect of such expenditure under any o
provision of this Act for the same or any other assessment year.

[(4) Where an association or institution is approved by the National Commit
under sub-section (1), and subsequently that Committee is satisfied that
project or the scheme is not being carried on in accordance with all or any of
conditions subject to which approval was granted, it may, at any time, after giv
a reasonable opportunity of showing cause against the proposed withdraw
the concerned association or institution, withdraw the approval.

(5) Where any project or scheme has been notified as an eligible projec
scheme under clausb) (of the Explanationand subsequently the National
Committee is satisfied that the project or the scheme is not being carried ol
accordance with all or any of the conditions subject to which such project
scheme was notified, such notification may be withdrawn in the same man
in which it was issued :

Providedthat a reasonable opportunity of showing cause against the propc
withdrawal shall be given by the National Committee to the concern
association, institution, public sector company or the local authority, as the c
may be.]

Explanation—For the purposes of this section,—

() “National Committee” means the Committee constituted by tr
Central Government, from amongst persons of eminence in puk
life, in accordance with the rules made under this Act;

(b) “eligible project or scheme” means such project or scheme f
promoting the social and economic welfare of, or the uplift of, th
public as the Central Government may, by notification in the Officic
Gazette, specify in this behalf on the recommendations of the
National Committee.]

72. Seerule 11-O(2) and Form No. 58B for certificate of payment/expenditure directl
incurred by companguaeligible projects/schemes from chartered accountant.

73. Inserted by the Finance (No. 2) Act, 1996, w.e.f. 1-10-1996.

74. For notified eligible projects and schemes, refer Taxmann’s Direct Taxes Circulars, 16
edn., Vol. 1, pp.1.736-1.970E.
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Export markets development allowance.

35B. [Omitted by the Direct Tax Laws (Amendment) Act, 1987, as amenc
by the Direct Tax Laws (Amendment) Act, 1989, w.e.f. 1-4-1989. Origir

section 35B was inserted by the Finance Act, 1968, w.e.f. 1-4}1968.

75. Immediately prior to its omission, section 35B, as amended by the Finance Act, 1973, v
retrospective effect from 1-4-1968, Direct Taxes (Amendment) Act, 1974, with retrospe
tive effect from 1-4-1973, Finance Act, 1978, w.e.f. 1-4-1978, Finance Act, 1979, w.e
1-4-1980, Finance (No. 2) Act, 1980, w.e.f. 1-4-1981 and Finance Act, 1983, w.e.f. 1-4-19
stood as under :

‘35B. Export markets development allowancél)}a) Where an assessee, being a domestic
company or a person (other than a company) who is resident in India, has incurred a
the 29th day of February, 1968 but before the 1st day of March, 1983, whether directl
in association with any other person, any expenditure (not being in the nature of cap
expenditure or personal expenses of the assessee) referred to inlt)aussifall, subject
to the provisions of this section, be allowed a deduction of a sum equal to one and one-t
times the amount of such expenditure incurred during the previous year:
Providedthatin respect of the expenditure incurred after the 28th day of February, 19
but before the 1st day of April, 1978, by a domestic company, being a company in whi
the public are substantially interested, the provisions of this clause shall have effect ¢
for the words “one and one-third times”, the words “one and one-half times” had be
substituted.
(b) The expenditure referred to in clauagié thatincurred wholly and exclusively on—
(i) advertisement or publicity outside India in respect of the goods, services or faciliti
which the assessee deals in or provides in the course of his business;
(i) ]
(iii) ]
(iv) maintenance outside India of a branch, office or agency for the promotion of
sale outside India of such goods, services or facilities;
(v) [
(vi) [
(vii) travelling outside India for the promotion of the sale outside India of such good
services or facilities, including travelling outward from, and return to, India;
(viii) [***]
(ix) such other activities for the promotion of the sale outside India of such gooc
services or facilities as may be prescribed.
Explanation 1—In this section, “domestic company” shall have the meaning assigned t
in clause ) of section 80B.
Explanation 2—For the removal of doubts, it is hereby declared that nothing in clajuse (
shall be construed to include any expenditure which is in the nature of purchasing ¢
manufacturing expenses ordinarily debitable to the trading or manufacturing acco
and not to the profit and loss account.
@A) ]
(2) Where adeduction under this section is claimed and allowed for any assessment
inrespect of any expenditure referred to in sub-section (1), deduction shall not be allov
inrespect of such expenditure under any other provision of this Act for the same or:
other assessmentyear.’
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Agricultural development allowance.
7635C. [Omitted by the Direct Tax Laws (Amendment) Act, 1987, as amended

the Direct Tax Laws (Amendment) Act, 1989, w.e.f. 1-4-1989. Origin

section 35C was inserted by the Finance Act, 1968, w.e.f. 1-4}1968.

Rural development allowance.
7735CC.[Omitted by the Direct Tax Laws (Amendment) Act, 1987, as amended

the Direct Tax Laws (Amendment) Act, 1989, w.e.f. 1-4-1989. Origin

section 35CC was inserted by the Finance (No. 2) Act, 1977, w.e.f. 1-9-1977

76.

77.

Immediately prior to its omission, section 35C, as amended by the Taxation La
(Amendment) Act, 1975, w.e.f. 1-4-1976, Finance Act, 1983, w.e.f. 1-4-1984 and Finance /
1984, w.e.f. 1-4-1984, stood as under :
“35C.Agricultural development allowance(d)}(a) Where any company or a co-operative
society is engaged in the manufacture or processing of any article or thing which is m
from, or uses in such manufacture or processing as raw material, any produc
agriculture, animal husbandry, or dairy or poultry farming, and has incurred, after
29th day ofFebruary, 1968 but before the 1st day of March, 1984, whether directly
through an association or body which has been approved for the purposes of this se
by the prescribed authority, any expenditure in the provision of any goods, service
facilities specified in clausé) to a person (not being a person referred to in cla)sef (
sub-section (2) of section 40A) who is a cultivator, grower or producer of such produc
India, the company or co-operative society shall, subject to the provisions of this sect
be allowed a deduction of the amount of such expenditure incurred during the previ
year.
(b) The goods, services or facilities referred to in claa}@Ke the following :—

(i) fertilisers, seeds, pesticides, concentrates for cattle and poultry feed, tools

implements, for use by such cultivator, grower or producer;

(ii) dissemination of information on, or demonstration of, modern techniques
methods of agriculture, animal husbandry, or dairy or poultry farming, or advi
on such techniques or methods;

(iii) such other goods, services or facilities as may be prescribed.

Explanation—In computing the expenditure which is to be allowed as deduction und
this section, the amount, if any, received by the company or co-operative society
consideration of, or as compensation for, such goods, services or facilities shall
deducted.
(2) Where a deduction under this section is claimed and allowed for any assessment
in respect of any expenditure of the nature specified in sub-section (1), deduction shall
be allowed in respect of such expenditure under any other provision of this Act for:
same or any other assessment year.”
Immediately prior to its omission, section 35CC, as amended by the Finance Act, 19
w.e.f. 1-4-1983 and Finance Act, 1985, w.e.f. 17-3-1985, stood as under :
‘35CC.Rural development allowance(3) Where the assessee, being a company or a c«
operative society, incurs any expenditure on any programme of rural development,
assessee shall, in accordance with and subject to the provisions of this section, be allc
a deduction of the amount of such expenditure incurred during the previous year :
Providedthat the approval of the prescribed authority has been obtained by the asses
inrespect of such programme before incurring the expenditure :
Provided further that the prescribed authority shall not approve any programme unle
such programme is a programme falling within any such class or category of programr
of rural development as may be specified by the Central Governmentin this behalf:
(Contd. on p. 1.193)
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" Expenditure by way of payment to associations and institutions for carrying
out rural development programmes.

°35CCA. &Y(1) Where an assessee incurs any expenditure by way of paym

of any sum—

(a) toanassociation orinstitution, which has as its object the undertak
of any programme of rural development, to be used for carrying c

(Contd. from p. 1.192)

78.

79.
80.

Provided alsothat no programme shall be approved under this section after the 16th c
of March, 1985.
Explanation.—or the purposes of this sub-section,—
(a) “programme of rural development” includes any programme for promoting th
social and economic welfare of, or the uplift of, the public in any rural area;
(b) “rural area” means any area other than—

(i) anareawhichis comprised within the jurisdiction of a municipality (whethe
known as a municipality, municipal corporation, notified area committee
town area committee, town committee or by any other name) or a canto
ment board and which has a population of not less than ten thousa
according to the last preceding census of which the relevant figures he
been published before the first day of the previous year; or

(iil) anareawithin such distance, not being more than fifteen kilometres, frc
the local limits of any municipality or cantonment board referred to in sub
clause (), as the Central Government may, having regard to the sta
of development of such area (including the extent of, and scope for, urbanisa
of such area) and other relevant considerations, specify in this behalf |
notification in the Official Gazette.

(2) Where the expenditure referred to in sub-section (1) results in the acquisition
creation of an asset, being building, machinery, plant or furniture, and the assessee
not divest itself of the ownership of such asset before the end of the previous year
deduction in respect of such expenditure shall be allowed under sub-section (1) but
assessee shall be entitled to the allowance for depreciation in respect of the asse
acquired or created as if such asset was used for the purposes of the business ar
provisions of sections 32, 34, 41 and 43 shall, so far as may be, apply accordingly.
(3) No deduction shall be allowed in respect of the expenditure referred to in sub-sect
(1) unless the assessee furnishes, along with the return of income for the assessment
for which the deduction is claimed, a statement of such expenditure in the prescribed fc
duly signed and verified by an accountant as defined iExipéanatiorbelow sub-section
(2) of section 288 and setting forth such particulars as may be prescribed.

(4) Where adeduction under this section is claimed and allowed for any assessment
in respect of any expenditure referred to in sub-section (1), deduction shall not be allov
in respect of such expenditure under any other provision of this Act for the same or ¢
other assessmentyear.’

Reintroduced by the Direct Tax Laws (Amendment) Act, 1989, w.e.f. 1-4-1989. Secti
35CCA was earlier omitted by the Direct Tax Laws (Amendment) Act, 1987, with effe
from the same date. Original section 35CCA was inserted by the Finance Act, 1978, w.
1-6-1978.

For relevant case lawsgeTaxmann’s Master Guide to Income-tax Act.

Substituted by the Finance Act, 1979, w.e.f. 1-6-1979.

For guidelines for approval of programmes of rural development, refer Taxmann'’s Dire
Taxes Circulars, 1999 edn., Vol. 1, pp. 1.983-1.988.
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any programme of rural development approved by the prescrib
authority?®; or
(b) to an association or institution, which has as its object the training

persons for implementing programmes of rural developrirgor;

8[(c) to a rural development fund set up and notffidy the Central
Government in thi&[behalf; or]

85(d) to the National Urban Poverty Eradication Fund set up and notifie
by the Central Government in this behalf,]

the assessee shall, subject to the provisions of sub-section (2), be allow
deduction of the amount of such expenditure incurred during the previc
year.]

8§[(2) The deduction under claus® 6f sub-section (1) shall not be allowed in
respect of expenditure by way of payment of any sum to any associatior
institution referred to in the said clause unless the assessee furnishes a certi
from such association or institution to the effect that—

(a) the programme of rural development had been approved by |
prescribed authority before the 1st day of March, 1983; and

81.

82.
83.

84.
85.
86.

The “prescribed authority” under rule 6AAA to approve the programme of rural develoj
ment shall be the Committee consisting of the following namely :—

(a) The Chief Commissioner or Commissioner of Income-tax who exercises jurisdictic
over the State or, as the case may be, the Union territory in which the program
of rural developmentis to be carried ouGhairman;

(b) An officer not below the rank of a Secretary to the Government of the State or,
the case may be, the Union territory in which the programme of rural developme
is to be carried outMember;

The “prescribed authority” to approve an association or institution shall be the Committ
consisting of the following, namely:—

(a) The Chief Commissioner or Commissioner of Income-tax, who exercises jurisdi
tion over the State or, as the case may be, the Union territory in which the princij
office of the association or institution is situatedhairman;

(b) An Officer not below the rank of a Secretary to the Government of the State or,
the case may be, the Union territory in which the principal office of the associatic
or institution is situatedMember,

Where two or more Commissioners exercise jurisdiction over the State or, as the case
be, the Union territory, the Board may, by notification in the Official Gazette, empower tl
Chief Commissioner or Commissioner specified in this behalf to be the Chairman of t
Committee.

Inserted by the Finance Act, 1983, w.e.f. 1-4-1983.

National Fund for Rural Development has since been notified. For degélBaxmann’s
Master Guide to Income-tax Act.

Substituted for “behalf” by the Finance Act, 1995, w.e.f. 1-4-1996.

Insertedjbid.

Substituted for following sub-section (2), which was earlier substituted by the Finance A
1979, w.e.f. 1-6-1979, by the Finance Act, 1983, w.e.f. 1-4-1983:

“(2) The deduction under sub-section (1) shall not be allowed with respect to expenditt
by way of payment of any sum to any association or institution, unless such associat
or institution is for the time being approved in this behalf by the prescribed authority
Providedthat the prescribed authority shall not grant such approval for more than thr
years at a time.”
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(b) where such payment is made after the 28th day of February, 19
such programme involves work by way of construction of an
building or other structure (whether for use as a dispensary, schc
training or welfare centre, workshop or for any other purpose) or tl
laying of any road or the construction or boring of a well or tube-we
or the installation of any plant or machinery, and such work h:
commenced before the 1st day of March, 1983.]

87(2A) The deduction under clausk) (of sub-section (1) shall not be allowed in
respect of expenditure by way of payment of any sum to any associatior
institution unless the assessee furnishes a certificate from such associatic
institution to the effect that—

(a) the prescribed authority had approved the association or instituti
before the 1st day of March, 1983; and

(b) the training of persons for implementing any programme of rur
development had been started by the association or institution bef
the 1st day of March, 1983.]

87[(2B) No certificate of the nature referred to in sub-section (2) or sub-sect
(2A) shall be issued by any association or institution unless such associatic
institution has obtained from the prescribed authority authorisation in writil
to issue certificates of such nature.]

Explanation—For the purposes of this section, “programme of rural develo
ment” shall have the meaning assigned to itiEttmanatiornto sub-section (1)
of section 35CC.

(3) Where a deduction under this section is claimed and allowed for &
assessment year in respect of any expenditure referred to in sub-sectior
deduction shall not be allowed in respect of such expenditure under section
or section 35CC or section 80G or any other provision of this Act for the same
any other assessment year.]

8 Expenditure by way of payment to associations and institutions for carrying
out programmes of conservation of natural resources.
35CCB. #[(1) Where an assessee incurs any expenditure by way of paymer
any sum—
(a) toanassociation orinstitution, which has as its object the undertak
of any programme of conservation of natural resources or of affor

87. Inserted by the Finance Act, 1983, w.e.f. 1-4-1983.

88. Reintroduced by the Direct Tax Laws (Amendment) Act, 1989, w.e.f. 1-4-1989. Earliel
was omitted by the Direct Tax Laws (Amendment) Act, 1987, with effect from the san
date. Original section 35CCB was inserted by the Finance Act, 1982, w.e.f. 1-6-198=

89. Substituted by the Finance Act, 1990, w.e.f. 1-4-1991. Earlier sub-section (1) read as unc
“(1) Where an assessee incurs any expenditure by way of payment of any sum tc
association or institution, which has as its object the undertaking of any programme
conservation of natural resources, to be used for carrying out any programmpe
conservation of natural resources approved by the prescribed authority, the asse
shall, subject to the provisions of sub-section (2), be allowed a deduction of the amo
of such expenditure incurred during the previous year.”
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station, to be used for carrying out any programme of conservati
of natural resources or afforestation appré¥bg the prescribed
authority’?; or
(b) to such fund for afforestation as may be notified by the Centr
Government,
the assessee shall, subject to the provisions of sub-section (2), be allow
deduction of the amount of such expenditure incurred during the previous ye
(2) The deduction undéficlause &) of] sub-section (1) shall not be allowed with
respect to expenditure by way of payment of any sum to any associatiol
institution, unless such association or institution is for the time being approy
in this behalf by the prescribed authotity
Provided that the prescribed authority shall not grant such approval for mc
than three years at a time.
(3) Where a deduction under this section is claimed and allowed for &
assessment year in respect of any expenditure referred to in sub-sectior
deduction shall not be allowed in respect of such expenditure under any o
provision of this Act for the same or any other assessment year.]

®[Amortisation of certain preliminary expenses.
9535D.(1) Where an assessee, being an Indian company or a person (other
a company) who is resident in India, incurs, after the 31st day of Maurc
1970, any expenditure specified in sub-section (2),—
(i) before the commencement of his business, or

(ii) after the commencement of his business, in connection with t
extension of his industrial undertaking or in connection with hi
setting up a new industrial unit,

the assessee shall, in accordance with and subject to the provisions of this sec
be allowed a deduction of an amount equal to one-tenth of such expenditurt
each of the ten successive previous years beginning with the previous ye
which the business commences or, as the case may be, the previous yearin:
the extension of the industrial undertaking is completed or the new indust
unit commences production or operation :

*[Provided that where an assessee incurs after the 31st day of March, 1998,
expenditure specified in sub-section (2), the provisions of this sub-section sl
have effect as if for the words “an amount equal to one-tenth of such expendit
for each of the ten successive previous years”, the words “an amount equal to c

90. Forlistof approved associations or institutioseseTaxmann’s Master Guide to Income-
tax Act.

91. The prescribed authority under rule 6AAC is Secretary, Department of Environmel
Government of India.

92. Inserted by the Finance Act, 1990, w.e.f. 1-4-1991.

93. Seerule 6AAC. The prescribed authority is Secretary, Department of Environmer
Government of India.

94. Inserted by the Taxation Laws (Amendment) Act, 1970, w.e.f. 1-4-1971.

95. Forrelevant case lawseeTaxmann’s Master Guide to Income-tax Act.

96. Inserted by the Finance (No. 2) Act, 1998, w.&:#-1999.
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fifth of such expenditure for each of the five successive previous years” had b

substituted.

(2) The expenditure referred to in sub-section (1) shall be the expendit
specified in any one or more of the following clauses, namely :(—

(a) expenditure in connection with—

()
(i)
(i)

(iv)

preparation of feasibility report;
preparation of project report;

conducting market survey or any other survey necessary for t
business of the assessee;

engineering services relating to the business of the assessec

Provided that the work in connection with the preparation of the
feasibility report or the project report or the conducting of marke
survey or of any other survey or the engineering services referrec
in this clause is carried out by the assessee himself or by a conc
which is for the time being approv&ch this behalf by the Board;

(b) legal charges for drafting any agreement between the assessee
any other person for any purpose relating to the setting up or cond
of the business of the assessee;

(c) where the assessee is a company, also expenditure—

0]

(i)
(iii)

(iv)

by way of legal charges for drafting the Memorandum an
Articles of Association of the company;

on printing of the Memorandum and Articles of Association;
by way of fees for registering the company under the provisiol
of the Companies Act, 1956 (1 of 1956);

in connection with the issue, for public subscription, of shares
or debentures of the company, being underwriting commissia
brokerage and charges for drafting, typing, printing and adve
tisement of the prospectus;

(d) such other items of expenditure (not being expenditure eligible f
any allowance or deduction under any other provision of this Act) .
may be prescribed.
(3) Where the aggregate amount of the expenditure referred to in sub-sec
(2) exceeds an amount calculated at two and one-half per cent—
(a) of the cost of the project, or
(b) where the assessee is an Indian company, at the option of
company, of the capital employed in the business of the compar
the excess shall be ignored for the purpose of computing the deduction allow:
under sub-section (1) :

97. Forlistof approved concernsgeTaxmann’s Master Guide to Income-tax Act.
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*[Provided that where the aggregate amount of expenditure referred to in su
section (2) is incurred after the 31st day of March, 1998, the provisions of this s
section shall have effect as if for the words “two and one-half per cent”, the wor
“five per cent” had been substitutgéd

Explanation—In this sub-section—
(a) “cost of the project” means—

M

(i)

in acase referred to in claugeof sub-section (1), the actual cost
of the fixed assets, being land, buildings, leaseholds, plal
machinery, furniture, fittings and railway sidings (including
expenditure on development of land and buildings), which al
shown in the books of the assessee as on the last day of
previous year in which the business of the assessee commen

in a case referred to in clausig 6f sub-section (1), the actual cost
of the fixed assets, being land, buildings, leaseholds, plai
machinery, furniture, fittings and railway sidings (including
expenditure on development of land and buildings), which a
shown in the books of the assessee as on the last day of
previous year in which the extension of the industrial undertakir
is completed or, as the case may be, the new industrial u
commences production or operation, in so far as such fixed ass
have been acquired or developed in connection with the extens
of the industrial undertaking or the setting up of the ne\
industrial unit of the assessee;

(b) “capital employed in the business of the company” means—

0]

(i)

in a case referred to in claugedf sub-section (1), the aggregate
ofthe issued share capital, debentures and long-term borrowir
as onthe last day of the previous year in which the business of
company commences;

inacasereferredtoin claugg¢f sub-section (1), the aggregate
ofthe issued share capital, debentures and long-term borrowir
as on the last day of the previous year in which the extension
the industrial undertaking is completed, or, as the case may |
the new industrial unit commences production or operation, in
far as such capital, debentures and long-term borrowings he
been issued or obtained in connection with the extension of t
industrial undertaking or the setting up of the new industrial ur
of the company;

(c¢) “long-term borrowings” means—

M

any moneys borrowed by the company from the Government
the Industrial Finance Corporation of India or the Industriz
Creditand Investment Corporation of India or any other financi:
institution which is for the time being approved by the Centr:
Government for the purposes of claus# Y of sub-section (1pf

98. Inserted by the Finance (No. 2) Act, 1998, w.&:#-1999.
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section 36 or any banking institution (not being a financie
institution referred to above), or

(ii) any moneys borrowed or debtincurred by it in a foreign count
in respect of the purchase outside India of capital plant al
machinery, where the terms under which such moneys ¢
borrowed or the debt is incurred provide for the repaymel
thereof during a period of not less than seven years.

(4) Where the assessee is a person other than a company or a co-operative sc
no deduction shall be admissible under sub-section (1) unless the accounts ¢
assessee for the year or years in which the expenditure specified in sub-se
(2)isincurred have been audited by an accountant as define&iptheation
below sub-section (2) of section 288, and the assessee furnishes, along wit
return of income for the first year in which the deduction under this sectior
claimed, the report of such auditin the prescribed tdduly signed and verified
by such accountant and setting forth such particulars as may be prescribe
(5) Where the undertaking of an Indian company which is entitled to tf
deduction under sub-section (1) is transferred, before the expiry of the perioc
ten years specified in sub-section (1), to another Indian company in a schem
amalgamation,—

(i) no deduction shall be admissible under sub-section (1) in the cas

the amalgamating company for the previous year in which t}

amalgamation takes place; and

(ii) the provisions of this section shall, as far as may be, apply to 1
amalgamated company as they would have applied to the amal
mating company if the amalgamation had not taken place.

The following sub-section (5A) shall be inserted after sub-section (5) of section
35D by the Finance Act, 1999, w.e.f. 1-4-2000 :

(5A) Where the undertaking of an Indian company which is entitled to t
deduction under sub-section (1) is transferred, before the expiry of the per
specified in sub-section (1), to another company in a scheme of demerge
(i) no deduction shall be admissible under sub-section (1) in the case
the demerged company for the previous year in which the demere
takes place; and
(i) the provisions of this section shall, as far as may be, apply to t
resulting company, as they would have applied to the demerg
company, if the demerger had not taken place.

(6) Where a deduction under this section is claimed and allowed for &
assessment year in respect of any expenditure specified in sub-section (2
expenditure in respect of which deduction is so allowed shall not qualify |
deduction under any other provision of this Act for the same or any otl
assessmentyear.]

99. Seeule 6AB and Form No. 3B for auditreportto be filed by assessee other than comp:
or a co-operative society under section 35D(4).
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The following section 35DD shall be inserted after section 35D by the Finance

Act, 1999, w.e.f. 1-4-2000 :

Amortisation of expenditure in case of amalgamation or demerger.

35DD. (1) Where an assessee, being an Indian company, incurs any expendit
on or after the 1st day of April, 1999, wholly and exclusively for th

purposes of amalgamation or demerger of an undertaking, the assessee sha

allowed a deduction of an amount equal to one-fifth of such expenditure for e:

of the five successive previous years beginning with the previous year in wi

the amalgamation or demerger takes place.

(2) No deduction shall be allowed in respect of the expenditure mentioned in s

section (1) under any other provision of this Act.

[Deduction for expenditure on prospecting, etc., for certain minerals.

35E. (1) Where an assessee, being an Indian company or a person (other th

company) who is resident in India, is engaged in any operations relating
prospecting for, or extraction or production of, any mineral and incurs, after:
31st day of March, 1970, any expenditure specified in sub-section (2), f
assessee shall, in accordance with and subject to the provisions of this sectio
allowed for each one of the relevant previous years a deduction of an am
equal to one-tenth of the amount of such expenditure.

(2) The expenditure referred to in sub-section (1) is thatincurred by the asse
after the date specified in that sub-section at any time during the yeal
commercial production and any one or more of the four years immediat
preceding that year, wholly and exclusively on any operations relating
prospecting for any mineral or group of associated minerals specified in Pa
or Part B, respectively, of the Seventh Schedule or onthe developmentofar
or other natural deposit of any such mineral or group of associated miner:
Providedthat there shall be excluded from such expenditure any portion ther
which is met directly or indirectly by any other person or authority and any se¢
salvage, compensation or insurance moneys realised by the assessee in re
of any property or rights brought into existence as a result of the expendit
(3) Any expenditure—

(i) onthe acquisition of the site of the source of any mineral or group
associated minerals referred to in sub-section (2) or of any rights in
over such site;

(ii) on the acquisition of the deposits of such mineral or group
associated minerals or of any rights in or over such deposits; or
(iii) of a capital nature in respect of any building, machinery, plant
furniture for which allowance by way of depreciation is admissibl
under section 32,
shall not be deemed to be expenditure incurred by the assessee for any
purposes specified in sub-section (2).

1. Inserted by the Taxation Laws (Amendment) Act, 1970, w.e.f. 1-4-1971.
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(4) The deduction to be allowed under sub-section (1) for any relevant previ
year shall be—

(a) an amount equal to one-tenth of the expenditure specified in sl
section (2) (such one-tenth being hereafter in this sub-secti
referred to as the instalment); or

(b) such amount as is sufficient to reduceitéhe income (as computed
before making the deduction under this section) of that previous ye
arising from the commercial exploitation [whether or not suc
commercial exploitation is as a result of the operations or develc
ment referred to in sub-section (2)] of any mine or other natur
deposit of the mineral or any one or more of the minerals in a group
associated minerals as aforesaid in respect of which the expendi
was incurred,

whichever amount is less :

Provided that the amount of the instalment relating to any relevant previo
year, to the extent to which it remains unallowed, shall be carried forward «
added to the instalmentrelating to the previous year next following and deer
to be part of that instalment, and so on, for succeeding previous years,
however, that no part of any instalment shall be carried forward beyond
tenth previous year as reckoned from the year of commercial production.

(5) For the purposes of this section,—

(a) “operation relating to prospecting” means any operation undertak
for the purposes of exploring, locating or proving deposits of ar
mineral, and includes any such operation which proves to |
infructuous or abortive;

(b) “year of commercial production” means the previous year in which ¢
aresultof any operation relating to prospecting, commercial prodt
tion of any mineral or any one or more of the minerals in a group
associated minerals specified in Part A or Part B, respectively, oft
Seventh Schedule, commences;

(o) “relevant previous years” means the ten previous years beginni
with the year of commercial production.

(6) Where the assessee is a person other than a company or a co-operative sc
no deduction shall be admissible under sub-section (1) unless the accounts ¢
assessee for the year or years in which the expenditure specified in sub-se
(2)isincurred have been audited by an accountant as define&iptheation
below sub-section (2) of section 288, and the assessee furnishes, along wit
return of income for the first year in which the deduction under this sectior
claimed, the report of such auditin the prescribed¥duty signed and verified
by such accountant and setting forth such particulars as may be prescribe

(7) Where the undertaking of an Indian company which is entitled to t
deduction under sub-section (1) is transferred, before the expiry of the périoc

2. Seaule 6AB and Form No. 3B for auditreportto be filed by assessee other than comp:
or co-operative society under section 35E(6).
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ten years specified in sub-section (1), to another Indian company in a schen
amalgamation—

(i) no deduction shall be admissible under sub-section (1) in the cas
the amalgamating company for the previous year in which tf
amalgamation takes place; and

(ii) the provisions of this section shall, as far as may be, apply to 1
amalgamated company as they would have applied to the amal
mating company if the amalgamation had not taken place.

The following sub-section (7A) shall be inserted after sub-section (7) of section
35E by the Finance Act, 1999, w.e.f. 1-4-2000 :

(7A) Where the undertaking of an Indian company which is entitled to t
deduction under sub-section (1) is transferred, before the expiry of the perioc
ten years specified in sub-section (1), to another Indian company in a schem
demerger,—

(i) no deduction shall be admissible under sub-section (1) in the case
the demerged company for the previous year in which the demere
takes place; and

(ii) the provisions of this section shall, as far as may be, apply to tl
resulting company as they would have applied to the demerg
company, if the demerger had not taken place.

(8) Where a deduction under this section is claimed and allowed for &
assessment year in respect of any expenditure specified in sub-section (2
expenditure in respect of which deduction is so allowed shall not qualify |
deduction under any other provision of this Act for the same or any otl
assessmentyear.]

Other deductions.
%36. (1) The deductions provided for in the following clauses shall be allowed |
respect of the matters dealt with therein, in computing the income refer
to in section 28—
4(i) the amount of any premium paid in respect of insurance againstr
of damage or destruction of stocks or stores used for the purpose
the business or profession;

3. Sealso Circular No. 4-P(LVIII-30), dated 25-11-1965, Circular No. 44(3)-1T/49, date
12-2-1949, Circular No. 110, dated 13-4-1973, Letter [F. No. 44/13/64-1TJ], dated 6-9-19¢
Letter [F. No. 216/6/77-1T(A-11)], dated 7-6-1978, Circular No. 403, dated 5-12-1984
Circular No. 30(XLVII-18), dated 30-11-1964, Circular No. 14, dated 23-4-1969, Extrac
from Minutes (Item 31) of Ninth Meeting of DTAC held on 5-11-1966, Circular dated 6-1C
1952, extracted fron€ITv. Corporation Bank Ltd[1986] 157 ITR 509 (Kar.), Circular No.
20, dated 13-6-1969, Extracts of Instruction No. 370 [F. No. 205/15/71-1T(A-I1)], date
13-1-1972 and Letter [F. No. 10/66/61-1T(A-1)], dated 16-1-1962. For detad$ axmann’s
Master Guide to Income-tax Act.

4. Forrelevant case lawseeTaxmann’s Master Guide to Income-tax Act.
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5[(ia) the amount of any premium paid by a federal milk co-operativ
society to effect orto keep in force an insurance on the life of the cal
owned by a member of a co-operative society, being a primary socie
engaged in supplying milk raised by its members to such federalm
co-operative society;]

5[(ib) the amount of any premium paid by cheque by the assessee a
employer to effect or to keep in force an insurance on the health
his employees under a scheme framed in this behalf by the Gen
Insurance Corporation of India formed under section 9 of the Gene
Insurance Business (Nationalisation) Act, 1972 (57 of 1972) al
approved by the Central Government;]

“(ii) any sum paid to an employee as bonus or commission for servi
rendered, where such sum would not have been payable to hin
profits or dividend if it had not been paid as bonus or commissic
8[* * *]

9[* * *]

%q19(iia) a sum equal to one and one-third times the amount of the expendit

incurred on payment of any salatffor any period of employment

before the 1st day of March, 1984] to an employee who, as at the ¢

of the previous year,—

(a) is totally blind, or

(b) is subject to or suffers from a permanent physical disabilit
(other than blindness) which has the effect of reducing sul
stantially his capacity to engage in a gainful employment o
occupation :

®No o

9a.
10.
11.

Inserted by the Finance Act, 1979, w.e.f. 1-4-1980.

Inserted by the Income-tax (Amendment) Act, 1986, w.e.f. 1-4-1987.

For relevant case lawsgeTaxmann’s Master Guide to Income-tax Act.

First proviso omitted by the Direct Tax Laws (Amendment) Act, 1987, w.e.f. 1-4-1989. Pri
to its omission, first proviso, as inserted by the Payment of Bonus (Amendment) Act, 19
with retrospective effect from 25-9-1975, stood as under:

“Providedthatthe deduction in respect of bonus paid to an employee employed in afac
or other establishment to which the provisions of the Payment of Bonus Act, 1965 (2
1965), apply shall not exceed the amount of bonus payable under that Act.”

. Second proviso omitted by the Direct Tax Laws (Amendment) Act, 1987, w.e.f. 1-4-19¢€

Prior to its omission, second proviso, as substituted by the Payment of Bonus (Ame
ment) Act, 1976, with retrospective effect from 25-9-1975, stood as under:
“Provided further that the amount of the bonus (not being bonus referred to in the fir
proviso) or commission is reasonable with reference to—
(a) the pay of the employee and the conditions of his service;
(b) the profits of the business or profession for the previous year in question; and
(c) the general practice in similar business or profession.”
Clause {ia) shall be omitted by the Finance Act, 1999, w.2-#-2000
Inserted by the Finance (No. 2) Act, 1980, w.e.f. 1-4-1981.
Inserted by the Finance Act, 1984, w.e.f. 1-4-1984.
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Provided that the assessee produces before'ffessessing] Officer,
in respect of the first assessment year for which deduction is claimed
relation to each such employee under this clause,—

(i) in a case referred to in sub-claus®,(a certificate as to his total
blindness from a registered medical practitioner being an oculis
and

(ii) in a case referred to in sub-clausb),(a certificate as to the
permanent physical disability referred to in the said sub-claus
from a registered medical practitioner :

Provided further that nothing contained in this clause shall apply in
the case of an employee whose income in the previous year charges
under the head “Salaries” exceeds twenty thousand rupees.

Explanation —In this clause, “salary” includes the pay, allowances,
bonus or commission payable monthly or otherwise.

Explanation 2—For the removal of doubts, it is hereby declared tha
where a deduction under this clause is allowed for any assessment y
in respect of any expenditure, deduction shall not be allowed in resps
of such expenditure under any other provision of this Act for the sar
or any other assessment ydar;

the amount of the interest paid in respect of capital borrowed for t
purposes of the business or profession.

Explanation—Recurring subscriptions paid periodically by share
holders, or subscribers in Mutual Benefit Societies which fulfil suc
conditions as may be prescribed, shall be deemed to be cag
borrowed within the meaning of this clause;

“any sum paid by the assessee as an employer by way of contribu
towards a recognised provident fund or an approved superannua
fund, subject to such limits as may be prescribed for the purpose
recognising the provident fund or approving the superannuati
fund, as the case may be; and subject to’Scchditions as the Board
may think fit to specify in cases where the contributions are notint
nature of annual contributions of fixed amounts or annual contrib
tions fixed on some definite basis by reference to the incon
chargeable under the head “Salaries” or to the contributions or to:
number of members of the fund;

"any sum paid by the assessee as an employer by way of contribu
towards an approved gratuity fund created by him for the exclusi
benefit of his employees under an irrevocable trust;

12.

13.
14.
15.
16.
17.

Substituted for “Income-tax” by the Direct Tax Laws (Amendment) Act, 1987, w.e.]

1-4-1988.

For relevant case lawseeTaxmann’s Master Guide to Income-tax Act.

Sequles 75, 87 and 88.

For conditions specified by the BoaskeTaxmann’s Master Guide to Income-tax Act.
Seagules 103 and 104.

Forrelevant case lawseeTaxmann’s Master Guide to Income-tax Act.
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¥[(va) any sumreceived by the assessee from any of his employees to w
the provisions of sub-clausg) Ef clause 24) of section 2 apply, if
such sum is credited by the assessee to the employee’s account i
relevant fund or funds on or before the due date.

Explanation—For the purposes of this clause, “due date” meansttl
date by which the assessee is required as an employer to credi
employee’s contribution to the employee’s account in the releva
fund under any Act, rule, order or naotification issued thereunder
under any standing order, award, contract of service or otherwis

18(vi) in respect of animals which have been used for the purposes of
business or profession otherwise than as stock-in-trade and have
or become permanently useless for such purposes the differe
between the actual cost to the assessee of the animals and
amount, if any, realised in respect of the carcasses or animals;

20(vii) subjectto the provisions of sub-section (2), the amoufjbofy bad
debt or part thereof which is written off as irrecoverable in th
accounts of the assessee for the previous year]:
2[Provided that in the case éfan assessee] to which clausi)
applies, the amount of the deduction relating to any such debt or
thereof shall be limited to the amount by which such debt or pe
thereof exceeds the credit balance in the provision for bad a
doubtful debts account made under that clause;]

29(viia) 292%inrespectofany provision for bad and doubtful debts made by

18.
19.
20.
21.

22.
23.
24.
25.

26.

Inserted by the Finance Act, 1987, w.e.f. 1-4-1988.

For relevant case lawsgeTaxmann’s Master Guide to Income-tax Act.

For relevant case lawsgeTaxmann’s Master Guide to Income-tax Act.

Substituted for “any debt, or part thereof, which is established to have become a bad «
in the previous year” by the Direct Tax Laws (Amendment) Act, 1987, w.e.f. 1-4-198
Inserted by the Finance Act, 1985, w.e.f. 1-4-1985.

Substituted for “a bank” by the Finance Act, 1997, w.r.e.f. 1-4-1992.

Inserted by the Finance Act, 1979, w.e.f. 1-4-1980.

Substituted for the following by the Income-tax (Amendment) Act, 1986, w.e.f. 1-4-198
“in respect of any provision for bad and doubtful debts made by a scheduled bank (
being a bank approved by the Central Government for the purposes of claiage(¢ a
bank incorporated by or under the laws of a country outside India) or a non-schedu
bank, an amount not exceeding ten per cent of the total income (computed before mal
any deduction under this clause and Chapter VI-A) or an amount not exceeding two
cent of the aggregate average advances made by the rural branches of such |
computed in the prescribed manner, whichever is higher.”

Earlier, above opening para of claugi) was substituted by the Finance Act, 1985, w.e.f.
1-4-1985. It was also amended by the Finance Act, 1982, w.e.f. 1-4-1983.

Rule 6ABA provides that the aggregate average advances made by the rural branch
a scheduled bank shall be computed in the following manner, namely:—

(a) the amounts of advances made by each rural branch as outstanding atthe e
the last day of each month comprised in the previous year shall be aggrege
separately;

(Contd. on p. 1.206)
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a scheduled bank [not beif§r * *] a bank incorporated by or
under the laws of a country outside India] or a non-schedul
bank, an amount not exceeding five per cent of the total incor
(computed before making any deduction under this clause a
Chapter VIA) and an amount not exceediftgn] per cent of the
aggregate average advances made by the rural branches of «
bank computed in the prescribed manner;

The following proviso and Explanation shall be inserted to sub-
clause (a) of clause (viia) of sub-section (1) of section 36 by the
Finance Act, 1999, w.e.f. 1-4-2000 :

Provided that a scheduled bank or a non-scheduled bank referre
to in this sub-clause shall, at its option, be allowed in any of th
relevant assessment years, deduction in respect of any provis
made by it for any assets classified by the Reserve Bank of India
doubtful assets or loss assets in accordance with the guidelin
issued by it in this behalf, for an amount not exceeding five p
cent of the amount of such assets shown in the books of accc
of the bank on the last day of the previous year.
Explanation—For the purposes of this sub-clause, “relevant
assessment years” means the five consecutive assessment y
commencing on or after the 1st day of April, 2000 and endin
before the 1st day of April, 2005.

a bank, being a bank incorporated by or under the laws of
country outside India, an amount not exceeding five per cent
the total income (computed before making any deduction und
this clause and Chapter VIA);]

a public financial institution or a State financial corporation or
State industrial investment corporation, an amount not excee
ing five per cent of the total income (computed before makin
any deduction under this clause and Chapter VIA).]

(Contd. from p. 1.205)

(b) the sum so arrived atin the case of each such branch shall be divided by the nun

of months for which the outstanding advances have been taken into account for
purposes of clauseay;

(c) the aggregate ofthe sums so arrived atin respect of each of the rural branches::

be the aggregate average advances made by the rural branches of the schec

bank.

27. Words “a bank approved by the Central Government for the purposes of cléieseof”
omitted by the Finance Act, 1994, w.e.f. 1-4-1995.

28. Substituted for “four”jbid. Earlier “four” was substituted for “two” by the Finance Act,
1993, w.e.f. 1-4-1994.

29. Inserted by the Finance (No. 2) Act, 1991, w.e.f. 1-4-1992.
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Explanation—For the purposes of this clause,—

()

#(ia)]

(i)

*[(iii )
(iv)

V)

“non-scheduled bank” mean%lanking company as defined in
clause ¢) of section 5 of the Banking Regulation Act, 1949 (10 of
1949), which is not a scheduled bank;]

“rural branch” means a branch of a scheduled B%joka non-
scheduled bank] situated in a place which has a population of 1
more than ten thousand according to the last preceding censu
which the relevant figures have been published before the fil
day of the previous year;

“scheduled bank” means the State Bank of India constitut
under the State Bank of India Act, 1955 (23 of 1955), a subsidia
bank as defined in the State Bank of India (Subsidiary Bank
Act, 1959 (38 of 1959), a corresponding new bank constitute
under section 3 of the Banking Companies (Acquisition ar
Transfer of Undertakings) Act, 1970 (5 of 1970), or under sectio
3 of the Banking Companies (Acquisition and Transfer of Undertal
ings) Act, 1980 (40 of 1980), or any other bank being a bar
included in the Second Schedule to the Reserve Bank of India A
1934 (2 of 1934), but does not include a co-operative bank;]

“public financial institution” shall have the meaning assigned to i
in %%section 4A of the Companies Act, 1956 (1 of 1956);

“State financial corporation” means a financial corporatior
established under section 3 or section 3A or an institution notifie
under section 46 of the State Financial Corporations Act, 1951 (
of 1951);

“State industrial investment corporation” mean&@overnment
company within the meaning of section 617 of the Companies Ac
1956 (1 of 1956), engaged in the business of providing long-ter
finance for industrial projects and approved by the Centr:
Government under clauseii{) of this sub-section;]

30. Inserted by the Finance Act, 1982, w.e.f. 1-4-1983.
31. Section 5¢€) of the Banking Regulation Act, 1949, defines “banking company” as follows

‘(c) “banking company” means any company which transacts the business of bankinc
India.

Explanation—Any company which is engaged in the manufacture of goods ¢
carries on any trade and which accepts deposits of money from the public mel
for the purpose of financing its business as such manufacturer or trader shall
be deemed to transact the business of banking within the meaning of this clau
32. Relettered by the Finance Act, 1982, w.e.f. 1-4-1983.
33. Insertedjbid.
34. Substituted for the following clausé), [as amended by the Finance Act, 1985, w.e.f.
1-4-1985] by the Direct Tax Laws (Amendment) Act, 1987, w.e.f. 1-4-1989 :
‘(ii) “scheduled bank” has the same meaning as iEkpdéanationto clausei(i) of sub-
section (5) of section 11, but does notinclude a co-operative bank;’
35. Inserted by the Finance (No. 2) Act, 1991, w.e.f. 1-4-1992.
36. Fortextof section 4A of the Companies Act, 1956, and notified institutions theresader,
Appendix One.
37. For definition of “Government companyseefootnote 18 on page 1. Hhte.
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(viii) *f[in respect of any special reserve credtghd maintained] by a
financial corporation which is engaged in providing long-tern
finance forYindustrial or agricultural development or developmen
of infrastructure facility in India or by a public company formed an
registered in India with the main object of carrying on the business
providing long-term finance for construction or purchase of hous
in India for residential purposes, an amount not exceeding forty
cent of the profits derived from such business of providing long-ter
finance (computed under the head “Profits and gains of busines:
profession*before making any deduction under this clause]) ca
ried to such reserve account:]

“{Provided that the corporatiortfor, as the case may be, the compa-
ny] is for the time being approv&dy the Central Government for the
purposes of this clausé :

Provided “*qfurther] that where the aggregate of the amounts carrie
to such reserve account from time to time excdftsgice the
amount of] the paid-up share capithnd of the general reserves] of
the corporatio®for, as the case may be, the company], no allowanc
under this clause shall be made in respect of such excess.

38.

39.
40.

41.

Operative part of this clause was amended first by the Finance Act, 1966, w.e.f. 1-4-1
andthen by the Finance (No. 2) Act, 1967, w.e.f. 1-4-1968 and then by the Finance (N
Act, 1971, w.e.f. 1-4-1972 and then by the Finance Act, 1974, w.e.f. 1-4-1975.
Inserted by the Finance Act, 1997, w.e.f. 1-4-1998.

Substituted for the portion beginning with the words “industrial or agricultural develog
mentin India” and ending with the words “such reserve account” by the Finance Act, 19
w.e.f. 1-4-1996. Prior to its substitution, the quoted portion, as amended by the Finance
1979, w.e.f. 1-4-1980 and the Finance Act, 1985, w.e.f. 1-4-1985, read as under:
“industrial or agricultural development in India or by a public company formed an
registered in India with the main object of carrying on the business of providing long-te!
finance for construction or purchase of houses in India for residential purposes
amount not exceeding forty per cent of the total income (computed before making ¢
deduction under this clause and Chapter VI-A) carried to such reserve account:”
Substituted for “before making any deduction under this section” by the Finance (No.
Act, 1996, w.r.e.f. 1-4-1996.

41a.First proviso shall be omitted by the Finance Act, 1999, wle4-2000Q0

42.
43.

Inserted by the Finance Act, 1979, w.e.f. 1-4-1980.
For approved financial corporatiorsgeTaxmann’s Master Guide to Income-tax Act.

43a.Word “further” shall be omitted by the Finance Act, 1999, w.B-.4-2000

44.
45.

Inserted by the Finance Act, 1981, w.e.f. 1-4-1982.
Substituted for “(excluding the amounts capitalised from reserves)” by the Finan
(No. 2) Act, 1996, w.e.f. 1-4-1997.

45a.Inserted by the Finance Act, 1979, w.e.f. 1-4-1980.
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4[Explanation—In this clause,—

(a) “financial corporation” shall include a public company and
Government company;

(b) ““public company” shall have the meaning assigned to it i
section 3 of the Companies Act, 1956 (1 of 1956);

(c) “**Government company” shall have the meaning assigned to it
section 617 of the Companies Act, 1956 (1 of 1956);]

49[(d) “infrastructure facility” shall have the meaning assigned toiti

clause 23G) of section 10;]

5(e) “long-term finance” means any loan or advance where the terr
under which moneys are loaned or advanced provide for rep:e
ment along with interest thereof during a period of not less th:
five years;]

(viiia) 5* * *]
5(ix) any expenditurbona fidencurred by a company for the purpose of
promoting family planning amongst its employees :

46.

47.
48.
49.

50.
51.

52.

Substituted by the Finance Act, 1992, w.r.e.f. 1-4-1987. Prior to substitEdpignation

as inserted by the Finance Act, 1970, w.r.e.f. 1-4-1966 and later on omitted by the Fina

Act, 1974, w.e.f. 1-4-1975 and again inserted by the Finance Act, 1979, w.e.f. 1-4-1980 :

further substituted by the Finance (No. 2) Act, 1991, w.r.e.f. 1-4-1987, read as unde

‘Explanation—In this clause,—

(a) “financial corporation” shall include a public company;
(b) “public company” shall have the meaning assigned toitin section 3 of the Compan
Act, 1956 (1 of 1956).’

For definition of “public company”see Appendix One.

For definition of “Government companyseefootnote 18 on page 1.Hdhte.

Substituted by the Finance Act, 1997, w.e.f. 1-4-1998. Prior to its substitution, afuse (

as inserted by the Finance Act, 1995, w.e.f. 1-4-1996, read as under :

‘(d) “infrastructure facility” shall have the meaning assigned to itin section 80-1A;’

Inserted by the Finance (No. 2) Act, 1996, w.r.e.f. 1-4-1996.

Omitted by the Finance Act, 1994, w.e.f. 1-4-1995. Prior to omission chailiag, @s

inserted by the Finance Act, 1982, w.e.f. 1-4-1983 and later on amended by the Finance

1985, w.e.f. 1-4-1985, read as under:

‘(viiia) in respect of any special reserve created by a scheduled bank (other than a t
incorporated by or under the laws of a country outside India) which is engaged
banking operations outside India, an amount not exceeding forty per cent of
total income (computed before making any deduction under this clause &
Chapter VI-A) carried to such reserve account:

Provided that, having regard to its capital structure, the extent of its bankin
operations outside India, its need for resources for such operations outside In
and other relevant factors, the bank s, for the time being, approved by the Cen
Government for the purposes of this clause.

Explanation—For the purposes of this clause, “scheduled bank” has the sar
meaning as in clausd ) of theExplanationto clauseiia);’

For approved banks under the omitted clausiea)), seeTaxmann’s Master Guide to

Income-tax Act.

Inserted by the Finance Act, 1965, w.e.f. 1-4-1965.
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Provided that where such expenditure or any part thereof is of
capital nature, one-fifth of such expenditure shall be deducted fort
previous year in which it was incurred; and the balance thereof st
be deducted in equal instalments for each of the four immediate
succeeding previous years :

Provided further that the provisions of sub-section (2) of section 3:
and of sub-section (2) of section 72 shall apply in relation to dedu
tions allowable under this clause as they apply in relation to dedt
tions allowable in respect of depreciation :

Provided further that the provisions of clauseg)( (iii ), (iv) and ¢) of
sub-section (2)fand sub-section (5)] of section 35, of sub-section (3
of section 41 and dExplanation 1to clause I) of section 43 shall, so
far as may be, apply in relation to an asset representing expendit
of a capital nature for the purposes of promoting family planning
they apply in relation to an asset representing expenditure of a cap
nature on scientific research;]

any sum paid by a public financial institution by way of contributior
towards any fund specified under claugd®8H) of section 10.
Explanation—For the purposes of this clause, “public financial insti-
tution” shall have the meaning assigned to it%section 4A of the
Companies Act, 1956 (1 of 1956);]

The following clause (xi) shall be inserted after clause (x) of sub-
section (1) of section 36 by the Finance Act, 1999, w.e.f. 1-4-2000 :

any expenditure incurred by the assessee, on or after the 1st day
April, 1999 but before the 1st day of April, 2000, wholly and exclusive
in respect of a non-Y2K compliant computer system, owned by 1
assessee and used for the purposes of his business or profession, s
to make such computer system Y2K compliant computer system :
Provided that no such deduction shall be allowed in respect of suc
expenditure under any other provisions of this Act :

Provided further that no such deduction shall be admissible unless th
assessee furnishes in the prescribed form, along with the return
income, the report of an accountant, as defined inBkplanation
below sub-section (2) of section 288, certifying that the deduction h
been correctly claimed in accordance with the provisions of thi
clause.

Explanation—For the purposes of this clause,—

(@) “computer system” means a device or collection of devices incluc
ing input and output support devices and excluding calculator
which are not programmable and capable of being used in col

53.
54.
55.

Inserted by the Finance (No. 2) Act, 1967, w.e.f. 1-4-1967.
Inserted by the Finance Act, 1989, w.e.f. 1-4-1989.
For text of section 4A of the Companies Act, 1956, and notified institutions thereaader,

Appendix One.
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junction with external files, or more of which contain compute
programmes, electronic instructions, input data and output dat:
that performs functions including, but not limited to, logic, arith-
metic, data storage and retrieval, communication and control;

(b) “Y2K compliant computer system” means a computer system c:
pable of correctly processing, providing or receiving data relat-
ing to date within and between the twentieth and twenty-firs
century.

56(2) In making any deduction for a bad debt or part thereof, the followit
provisions shall apply—

(O]

)

(iii)

(iv)

no such deduction shall be allowed unless such debt or part thet
has been taken into account in computing the income of the asse:
of the previous year in which the amount of such debt or part there
is written off or of an earlier previous year, or represents money le
in the ordinary course of the business of banking or money-lendi
which is carried on by the assessee;]

if the amount ultimately recovered on any such debt or part of de
is less than the difference between the debt or part and the amc
so deducted, the deficiency shall be deductible in the previous year
which the ultimate recovery is made;

any such debt or part of debt may be deducted if it has already b
written off as irrecoverable in the accounts of an earlier previous ye
58[(being a previous year relevant to the assessment year comrnr
cingon the 1st day of April, 1988, or any earlier assessment year)], k
the5[Assessing] Officer had not allowed it to be deducted on tr
ground that it had not been established to have become a bad de
that year;

where any such debt or part of debt is written off as irrecoverable
the accounts of the previous yé¥(being a previous year relevant to
the assessment year commencing on the 1st day of April, 1988, or :
earlier assessment year)] and tHaAssessing] Officer is satisfied that
such debt or part became a bad debt in any earlier previousgear

56.
57.

58.
59.
60.
61.

For relevant case lawseeTaxmann’s Master Guide to Income-tax Act.
Substituted for the following clausB py the Direct Tax Laws (Amendment) Act, 1987,
w.e.f. 1-4-1989:

“(i) nosuch deduction shall be allowed unless such debt or part thereof—

(a) has beentakeninto accountin computing the income of the assessee of
previous year or of an earlier previous year, or represents money lentint
ordinary course of the business of banking or money-lending which is carrie
on by the assessee, and

(b) has been written off asirrecoverable in the accounts of the assessee for |
previous year;”

Inserted by the Direct Tax Laws (Amendment) Act, 1987, w.e.f. 1-4-1989.
Substituted for “Income-taxibid., w.e.f. 1-4-1988.
Inserted by the Direct Tax Laws (Amendment) Act, 1987, w.e.f. 1-4-1989.
Substituted for “Income-tax’ipid., w.e.f. 1-4-1988.
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falling beyond a period of four previous years immediately precedir
the previous year in which such debt or part is written off, th
provisions of sub-section (6) of section 155 shall apply;

%2[(v) where such debt or part of debt relates to advances made by
assessee to which claus@d) of sub-section (1) applies, no such
deduction shall be allowed unless the assessee has debited
amount of such debt or part of debt in that previous year to t
provision for bad and doubtful debts account made under tf
clause.]

General.
6337. ©64(1)%5Any expenditure (not being expenditure of the nature described

sections 30 to 3***] and not being in the nature of capital expenditure

62.

63.

64.

65.
66.

Substituted by the Finance Act, 1997, w.r.e.f. 1-4-1992. Prior to its substitution, gjause
asinserted by the Finance Act, 1985, w.e.f. 1-4-1985, read as under :

“(v) where such debt or part of debt relates to advances made by a bank to which cl
(viia) of sub-section (1) applies, no such deduction shall be allowed unless the b
has debited the amount of such debt or part of debt in that previous year to
provision for bad and doubtful debts account made under that clause.”

Segaules 9A and 9B for computation of deduction in respect of expenditure on product

of feature films/expenditure on acquisition of distribution rights of film.

Sealso Letter [F. No. 27(30)-1T/59], dated 6-7-1959, Letter [F.No. 9/54/64-1T(A-1)], date
2-9-1964 and Letter [F. No. 9/56/66-IT(A-1)], dated 17-1-1967, Letter [F.No. 9/23/67-I
(A-1)], dated 6-7-1967, Circular No. 5-P(XIV-I), dated 28-9-1963, Letter [F. No. 10/6"
65-IT(A-1)], dated 26-8-1965, Circular No. 16, dated 18-9-1969, Circular No. 64(XI-2), dat:
27-1-1951, Circular No. 117, dated 22-8-1973, Letter [F. No. 10/25/63-IT(A-1)], dated 18-
1964, Letter [F. No. 204/42/77-1T(A-I1)], dated 28-9-1977, Circular No. 1-D(I1VV-53), date
20-1-1966, Circular No. 2, dated 8-3-1946, Letter [F. No. 35/5/65-IT(A-1)], dated 1-7-19€
Circular No. 69(XIX-3), dated 27-11-1951, Circular No. 4, dated 19-6-1950, Letter [F. No. 1
80/64-IT(A-1)], dated 26-2-1965, Letter [F. No. 10/92/64-IT(A-1)], dated 13-9-1965, Circule
No. 3, dated 26-3-1946, Circular No. 22, dated 23-6-1943, Letter [F. No. 10/16/63-IT(A-I
dated 14-5-1963, Letter [F. No. 10/8/63-1T(A-1)], dated 14-10-1963, Letter [F. No. 27(24)-I
59], dated 19-5-1959, Letter [F. No. 7/33/62-IT(A-1)], dated 28-8-1963, Circular No. 2-P (X
6), dated 23-8-1965, Letter [F. No. 13A/20/68-IT(A-II)], dated 3-10-1968, Letter [F. No. 3
6/62-IT(A-1)], dated 16-1-1963. Extracts from the minutes of the 16th meeting of CDTA
held on 2-2-1972, Instruction No. 943 [F. No. 204/15/76-1T(A-Il)], dated 2-4-1976, Circul:
No. 420, dated 4-6-1985, Circular No. 2(40)/66-EAC, dated 16/17-1-1967, issued by
Ministry of Commerce, Circular No. 42 [C. No. 19(7)-1T/42], dated 22-8-1942, Circular N
36 [R. Disc. No. 54(13)-1T/43], dated 24-11-1943, Circular No. 48 [C. No. 19(22)-1T/42], date
16-10-1942, Circular No. 192, dated 10-3-1976, Circular No. 316, dated 30-9-1981, Boa
Circular Letter No. 10/22/65 IT(A-l), dated 24-5-1965, Circular No. 651, dated 11-6-19
and Circular No. 671, dated 27-10-1993.

For detailsseeTaxmann’s Master Guide to Income-tax Act.

Forrelevant case lansgelaxmann’s Master Guide to Income-tax Act.

“and section 80VV”, which was inserted by the Taxation Laws (Amendment) Act, 197
w.e.f. 1-4-1976, omitted by the Finance Act, 1985, w.e.f. 1-4-1986.
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or personal expenses of the assessee), laid out or expended wholly and exclu:
for the purposes of the business or profession shall be allowed in computing
income chargeable under the head “Profits and gains of business or profess
S [Explanation—For the removal of doubts, it is hereby declared that ar
expenditure incurred by an assessee for any purpose which is an offenc
which is prohibited by law shall not be deemed to have been incurred for
purpose of business or profession and no deduction or allowance shall be r
in respect of such expenditure.]

(2) 68[* * *]

8979(2B) Notwithstanding anything contained in sub-section (1), no allowan
shall be made in respect of expenditure incurred by an assessee on adve
ment in any souvenir, brochure, tract, pamphlet or the like published b
political party.]

67. Inserted by the Finance (No. 2) Act, 1998, w.r.e.f. 1-4-1962.

68. Omitted by the Finance Act, 1997, w.e.f. 1-4-1998. Omitted sub-section (2) was substitt
for sub-sections (2) and (2A) by the Finance Act, 1992, w.e.f. 1-4-1993. Erstwhile sI
sections (2) and (2A) were amended by the Finance (No. 2) Act, 1962, w.e.f. 1-4-1962
Finance Act, 1965, w.e.f. 1-4-1965, the Taxation Laws (Amendment) Act, 1967, w.e.f. 1-
1967, the Finance Act, 1968, w.e.f. 1-4-1968, the Finance Act, 1970, w.e.f. 1-4-1970,
Finance Act, 1976, w.e.f. 1-4-1977 and the Finance Act, 1983, w.e.f. 1-4-1976/1-4-1984. P
toits omission, sub-section (2), as substituted by the Finance Act, 1992, w.e.f. 1-4-1993
later on amended by the Finance Act, 1994, w.r.e.f. 1-4-1993, read as under :

‘(2) Notwithstanding anything contained in sub-section (1), any expenditure in the nat
of entertainment expenditure incurred by any assessee duasirggevious year com-
mencing on or after the 1st day of April, 1992 shall be allowed as follows :

(a) where the amount of such expenditure does not exceed ten thousand rupee:
whole of such amount;

(b) inany other case, tenthousand rupees asincreased by a sum equal to fifty per
of such expenditure in excess of ten thousand rupees.

Explanation.—For the purposes of this sub-section, “entertainment expenditure” il
cludes—
(i) the amount of any allowance in the nature of entertainment allowance paid by
assessee to any employee or other person;

(i) the amount of any expenditure in the nature of entertainment expenditure [
being expenditure incurred out of an allowance of the nature referred to in clau
(i)]incurred for the purposes of the business or profession of the assessee by
employee or other person;

(iii) expenditure on provision of hospitality of every kind by the assessee to any pers
whether by way of provision of food or beverages or in any other mann
whatsoever and whether or not such provision is made by reason of any expre:
implied contract or custom or usage of trade, but does notinclude expenditure
food or beverages provided by the assessee to his employees in office, factotl
other place of their work.’

69. Inserted by the Taxation Laws (Amendment) Act, 1978, w.e.f. 1-4-1979. Originally, the s
section was inserted by the Finance Act, 1970, w.e.f. 1-4-1970 which was later on omi
by the Finance Act, 1976, w.e.f. 1-4-1977.

70. Sec&ircular No. 203, dated 16-7-1976, Circular No. 200, dated 28-6-1976 and Circular |
19, dated 13-6-1969. For detaflsgTaxmann’s Master Guide to Income-tax Act.
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(3) 71[* * *]
(3A) 72[* * *]
(3B) 73[* * *]

71.

72.

73.

Omitted by the Finance Act, 1997, w.e.f. 1-4-1998. Prior to its omission, sub-section (3)
inserted by the Finance Act, 1964, w.e.f. 1-4-1964, read as under :

“(3) Notwithstanding anything contained in sub-section (1), any expenditure incurred
an assessee after the 31stday of March, 1964, on advertisement or on maintenance
residential accommodation including any accommodation in the nature of a guest-hc
or in connection with travelling by an employee or any other person (including ho
expenses or allowances paid in connection with such travelling) shall be allowed only
the extent, and subject to such conditions, if any, as may be prescribed.”

Omitted by the Finance Act, 1985, w.e.f. 1-4-1986. Omitted sub-section (3A), as inserte
the Finance Act, 1983, w.e.f. 1-4-1984, stood as under:

‘(3A) Notwithstanding anything contained in sub-section (1), where the expenditure or
the case may be, the aggregate expenditure incurred by an assessee on any one o
of the items specified in sub-section (3B) exceeds one hundred thousand rupees, tw
per cent of such excess shall not be allowed as deduction in computing the incc
chargeable under the head “Profits and gains of business or profession”.’

Original sub-section was inserted by the Finance Act, 1978, w.e.f. 1-4-1979 and was |
omitted by the Finance (No. 2) Act, 1980, w.e.f. 1-4-1981.

Omitted by the Finance Act, 1985, w.e.f. 1-4-1986. Omitted sub-section (3B), as inserte
the Finance Act, 1983, w.e.f. 1-4-1984, stood as under :

“(3B) The expenditure, referred to in sub-section (3A) is that incurred on—

(i) advertisement, publicity and sales promotion; or

(ii) running and maintenance of aircraft and motor cars; or

(iii) payments made to hotels.
Explanation—For the purposes of sub-sections (3A) and (3B),—

(&) the expenditure specified in claugd@ clauseiii ) of sub-section (3B) shall be the
aggregate amount of expenditure incurred by the assessee as reduced by so
of such expenditure as is not allowed under any other provision of this Act;

(b) expenditure on advertisement, publicity and sales promotion shall not inclu
remuneration paid to employees of the assessee engaged in one or more of the
activities;

(c) expenditure onrunning and maintenance of aircraft and motor cars shall include

(i) expenditure incurred on chartering any aircraftand expenditure on hire char
forengaging cars plied for hire;
(il) conveyance allowance paid to employees and, where the assessee
company, conveyance allowance paid to its directors also.”
Original sub-section was inserted by the Finance Act, 1978, w.e.f. 1-4-1979, and was'
omitted by the Finance (No. 2) Act, 1980, w.e.f. 1-4-1981.

REPRODUCED FROM TAXMANN'S INCOME-TAXACT, 1999 EDITION



1.215 CH. IV - COMPUTATION OF BUSINESS INCOME S. 37

(3C) 74[* * *]
(3D) 75[* * *]
(4) 76[* * *]

74.

75.

76.

Omitted by the Finance Act, 1985, w.e.f. 1-4-1986. Omitted sub-section (3C), asinserte
the Finance Act, 1983, w.e.f. 1-4-1984, stood as under:

“(8C) Nothing contained in sub-section (3A) shall apply in respect of expenditure incurr
by an assessee, being a domestic company as defined in clause (2) of section 80E
person (other than a company) who is resident in India in respect of expenditure incu
wholly and exclusively on—

(i) advertisement, publicity and sales promotion outside India in respect of the goc
services or facilities which the assessee deals in or provides in the course o
business;

(ii) running and maintenance of motor cars in any branch, office or agency maintai
outside India, for the promotion of the sale outside India of such goods, service
facilities.”

Original sub-section was inserted by the Finance Act, 1978, w.e.f. 1-4-1979, and was'
omitted by the Finance (No. 2) Act, 1980, w.e.f. 1-4-1981.

Omitted by the Finance Act, 1985, w.e.f. 1-4-1986. Omitted sub-section (3D), as inserte
the Finance Act, 1983, w.e.f. 1-4-1984, stood as under :

“(3D) No disallowance under sub-section (3A) shallbe made—

(i) inthe case of an assessee engaged in the business of operation of aircraft, inre
of expenditure incurred on running and maintenance of such aircraft;

(ii) inthe case of an assessee engaged in the business of running motor cars on h
respect of expenditure incurred in running and maintenance of such motor cars.

Original sub-section was inserted by the Finance Act, 1978, w.e.f. 1-4-1979, and was
omitted by the Finance (No. 2) Act, 1980, w.e.f. 1-4-1981.

Omitted by the Finance Act, 1997, w.e.f. 1-4-1998. Prior to its omission, sub-section (4)
inserted by the Finance Act, 1970, w.e.f. 1-4-1970, read as under :

‘(4) Notwithstanding anything contained in sub-section (1) or sub-section (3),—

(i) noallowance shall be made in respect of any expenditure incurred by the asse
after the 28th day of February, 1970, on the maintenance of any residen
accommodation in the nature of a guest-house (such residential accommoda
being hereafter in this sub-section referred to as “guest-house”);

(ii) inrelation to the assessment year commencing on the 1st day of April, 1971, or :
subsequentassessmentyear, no allowance shall be made in respect of deprec
of any building used as a guest-house or depreciation of any assets in a guest-h

Providedthat the aggregate of the expenditure referred to in clg@sel(the amount of
any depreciation referred to in clausig ghall, for the purposes of this sub-section, be
reduced by the amount, if any, received from persons using the guest-house :
Provided further that nothing in this sub-section shall apply in relation to any guest-hou
maintained as a holiday home if such guest-house—

(a) ismaintained by an assessee who has throughout the previous year employe
less than one hundred whole-time employees in a business or profession carrie
by him; and

(b) isintended forthe exclusive use of such employees while on leave.

(Contd. on p. 1.216)
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(5) 77[* * *]

Building, etc., partly used for business, etc., or not exclusively so used.
7838. (1) Where a part of any premises is used as dwelling house by

assessee,—

(a) the deduction under sub-clausgedf clause &) of section 30, in
the case of rent, shall be such amount ag’Assessing] Officer
may determine having regard to the proportionate annual val
of the part used for the purpose of the business or profession,
in the case of any sum paid for repairs, such sum as is proportior
to the part of the premises used for the purpose of the busines
profession;

(b) the deduction under clauge) Ef section 30 shall be such sum as
the”Assessing] Officer may determine having regard to the part
used.

(Contd. from p. 1.215)

Explanation.—For the purposes of this sub-section,—

(i) residentialaccommodation in the nature of a guest-house shallinclude accom
dation hired or reserved by the assessee in a hotel for a period exceeding
hundred and eighty-two days during the previous year; and

(ii) the expenditure incurred onthe maintenance of aguest-house shall, ina casew

the residential accommodation has been hired by the assessee, include also th
paid inrespect of such accommodation.’

77. Omitted by the Finance Act, 1997, w.e.f. 1-4-1998. Prior to its omission, sub-section (5)

78.
79.

inserted by the Finance Act, 1983, w.r.e.f. 1-4-1979, read as under :

“(5) For the removal of doubts, itis hereby declared that any accommodation, by whate
name called, maintained, hired, reserved or otherwise arranged by the assessee f
purpose of providing lodging or boarding and lodging to any person (including a
employee or, where the assessee is a company, also any director of, or the holder
other office in, the company), on tour or visit to the place at which such accommodat
is situated, is accommodation in the nature of a guest-house within the meaning of
section (4).”

For relevant case langgeTaxmann’s Master Guide to Income-tax Act.

Substituted for “Income-tax” by the Direct Tax Laws (Amendment) Act, 1987, w.e.
1-4-1988.
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(2) Where any building, machinery, plant or furniture is not exclusively used
the purposes of the business or profession, the deductions under subiiglau:
of clause §) and claused) of section 30, clauseB @nd (i) of section 31 and
8 clause (i) of sub-section (1)] of section 32 shall be restricted to a fair propc
tionate part thereof which tHgAssessing] Officer may determine, having
regard to the user of such building, machinery, plant or furniture for tl
purposes of the business or profession.

Managing agency commission.
81:39. [Omitted by the Direct Tax Laws (Amendment) Act, 1987, w.e.f. 1-4}198
82Amounts not deductible.

40. Notwithstanding anything to the contrary in sections 3%[83], the
following amounts shall not be deducted in computing the income char
able under the head “Profits and gains of business or profession”,—

(a) inthe case of any assessee—

84[85(i) any interest (not being interest on a loan issued for publ
subscription before the 1st day of April, 1938), royalty, fees fc

80. Substituted for “clauseg((ii), (ila) and {ii ) of sub-section (1) and sub-section (1A)” by the
Taxation Laws (Amendment & Miscellaneous Provisions) Act, 1986, w.e.f. 1-4-1988.

81. Substituted for “Income-tax” by the Direct Tax Laws (Amendment) Act, 1987, w.e.
1-4-1988.

8la.Prior to its omission, section 39 stood as under:

“39. Managing agency commissioriWhere a managing agent of acompany is liable unde
an agreement in writing made for adequate consideration to share managing ag
commission with a third party or third parties, the said agent and the said party or pal
shall file a declaration showing the proportion in which such commission is shar
between them under the agreement, and on proof to the satisfaction of the Income
Officer of the facts contained in such declaration, such agent and each such party
be chargeable only on the share to which such agent or party is entitled under
agreement.”

82. Sealso Circular No.91/58/66-1TJ(19), dated 18-5-1967. For destadiBaxmann’s Master
Guide to Income-tax Act.

83. Substituted for “39” by the Direct Tax Laws (Amendment) Act, 1987, w.e.f. 1-4-1989.
84. Substituted for the following sub-clausgly the Finance Act, 1988, w.e.f. 1-4-1989.

“(i) any interestchargeable under this Actwhich is payable outside India (not be
intereston aloan issued for public subscription before the 1stday of April, 193
on which tax has not been paid or deducted under Chapter XVII-B and inresp
of which there is no person in India who may be treated as an agent under sec
163;”

85. Forrelevant case lanseelTaxmann’s Master Guide to Income-tax Act.
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technical services or other sum chargeable under this Act, whi
is payable outside India, on which tax has not been paid
deducted under Chapter XVII-B:

Provided that where in respect of any such sum, tax has been p:e
or deducted under Chapter XVII-B in any subsequent year, su
sum shall be allowed as a deduction in computing the income
the previous year in which such tax has been paid or deduct

Explanation—For the purposes of this sub-clause,—

(A) “royalty” shall have the same meaning asxplanation 2o
clause Yi) of sub-section (1) of section 9;

(B) “fees for technical services” shall have the same meaning
in Explanation 2to clause\ii) of sub-section (1) of section 9;]

8(ii) any sum paid on account of any rate or tax levied on the prof
or gains of any business or profession or assessed at a propor
of, or otherwise on the basis of, any such profits or gains;

87[8%(jia) any sum paid on account of wealth-tax.
Yy P

Explanation—For the purposes of this sub-clause, “wealth-tax
means wealth-tax chargeable under the Wealth-tax Act, 1957 (
of 1957), or any tax of a similar character chargeable under a
law in force in any country outside India or any tax chargeab
under such law with reference to the value of the assets of, or
capital employed in, a business or profession carried on by t
assessee, whether or not the debts of the business or profes

86. Forrelevantcase lansgelaxmann’s Master Guide to Income-tax Act.

87. Inserted by the Income-tax (Amendment) Act, 1972, with retrospective effect fro
1-4-1962 subjectto savings prescribed by sections 4 and 5 of that Actwhich read as ul

‘4. Wealth-tax not deductible in computing the total income for certain assessmentyear:
Nothing contained in the Indian Income-tax Act, 1922 (11 of 1922), shall be deemec
authorise, or shall be deemed ever to have authorised, any deduction in the comput
of the income of any assessee chargeable under the head “Profits and gains of bus
profession or vocation” or “Income from other sources” for the assessment year commt
ing on the 1st day of April, 1957, or any subsequent assessment year, of any sum pa
account of wealth-tax.

Explanation—For the purposes of this section, “wealth-tax” shall have the same mean
as is assigned to it in tixplanationto sub-clausdi@) of claused) of section 40 of the
principal Act.

5.Saving in certain cases-Where, before the 15th day of July, 1972 [being the date ©
which the Income-tax (Amendment) Ordinance, 1972 (7 of 1972), came into force],
Supreme Court has, on an appeal in respect of the assessment of an assessee |
particular assessment year, held that wealth-tax paid by the assessee is deductil
computing the total income of that year, then, nothing contained in sub-dia)sé (
clause ) of section 40, or sub-section (1A) of section 58, of the principal Act, as amenc
by this Act, or, as the case may be, section 4 of this Act, shall apply to the assessment of
assessee for that particular year.’
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are allowed as a deduction in computing the amount with refe
ence to which such tax is charged, but does not include any 1
chargeable with reference to the value of any particular assel
the business or profession;]

any payment which is chargeable under the head “Salaries”, i
is payable outside India and if the tax has not been paid there
nor deducted therefrom under Chapter XVII-B;

any payment to a provident or other fund established for tf
benefit of employees of the assessee, unless the assessec
made effective arrangements to secure that tax shall be deduc
at source from any payments made from the fund which a
chargeable to tax under the head “Salaries”;

88[* * *]

8(b) in the case of any firm assessable as such,—

M

(i)

any payment of salary, bonus, commission or remuneration,
whatever name called (hereinafter referred to as “remuneratior
to any partner who is not a working partner; or

any payment of remuneration to any partner who is a workir
partner, or of interest to any partner, which, in either case, isr
authorised by, or is not in accordance with, the terms of tt
partnership deed; or

88. Omitted by the Finance (No. 2) Act, 1971, w.e.f. 1-4-1972. Original cleusas$ inserted

by the Finance Act, 1968, w.e.f. 1-4-1969 and was later amended by the Taxation L

(Amendment) Act, 1970, w.e.f. 1-4-1971.

Substituted by the Finance Act, 1992, w.e.f. 1-4-1993. Prior to substitution, dpase (

amended by the Taxation Laws (Amendment) Act, 1984, w.e.f. 1-4-1985, the Direct 1

Laws (Amendment) Act, 1989, w.e.f. 1-4-1989, and the Direct Tax Laws (Amendment) A

1987, with effect from 1-4-1989, read as under :

‘(b) in the case of any firm, any payment of interest, salary, bonus, commission

remuneration made by the firm to any partner of the firm.
Explanation I=—Where interest is paid by a firm to any partner of the firm who ha
also paid interest to the firm, the amount of interest to be disallowed under t
clause shall be limited to the amount by which the payment of interest by the fil
to the partner exceeds the payment of interest by the partner to the firm.

89.

(Contd. on p. 1.220)
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any payment of remuneration to any partner who is a workir
partner, or of interest to any partner, which, in either case,
authorised by, and is in accordance with, the terms of ti
partnership deed, but which relates to any period (falling prior
the date of such partnership deed) for which such payment w
not authorised by, or is not in accordance with, any earli
partnership deed, so, however, that the period of authorisati
for such payment by any earlier partnership deed does not co
any period prior to the date of such earlier partnership deed,;

any payment of interest to any partner which is authorised by, a
is in accordance with, the terms of the partnership deed a
relates to any period falling after the date of such partnerst
deed in so far as such amount exceeds the amount calculate
the rate of eighteen per cent simple interest per annum; or

any payment of remuneration to any partner who is a workir
partner, which is authorised by, and is in accordance with, tl
terms of the partnership deed and relates to any period falli
after the date of such partnership deed in so far as the amour

(Contd. from p. 1.219)

Explanation 2—Where an individual is a partner in a firm on behalf, or for the benefi
of any other person (such partner and the other person being hereinafter referred
“partner in arepresentative capacity” and “person so represented” respectively)

®

(i)

interest paid by the firm to such individual or by such individual to the firm
otherwise than as partner in arepresentative capacity, shall not be taken
accountforthe purposes of this clause;

interest paid by the firm to such individual or by such individual to the firm a
partner in arepresentative capacity and interest paid by the firm to the per:
so represented or by the person so represented to the firm, shkdibanto
account for the purposes of this clause.

Explanation 3—Where an individual is a partner in a firm otherwise than as partne
in arepresentative capacity, interest paid by the firm to such individual shall not
taken into account for the purposes of this clause, if such interestis received by |
on behalf, or for the benefit, of any other person;’
90. SeeCircular No. 739, dated 25-3-1996. For detadseTaxmann’s Master Guide to
Income-tax Act.
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such paymentto all the partners during the previous year exce!
the aggregate amount computed as hereunder .(—

(1) in case of a firm carrying on a profession referred to i
section 44AA or which is notified for the purpose of tha

section—
(a) on the first Rs. 1,00,000 of Rs. 50,000 or at the rate of
the book-profit or in case 9(per cent of the book-
of a loss profit, whichever is more;

(b) on the next Rs. 1,00,000 of ahe rate of 60 per cent;
the book-profit

(c) on the balance of the dhe rate of 40 per cent;
book-profit

(2) inthe case of any other firm—
(a) on the first Rs. 75,000 of Rs. 50,000 or at the rate of

the book-profit, or in case 9(per cent of the book-
of a loss profit, whichever is more;

(b) on the next Rs. 75,000 of dhe rate of 60 per cent;
the book-profit

(c) on the balance of the dhe rate of 40 per cent:
book-profit

Provided that in relation to any payment under this clause to tr
partner during the previous year relevant to the assessment y
commencing on the 1st day of April, 1993, the terms of the partnerst
deed may, at any time during the said previous year, provide for st
payment.

Explanation I=—Where an individual is a partner in a firm on behalf
or for the benefit, of any other person (such partner and the otl
person being hereinafter referred to as “partner in a representa
capacity” and “person so represented”, respectively),—

(i) interest paid by the firm to such individual otherwise than &
partner in a representative capacity, shall not be taken ir
account for the purposes of this clause;

(ii) interest paid by the firm to such individual as partner in
representative capacity and interest paid by the firm to tt
person so represented shall be taken into account for
purposes of this clause.

Explanation 2—Where an individual is a partner in a firm otherwise
than as partner in a representative capacity, interest paid by the f
to such individual shall not be taken into account for the purposes
this clause, if such interest is received by him on behalf, or for tl
benefit, of any other person.
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Explanation 3—For the purposes of this clause, “book-profit” means
the net profit, as shown in the profit and loss account for the releve
previous year, computed in the manner laid down in Chapter 1V-D
increased by the aggregate amount of the remuneration paid
payable to all the partners of the firm if such amount has be
deducted while computing the net profit.

Explanation 4—For the purposes of this clause, “working partner
means an individual who is actively engaged in conducting the affa
of the business or profession of the firm of which he is a partner;

in the case of an association of persons or body of individuals [ot}
than a company or a co-operative society or a society registel
under the Societies Registration Act, 1860 (21 of 1860), or under &
law corresponding to that Act in force in any part of India], an
payment of interest, salary, bonus, commission or remuneration,
whatever name called, made by such association or body tc
member of such association or body.

Explanation I=—Where interest is paid by an association or body t
any member thereof who has also paid interest to the associatiol
body, the amount of interest to be disallowed under this clause st
be limited to the amount by which the payment of interest by ti
association or body to the member exceeds the payment of inte|
by the member to the association or body.

Explanation 2—Where an individual is a member of an association ©
body on behalf, or for the benefit, of any other person (such meml
and the other person being hereinafter referred to as “member i
representative capacity”and “person so represented”, respectively)

(i) interest paid by the association or body to such individual or
such individual to the association or body otherwise than
member in a representative capacity, shall not be taken ir
account for the purposes of this clause;

(ii) interest paid by the association or body to such individual or |
such individual to the association or body as member in
representative capacity and interest paid by the association
body to the person sorepresented or by the person so represe
to the association or body, shall be taken into account for tl
purposes of this clause.

Explanation 3—Where an individual is a member of an associatio
or body otherwise than as member in a representative capacity, intel

91. Inserted by the Direct Tax Laws (Amendment) Act, 1989, w.e.f. 1-4-1989.
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paid by the association or body to such individual shall not be tak
into account for the purposes of this clause, if such interestis recei
by him on behalf, or for the benefit, of any other person.]

(¢) [Omitted by the Direct Tax Laws (Amendment) Act, 1987, w.e.
1-4-1989. Earlier, it was amended by the Finance Act, 1963, w.e.
1-4-1963, Finance Act, 1964, w.e.f. 1-4-1964, Finance Act, 1965, w.e
1-4-1965, Finance Act, 1968, w.e.f. 1-4-1969, Finance (No. 2) Act, 197
w.e.f. 1-4-1972, Finance Act, 1984, w.e.f. 1-4-1985 and Direct Tax Layv
(Amendment) Act, 1987, w.e.f. 1-4-1988.

(d) [Omitted by the Finance Act, 1988, w.e.f. 1-4-1P89.

[Expenses or payments not deductible in certain circumstances.

940A.(1) The provisions of this section shall have effect notwithstandir

anything to the contrary contained in any other provision of this A
relating to the computation of income under the head “Profits and gains
business or profession”.

94(2)(a) Where the assessee incurs any expenditure in respect of which payr
has been or is to be made to any person referred to in clusfettiis sub-
section, and th&[Assessing] Officer is of opinion that such expenditure i
excessive or unreasonable having regard to the fair market value of the go
services or facilities for which the payment is made or the legitimate needs of
business or profession of the assessee or the benefit derived by or accruing tc
therefrom, so much of the expenditure as is so considered by him to be exce:
or unreasonable shall not be allowed as a deduction;

96[* * *]

92. Inserted by the Finance Act, 1968, w.e.f. 1-4-1968.

93. Sealso Press Note, dated 2-5-1969, issued by Ministry of Finance, Circular No. 34, d:
5-3-1970, Circular No. 33, dated 29-12-1969, Circular No. 250, dated 11-1-1979, Circular |
522, dated 18-8-1988, Letter [F. No. 142(14)/70-TPL], dated 28-9-1970, Letter [F. No. 1(Z
69-TPL(Pt.)], dated 18-4-1969, Circular No. 220, dated 31-5-1977, Circular No. 169 (para Z
dated 23-6-1975, Letter [F. No. 204/10/71-1T(A-11)], dated 17-4-1971 and Letter BC N
T-11/256-Misc. 75-76, dated 15-11-1975, from the Commissioner of Income-tax, Bomb:
For detailsseeTaxmann’s Master Guide to Income-tax Act.

94. Forrelevantcase lansgelaxmann’s Master Guide to Income-tax Act.

95. Substituted for “Income-tax” by the Direct Tax Laws (Amendment) Act, 1987, w.e.
1-4-1988.

96. Omitted by the Direct Tax Laws (Amendment) Act, 1987, w.e.f. 1-4-1989. Prior to i
omission, proviso, as amended by the Finance (No. 2) Act, 1971, w.e.f. 1-4-1972, stoc
under:

“Providedthat the provisions of this sub-section shall not apply in the case of an asse:!
being a company in respect of any expenditure to which sub-ciudelause ) of
section 40 applies.”
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(b) The persons referred to in clauagdre the following, namely :—

0]
(i)

(iii)
(@iv)

V)

(vi)

where the assessee is an any relative of the assessee;
individual

where the assessee is a any director of the company, part
company, firm, association of the firm, or member of the assc
of persons or Hindu un- ciation or family, or any relative o
divided family such director, partner or member;

any individual who has a substantial interest in the business
profession of the assessee, or any relative of such individual,

a company, firm, association of persons or Hindu undivided fami
having a substantial interest in the business or profession of
assessee or any director, partner or member of such company, fi
association or family, or any relative of such director, partner ¢
member;

a company, firm, association of persons or Hindu undivided fami
of which a director, partner or member, as the case may be, |
a substantial interest in the business or profession of the asses
or any director, partner or member of such company, firm, ass
ciation or family or any relative of such director, partner o
member;

any person who carries on a business or profession,—

(A) where the assessee being an individual, or any relative of st
assessee, has a substantial interest in the business or professic
that person; or

(B) wherethe assessee being acompany, firm, association of pers
or Hindu undivided family, or any director of such company
partner of such firm or member of the association or family, c
any relative of such director, partner ormember, has a substan
interest in the business or profession of that person.

Explanation—For the purposes of this sub-section, a person shall be deeme
have a substantial interest in a business or profession, if,—

(@

(b)

in a case where the business or profession is carried on by acomp
such person is, at any time during the previous year, the benefic
owner of shares (not being shares entitled to a fixed rate of divide
whether with or without a right to participate in profits) carrying no
less than twenty per cent of the voting power; and

in any other case, such personis, at any time during the previousy
beneficially entitled to not less than twenty per cent of the profits
such business or profession.
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(3)°Where the assessee incurs any expenditure in respect of which payme
made, after such date (not being later than the 31st day of March, 1969) as
be specified in this behalf by the Central Government by notification in tl
Official Gazetté&, in a sum exceedirt§[twenty] thousand] rupees otherwise
than by a crossed cheque drawn on a bank or by a crossed barikwlesdlty
per cent of such expenditure shall not be allowed as a deduction] :

Providedthat where an allowance has been made inthe assessment for any
not being an assessment year commencing prior to the 1st day of April, 196¢
respect of any liability incurred by the assessee for any expenditure :
subsequently during any previous year the assessee makes any payme
respectthereof in a sum exceedififiwenty] thousand] rupees otherwise than
by a crossed cheque drawn on a bank or by a crossed bank draft, the allow
originally made shall be deemed to have been wrongly made afés$lsessing]
Officer may recompute the total income of the assessee for the previous ye
which such liability was incurred and make the necessary amendment, anc
provisions of section 154 shall, so far as may be, apply thereto, the period of
years specified in sub-section (7) of that section being reckoned from the er
the assessment year next following the previous year in which the payment
so made:

Provided further that no disallowance under this sub-section shall be ma
where any payment in a sum exceed{fdgwenty] thousand] rupees is made
otherwise than by a crossed cheque drawn on a bank or by a crossed bank
in such cases and under such circumstances as may be présbabau)
regard to the nature and extent of banking facilities available, consideration
business expediency and other relevant factors.]

97. Forrelevant case lansgelaxmann’s Master Guide to Income-tax Act.

98. 31-3-1969 specifieddeNotification No. SO 623, dated 14-2-1969.

99. Substituted for “two thousand five hundred” by the Direct Tax Laws (Amendment) Ac
1987, w.e.f. 1-4-198%ealso Circular No. 522, dated 18-8-1988. For detmd,axmann’s
Master Guide to Income-tax Act.

1. Substituted for “ten” by the Finance (No. 2) Act, 1996, w.e.f. 1-4-1997.

2. Substituted for “such expenditure shall not be allowed as a deduction” by the Finance.
1995, w.e.f. 1-4-1996.

3. Substituted for “two thousand five hundred” by the Direct Tax Laws (Amendment) Ac
1987, w.e.f. 1-4-1989.

4. Substituted for “ten” by the Finance (No. 2) Act, 1996, w.e.f. 1-4-1997.

5. Substituted for “Income-tax” by the Direct Tax Laws (Amendment) Act, 1987, w.e.1
1-4-1988.

6. Substituted for “two thousand five hundred” by the Direct Tax Laws (Amendment) Ac
1987, w.e.f. 1-4-1989.

7. Substituted for “ten” by the Finance (No. 2) Act, 1996, w.e.f. 1-4-1997.

8. Seegule 6DD for cases and circumstances in which paymentin a sum exceeding Rs. 20
may be made otherwise than by a crossed cheque drawn on a bank or by a crossec
draft. For an analysis of rule 6DBeeAppendix Two.
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°[(4) Notwithstanding anything contained in any other law for thetimebeingin
force or in any contract, where any payment in respect of any expenditure has
to be made by a crossed cheque drawn on abank or by a crossed bank draft in
order that such expenditure may not be disallowed as a deduction under sub-
section (3), then the payment may be made by such cheque or draft; and where
the payment is so made or tendered, no person shall be allowed to raise, in any
suit or other proceeding, a plea based on the ground that the payment was not
made or tendered in cash or in any other manner.]

19(5) [Omitted by the Direct Tax Laws (Amendment) Act, 1987, w.e.f. 1-4-1989.
Original sub-section (5) was inserted by the Finance (No. 2) Act, 1971, w.e.f.
1-4-1972.]

9. Insertedby theFinanceAct, 1969, w.e.f.1-4-1969.

10. Prior toitsomission, sub-section (5), asamended by the Direct Taxes (Amendment) Act,
1974, w.ef.1-4-1974, Taxation Laws(Amendment) Act, 1984, w.e.f. 1-4-1985, FinanceAct,
1984, w.e.f. 1-4-1985 and FinanceAct, 1985, w.e.f. 1-4-1985, stood asunder :

‘(5) (&) Wherethe assessee—
(i) incursany expenditurewhichresultsdirectly or indirectly inthe payment of any
salary to an employee or aformer employee, or
(ii) incurs any expenditure which results directly or indirectly in the provision of any
perquisite (whether convertibleinto money or not) to an employeeor incursdirectly
or indirectly any expenditureor isentitled to any allowanceinrespect of any assets
of the assessee used by an employeeeither wholly or partly for hisown purposes
or benefit,
then, subject to the provisionsof clause (b), so much of such expenditureor allowanceas
isin excessof thelimit specified in respect thereof in clause (c) shall not beallowed asa
deduction:
Provided that wherethe assesseeisacompany, so much of the aggregate of—
(a) theexpenditureandallowancereferredtoinsub-clauses(i) and (ii) of thisclause;
and
(b) theexpenditure and allowancereferred to in sub-clauses (i) and (ii) of clause (c) of
section 40,
in respect of an employee or aformer employee, being adirector or a person who has a
substantial interest in the company or arelative of the director or of such person, asisin
excess of the sum of one hundred and two thousand rupees, shall in no casebeallowed
asadeduction:
Provided further that in computing the expenditurereferred toin sub-clause (i) or the
expenditure or allowancereferred to in sub-clause (ii) of thisclause or the aggregate
referred to in the foregoing proviso, the following shall not be taken into account,

namely :—
(i) the value of any travel concession or assistance referred to in clause (5) of
section10;

(ii) passage moneys or the value of any free or concessional passage referred to in
sub-clause (i) of clause (6) of section 10;
(iii) any paymentreferred toin clause (iv) or clause (v) of sub-section (1) of section 36;
(iv) any expenditurereferred toin clause (ix) of sub-section (1) of section 36.
(b) Nothingin clause (a) shall apply to any expenditure or allowanceinrelationto—
(i) any employeeinrespect of any period of hisemployment outside India;
(Contd. on p. 1.227)
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(Contd. from p. 1.226)

(ii) any employeebeinganindividual referredtoinsub-clause(vii) or sub-clause
(viia) of clause (6) of section 10 in respect of any period during which heis
entitled to the exemption under sub-clause (vii) or, asthe case may be, sub-
clause(viia) aforesaid;

(iii) any employeewhoseincome chargeable under thehead “ Salaries’ isseven
thousand and fivehundred rupeesor less.
(c) Thelimitsreferredtoin clause (a) arethefollowing, namely :—

(i) inrespect of theexpenditurereferredtoin sub-clause (i) of clause (a), inthe

case of an employee, an amount cal cul ated at therate of seventhousandfive
hundred rupees for each month or part thereof comprised in the period of
hisemploymentinIndiaduringthepreviousyear, andinthecaseof aformer
employee, being anindividual who ceasesor ceased to betheemployeeof the
assessee during the previous year or any earlier previous year, ninety
thousand rupees:
Provided that wheretheexpenditureisincurred on payment of any salary to
an employeeor aformer employeeengaged in scientificresearch during any
oneor moreof thethreeyearsimmediately preceding the commencement
of the business and such expenditure is deemed under the Explanation to
clause (i) of sub-section (1) of section 35to havebeenlaid out or expended
inthepreviousyear inwhichthebusinessiscommenced, thelimitreferred
to in this sub-clause shall, in relation to the previous year in which the
busi nessiscommenced, bean amount cal cul ated at therate of fivethousand
rupees for each month or part thereof comprised in the period of his
employment in Indiaduring the previous year in which such businessis
commenced and inthe period of hisemployment in Indiaduringwhich he
was engaged in scientific research during the three years immediately
preceding that previousyear :

Provided further that in relation to any month or part thereof comprisedin

any such previousyear asisrel evant to the assessment year commencing on

the 1st day of April, 1985, or any subsequent assessment year, the reference to

“five thousand rupees’ in the preceding proviso shall be construed as a

referenceto“ seven thousand five hundred rupees”;

(ii) inrespect of the aggregate of theexpenditureand theallowancereferred to
insub-clause (ii) of clause (a), one-fifth of theamount of the salary payable
totheemployeeor an amount cal cul ated at therate of onethousand rupees
for each month or part thereof comprised in the period of employmentin
Indiaof theemployeeduring the previousyear, whichever isless.

Explanation 1.—Theprovisionsof thissub-section shall apply notwithstanding that
any amount not to beallowed under thissub-sectionisincludedinthetotal income
of theemployee or, asthe case may be, theformer employee.

Explanation 2.—Inthissub-section,—

(a) “salary” hasthemeaning assignedtoitin clause (1) read with clause (3) of
section 17 subject to thefollowing modifications, namely :—

(1) inthesaidclause(1),theword*perquisites’ occurringinsub-clause(iv)
and thewhol e of sub-clause (vii) shall be omitted;

(2) inthesaidclause(3), thereferencesto“ assessee” shall beconstrued as
referencesto employeeor former employee’ andthereferencesto“ his
employer or former employer” and“ anemployer or aformer employer”
shall be construed asreferencesto“ the assessee”;

(b) “perquisite” means—

(i) rent-freeaccommodation provided totheemployeeby theassessee;

(ii) any concession in the matter of rent respecting any accommodation
provided to theemployeeby the assesses;

(Contd on p. 1.228)
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1(6) [Omitted by the Direct Tax Laws (Amendment) Act, 1987, w.e.f. 1-4-1989. Original
sub-section (6) was inserted by the Finance (No. 2) Act, 1971, w.e.f. 1-4-1972.]
2[13(7)(a) Subject to the provisions of clause (b), no deduction shall be allowed in
respect of any provision (whether called as such or by any other name) made by
the assessee for the payment of gratuity to his employees on their retirement or
on termination of their employment for any reason.

(b) Nothing in clause (a) shall apply in relation to—

(i) any provision made by the assessee for the purpose of payment of a
sum by way of any contribution towards an approved gratuity fund,
or for the purpose of payment of any gratuity, that has become
payable during the previous year;

(ii) any provision made by the assessee for the previous year relevant to
any assessment year commencing on or after the 1st day of April,

1973, but beforethe 1st day of April, 1976, to the extent the amount

of such provision does not exceed the admissible amount, if the

following conditions are fulfilled, namely :—

(1) theprovision is madein accordance with an actuarial valuation
of the ascertainable liability of the assessee for payment of
gratuity to hisemployeeson their retirement or on termination of
their employment for any reason;

(2) the assessee creates an approved gratuity fund for the exclusive
benefit of hisemployeesunder an irrevocabletrust, the applica-
tionfor theapproval of thefund having been made beforethe 1st
day of January, 1976; and

(3) asumequal to at least fifty per cent of the admissible amount, or
where any amount has been utilised out of such provision for the

(Contd. from p. 1.227)
(iii) any benefitor amenity granted or provided freeof cost or at concessional
rateto theemployee by the assessee;
(iv) payment by the assessee of any suminrespect of any obligationwhich,
but for such payment, woul d have been payabl e by theemployee; and
(v) payment by theassesseeof any sum, whether directly or throughafund,
other than arecogni sed provident fund or an approved superannuation
fund, to effect an assurance on the life of the employee or to effect a
contract for anannuity;’
11. Priortoitsomission, sub-section(6), asamended by theFinanceAct, 1984, w.e.f. 1-4-1985,
stood asunder :
“(6) Wherethe assesseeincursany expenditure by way of feesfor servicesrendered by
aperson who at any time during the twenty-four months immediately preceding the
previousyear was an empl oyee of the assessee,—
(a) such expenditure by way of fees, or
(b) wheretheassesseehasal soincurredinrelationto such person any expenditureby
way of salary referred to in sub-clause (i) of clause (a) of sub-section (5), the
aggregate of such expenditure by way of feesand by way of salary,
shall not be allowed asadeduction to the extent such expenditure by way of feesor, as
the case may be, the aggregate of such expenditure by way of feesand by way of salary
exceedsninety thousand rupees.”
12. Inserted by theFinanceAct, 1975, w.r.e.f. 1-4-1973.
13. Forrelevant caselaws, see Taxmann'sMaster Guideto Income-tax Act.
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purpose of payment of any gratuity before the creation of the
approved gratuity fund, asum equal to at | east fifty per cent of the
admissible amount as reduced by the amount so utilised, is paid by
the assessee by way of contribution to the approved gratuity fund
before the 1st day of April, 1976, and the balance of the admissible
amount or, as the case may be, the balance of the admissible
amount as reduced by the amount so utilised, ispaid by the assessee
by way of such contribution before the 1st day of April, 1977.

Explanation 1.—For the purposes of sub-clause (ii) of clause (b) of this sub-section,
“admissible amount” means the amount of the provision made by the assessee for
the payment of gratuity to his employees on their retirement or on termination
of their employment for any reason, to the extent such amount does not exceed
an amount cal culated at the rate of eight and one-third per cent of the salary [as
definedin clause (h) of rule2 of Part A of the Fourth Schedul €] of each employee
entitled to the payment of such gratuity for each year of his servicein respect of
which such provision is made.

Explanation 2.—For theremoval of doubts, it ishereby declared that whereany
provision made by the assessee for the payment of gratuity to hisemployeeson
their retirement or on termination of their employment for any reason has been
allowed as a deduction in computing the income of the assessee for any
assessment year, any sum paid out of such provision by way of contribution
towards an approved gratuity fund or by way of gratuity to any employee shall
not be allowed as a deduction in computing the income of the assessee of the
previous year in which the sum is so paid.]

The following sub-section (7) shall be substituted for the existing sub-section (7)
of section 40A by the Finance Act, 1999, w.e.f. 1-4-2000 :

(7) (a) Subject to the provisions of clause (b), no deduction shall be allowed in
respect of any provision (whether called as such or by any other name) made by
the assessee for the payment of gratuity to his employees on their retirement or on
termination of their employment for any reason.

(b) Nothing in clause (@) shall apply in relation to any provision made by the assessee
for the purpose of payment of a sum by way of any contribution towards an approved
gratuity fund, or for the purpose of payment of any gratuity, that has become payable
during the previous year.

Explanation.—For the removal of doubts, it is hereby declared that where any
provision made by the assessee for the payment of gratuity to his employees on
their retirement or termination of their employment for any reason has been
allowed as adeduction in computing the income of the assessee for any assessment
year, any sum paid out of such provision by way of contribution towards an
approved gratuity fund or by way of gratuity to any employee shall not be allowed
as a deduction in computing the income of the assessee of the previous year in
which the sum is so paid.
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14. Sub-section (8) omitted by the FinanceAct, 1985, w.e.f. 1-4-1986. Sub-section (8), as
inserted by the Finance Act, 1975, w.e.f. 1-4-1976, stood asunder :
‘(8) Wherethe assessee, bei ng acompany (other than abanking company or afinancial
company), incursany expenditureby way of interest in respect of any deposit received by
it, fifteen per cent of such expenditure shall not be allowed as a deduction.
Explanation.—Inthissub-section,—

(a) “bankingcompany” meansacompany towhichtheBanking Regulation Act, 1949
(10 of 1949), appliesand includesany bank or bankinginstitutionreferredtoin
section 51 of that Act;

(b) “deposit” meansany deposit of money with, andincludesany money borrowed by,
acompany, but does not include any amount received by the company—

®

(i)

(iii)

(@iv)

)
(vi)
(vii)

(viii)

(ix)

fromthe Central Government or any State Government or any local author-
ity, or from any other source where the repayment of the amount is
guaranteed by the Central Government or aState Government;

fromthe Government of aforeign State, or from acitizen of aforeign State,
or from any institution, association or body (whether i ncorporated or not)
established outside India;

asaloan from abanking company or from aco-operative society engagedin
carrying onthebusinessof banking (including aco-operativeland mortgage
bank or aco-operativeland devel opment bank);

as aloan from any institution or body specified in the list in the Tenth
Schedul eor such other institution or body asthe Central Government may,
having regard to the nature and objects of the institution or body, by
notification inthe Official Gazette, specify in thisbehalf;

from any other company;

from an employee of the company by way of security deposit;

by way of security or asan advancefrom any purchasing agent, selling agent
or other agent in the course of, or for the purpose of, the business of the
company or as advance against orders for the supply of goods or for the
rendering of any service;

by way of subscriptionto any share, stock, bond or debenture (such bond or
debenture being secured by achargeor alien on the assets of the company)
pending theallotment of thesaid share, stock, bond or debenture, or by way
of advance payment of any moneysuncalled and unpaid upon any sharesin
the company, if such moneys are not repayable in accordance with the
articlesof association of thecompany;

as aloan from any person where the loan is secured by the creation of a
mortgage, chargeor pledge of any assetsof the company (such loan being
hereafter inthissub-clausereferredto astherel evant | oan) and theamount
of therelevant loan, together with theamount of any other prior debt or loan
secured by the creation of amortgage, chargeor pledgeof such assets, isnot
more than seventy-five per cent of the price that such assets would ordinarily
fetch on sale in the open market on the date of creation of the mortgage,
chargeor pledgefor therelevant loan;

(c) “financia company” means—

®

(i)

ahire-purchasefinancecompany, that i sto say, acompany whichcarrieson,
asitsprincipal business, hire-purchasetransacti onsor thefinancing of such
transactions; or
aninvestment company, that isto say, acompany which carrieson, asits
principal business, the acquisition of shares, stock, bonds, debentures,
debenture stock, or securitiesissued by the Government or alocal authority,
or other marketabl e securities of alike nature; or

(Contd. on p. 1.231)
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15[(9) No deduction shall be allowed in respect of any sum paid by the assessee
asan employer towardsthe setting up or formation of, or as contribution to, any
fund, trust, company, association of persons, body of individuals, society
registered under the Societies Registration Act, 1860 (21 of 1860), or other
institution for any purpose, except where such sum is so paid, for the purposes
and to the extent provided by or under clause (iv) or clause (v) of sub-section (1)
of section 36, or asrequired by or under any other law for thetimebeinginforce.

(10) Notwithstanding anything contained in sub-section (9), where the
1¢[ Assessing] Officer is satisfied that the fund, trust, company, association of
persons, body of individuals, society or other institution referred to in that sub-
section has, before the 1st day of March, 1984, bona fide laid out or expended any
expenditure (not being in the nature of capital expenditure) wholly and exclu-
sively for thewelfare of the empl oyees of the assesseereferred to in sub-section
(9) out of thesumreferred toin that sub-section, theamount of such expenditure
shall, in case no deduction has been allowed to the assessee in respect of such
sum and subject to the other provisions of this Act, be deducted in computing the
incomereferredtoin section 28 of the assessee of the previousyear inwhich such
expenditureis so laid out or expended, as if such expenditure had been laid out
or expended by the assessee.]

171(11) Wherethe assessee has, beforethe 1st day of March, 1984, paid any sum
to any fund, trust, company, association of persons, body of individual's, society
or other institution referred to in sub-section (9), then, notwithstanding anything
contained in any other law or in any instrument, he shall be entitled—

(i) toclaimthat so much of the amount paid by him as has not been laid
out or expended by such fund, trust, company, association of persons,
body of individuals, society or other institution (such amount being
hereinafter referred to asthe unutilised amount) berepaid to him,
and whereany claimissomade, the unutilised amount shall berepaid,
as soon as may be, to him;

(Contd. from p. 1.230)

(iii) ahousingfinancecompany, that isto say, acompany which carrieson, asits
principal business, thebusi nessof financing of acquisition or construction of
houses, including acquisition or devel opment of landin connectiontherewith;

(iv) aloancompany, that isto say, acompany [not beingacompany referredto
in sub-clauses (i) to (iii)] which carries on, asits principal business, the
business of providing finance, whether by making loans or advances or
otherwise;

(v) amutual benefit financecompany, that isto say, acompany which carrieson,
as its principal business, the business of acceptance of deposits from its
members and which isdeclared by the Central Government under section
620A of theCompaniesAct, 1956 (1 of 1956), tobeaNidhi or M utual Benefit
Society;

(vi) amiscellaneous finance company, that isto say, acompany which carrieson
exclusively, or ailmost exclusively, two or more classes of business referred
to in the preceding sub-clauses.’

15. Inserted by the FinanceAct, 1984, with retrospectiveeffect from 1-4-1980.

16. Substituted for “Income-tax” by the Direct Tax Laws (Amendment) Act, 1987, w.e.f.
1-4-1988.

17. Inserted by theFinanceAct, 1984, w.r.e.f. 1-4-1980.



S. 41

I.T. ACT, 1961 1.232

(ii) to claim that any asset, being land, building, machinery, plant or

furniture acquired or constructed by the fund, trust, company,
association of persons, body of individuals, society or other institution
out of the sum paid by the assessee, be transferred to him, and where
any claim is so made, such asset shall be transferred, as soon as may
be, to him.]

(12) ¥[Omitted by the Finance Act, 1992, w.e.f. 1-4-1993.]
Profits chargeable to tax.

41. 19[?9(1) Where an allowance or deduction has been made in the assessment
for any year in respect of loss, expenditureor trading liability incurred by the
assessee (hereinafter referred to as the first-mentioned person) and subse-

quently during any previous year,—
(a) the first-mentioned person has obtained, whether in cash or in any

other manner whatsoever, any amount in respect of such loss or
expenditureor somebenefitinrespect of suchtrading liability by way
of remission or cessation thereof, the amount obtained by such
person or the value of benefit accruing to him shall be deemed to be
profits and gains of business or profession and accordingly charge-
able to income-tax as the income of that previous year, whether the
businessor professioninrespect of whichtheallowanceor deduction
has been made isin existence in that year or not; or

(b) the successor in business has obtained, whether in cash or in any

other manner whatsoever, any amount in respect of which lossor
expenditure was incurred by the first-mentioned person or some
benefit in respect of the trading liability referred to in clause (a) by

18. Prior to omission sub-section (12), asinserted by the Finance Act, 1985, w.e.f. 1-4-1986, read
as under:
“(12) Nodeduction shall beallowedin excessof ten thousand rupeesfor any assessment
year in respect of any expenditure incurred by the assessee by way of fees or other
remuneration paid to any person (other than an empl oyee of the assessee),—

@

(b)
(c)

for services (not being services by way of preparation of return of income) in
connection with any proceeding under this A ct before any income-tax authority or
theCommi ssion constituted under section 245B or acompetent authority withinthe
meaning of clause (b) of section 269A or the Appellate Tribunal or any court;

for servicesin connection with any other proceeding before any court, being a
proceedingrel ating totax, penalty, interest or any other matter under thisAct; and
for any advicein connectionwithtax, penalty, interest or any other matter under
thisAct.”

19. Substituted by theFinanceAct, 1992, w.e.f. 1-4-1993. Prior to substitution, sub-section (1)
read asunder:
“(1) Where an allowance or deduction has been made in the assessment for any year in
respect of |oss, expenditureor trading liability incurred by the assessee, and subsequently
during any previous year the assessee has obtained, whether in cash or in any other
manner whatsoever, any amount i n respect of such lossor expenditureor somebenefit
inrespect of such tradingliability by way of remission or cessation thereof, theamount
obtai ned by him or theval ue of benefit accruingto him, shall bedeemedto beprofitsand
gainsof businessor profession and accordingly chargeabl etoincome-tax astheincome
of that previousyear, whether thebusi nessor professioninrespect of whichtheallowance
or deduction hasbeen madeisin existencein that year or not.”

20. Forrelevant caselaws, see Taxmann’sMaster Guideto | ncome-tax Act.
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way of remission or cessation thereof, the amount obtained by the
successor inbusinessor theval ue of benefit accruing to the successor
in business shall be deemed to be profits and gains of the business or
profession, and accordingly chargeableto income-tax astheincome
of that previous year.

2[Explanation 1.—For the purposes of thissub-section, theexpression “lossor
expenditure or some benefit in respect of any such trading liability by way of
remission or cessation thereof” shall include the remission or cessation of any
liability by aunilateral act by the first mentioned person under clause (a) or the
successor in business under clause (b) of that sub-section by way of writing off
such liability in his accounts.]

2[Explanation 2].—For the purposes of this sub-section, “successor in business’
means,—
(i) where there has been an amalgamation of a company with another
company, the amalgamated company;
(ii) where the first-mentioned person is succeeded by any other person
in that business or profession, the other person;
(iii) where afirm carrying on a business or profession is succeeded by
another firm, the other firm;]

The following clause (iv) shall be inserted after clause (iii) in
Explanation 2 to sub-section (1) of section 41 by the Finance Act,
1999, w.e.f. 1-4-2000 :

(iv) where there has been a demerger, the resulting company.

23[(2) Where any building, machinery, plant or furniture,—

(a) which isowned by the assessee;

(b) inrespect of which depreciation is claimed under clause (i) of sub-

section (1) of section 32; and

(c) which was or has been used for the purposes of business,
issold, discarded, demolished or destroyed and the moneys payable in respect
of such building, machinery, plant or furniture, asthe case may be, together with
the amount of scrap value, if any, exceeds the written down value, so much of
the excess as does not exceed the difference between the actual cost and the
written down value shall be chargeableto income-tax asincome of the business
of the previous year in which the moneys payable for the building, machinery,
plant or furniture became due.
Explanation.—Wherethe moneyspayabl ein respect of thebuilding, machinery,
plant or furniture referred to in this sub-section become due in a previous year
inwhich the businessfor the purpose of which the building, machinery, plant or

21. Inserted by the Finance(No. 2) Act, 1996, w.e.f. 1-4-1997.

22. Explanation renumbered asExplanation 2, ibid.

23. Insertedby theFinance(No. 2) Act, 1998, w.r.e.f. 1-4-1998. Earlier original sub-section (2)
wasamended by theFinance(No. 2) Act, 1980, w.e.f. 1-4-1981 and | ater on omitted by the
Taxation Laws(Amendment and MiscellaneousProvisions) Act, 1986, w.e.f. 1-4-1988.
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furniture was being used is no longer in existence, the provision of this sub-
section shall apply asif the businessisin existence in that previous year.]
(2A) 24[* * *]

(3) Where an asset representing expenditure of a capital nature on scientific
research within the meaning of clause (iv) of sub-section (1), 2°[or clause (c) of
sub-section (2B),] of section 35, read with clause (4) of section 43, issold, without
having been used for other purposes, and the proceeds of the sal etogether with
thetotal amount of the deductions made under clause (i) %[ or, asthe case may
be, theamount of thededuction under clause(ia)] of sub-section (2), 2’[or clause
(c) of sub-section (2B),] of section 35 exceed theamount of the capital expendi-
ture, the excess or theamount of the deductions so made, whichever istheless,
shall bechargeabletoincome-tax asincomeof the businessor profession of the
previous year in which the sale took place.

Explanation.—Wherethe moneys payablein respect of any asset referredtoin
thissub-section becomedueinapreviousyear inwhichthebusinessisnolonger
in existence, the provisions of this sub-section shall apply asif thebusinessisin
existencein that previous year.

28(4) Where adeduction has been allowed in respect of abad debt or part of debt
under the provisions of clause (vii) of sub-section (1) of section 36, then, if the
amount subsequently recovered on any such debt or part is greater than the
difference between the debt or part of debt and the amount so allowed, the
excess shall be deemed to be profits and gains of business or profession, and
accordingly chargeable to income-tax as the income of the previous year in
whichitisrecovered, whether the business or professionin respect of which the
deduction has been allowed isin existence in that year or not.

24. Omitted by theTaxationLaws(Amendment & MiscellaneousProvisions) Act, 1986, w.e.f.
1-4-1988. Original sub-section (2A), asinserted by the Taxation L aws(Amendment) Act,
1970,w.e.f.1-4-1971, stood asunder :

‘(2A) Whereany structureor work inor inconnectionwith abuilding, being thestructure
or work referred to in sub-section (1A) of section 32, is sold, discarded, demolished,
destroyed or issurrendered asaresult of the determination of thelease or other right of
occupancy inrespect of the building and the moneyspayabl ein respect of such structure
or work together with theamount of scrap value, if any, exceed thewritten downvalue,
so much of the excess as does not exceed the difference between the actual cost of the
structureor work anditswritten downvalueshall bechargeabl etoincome-tax asincome
of the business or profession of the previousyear inwhich the moneys payablefor the
structure or work becamedue.

Explanation 1.—Wherethemoneyspayabl einrespect of thestructureor work referred
tointhissub-section becomeduein apreviousyear inwhichthebusinessor profession
for the purpose of which the structure or work was constructed or doneisnolonger in
existence, theprovisionsof thissub-sectionshall apply asif thebusinessor professionwere
in existenceinthat previousyear.

Explanation 2.—For the purposesof thissub-section, theexpression“ moneys payabl e’ and
theexpression*“ sold” shall havethe samemeaningsasin sub-section (1A) of section32.’

25. Inserted by theFinance (No. 2) Act, 1980, w.e.f. 1-4-1981.

26. Inserted by the Finance(No. 2) Act, 1967, w.e.f. 1-4-1968.

27. Inserted by the Finance (No. 2) Act, 1980, w.e.f. 1-4-1981.

28. Forrelevant caselaws, see Taxmann’sMaster Guideto | ncome-tax Act.
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29[Explanation.—For the purposes of sub-section (3),—
(1) “moneys payable” in respect of any building, machinery, plant or
furniture includes—
(a) any insurance, salvage or compensation moneys payable in
respect thereof;
(b) wherethebuilding, machinery, plant or furnitureissold, theprice
for which it is sold,

so, however, that where the actual cost of a motor car is, in accor-
dancewiththeprovisoto clause (1) of section 43, takento betwenty-
five thousand rupees, the moneys payable in respect of such motor
car shall be taken to be a sum which bears to the amount for which
the motor car is sold or, as the case may be, the amount of any
insurance, salvage or compensation moneys payable in respect
thereof (including the amount of scrap value, if any) the same
proportion asthe amount of twenty-fivethousand rupeesbearstothe
actual cost of the motor car to the assessee as it would have been
computed before applying the said proviso;

(2) “sold” includes a transfer by way of exchange or a compulsory
acquisition under any law for the time being in force but does not
include atransfer, in a scheme of amalgamation, of any asset by the
amalgamating company to the amalgamated company where the
amalgamated company is an Indian company.]

39[(4A) Where a deduction has been allowed in respect of any special reserve
created and maintained under clause (viii) of sub-section (1) of section 36, any
amount subsequently withdrawn from such special reserve shall be deemed to
bethe profitsand gains of businessor profession and accordingly be chargeable
to income-tax as the income of the previous year in which such amount is
withdrawn.

Explanation.—Where any amount is withdrawn from the special reserve in a
previous year in which the businessis no longer in existence, the provisions of this
sub-section shall apply asif the businessisin existence in that previous year.]

(5) Where the business or profession referred to in this section is no longer in
existence and there isincome chargeable to tax under sub-section (1), 3[***] sub-
section (3) ¥, sub-section (4) or sub-section (4A)] in respect of that business or
profession, any loss, not being aloss sustained in speculation business 33[***],
which arose in that business or profession during the previous year in which it

29. Substituted by the Taxation Laws(Amendment & MiscellaneousProvisions) Act, 1986,
w.e.f.1-4-1988. Prior toitssubstitutionit stood asunder:

‘Explanation.—The expression “moneys payable” and the expression “sold” in sub-sections
(2) and (3) shall have the same meanings as in sub-section (1) of section 32.’

30. Inserted by theFinanceAct, 1997, w.e.f. 1-4-1998.

31. “sub-section(2),sub-section (2A),”” omitted by the Taxation L aws(Amendment & Miscel -
laneous Provisions) Act, 1986, w.e.f. 1-4-1988. Italicised words were inserted by the
TaxationLaws(Amendment) Act, 1970, w.e.f. 1-4-1971.

32. Substitutedfor “or sub-section (4)” by theFinance Act, 1997, w.e.f. 1-4-1998.

33. ‘orunderthehead“ Capital gains’ ’ omitted by theFinanceAct, 1987, w.e.f. 1-4-1988.
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ceased to exist and which could not be set off against any other income of that
previous year shall, so far as may be, be set off against the income chargeable to
tax under the sub-sections aforesaid.

31 (6) References in sub-section (3) to any other provision of this Act which has
been amended or omitted by the Direct Tax Laws (Amendment) Act, 1987 shall,
notwithstanding such amendment or omission, be construed, for the purposes of
that sub-section, as if such amendment or omission had not been made.]

Special provision for deductions in the case of business for prospecting, etc., for
mineral oil.

42. 35[(1)] For the purpose of computing the profits or gains of any business

consisting of the prospecting for or extraction or production of mineral oils
inrelation to which the Central Government has entered i nto an agreement with
any person for the association or participation 3¢[ of the Central Government or
any person authorised by it in such business] (which agreement hasbeenlaid on
the Table of each House of Parliament), there shall be made in lieu of, or in
addition to, the allowances admissible under this Act, such allowances as are
specified in the agreement in relation—

(a) toexpenditure by way of infructuous or abortive exploration expen-
ses in respect of any area surrendered prior to the beginning of
commercial production by the assessee ;

(b) after the beginning of commercia production, to expenditure in-
curred by the assessee, whether before or after such commercial
production, in respect of drilling or exploration activities or services
or in respect of physical assets used in that connection, except assets
on which allowance for depreciation is admissible under section 32
D ST[x* ]
3[Provided that in relation to any agreement entered into after the
31st day of March, 1981, this clause shall have effect subject to the
modification that the words and figures “except assets on which
allowancefor depreciation isadmissible under section 32" had been
omitted; and]

(c) to the depletion of mineral oil in the mining area in respect of the
assessment year relevant to the previous year in which commercial
production isbegun and for such succeeding year or yearsas may be
specified in the agreement;

and such allowances shall be computed and madein the manner specifiedinthe
agreement, the other provisions of this Act being deemed for this purpose to
have been modified to the extent necessary to give effect to the terms of the
agreement.

34. Inserted by theDirect Tax Laws(Amendment) Act, 1987, w.e.f. 1-4-1989.

35. Section42renumbered assub-section (1) thereof by theFinance(No. 2) Act, 1998, w.e.f.
1-4-1999.

36. Substitutedfor “insuch businessof the Central Government” by theFinanceAct, 1981,
w.ef.1-4-1981.

37. “and” omitted by theFinanceAct, 1981, w.e.f. 1-4-1981.

38. Inserted, ibid.
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¥[(2) Where the business of the assessee consisting of the prospecting for or
extraction or production of petroleum and natural gas is transferred wholly or partly
or any interest in such business is transferred in accordance with the agreement
referred to in sub-section (1), subject to the provisions of the said agreement and
where the proceeds of the transfer (so far as they consist of capital sums)—

(@) are less than the expenditure incurred remaining unallowed, a deduc-
tion equal to such expenditure remaining unallowed, as reduced by
the proceeds of transfer, shall be allowed in respect of the previous
year in which such business or interest, as the case may be, is
transferred;

(b) exceed the amount of the expenditure incurred remaining unallowed,

so much of the excess as does not exceed the difference between the
expenditure incurred in connection with the business or to obtain
interest therein and the amount of such expenditure remaining
unallowed, shall be chargeable to income-tax as profits and gains of
the business in the previous year in which the business or interest
therein, whether wholly or partly, had been transferred :
Provided thatin a case where the provisions of this clause do notapply,
the deduction to be allowed for expenditure incurred remaining
unallowed shall be arrived at by substracting the proceeds of transfer
(sofar as they consist of capital sums) from the expenditure remaining
unallowed.
Explanation.—Where the business or interest in such business is
transferred in a previous year in which such business carried on by the
assessee is no longer in existence, the provisions of this clause shall
apply as if the business is in existence in that previous year;

(c) are not less than the amount of the expenditure incurred remaining
unallowed, no deduction for such expenditure shall be allowed in
respect of the previous year in which the business or interest in such
businessistransferred orin respect of any subsequentyear oryears:

Provided that in a scheme of amalgamation, the amalgamating company sells or
otherwise transfers the business to the amalgamated company (being an Indian
company), the provisions of this sub-section—

(i) shall not apply in the case of the amalgamating company; and

(ii) shall, as far as may be, apply to the amalgamated company as they
would have applied to the amalgamating company if the latter had not
transferred the business or interest in the business.]

The following proviso shall be substituted for the existing proviso to sub-section
(2) of section 42 by the Finance Act, 1999, w.e.f. 1-4-2000 :

Provided that where in a scheme of amalgamation or demerger, the amalgamat-
ing or the demerged company sells or otherwise transfers the business to the
amalgamated or the resulting company (being an Indian company), the provi-
sions of this sub-section—

(i) shall not apply in the case of the amalgamating or the demerged
company; and

39. Inserted by the Finance (No. 2) Act, 1998, w.e.f. 1-4-1999.
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(i) shall, as far as may be, apply to the amalgamated or the resulting
company as they would have applied to the amalagamating or the
demerged company if the latter had not transferred the business or
interest in the business.

“[Explanation.—For the purposes of thissection, “mineral oil” includes petro-
leum and natural gas.]

Definitions of certain terms relevant to income from profits and gains of business

or profession.

43. Insections28to 41 and in this section, unlessthe context otherwise requires—

44(1) “actua cost” means the actual cost of the assets to the assessee,

reduced by that portion of the cost thereof, if any, as has been met
directly or indirectly by any other person or authority:
4?[Provided that where the actual cost of an asset, being amotor car
which isacquired by the assessee after the 31st day of March, 1967,
“[but beforethe 1st day of March, 1975,] and isused otherwisethan
in a business of running it on hire for tourists, exceeds twenty-five
thousand rupees, the excess of the actual cost over such amount shall
beignored, and theactual cost thereof shall betakento betwenty-five
thousand rupees.]
Explanation 1.—Wherean asset isused inthebusi nessafter it ceases
to be used for scientific research related to that business and a
deduction has to be made under “[clause (ii) of sub-section (1)] of
section 32 in respect of that asset, the actual cost of the asset to the
assessee shall be the actual cost to the assessee as reduced by the
amount of any deduction allowed under clause (iv) of sub-section (1)
of section 35 or under any corresponding provision of the Indian
Income-tax Act, 1922 (11 of 1922).
“[Explanation 2.—Where an asset is acquired by the assessee by way
of gift or inheritance, the actual cost of the asset to the assessee shall
be the actual cost to the previous owner, as reduced by—

40. Inserted by theFinanceAct, 1981, w.e.f. 1-4-1981.

41. SeeasoCircular No. 190, dated 1-3-1976. For details, see Taxmann’ sMaster Guideto
Income-tax Act.

For relevant caselaws, see Taxmann’ sM aster Guideto Income-tax Act.

42. Substituted by the Finance (No. 2) Act, 1967, w.e.f. 1-4-1968. Original proviso was inserted
by the Finance Act, 1966, w.e.f. 1-4-1966.

43. Inserted by theFinanceAct, 1975, w.e.f. 1-4-1975.

44. Substitutedfor“clause(i), clause(ii) or clause(iii) of sub-section (1) or sub-section (1A)”*
by the Taxation Laws (Amendment & Miscellaneous Provisions) Act, 1986, w.e.f. 1-4-1988.
Italicised words were inserted by the Taxation Laws (Amendment) Act, 1970, w.e.f.
1-4-1971.

45. Substituted by the Taxation Laws(Amendment & MiscellaneousProvisions) Act, 1986,

w.e.f. 1-4-1988. Prior to itssubstitution, Explanation 2 stood asunder :
“Explanation 2.—Wherean asset i sacquired by theassesseeby way of gift or inheritance,
theactual cost of theasset to the assessee shall bethewritten down valuethereof asinthe
caseof thepreviousowner for the previousyear inwhichtheasset isso acquired or the
market value thereof on the date of such acquisition, whichever istheless.”
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(a) the amount of depreciation actually allowed under this Act and
the corresponding provisionsof thelndian Income-tax Act, 1922
(11 of 1922), in respect of any previous year relevant to the
assessment year commencing before the 1st day of April, 1988;
and

(b) theamount of depreciationthat would have been allowabletothe
assessee for any assessment year commencing on or after the 1st
day of April, 1988, asif theasset wastheonly assetintherelevant
block of assets.]

Explanation 3.—Where, before the date of acquisition by the assessee,
the assetswere at any time used by any other person for the purposes
of hisbusinessor profession and the 5[ Assessing] Officer issatisfied
that the main purpose of the transfer of such assets, directly or
indirectly to the assessee, was the reduction of aliability to income-
tax (by claiming depreciation with referenceto an enhanced cost), the
actual cost to the assessee shall be such an amount as the “[ Assessing]
Officer may, with the previous approval of the 4[Joint Commissioner],
determine having regard to all the circumstances of the case.
“[Explanation 4.—Where any asset which had once belonged to the
assessee and had been used by him for the purposes of his business
or profession and thereafter ceased to be his property by reason of
transfer or otherwise, is re-acquired by him, the actual cost to the
assessee shall be—

(i) theactual cost to himwhen hefirst acquired the asset asreduced
by—

(a) the amount of depreciation actually allowed to him under
this Act or under the corresponding provisions of the Indian
Income-tax Act, 1922 (11 of 1922), in respect of any previous
year rel evant to the assessment year commencing beforethe
1st day of April, 1988; and

46.

47.

48.

Substituted for “Income-tax” by the Direct Tax Laws (Amendment) Act, 1987, w.e.f.
1-4-1988.

Substitutedfor “ Deputy Commissioner” by theFinance(No. 2) Act, 1998, w.e.f. 1-10-1998.
Earlier“ Deputy Commissioner” wassubstituted for “ | nspecting A ssi stant Commissioner”

by theDirect Tax L aws(Amendment) Act, 1987, w.e.f. 1-4-1988.

Substituted by the Taxation Laws(Amendment & MiscellaneousProvisions) Act, 1986,
w.e.f.1-4-1988. Prior toitssubstitution, Explanation 4 asamended by the Taxation L aws
(Amendment) Act, 1970, w.e.f. 1-4-1971, stood asunder :

“ Explanation 4.—Whereassetswhi ch had oncebel onged to theassesseeand had been used
by him for the purposes of his business or profession and thereafter ceased to be his
property by reason of transfer or otherwise, arere-acquired by him, theactual costtothe
assessee shall be the actual cost to him when he first acquired the assets less the
depreciationactually allowedto himunder thisAct or under thecorresponding provisions
of thelndianIncome-tax Act, 1922 (11 of 1922), diminished by any lossdeducted, or asthe
casemay be, increased by any profit assessed, under the provisionsof clause (iii) of sub-
section (1) or clause(ii) of sub-section (1A) of section 32 or sub-section (2) or sub-section
(2A) of section 41 of thisAct, or under thecorresponding provisionsof thelndianIncome-
tax Act, 1922 (11 of 1922), or the actual price for which the asset isre-acquired by him,

whicheveristheless.”
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(b) the amount of depreciation that would have been allowable
to the assessee for any assessment year commencing on or
after the 1st day of April, 1988, asif the asset was the only
asset in the relevant block of assets; or

(ii) the actual price for which the asset is re-acquired by him,
whichever isless.]

“[Explanation 4A.—Where before the date of acquisition by the
assessee (hereinafter referred to as the first mentioned person), the
assets were at any time used by any other person (hereinafter
referred to as the second mentioned person) for the purposes of his
business or profession and depreciation allowance has been claimed
in respect of such assetsin the case of the second mentioned person
and such person acquires on lease, hire or otherwise assets from the
first mentioned person, then, notwithstanding anything contained in
Explanation 3, the actual cost of the transferred assets, in the case of
first mentioned person, shall be the same as the written down value
of the said assets at the time of transfer thereof by the second
mentioned person.]

Explanation 5.—Where a building previously the property of the
assessee is brought into use for the purpose of the business or
profession after the 28th day of February, 1946, the actual cost tothe
assessee shall be the actual cost of the building to the assessee, as
reduced by an amount equal to the depreciation cal culated at therate
inforce on that date that would have been all owabl e had the building
been used for the af oresaid purposes since the date of itsacquisition
by the assessee.

So[Explanation 6.—When any capital assetistransferred by aholding
company toitssubsidiary company or by asubsidiary company toits
holding company, then, if the conditions of clause (iv) or, asthe case
may be, of clause (v) of section 47 are satisfied, the actual cost of the
transferred capital asset to the transferee-company shall be taken to
be the same as it would have been if the transferor-company had
continued to hold the capital asset for the purposes of its business.]
S{Explanation 7.—Where, inaschemeof amalgamation, any capital
asset is transferred by the amalgamating company to the amalga-
mated company and the amalgamated company is an Indian com-
pany, the actual cost of the transferred capital asset to the amalga-
mated company shall be taken to be the same as it would have been
if the amalgamating company had continued to hold the capital asset
for the purposes of its own business.]

The following Explanation 7A shall be inserted after Explanation 7 to
clause (1) of section 43 by the Finance Act, 1999, w.e.f. 1-4-2000 :

Explanation 7A.—Where, inademerger, any capital assetistransferred
by the demerged company to the resulting company and the resulting

49. Inserted by theFinance(No. 2) Act, 1996, w.e.f. 1-10-1996.
50. Substituted by theFinanceAct, 1965, w.e.f. 1-4-1965.
51. Inserted by theFinance(No. 2) Act, 1967, w.e.f. 1-4-1967.
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company is an Indian company, the actual cost of the transferred capital
asset to the resulting company shall be taken to be the same as it would
have been if the demerged company had continued to hold the capital
asset for the purpose of its own business :

Provided that such actual cost shall not exceed the written down value
of such capital asset in the hands of the demerged company.

52[Explanation 8.—For the removal of doubts, it is hereby declared
that where any amount is paid or is payable asinterest in connection
with the acquisition of an asset, so much of such amount asisrelatable
to any period after such asset isfirst put to use shall not be included,
and shall be deemed never to have been included, in the actual cost
of such asset.]

S3[Explanation 9.—For the removal of doubts, it is hereby declared
that where an asset is or has been acquired on or after the 1st day of
March, 1994 by an assessee, the actual cost of asset shall be reduced
by the amount of duty of excise or the additional duty leviable under
section 3 of the Customs Tariff Act, 1975 (51 of 1975) in respect of
which aclaim of credit hasbeen made and allowed under the Central
Excise Rules, 1944.]

S[Explanation 10.—Where a portion of the cost of an asset acquired by
the assessee has been met directly or indirectly by the Central Govern-
ment or a State Government or any authority established under any
law or by any other person, in the form of a subsidy or grant or
reimbursement (by whatever name called), then, so much of the cost
as is relatable to such subsidy or grant or reimbursement shall not be
included in the actual cost of the asset to the assessee :

Provided that where such subsidy or grant or reimbursement is of
such nature that it cannot be directly relatable to the asset acquired, so
much of the amount which bears to the total subsidy or reimburse-
ment or grant the same proportion as such asset bears to all the assets
in respect of or with reference to which the subsidy or grant or
reimbursementisso received, shall notbe included in the actual cost
of the asset to the assessee;]

The following Explanation 11 shall be inserted after Explanation 10
to clause (1) of section 43 of the Finance Act, 1999, w.e.f. 1-4-2000 :
Explanation 11.—Where an asset which was acquired outside India by
an assessee, being a non-resident, is brought by him to India and used
for the purposes of his business or profession, the actual cost of the
asset to the assessee shall be the actual cost to the assessee, as reduced
by an amount equal to the amount of depreciation calculated at the
rate in force that would have been allowable had the asset been used
in India for the said purposes since the date of its acquisition by the
assessee;

52. Inserted by theFinanceAct, 1986, w.r.e.f. 1-4-1974.
53. Inserted by theFinance (No. 2) Act, 1998, w.r.e.f. 1-4-1994.
54. Inserted, ibid., w.e.f. 1-4-1999.
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(2) “paid” means actually paid or incurred according to the method of
accounting upon the basis of which the profitsor gainsare computed
under the head “ Profits and gains of business or profession”;

%(3) “plant” includes ships, vehicles, books, scientific apparatus and surgi-
cal equipment used for the purposes of the business or profession

5[ but does not include tea bushes or livestock];

(4) ¥(i) “scientific research” means any activities for the extension of
knowledge in the fields of natural or applied science including
agriculture, animal husbandry or fisheries;]

(ii) referencesto expenditure incurred on scientific research include

all expenditure incurred for the prosecution, or the provision of

facilitiesfor theprosecution, of scientificresearch, but do notinclude
any expenditureincurred in the acquisition of rightsin, or arising out
of, scientific research;

(iii) references to scientific research related to abusiness or class of

business include—

(a) any scientific research which may lead to or facilitate an
extension of that business or, as the case may be, all businesses of
that class;

(b) any scientific research of a medical nature which has a special
relation to the welfare of workers employed in that business or,
as the case may be, all businesses of that class;

58(5) 5°“gpeculative transaction” means atransaction in which a contract
for the purchase or sale of any commodity, including stocks and
shares, is periodically or ultimately settled otherwise than by the
actual delivery or transfer of the commodity or scrips:

Provided that for the purposes of this clause—

(a) acontract in respect of raw materials or merchandise entered
into by apersoninthecourseof hismanufacturing or merchanting
business to guard against |oss through future price fluctuations
in respect of hiscontractsfor actual delivery of goods manufac-
tured by him or merchandise sold by him; or

(b) acontract in respect of stocksand sharesentered into by adealer
or investor therein to guard against lossin his holdings of stocks
and shares through price fluctuations; or

(c) acontract entered into by a member of aforward market or a
stock exchange in the course of any transaction in the nature of
jobbing or arbitrage to guard against losswhich may arisein the
ordinary course of his business as such member;

shall not be deemed to be a speculative transaction;

55.
56.
57.
58.

59.

For relevant caselaws, see Taxmann’ sM aster Guideto Income-tax Act.

Inserted by theFinance Act, 1995, w.r.e.f. 1-4-1962.

Substituted by the Finance Act, 1968, w.e.f. 1-4-1969.

See asoCircular No. 23D (XX XI1X-4), dated 12-9-1960. For details, see Taxmann’ sM aster
Guidetolncome-tax Act.

For relevant caselaws, see Taxmann’ sM aster Guideto I ncome-tax Act.
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%9(6) “written down value’” means—

(@
(b)

*[(c)

inthe case of assetsacquired in the previousyear, the actual cost
to the assesses;

in the case of assetsacquired beforethe previousyear, the actual
cost to the assessee less all depreciation actually allowed to him
under this Act, or under the Indian Income-tax Act, 1922 (11 of
1922), or any Act repealed by that Act, or under any executive
ordersissued when thelndian Income-tax Act, 1886 (2 of 1886),
was in force:

¢1[Provided that i n determining thewrittendownvalueinrespect
of buildings, machinery or plant for the purposes of clause (ii) of
sub-section (1) of section 32, “depreciation actually alowed” shall
not include depreciation allowed under sub-clauses (a), (b) and (c)
of clause (vi) of sub-section (2) of section 10 of the Indian Income-
tax Act, 1922 (11 of 1922), where such depreciation was not
deductible in determining the written down value for the pur-
poses of the said clause (vi);]

in the case of any block of assets,—

(i) in respect of any previous year relevant to the assessment
year commencing on the 1st day of April, 1988, the aggregate
of thewritten down values of all the assetsfalling within that
block of assets at the beginning of the previous year and
adjusted,—

(A) by the increase by the actual cost of any asset falling
within that block, acquired during the previous year;
and

(B) by the reduction of the moneys payable in respect of
any asset falling within that block, which is sold or
discarded or demolished or destroyed during that
previous year together with the amount of the scrap
value, if any, so, however, that the amount of such
reduction does not exceed thewritten down valueasso
increased; and

The following sub-item (C) shall be inserted after sub-
item (B) of item (i) of sub-clause (c) of clause (6) of
section 43 by the Finance Act, 1999, w.e.f. 1-4-2000 :

(C) inthe case of aslump sale, decrease by the actual cost of
the asset falling within that block as reduced—

(@ by the amount of depreciation actually allowed to
him under this Act or under the corresponding
provisions of the Indian Income-tax Act, 1922 (11
of 1922) in respect of any previous year relevant to

60.
61.
62.

For relevant caselaws, see Taxmann’ sM aster Guideto Income-tax Act.
Inserted by the Finance (No. 2) Act, 1965, w.r.e.f. 1-4-1962.
Inserted by the Taxati on Laws(Amendment & MiscellaneousProvisions) Act, 1986, w.e.f.

1-4-1988.
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the assessment year commencing before the 1st
day of April, 1988; and
(b) by the amount of depreciation that would have
been allowable to the assessee for any assessment
year commencing on or after the 1st day of April,
1988 as if the asset was the only asset in the
relevant block of assets,
s0, however, that the amount of such decrease does not
exceed the written down value;

(ii) in respect of any previous year relevant to the assessment
year commencing on or after the 1st day of April, 1989, the
written down value of that block of assetsintheimmediately
preceding previous year as reduced by the depreciation
actually allowed in respect of that block of assetsin relation
tothesaid preceding previousyear and asfurther adjusted
by the increase or the reduction referred to in item (i).]

Explanation 1.—When in acase of succession in businessor profes-
sion, an assessment ismade on the successor under sub-section (2) of
section 170 the written down value of ®[any asset or any block of
assets] shall be the amount which would have been taken as its
written down value if the assessment had been made directly on the
person succeeded to.

%[Explanation 2.—Where in any previous year, any block of assetsis

transferred,—

(a) by a holding company to its subsidiary company or by a
subsidiary company toitsholding company and the conditionsof
clause (iv) or, asthe case may be, of clause (v) of section 47 are
satisfied; or

(b) by the amalgamating company to the amalgamated company in
ascheme of amalgamation, and the amalgamated company isan
Indian company,

then, notwithstanding anything contained in clause (1), the actual cost
of the block of assets in the case of the transferee-company or the
amal gamated company, asthe case may be, shall bethewritten down
value of the block of assets asin the case of the transferor-company
or the amalgamating company for theimmediately preceding previ-
ousyear as reduced by the amount of depreciation actually allowed
in relation to the said preceding previous year.]

63. Substituted for “any asset” by the Taxation Laws (Amendment & Miscellaneous Provi-
sions) Act, 1986, w.e.f. 1-4-1988.

64. Substituted for Explanation 2 and Explanation 2A by the Taxation Laws (Amendment &
Miscellaneous Provisions) Act, 1986, w.e.f. 1-4-1988. Prior to their substitution, Explana-
tion 2 was substituted by the Finance Act, 1965, w.e.f. 1-4-1965 and Explanation 2A was
inserted by the Finance (No. 2) Act, 1967, w.e.f. 1-4-1967.
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The following Explanation 2A and Explanation 2B shall be inserted
after Explanation 2 to clause (6) of section 43 by the Finance Act, 1999,
w.e.f. 1-4-2000 :

Explanation 2A.—Where in any previous year, any asset forming part
of a block of assets is transferred by a demerged company to the
resulting company, then, notwithstanding anything contained in
clause (1), the written down value of the block of assets of the demerged
company for the immediately preceding previous year shall be reduced
by the book value of the assets transferred to the resulting company
pursuant to the demerger.

Explanation 2B.—Where in a previous year, any asset forming part of
ablock of assets is transferred by a demerged company to the resulting
company, then, notwithstanding anything contained in clause (1), the
written down value of the block of assets in the case of the resulting
company shall be the value of the assets as appearing in the books of
account of the demerged company immediately before the demerger :
Provided that if the value of the assets as appearing in the books of
account of the demerged company immediately before the demerger
exceeds the written down value of such assets in the hands of the
demerged company, the amount representing such excess shall be
reduced from the written down value of the assets.

Explanation 3.—Any allowance in respect of any depreciation carried
forward under sub-section (2) of section 32 shall be deemed to be
depreciation “actualy allowed”.

S5[Explanation 4.—For the purposes of this clause, the expressions
“moneys payable” and “sold” shall havethe sasmemeaningsasinthe
Explanation below sub-section (4) of section 41.]

%[Special provisions consequential to changes in rate of exchange of currency.

S743A. (1) Notwithstanding anything contained in any other provision of this

Act, where an assessee has acquired any asset from a country outside
India for the purposes of his business or profession and, in consequence of a
change in the rate of exchange at any time after the acquisition of such asset,
thereis an increase or reduction in the liability of the assessee as expressed in
Indian currency for making payment towards the whole or a part of the cost of
theasset or for repayment of thewhol e or apart of the moneysborrowed by him
from any person, directly or indirectly, in any foreign currency specifically for
the purpose of acquiring the asset (being in either case the liability existing
immediately before the date on which the change in the rate of exchange takes
effect), the amount by which the liability aforesaid is so increased or reduced
during the previous year shall be added to, or, as the case may be, deducted

65. Insertedby theTaxationLaws(Amendment & MiscellaneousProvisions) Act, 1986, w.e.f.
1-4-1988.
66. Inserted by theFinance(No. 2) Act, 1967, w.e.f. 1-4-1967.

67. SeeasoLetter,dated 4-1-1967, issued by Ministry of Financeto FICCI. For details, see
Taxmann’ sMaster Guideto Income-tax Act.

For relevant caselaws, see Taxmann’ sM aster Guideto I ncome-tax Act.
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from, the actual cost of the asset as defined in clause (1) of section 43 or the
amount of expenditure of a capital nature referred to [in clause (iv) of sub-
section (1) of section 35 or in section 35A] or in clause (ix) of sub-section (1) of
section 36, or, inthe case of acapital asset (not beingacapital assetreferredto in
section 50), the cost of acquisition thereof for the purposes of section 48, and the
amount arrived at after such addition or deduction shall be taken to be the
actual cost of the asset or the amount of expenditure of acapital natureor, asthe
case may be, the cost of acquisition of the capital asset as aforesaid.

Explanation 1.—In this sub-section, unless the context otherwise requires,—

(a) “rate of exchange” means the rate of exchange determined or
recognised by the Central Government for the conversion of Indian
currency into foreign currency or foreign currency into Indian
currency;

(b) ®“foreign currency” and “Indian currency” have the meanings respec-
tively assigned to them in section 2 of the Foreign Exchange Regula-
tion Act, 1947 (7 of 1947).7

Explanation 2.—Where the whole or any part of the liability aforesaid is met,
not by the assessee, but, directly or indirectly, by any other person or authority,
the liability so met shall not be taken into account for the purposes of this
sub-section.

Explanation 3.—Where the assessee has entered into a contract with an
"authorised dealer as defined in section 2 of the Foreign Exchange Regulation
Act, 1947 (7 of 1947),72 for providing him with a specified sum in a foreign
currency on or after astipulated future date at the rate of exchange specifiedin
the contract to enabl e him to meet thewhol e or any part of theliability aforesaid,
theamount, if any, to be added to, or deducted from, the actual cost of the asset
or the amount of expenditure of acapital nature or, asthe case may be, the cost
of acquisition of the capital asset under this sub-section shall, in respect of so
much of the sum specified in the contract as is available for discharging the
liability af oresaid, be computed with referenceto therate of exchange specified
therein.

(2) The provisions of sub-section (1) shall not be taken into account in computing
the actual cost of an asset for the purpose of the deduction on account of
development rebate under section 33.]

68. Restoredtoitsoriginal expressionby theDirect Tax Laws(Amendment) Act, 1989, w.e.f.
1-4-1989. Earlier, it wasamended by the Direct Tax L aws (Amendment) Act, 1987, with
effect from the samedate.

69. Fordefinitionof “foreigncurrency”, see footnote 35 on p. 1.62 ante. Section 2(k) of the
Foreign Exchange Regulation Act, 1973 defines” Indian currency” asunder:

‘(k) “Indian currency” meanscurrency whichisexpressed or drawnin I ndian rupeesbut
doesnot includespecial bank notesand special one-rupeenotesissued under section 28A
of theReserve Bank of IndiaAct, 1934 (20 of 1934);’

70. Now Foreign Exchange Regulation Act, 1973 (46 of 1973).

71. Section2(b) of theForeign ExchangeRegulation Act, 1973, defines* authoriseddedler” as
under :

‘(b) “authorised dealer” meansapersonfor thetimebeing authorised under section 6
todeal inforeign exchange;’

72. Now Foreign Exchange Regulation Act, 1973 (46 of 1973).
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7[Certain deductions to be only on actual payment.
7443B. "Notwithstanding anything containedinany other provision of thisAct,
a deduction otherwise allowable under this Act in respect of—

¢[(a) any sum payable by the assessee by way of tax, duty, cessor fee, by

whatever name called, under any law for thetimebeing in force, or]

(b) any sum payable by the assessee as an employer by way of contribu-
tionto any provident fund or superannuation fund or gratuity fund
or any other fund for the welfare of employees, ""[or]

#[(c) any sumreferredtoin clause (ii) of sub-section (1) of section 36,] [or]

°[(d) any sum payable by the assessee asinterest on any loan or borrowing
fromany publicfinancial institution [ or astatefinancial corporation
or astate industrial investment corporation], in accordance with the
terms and conditions of the agreement governing such loan or
borrowing &, or]

81[(e) any sum payable by the assessee asinterest on any term loan from a
scheduled bank in accordance with the terms and conditions of the
agreement governing such loan,]

shall be allowed (irrespective of the previous year in which the liability to pay
such sum was incurred by the assessee according to the method of accounting
regularly employed by him) only in computing theincomereferred toin section
28 of that previous year in which such sum is actually paid by him:
82[Provided that nothing contained in this section shall apply in relation to any
sum referred toin clause (a) ®[or clause (c)] ®[or clause (d)] ®[or clause (e)] which
isactually paid by the assessee on or before the due date applicablein his case
for furnishing the return of income under sub-section (1) of section 139 in respect
of the previous year in which the liability to pay such sum was incurred as
aforesaid and the evidence of such payment is furnished by the assessee along
with such return:

8[Provided further that no deduction shall, in respect of any sum referred to in
clause (b), beallowed unless such sum hasactually been paidin cash or by issue

73. Inserted by theFinanceAct, 1983, w.e.f. 1-4-1984.

74. SeeasoCircular No. 496, dated 25-9-1987 and Circular No. 674, dated 29-12-1993. For
details, see Taxmann’ sM aster Guideto Income-tax Act.

75. Forrelevant caselaws, see Taxmann’ sMaster Guideto Income-tax Act.

76. Substituted for thefollowing clause (a) by the Finance Act, 1988, w.e.f. 1-4-1989:

“(a) any sum payableby the assessee by way of tax or duty under any law for thetime
beinginforce, or”

77. Inserted by theDirect Tax Laws(Amendment) Act, 1987, w.e.f. 1-4-1989.

78. Inserted, ibid.

79. Inserted by theFinanceAct, 1988, w.e.f. 1-4-1989.

80. Inserted by theFinanceAct, 1990, w.e.f. 1-4-1991.

81. Inserted by theFinance(No. 2) Act, 1996, w.e.f. 1-4-1997.

82. Inserted by theFinanceAct, 1987, w.e.f. 1-4-1988.

83. Inserted by theDirect Tax Laws(Amendment) Act, 1987, w.e.f. 1-4-1989.

84. Inserted by theFinanceAct, 1988, w.e.f. 1-4-1989.

85. Inserted by theFinance(No. 2) Act, 1998, w.r.e.f. 1-4-1997.

86. Substituted for thefollowing second proviso by theFinance Act, 1989, w.e.f. 1-4-1989:
“Provided further that no deduction shall, in respect of any sumreferredtoin clause (b),
beallowed unlesssuch sumhasactually been paid during thepreviousyear onor beforethe
duedate asdefined inthe Explanation bel ow clause (va) of sub-section (1) of section 36.”
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of acheque or draft or by any other mode on or before the due date as defined
intheExplanation below clause (va) of sub-section (1) of section 36, and where
such payment has been made otherwise than in cash, the sum has been realised
within fifteen days from the due date.]]

Explanation &[1].—For theremoval of doubts, it ishereby declared that where
adeduction in respect of any sum referred to in clause (a) or clause (b) of this
section is allowed in computing the income referred to in section 28 of the
previousyear (being a previous year relevant to the assessment year commen-
cing on the 1st day of April, 1983, or any earlier assessment year) in which the
liability to pay such sum wasincurred by the assessee, the assessee shall not be
entitled to any deduction under this section in respect of such sumin computing
the income of the previous year in which the sum is actually paid by him.]

&[Explanation 2.—For the purposes of clause (a), asin force at all material times,
“any sum payable’ means asum for which the assessee incurred liability in the
previous year even though such sum might not have been payable within that
year under the relevant law.]

[*[Explanation 3].—For theremoval of doubtsit is hereby declared that where a
deduction in respect of any sum referred to in clause (c) ®*[or clause (d)] of this
sectionisallowed in computing theincome referred to in section 28 of the previous
year (being aprevious year relevant to the assessment year commencing on the 1st
day of April, 1988, or any earlier assessment year) in which theliability to pay such
sumwasincurred by the assessee, the assessee shall not be entitled to any deduction
under this section in respect of such sum in computing the income of the previous
year in which the sum is actually paid by him.]

92[Explanation 3A.—For theremoval of doubts, it ishereby declared that where
a deduction in respect of any sum referred to in clause (e) of this section is
allowed in computing the income referred to in section 28 of the previousyear
(being a previous year relevant to the assessment year commencing on the 1st
day of April, 1996, or any earlier assessment year) in which theliability to pay
such sum was incurred by the assessee, the assessee shall not be entitled to any
deduction under this section in respect of such sum in computing the income of
the previous year in which the sum is actually paid by him.]

SS[Explanation 4.—For the purposes of this section,—

(a) “publicfinancia institutions’ shall havethe meaning assignedtoitin
section 4A% of the Companies Act, 1956 (1 of 1956);

87. Inserted by theDirect Tax Laws(Amendment) Act, 1987, w.e.f. 1-4-1989.

88. Inserted by theFinanceAct, 1989, w.r.e.f. 1-4-1984.

89. Inserted by theDirect Tax Laws(Amendment) Act, 1987, w.e.f. 1-4-1989.

90. Renumbered by theFinanceAct, 1989, w.r.e.f. 1-4-1984.

91. Inserted by theFinanceAct, 1988, w.e.f. 1-4-1989.

92. Inserted by the Finance (No. 2) Act, 1996, w.e.f. 1-4-1997.

93. Substituted by theFinanceAct, 1990, w.e.f. 1-4-1991. Prior to substitution Explanation 4,
asinserted by theFinanceAct, 1988, w.e.f. 1-4-1989 and amended by theFinanceAct, 1989,
w.r.e.f. 1-4-1984, read asunder :

‘Explanation 4.—For the purposes of this section the expression “ public financial institution”
shall have the meaning assigned to it in section 4A of the Companies Act, 1956 (1 of 1956).’

94. Fortext of section4A of theCompaniesA ct, 1956, and notifiedinstitutionsthereunder, see

Appendix One.
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%[(aa) “scheduled bank” shall have the meaning assigned to it in clause (ii) of
the Explanation to clause (viia) of sub-section (1) of section 36; ]

The following clause (aa) shall be substituted for the existing clause
(aa) in Explanation 4 to section 43B of the Finance Act, 1999, w.e.f.
1-4-2000 :

(@@ “‘scheduled bank’ shall have the meaning assigned to it in the Expla-
nation to clause (iii) of sub-section (5) of section 11;

(b) “State financial corporation” means a financial corporation estab-
lished under section 3 or section 3A or an institution notified under
section 46 of the State Financial Corporations Act, 1951 (63 of 1951);

(c) “State industrial investment corporation” means a **Government
company within the meaning of section 617 of the Companies Act,
1956 (1 of 1956), engaged in the business of providing long-term
finance for industrial projects and approved by the Central Govern-
ment under clause (viii) of sub-section (1) of section 36.]

“[Special provision for computation of cost of acquisition of certain assets.
43C. (1) Where an asset [not being an asset referred to in sub-section (2) of
section 45] which becomes the property of an amalgamated company
under a scheme of amalgamation, is sold after the 29th day of February, 1988,
by the amalgamated company as stock-in-trade of the business carried on by it,
the cost of acquisition of the said asset to the amalgamated company in
computing the profits and gains from the sale of such asset shall be the cost of
acquisition of the said asset to the amal gamating company, asincreased by the
cogt, if any, of any improvement made thereto, and the expenditure, if any,
incurred, wholly and exclusively in connection with such transfer by the
amal gamating company.
(2) Where an asset [not being an asset referred to in sub-section (2) of section 45]
which becomesthe property of the assessee on the total or partial partition of a
Hindu undivided family or under agift or will or anirrevocabletrust, issold after
the 29th day of February, 1988, by the assessee as stock-in-trade of the business
carried on by him, the cost of acquisition of the said asset to the assessee in
computing the profits and gains from the sale of such asset shall be the cost of
acquisition of the said asset to the transferor or the donor, as the case may be,
as increased by the cost, if any, of any improvement made thereto, and the
expenditure, if any, incurred, wholly and exclusively in connection with such
transfer (by way of effecting the partition, acceptance of the gift, obtaining
probatein respect of thewill or the creation of thetrust), including the payment
of gift-tax, if any, incurred by the transferor or the donor, as the case may be.]

%[ Special provision in case of income of public financial institutions, etc.®

43D. Notwithstanding anything to the contrary contained in any other provision
of thisAct, in the case of apublic financial institution or a scheduled bank or
a State financial corporation or a State industrial investment corporation, the

95. Inserted by theFinance (No. 2) Act, 1996, w.e.f. 1-4-1997.

96. For definition of “Government company”, see footnote 18 onp. 1.19 ante.
97. Inserted by theFinanceAct, 1988, w.e.f. 1-4-1988.

98. Inserted by theFinance(No. 2) Act, 1991, w.e.f. 1-4-1991.

99. SeeasoCircular No. 698, dated 26-12-1994.
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income by way of interest in relation to such categories of bad or doubtful debts
asmay beprescribed! having regard to theguidelinesi ssued by the ReserveBank
of Indiain relation to such debts, shall be chargeable to tax in the previous year in
which it is credited by the public financial institution or the scheduled bank or the
State financial corporation or the State industrial investment corporation to its
profit and lossaccount for that year or, asthe case may be, inwhichitisactually
received by that institution or bank or corporation, whichever is earlier.

Explanation.—For the purposes of this section,—

(a) “publicfinancial institution” shall havethe meaning assignedtoitin
section 4A2 of the Companies Act, 1956 (1 of 1956);

(b) “scheduled bank” shall have the meaning assigned to it in clause (ii) of
the Explanation to clause (viia) of sub-section (1) of section 36;

(c) “sState financial corporation” means a financial corporation
established under section 3 or section 3A or aninstitution notified under
section 46 of the State Financial Corporations Act, 1951 (63 of 1951);

(d) “Stateindustrial investment corporation” meansa3Government compa-
ny within the meaning of section 617 of the Companies Act, 1956 (1
of 1956), engaged in the business of providing long-term finance for
industrial projects and approved by the Central Government under
clause (viii) of sub-section (1) of section 36.]

The following section 43D shall be substituted for the existing section 43D by the
Finance Act, 1999, w.e.f. 1-4-2000 :

Special provision in case of income of public financial institutions, public
companies, etc.

43D. Notwithstanding anythingtothe contrary contained in any other provision
of this Act,—

(@ in the case of a public financial institution or a scheduled bank or a
State financial corporation or a State industrial investment corpora-
tion, the income by way of interest in relation to such categories of bad
or doubtful debts as may be prescribed having regard to the guidelines
issued by the Reserve Bank of India in relation to such debts;

(b) in the case of a public company, the income by way of interest in
relation to such categories of bad or doubtful debts as may be pre-
scribed having regardtothe guidelines issued by the National Housing
Bank in relation to such debts,

shall be chargeable to tax in the previous year in which it is credited by the public
financial institution or the scheduled bank or the State financial corporation or
the State industrial investment corporation or the public company to its profitand
loss account for that year or, as the case may be, in which it is actually received
by that institution or bank or corporation or company, whichever is earlier.

1. Seerule6EA for specified categoriesof bad or doubtful debts.

2. Fortextof section4A of theCompaniesAct, 1956, and notifiedinstitutionsthereunder, see
Appendix One.

3. For definition of “ Government company”, see footnote 18 onp. 1.19 ante.
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Explanation.—For the purposes of this section,—

(@) ““National Housing Bank’ means the National Housing Bank estab-
lished under section 3 of the National Housing Bank Act, 1987 (53 of
1987);

(b) ““public company’” means a company,—

(i) which is a public company within the meaning of section 3 of
the Companies Act, 1956 (1 of 1956);

(i) whose main object is carrying on the business of providing
long-term finance for construction or purchase of houses in
India for residential purposes; and

(iii) which is registered in accordance with the Housing Finance
Companies (NHB) Directions, 1989 given under section 30 and
section 31 of the National Housing Bank Act, 1987 (53 of 1987);

(©) “public financial institution’” shall have the meaning assigned to itin
section 4A of the Companies Act, 1956 (1 of 1956);

(d) **scheduled bank” shall have the meaning assigned to it in clause (ii) of
the Explanation to clause (viia) of sub-section (1) of section 36;

(e) ““State financial corporation’ means a financial corporation estab-
lished under section 3 or section 3A or an institution notified under
section 46 of the State Financial Corporations Act, 1951 (63 of 1951);

(f) **State industrial investment corporation” means a Government com-
pany within the meaning of section 617 of the Companies Act, 1956 (1
of 1956), engaged in the business of providing long-term finance for
industrial projects.

Insurance business.
444. Notwithstanding anything to the contrary contained in the provisions of
this Act relating to the computation of income chargeabl e under the head
“Interest on securities’, “ Income from house property”, “ Capital gains’ or “Income
from other sources’, or in section 199 or in sections 28 to 5[43B], the profitsand
gains of any business of insurance, including any such business carried on by a
mutual insurance company or by a co-operative society, shall be computed in
accordance with the rules contained in the First Schedule.

§[Special provision for deduction in the case of trade, professional or similar

association.

44A. (1) Notwithstanding anything to the contrary contained in this Act,
where the amount received during a previous year by any trade, profes-

sional or similar association ¥ (other than an association or institution referred to

in clause (23A) of section 10)] from its members, whether by way of subscription

4. Seeadsol etter[F.No.14/3/7-1T(A-1)],dated 7-8-1967, Circular No. 38, dated 3-10-1956 and
Circular No. 22[R. Disc. 51 (14)-1T-47], dated 23-9-1947. For detail s, see Taxmann' sM aster
Guidetolncome-tax Act.

5. Substituted for “43A” by the Direct Tax Laws (Amendment) Act, 1987, w.e.f. 1-4-1989.
Earlier, “43A” wassubstituted for “43” by theFinance(No. 2) Act, 1967, w.e.f. 1-4-1967.

6. Inserted by theFinanceAct, 1964, w.e.f. 1-4-1964.

For relevant caselaws, see Taxmann’ sM aster Guideto |ncome-tax Act.

8. Inserted by the Finance (No. 2) Act, 1965, w.r.e.f. 1-4-1964.

~
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or otherwise (not being remuneration received for rendering any specific
services to such members) falls short of the expenditure incurred by such
association during that previous year (not being expenditure deductible in
computing theincome under any other provision of thisAct and not beinginthe
nature of capital expenditure) solely for the purposes of protection or advance-
ment of the common interests of its members, the amount so fallen short
(hereinafter referred to as deficiency) shall, subject to the provisions of this
section, be allowed as a deduction in computing the income of the association
assessablefor therelevant assessment year under the head “ Profits and gains of
business or profession” and if thereis no income assessable under that head or
the deficiency allowable exceeds such income, the whole or the balance of the
deficiency, asthe case may be, shall be allowed asadeduction in computing the
income of the association assessabl e for the rel evant assessment year under any
other head.

(2) In computing theincome of the association for therel evant assessment year
under sub-section (1), effect shall first begivento any other provision of thisAct
under which any allowance or loss in respect of any earlier assessment year is
carried forward and set off against theincomefor the relevant assessment year.
(3) The amount of deficiency to be allowed as a deduction under this section shall
in no case exceed one-half of the total income of the association as computed
before making any allowance under this section.

(4) Thissection appliesonly to that trade, professional or similar associationthe
income of which or any part thereof is not distributed to its members except as
grants to any association or institution affiliated to it.]

9[Maintenance of accounts by certain persons carrying on profession or business.
1°44AA. (1) Every person carrying on legal, medical, engineering or architec-
tural profession or theprof ession of accountancy or technical consultancy
or interior decoration or any other profession asis notified'! by the Board in the
Official Gazette shall keep and maintain such books of account and other
documents as may enablethe ?[ Assessing] Officer to compute histotal income
in accordance with the provisions of this Act.
(2) Every person carrying on business or profession [not being a profession
referred to in sub-section (1)] shall,—

(i) if hisincomefrom businessor profession exceeds**[one lakh twenty]
thousand rupees or histotal sales, turnover or gross receipts, as the
casemay be, inbusinessor profession exceed or exceeds ¥ ten lakhs]
rupees in any one of the three years immediately preceding the
previous year; or

9. Inserted by theTaxation Laws(Amendment) Act, 1975, w.e.f. 1-4-1976.

10. Forrelevant caselaws, see Taxmann'sMaster Guideto | ncome-tax Act.

11. For specified professions, see Taxmann’sMaster Guideto | ncome-tax Act.

12. Substituted for “Income-tax” by the Direct Tax Laws (Amendment) Act, 1987, w.e.f.
1-4-1988.

13. Substitutedfor“forty” by theFinance(No. 2) Act, 1998, w.e.f. 1-4-1999. Earlier “forty” was
substituted for “twenty-five” by theFinanceAct, 1992, w.e.f. 1-4-1993.

14. Substitutedfor “fivehundredthousand” by theFinance(No. 2) Act, 1998, w.e.f. 1-4-1999.
Earlier “five hundred thousand” was substituted for “two hundred and fifty thousand” by
theFinanceAct, 1992, w.e.f. 1-4-1993.

REPRODUCED FROM TAXMANN'S INCOME-TAX ACT, 1999 EDITION



1.253 CH. IV - COMPUTATION OF BUSINESS INCOME S. 44AB

(ii) wherethebusinessor professionisnewly set up in any previousyear
if hisincome from business or profession islikely to exceed *“*qone
lakh twenty] thousand rupees or his total sales, turnover or gross
receipts, asthe case may be, in business or profession areor islikely
to exceed *5[ten lakhs] rupees, ¥[during such previous year; or

(iii) where the profits and gains from the business are deemed to be the
profitsand gains of the assessee under section 44AD or section 44AE or
section 44AF, as the case may be, and the assessee has claimed his
income to be lower than the profits or gains so deemed to be the profits
and gainsof hisbusiness, asthe case may be, during such previousyear,]

keep and maintain such books of account and other documents as may enable
the T"[Assessing] Officer to compute his total income in accordance with the
provisions of this Act.

(3) The Board may, having regard to the nature of the business or profession
carried on by any class of persons, prescribe'®, by rules, the books of account
and other documents (including inventories, wherever necessary) to bekept and
maintained under sub-section (1) or sub-section (2), the particulars to be
contained therein and the form and the manner in which and the place at which
they shall be kept and maintained.

(4) Without prejudice to the provisions of sub-section (3), the Board may
prescribe, by rules, the period for which the books of account and other
documents to be kept and maintained under sub-section (1) or sub-section (2)
shall be retained.]

1¥9[ Audit of accounts of certain persons carrying on business or profession.
2044AB. ?'Every person,—
(a) carryingonbusinessshall, if histotal sales, turnover or grossrecei pts,
as the case may be, in business exceed or exceeds forty lakh rupees
in any previous year 22[***]; or

14a. Substitutedfor “forty” by theFinance(No. 2) Act, 1998, w.ef. 1-4-1999. Earlier “forty” was
substituted for “ twenty-five” by theFinance Act, 1992, w.e.f. 1-4-1993.
15. Substitutedfor “fivehundred thousand” by theFinance(No. 2) Act, 1998, w.e.f. 1-4-1999.
Earlier “five hundred thousand” was substituted for “two hundred and fifty thousand” by
the Finance Act, 1992, w.e.f. 1-4-1993.
16. Substitutedfor “during such previousyear,” by theFinanceAct, 1997, w.e.f. 1-4-1998.
17. Substituted for “Income-tax” by the Direct Tax Laws (Amendment) Act, 1987, w.ef.
1-4-1988.
18. See rule6Ffor prescribed booksof account to be maintained by professionals. Form3C
hasbeen prescribed asaDaily Case Regi ster to bemaintained by M edical Professionals.
For an analysisof rule 6F, see Appendix Two.
19. Inserted by theFinanceAct, 1984, w.e.f. 1-4-1985.
20. SeeasoCircular No. 452, dated 17-3-1986 and Circular No. 561, dated 22-5-1990. For
details, see Taxmann’ sMaster Guideto lncome-tax Act.
For relevant caselaws, see Taxmann’ sM aster Guideto |ncome-tax Act.
21. Seerule6G. Prescribed audit reportsareasunder:—
(i) Auditreportincaseof personwho carrieson businessand whoisrequiredto get
hisaccountsaudited under any other law: Form 3CA
(ii) Auditreportincaseof personwho carrieson businessand whoisnot required to
get hisaccountsaudited under any other law: Form 3CB
(iii) Auditreportincaseof professionals: Form 3CC
(iv) Prescribed particularsin caseof (i) and (ii) above: Form 3CD
(v) Prescribed particularsin caseof (iii) above: Form 3CE
22. “oryearsrelevant totheassessment year commencing onthefirst day of April, 1985, or
any subsequent assessment year” omitted by the Finance Act, 1988, w.e.f. 1-4-1989.
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(b) carryingon professionshall, if hisgrossrecei ptsin profession exceed
ten lakh rupees in any #[previous year; or
(c) carrying on the business shall, if the profits and gains from the
business are deemed to be the profits and gai ns of such person under
section 44AD or section 44AE or section 44AF, asthe case may be, and
he has claimed his income to be lower than the profits or gains so
deemed to betheprofitsand gainsof hisbusiness, asthecasemay be,
in any previous year,] 2[***],
get his accounts of such previous year #[***] audited by an accountant before the
specified date and ?[furnish by] that date the report of such audit in the
prescribed form duly signed and verified by such accountant and setting forth
such particulars as may be prescribed:
Z[Provided that this section shall not apply to the person, who derives income of
the nature referred to in 2[***] section 44B or section 44BB or section 44BBA or
section 44BBB, on and from the 1st day of April, 1985 or, as the case may be, the
date on which the relevant section came into force, whichever islater:
Provided further that] in acase where such person isrequired by or under any
other law to get his accounts audited 2°[***], it shall be sufficient compliance
with the provisions of this section if such person gets the accounts of such
business or profession audited under such law before the specified date and
3O[furnishesby] that date thereport of the audit asrequired under such other law
and afurther report in the form prescribed under this section.
Explanation.—For the purposes of this section,—

(i) “accountant” shall have the same meaning as in the Explanation
below sub-section (2) of section 288;

31 (ii) “specified date”, in relation to the accounts of the previous year
relevant to an assessment year means,—
(a) wheretheassesseeisacompany, the330th day of November] of
the assessment year;

(b) inany other case, the 31st day of October of the assessment year.]]

23. Substitutedfor “previousyear,” by the Finance Act, 1997, w.e.f. 1-4-1998.
24. “oryearsrelevant totheassessment year commencing onthefirst day of April, 1985, or
any subsequent assessment year” omitted by the Finance Act, 1988, w.e.f. 1-4-1989.

25. “oryears’ omitted by the Finance Act, 1988, w.e.f. 1-4-1989.

26. Substitutedfor “obtain before” by theFinance Act, 1995, w.e.f. 1-7-1995.

27. Substitutedfor “Providedthat” by the Finance Act, 1992, w.r.e.f. 1-4-1985.

28. Words“section44AC or” omitted by theFinanceAct, 1995, w.e.f. 1-7-1995.

29. “by anaccountant” omitted by the Finance Act, 1985, w.e.f. 1-4-1985.

30. Substitutedfor “obtainsbefore” by theFinance Act, 1995, w.e.f. 1-7-1995.

31. Substitutedforthefollowing clause (ii) by the Finance Act, 1988, w.e.f. 1-4-1989:

‘(ii) “specifieddate’, inrelationtotheaccountsof thepreviousyear or yearsrelevant to

an assessment year, meansthe date of the expiry of four monthsfrom the end of
thepreviousyear or, wherethereismorethan onepreviousyear, fromtheend of
the previousyear which expired |l ast bef orethe commencement of the assessment
year, or the 30th day of June of the assessment year, whichever islater.’

32. Substitutedfor “31st day of December” by the Finance Act, 1994, w.e.f. 1-4-1994.
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Special provision for computing profits and gains from the business of trading in
certain goods.

44AC. 3[Omitted by the Finance Act, 1992, w.e.f. 1-4-1993.]

33. Priortoomission section44AC, asinserted by the Finance Act, 1988, w.e.f. 1-4-1989 and

later amended by the Direct Tax Laws (Amendment) Act, 1989, w.e.f. 1-4-1989 and the
FinanceAct, 1990, w.e.f. 1-4-1991, read asunder:
‘44AC. Special provision for computing profits and gains from the business of trading in
certain goods.—(1) Notwithstanding anything tothecontrary containedin sections28to
43C, in the case of an assessee, being a person other than a public sector company
(hereafter inthissectionreferred to asthebuyer), obtainingin any saleby way of auction,
tender or any other mode, conducted by any other person or hisagent (hereafter inthis
section referred to asthe seller),—

(a) any goodsin the nature of alcoholic liquor for human consumption (other than

Indian-madeforeignliquor), asum equal to forty per cent of theamount paid or
payabl eby thebuyer asthe purchase pricein respect of such goodsshall bedeemed
to bethe profitsand gai nsof the buyer from the busi ness of trading in such goods
chargeabl eto tax under the head “ Profits and gains of businessor profession”:
Provided that nothing contained in this clause shall apply to a buyer where the goods
are not obtai ned by him by way of auction and wherethe sal e price of such goods
to be sold by the buyer isfixed by or under any State Act.
Explanation.—For the purposesof thisclause, “ purchase price” meansany amount
(by whatever name called) paid or payableby thebuyer to obtainthegoodsreferred
tointhisclause, but shall not includethe amount paid or payableby himtowards
the bid money in an auction, or, asthe case may be, the highest accepted offerin
case of tender or any other mode;

(b) theright to receive any goods of the nature specified in column (2) of the Table
below, or such goods, asthe case may be, asum equal to thepercentage, specified
inthe corresponding entry in column (3) of thesaid Tabl e, of theamount paid or
payable by the buyer in respect of the sale of such right or asthe purchase pricein
respect of such goodsshall bedeemed to betheprofitsand gainsof thebuyer from
thebusinessof tradingin such goodschargeabl eto tax under thehead “ Profitsand
gainsof businessor profession”.

TABLE
S.No. Nature of goods Percentage
® &) (3
(i) Timber obtained under aforest lease Thirty-five per cent
(ii) Timber obtained by any mode other than Fifteen per cent
under aforest lease
(iii) Any other forest produce not being timber Thirty-five per cent

(2) For theremoval of doubts, itishereby declared that the provisi onsof sub-section (1)
shall not apply to abuyer (other than abuyer who obtai nsany goods, from any seller which
isapublic sector company) in thefurther sale of any goodsobtained under or in pursuance
of the saleunder sub-section (1).

(3) In acase wherethe business carried on by the assessee does not consist exclusively of
trading in goods to which this section applies and where separate accounts are not
maintained or are not available, the amount of expenses attributable to such other
businessshall bean amount which bearsto thetotal expensesof thebusinesscarried on
by the assessee the same proportion asthe turnover of such other businessbearstothe
total turnover of the business carried on by the assessee.

Explanation.—For the purposesof thissection, “ seller” meansthe Central Government, a
State Government or any local authority or corporation or authority established by or
under aCentral, Stateor Provincial Act, or any company or firm or co-operativesociety.’
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34[3Special provision for computing profits and gains of business of civil
construction, etc.
44AD. (1) Notwithstanding anything to the contrary contained in sections 28
to 43C, in the case of an assessee engaged in the business of civil
construction or supply of labour for civil construction, asum equal to eight per
cent of the gross receipts paid or payableto the assesseein the previousyear on
account of such business or, asthe case may be, asum higher than the aforesaid
sum as declared by the assessee in hisreturn of income, shall be deemed to be
the profits and gains of such business chargeable to tax under the head “ Profits
and gains of business or profession”:
Provided that nothing contained in this sub-section shall apply in case the
aforesaid grossrecei pts paid or payabl e exceed an amount of forty lakh rupees.
(2) Any deduction allowable under the provisions of sections 30 to 38 shall, for
the purposes of sub-section (1), bedeemedto have been already givenfull effect
to and no further deduction under those sections shall be allowed :
3[Provided that where the assessee isafirm, the salary and interest paid to its
partners shall be deducted from the income computed under sub-section (1)
subject to the conditions and limits specified in clause (b) of section 40.]
(3) The written down value of any asset used for the purpose of the business
referred to in sub-section (1) shall be deemed to have been calculated asif the
assessee had claimed and had been actually allowed the deduction in respect of
the depreciation for each of the relevant assessment years.
(4) The provisions of sections44A A and 44AB shall not apply in so far asthey
relate to the business referred to in sub-section (1) and in computing the
monetary limits under those sections, the gross receipts or, as the case may be,
the income from the said business shall be excluded.
37[(5) Nothing contained in the foregoing provisions of this section shall apply,
where the assessee claims and produces evidence to prove that the profits and
gains from the aforesaid business during the previous year relevant to the
assessment year commencing on the 1st day of April, 1997 or any earlier
assessment year, are lower than the profits and gains specified in sub-section (1),
and thereupon the Assessing Officer shall proceed to make an assesment of the
total income or loss of the assessee and determine the sum payable by the assessee
on the basis of assessment made under sub-section (3) of section 143.]
%79[(6) Notwithstanding anything contained in the foregoing provisions of this sec-
tion, an assessee may claim lower profits and gains than the profits and gains
specified in sub-section (1), if he keeps and maintains such books of account and
other documents as required under sub-section (2) of section 44AA and gets his
accounts audited and furnishes a report of such audit as required under section
44AB.]

34. Inserted by theFinanceAct, 1994, w.e.f. 1-4-1994.

35. See also Circular No. 737, dated 23-2-1996. For details, see Taxmann’s Master Guide to
Income-tax Act.

36. Inserted by the Finance Act, 1997, w.r.e.f. 1-4-1994.

37. Inserted by the Income-tax (Second Amendment) Act, 1998, w.r.e.f. 1-4-1997. Earlier sub-
section (5) wasinserted by theFinanceAct, 1994, w.e.f. 1-4-1994 and | ater on omitted by
the Finance Act, 1997, w.e.f. 1-4-1997.

37a. Inserted by the Finance Act, 1999, w.r.e.f. 1-4-1998.
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Explanation.—For the purposes of this section, the expression “ civil construc-
tion” includes—
(a) the construction or repair of any building, bridge, dam or other
structure or of any canal or road,;
(b) the execution of any works contract.]

BSpecial provision for computing profits and gains of business of plying, hiring
or leasing goods carriages.
44AE. (1) Notwithstandinganything tothecontrary contained in sections28to
43C, in the case of an assessee, who owns not more than ten goods
carriages and who is engaged in the business of plying, hiring or leasing such
goods carriages, the income of such business chargeabl e to tax under the head
“Profitsand gainsof businessor profession” shall bedeemed to betheaggregate
of the profits and gains, from all the goods carriages owned by him in the
previous year, computed in accordance with the provisions of sub-section (2).
(2) For the purposes of sub-section (1), the profits and gains from each goods
carriage,—

(i) being a heavy goods vehicle, shall be an amount equal to two
thousand rupeesfor every month or part of amonth during which the
heavy goodsvehicleisowned by the assesseein the previousyear or,
as the case may be, an amount higher than the aforesaid amount as
declared by him in his return of income;

(ii) other than a heavy goods vehicle, shall be an amount equal to one
thousand eight hundred rupees for every month or part of a month
during which the goods carriage is owned by the assessee in the
previous year or, as the case may be, an amount higher than the
aforesaid amount as declared by him in his return of income.

(3) Any deduction allowable under the provisions of sections 30 to 38 shall, for
the purposes of sub-section (1), bedeemedto havebeen already givenfull effect
to and no further deduction under those sections shall be allowed :
3¥[Provided that where the assessee isafirm, the salary and interest paid to its
partners shall be deducted from the income computed under sub-section (1)
subject to the conditions and limits specified in clause (b) of section 40.]

(4) The written down value of any asset used for the purpose of the business
referred to in sub-section (1) shall be deemed to have been calculated asif the
assessee had claimed and had been actually allowed the deduction in respect of
the depreciation for each of the relevant assessment years.

(5) The provisions of sections44A A and 44AB shall not apply in so far asthey
relate to the business referred to in sub-section (1) and in computing the
monetary limits under those sections, the gross receipts or, as the case may be,
the income from the said business shall be excluded.

4[(6) Nothing contained in the foregoing provisions of this section shall apply,

38. See Circular No. 737, dated 23-2-1996. For detail s, see Taxmann’s Master Guide to
Income-tax Act.

39. Inserted by theFinanceAct, 1997, w.r.e.f. 1-4-1994.

40. Inserted by the Income-tax (Second Amendment) Act, 1998, w.r.e.f. 1-4-1997. Earlier sub-
section (6) wasinserted by the Finance Act, 1994, w.e.f. 1-4-1994 and later on omitted by
the Finance Act, 1997, w.e.f. 1-4-1997.
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where the assessee claims and produces evidence to prove that the profits and
gains from the aforesaid business during the previous year relevant to the
assessment year commencing on the 1st day of April, 1997 or any earlier
assessment year, are lower than the profits and gains specified in sub-sections (1)
and (2), and thereupon the Assessing Officer shall proceed to make an assessment
of the total income or loss of the assessee and determine the sum payable by the
assessee on the basis of assessment made under sub-section (3) of section 143.]
4%9[(7) Notwithstanding anything contained in the foregoing provisions of this
section, an assessee may claim lower profits and gains than the profits and gains
specified in sub-sections (1) and (2), if he keeps and maintains such books of
account and other documents as required under sub-section (2) of section 44AA
and gets his accounts audited and furnishes a report of such audit as required
under section 44AB.]

Explanation.—For the purposes of this section,—

(a) theexpressions*“goodscarriage’ 4! and “ heavy goodsvehicle’ 4t shall
have the meanings respectively assigned to them in section 2 of the
Motor Vehicles Act, 1988 (59 of 1988);

(b) an assessee, who isin possession of agoods carriage, whether taken
on hire purchase or on instalments and for which the whole or part
of theamount payableisstill due, shall be deemed to be the owner of
such goods carriage.]

“[Special provisions for computing profits and gains of retail business.

44AF. (1) Notwithstanding anything to the contrary contained in sections 28 to
43C, in the case of an assessee engaged in retail trade in any goods or

merchandise, a sum equal to five per cent of the total turnover in the previous

year on account of such business or, asthe case may be, a sum higher than the

aforesaid sum as declared by the assessee in his return of income shall be

deemed to be the profits and gains of such business chargeableto tax under the

head “ Profits and gains of business or profession” :

Provided that nothing contained in this sub-section shall apply in respect of an

assessee whose total turnover exceeds an amount of forty lakh rupees in the

previous year.

(2) Any deduction allowable under the provisions of sections 30 to 38 shall, for

the purposes of sub-section (1), bedeemedto have been already givenfull effect

to and no further deduction under those sections shall be allowed :

Provided that where the assessee is a firm, the salary and interest paid to its

partners shall be deducted from the income computed under sub-section (1)

subject to the conditions and limits specified in clause (b) of section 40.

40a. Inserted by the Finance Act, 1999, w.r.e.f. 1-4-1998.
41. Clause(14) andclause(16) of section 2 of theMotor V ehicles Act, 1988, define*“ goods
carriage” and “ heavy goodsvehicle” asfollows:

‘(14) “goodscarriage” meansany motor vehicleconstructed or adopted for usesolely for
thecarriage of goods, or any motor vehiclenot so constructed or adopted when used
for thecarriage of goods;’

‘(16) “heavy goodsvehicle’ meansany goodscarriagethegrossvehicleweight of which,
or atractor or aroad-roller the unladen weight of either of which, exceeds 12,000
kilograms;’

42. Inserted by theFinanceAct, 1997, w.e.f. 1-4-1998.
REPRODUCED FROM TAXMANN'SINCOME-TAX ACT, 1999 EDITION
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(3) The written down value of any asset used for the purpose of the business
referred to in sub-section (1) shall be deemed to have been calculated asif the
assessee had claimed and had been actually allowed the deduction in respect of
the depreciation for each of the relevant assessment years.
(4) The provisions of sections 44AA and 44AB shall not apply in so far asthey
relate to the business referred to in sub-section (1) and in computing the
monetary limits under those sections, the total turnover or, asthe case may be,
the income from the said business shall be excluded.]
“29[(5) Notwithstanding anything contained in the foregoing provisions of this section,
an assessee may claim lower profits and gains than the profits and gains specified
in sub-section (1), if he keeps and maintains such books of account and other
documents as required under sub-section (2) of section 44AA and gets his accounts
audited and furnishes a report of such audit as required under section 44AB.]
“[Special provision for computing profits and gains of shipping business in the
case of non-residents.
444B. (1) Notwithstanding anything to the contrary contained in sections 28 to
43A, in the case of an assessee, being a non-resident, engaged in the
business of operation of ships, asum equal to seven and a half per cent of the
aggregate of the amounts specified in sub-section (2) shall be deemed to bethe
profits and gains of such business chargeableto tax under the head “ Profitsand
gains of business or profession”.
(2) Theamountsreferred to in sub-section (1) shall bethefollowing, namely:—
(i) theamount paid or payable (whether inor out of India) totheassessee
or to any person on his behalf on account of the carriage of passen-
gers, livestock, mail or goods shipped at any port in Indig; and
(ii) theamount received or deemedto bereceivedinlndiaby or onbehalf
of the assessee on account of the carriage of passengers, livestock,
mail or goods shipped at any port outside India]
“[Explanation.—For the purposes of this sub-section, the amount referred to in
clause (i) or clause (ii) shall include the amount paid or payable or received or
deemed to be received, as the case may be, by way of demurrage charges or
handling charges or any other amount of similar nature.]
46[Special provision for computing profits and gains in connection with the
business of exploration, etc., of mineral oils.
44BB. (1) Notwithstandinganything tothe contrary contained in sections28to
41 and sections 43 and 43A,, in the case of an assessee #’[, being anon-
resident,] engaged in the business of providing services or facilitiesin connection
with, or supplying plant and machinery on hire used, or to be used, in the
prospecting for, or extraction or production of, mineral oils, asum equal to ten

42a. Inserted by the Finance Act, 1999, w.r.e.f. 1-4-1998.

43. Inserted by theFinanceAct, 1975, w.e.f. 1-4-1976.

44. Forrelevant caselaws, see Taxmann’sMaster Guideto lncome-tax Act.
45. Inserted by theFinanceAct, 1997, w.r.e.f. 1-4-1976.

46. Inserted by theFinanceAct, 1987, w.r.e.f. 1-4-1983.

47. Inserted by theFinanceAct, 1988, w.r.e.f. 1-4-1983.



S. 44BBB I.T. ACT, 1961 1.260

per cent of the aggregate of the amounts specified in sub-section (2) shall be
deemed to be the profits and gains of such business chargeableto tax under the
head “ Profits and gains of business or profession” :
Provided that this sub-section shall not apply in a case where the provisions of
section 42 or section 44D or section 115A or section 293A apply for the purposes
of computing profitsor gains or any other income referred to in those sections.
(2) Theamountsreferred to in sub-section (1) shall bethefollowing, namely :—
(a) theamount paid or payable(whether inor out of India) tothe assessee
or to any person on hisbehalf on account of the provision of services
andfacilitiesin connectionwith, or supply of plant and machinery on
hire used, or to be used, in the prospecting for, or extraction or
production of, mineral oilsin India; and
(b) theamount received or deemedto bereceivedinIndiaby or onbehal f
of the assessee on account of the provision of services and facilities
in connection with, or supply of plant and machinery on hire used, or
to be used, in the prospecting for, or extraction or production of,
mineral oils outside India
Explanation.—For the purposes of this section,—
(i) “plant” includes ships, aircraft, vehicles, drilling units, scientific appa-
ratus and equipment, used for the purposes of the said business;
(i) “mineral oil” includes petroleum and natural gas.]

“[ Special provision for computing profits and gains of the business of operation
of aircraft in the case of non-residents.

44BBA. (1) Notwithstanding anything to the contrary contained in sections 28
to43A, inthe case of an assessee, being anon-resident, engaged inthe
business of operation of aircraft, asum equal to five per cent of the aggregate of
the amounts specified in sub-section (2) shall be deemed to be the profits and
gains of such business chargeable to tax under the head “ Profits and gains of
business or profession”.
(2) Theamountsreferred to in sub-section (1) shall bethefollowing, namely :—
(a) theamount paid or payable(whether inor out of India) tothe assessee
or to any person on his behalf on account of the carriage of passen-
gers, livestock, mail or goods from any place in India; and
(b) theamount received or deemedto bereceivedinIndiaby or onbehal f
of the assessee on account of the carriage of passengers, livestock,
mail or goods from any place outside India]

49[Special provision for computing profits and gains of foreign companies

engaged in the business of civil construction, etc., in certain turnkey power

projects.

%44BBB. Notwithstanding anything to the contrary contained in sections 28
to 44AA, inthe case of an assessee, being aforeign company, engaged

in the business of civil construction or the business of erection of plant or

48. Inserted by theFinanceAct, 1987, w.e.f. 1-4-1988.
49. Inserted by theFinanceAct, 1989, w.e.f. 1-4-1990.

50. See alsoCircular No. 552, dated 9-2-1990. For detail s, see Taxmann’ sM aster Guideto
Income-tax Act.

REPRODUCED FROM TAXMANN'S INCOME-TAX ACT, 1999 EDITION
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machinery or testing or commissioning thereof, in connection with a turnkey
power project approved by the Central Government in this behalf and financed
under any international aid programme, a sum equal to ten per cent of the
amount paid or payabl e (whether in or out of India) to the said assessee or to any
person on his behalf on account of such civil construction, erection, testing or
commissioning shall be deemed to be the profits and gains of such business
chargeabl e to tax under the head “ Profits and gains of business or profession.”]

S[Deduction of head office expenditure in the case of non-residents.®?

5344C. Notwithstanding anything to the contrary contained in sections 28 to

43A, in the case of an assessee, being a non-resident, no allowance shall be
made, in computing theincome chargeabl e under the head “ Profits and gains of
business or profession”, in respect of so much of the expenditure in the nature
of head office expenditureasisin excess of theamount computed ashereunder,
namely:—

(a) an amount equal to five per cent of the adjusted total income; or

(b) 54[***]

(c) theamount of so much of the expenditurein the nature of head office
expenditureincurred by the assessee asisattributabl eto the business
or profession of the assessee in India,

whichever isthe least :

Provided that in acase wherethe adjusted total income of the assesseeisaloss,
the amount under clause (a) shall be computed at the rate of five per cent of the
average adjusted total income of the assessee.

Explanation.—For the purposes of this section,—

(i) “adjusted total income” means the total income computed in accor-
dance with the provisions of this Act, without giving effect to the
allowance referred to in this section or in sub-section (2) of section 32
or the deduction referred to in section 32A or section 33 or section 33A
or thefirst proviso to clause (ix) of sub-section (1) of section 36 or any
loss carried forward under sub-section (1) of section 72 or sub-section
(2) of section 73 or sub-section (1) %[ or sub-section (3)] of section 74 or
sub-section (3) of section 74A or the deductions under Chapter VI-A;

(i) “average adjusted total income” means,—

(a) inacasewherethetotal income of the assesseeis assessablefor
each of the three assessment years immediately preceding the
relevant assessment year, one-third of the aggregate amount of
theadjusted total incomein respect of the previousyearsrel evant
to the aforesaid three assessment years;

51. Inserted by theFinanceAct, 1976, w.e.f. 1-6-1976.

52. SeeasoCircular No. 649, dated 31-3-1993. For detail s, see Taxmann’ sMaster Guideto
Income-tax Act.

53. Forrelevant caselaws, see Taxmann’ sMaster Guideto Income-tax Act.

54. Omitted by theFinanceAct, 1993, w.e.f. 1-4-1993. Prior to omission, clause (b) read as
under :
“(b) anamount equal to the average head office expenditure; or”

55. Inserted by theFinanceAct, 1987, w.e.f. 1-4-1988.
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(b) inacasewherethetotal income of the assesseeisassessableonly
for two of the aforesaid three assessment years, one-half of the
aggregate amount of the adjusted total income in respect of the
previous years relevant to the af oresaid two assessment years;

(c) inacasewherethetotal incomeof the assesseeisassessableonly
for oneof theaf oresai d three assessment years, theamount of the
adjusted total income in respect of the previousyear relevant to
that assessment year;

(|||) 56[***]

(iv) “head office expenditure” means executive and general administra-
tion expenditure incurred by the assessee outside India, including
expenditure incurred in respect of—

(a) rent, rates, taxes, repairs or insurance of any premises outside
India used for the purposes of the business or profession;

(b) salary, wages, annuity, pension, fees, bonus, commission, gra-
tuity, perquisites or profits in lieu of or in addition to salary,
whether paid or allowed to any employee or other person em-
ployed in, or managing the affairs of, any office outside Indig;

(c) travelling by any employee or other person employed in, or
managing the affairs of, any office outside India; and

(d) such other matters connected with executive and general
administration as may be prescribed.]

S[Special provisions for computing income by way of royalties, etc., in the case
of foreign companies.

44D. Notwithstanding anything to the contrary contained in sections 28 to 44C,

in the case of an assessee, being a foreign company,—

(a) the deductions admissible under the said sections in computing the

income by way of royalty or fees for technical services received

S8[from Government or an Indian concern in pursuance of an agree-

ment made by the foreign company with Government or with the

56. Omitted by the Finance Act, 1993, w.e.f. 1-4-1993. Prior to omission clause (iii) read as
under:
‘ (iii) “average head officeexpenditure” means,—

(a) inacasewhereany expenditureinthenatureof head office expenditure hasbeen
allowed asadeductionin computing theincome of the assessee chargeabl e under
thehead “ Profitsand gai nsof businessor profession” inrespect of each of thethree
previousyearsrel evant to the assessment yearscommencing onthe 1st day of April,
1974, the 1st day of April, 1975, and the 1st day of April, 1976, one-third of the
aggregate amount of the expenditure so all owed;

(b) inacasewheresuch expenditurehasbeen so allowed only inrespect of two of the
aforesaidthreepreviousyears, one-half of theaggregate amount of theexpenditure
so allowed;

(c) inacasewheresuch expenditurehasbeen so allowed only inrespect of oneof the
aforesaid three previousyears, the amount of the expenditure so allowed;’

57. Inserted by theFinanceAct, 1976, w.e.f. 1-6-1976.
58. Substituted for the portion beginning with “from an I ndian concern” and ending with
“withthelndian concern” by the Finance Act, 1983, w.e.f. 1-6-1983.

REPRODUCED FROM TAXMANN'S INCOME-TAX ACT, 1999 EDITION



1.263 CH. IV - COMPUTATION OF BUSINESS INCOME S. 44D

Indian concern] beforethe 1st day of April, 1976, shall not exceedin
the aggregate twenty per cent of the gross amount of such royalty or
fees as reduced by so much of the gross amount of such royalty as
consists of lump sum consideration for the transfer outside India of,
or the imparting of information outside Indiain respect of, any data,
documentation, drawing or specification relating to any patent,
invention, model, design, secret formulaor process or trade mark or
similar property;

(b) no deduction in respect of any expenditure or allowance shall be
allowed under any of the said sections in computing the income by
way of royalty or feesfor technical servicesreceived *°[from Govern-
ment or an Indian concern in pursuance of an agreement made by the
foreign company with Government or with the | ndian concern] after
the 31st day of March, 1976;

(C) 60[** *]
(d) 61[** *]

Explanation.—For the purposes of this section,—

(a) “fees for technical services’ shall have the same meaning as in
S2[Explanation 2] to clause (vii) of sub-section (1) of section 9;

(b) “foreign company” shall have the same meaning as in section 80B;

(c) “royalty” shall havethe same meaning asin ®[Explanation 2] to clause
(vi) of sub-section (1) of section 9;

(d) royalty received *[from Government or an Indian concern in
pursuance of an agreement made by aforeign company with Govern-
ment or with the Indian concern] after the 31st day of March, 1976,
shall be deemed to have been received in pursuance of an agreement
made beforethe 1st day of April, 1976, if such agreement isdeemed,
for the purposes of the proviso to clause (vi) of sub-section (1) of
section 9, to have been made before the 1st day of April, 1976.]

59.

60.

61.

62.
63.
64.

Substituted for the portion beginning with “from an I ndian concern” and ending with
“withthelndian concern” by the Finance Act, 1983, w.e.f. 1-6-1983.

Omitted by theFinance Act, 1994, w.e.f. 1-4-1995. Prior toitsomission, clause(c), as
inserted by the Finance Act, 1983, w.e.f. 1-6-1983, read asunder :

“(c) nodeductioninrespect of any expenditureor allowanceshall beallowed under any
of the said sections in computing income by way of interest received from
Government or an Indian concern on moneys borrowed or debt incurred by the
Government or thelndian concerninforeign currency;”

Omitted by theFinanceAct, 1994, w.e.f. 1-4-1995. Prior toitsomission, clause(d), as
inserted by the Finance (No. 2) Act, 1991, w.r.e.f. 1-4-1989, read asunder :

“(d) nodeductioninrespect of any expenditure or allowanceshall beallowed under any
of thesaid sectionsin computing theincomereferred toin clause (ab) of sub-section
(1) of section115A..”

Substituted for “the Explanation” by the Finance(No. 2) Act, 1977, w.e.f. 1-4-1977.
Substituted for “theExplanation”, ibid.

Substituted for the portion beginning with “from an I ndian concern” and ending with
“withthelndian concern” by the Finance Act, 1983, w.e.f. 1-6-1983.



