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9. The Committee considered the Bill clause by clause at their
eighth, ninth, tenth and eleventh sittings held on the 11th, 12th, 13th
and 17th July, 1961.

10. The Committee considered and adopted the Report on the
7th August, 1961.

11. The observations of the Committee with regard to the
principal changes proposed in the Bill are detailed in the succeeding

paragraphs.

12. Clause 2.—(1) ltem (1) (a). The amendment is intended to
make it clear that the assessment and collection are to be made by
officers of the Government as such officers.

(2) Item (15). The Committee are of the opinion that the
advancement of an object of general public utility which involves
the carrying on of any activity for profit should not come within
the ambit of a charitable purpose.

(3) Item (18) (b). The Committee have substituted the words
‘not a private company’ for the words ‘public company’ in conformity
with section 23A of the existing Income-tax Act so that foreign
companies are also included within the definition of a company in
which public are substantially interested.

The other amendments made in the item are merely clarificatory.

(4) Item (22). The Committee are of the view that the loan to a
shareholder referred to in this item should be treated as dividend
only if the shareholder receiving it has a substantial interest in the
company as defined in item 2(32) of the clause.

(5) Item (30).—The amendment made in the item is conse-
qguential upon the amendment made in clause 6 relating to the
definition’ of ‘not ordinarily resident’.

(6) Item (44).—The Committee' are of the opinion that only
Gazetted Officers should be authoriséd to exercise the powers of ‘a
Tax Recovery Officer.

The clause has been amended ‘acéordingly.

13. Clause 5-—While considering clause 6, the Committee have
decided to reintroduce the. category, of “not ordinarily resident” and
existing provision that income which accrues or arises outside India
to @ person not ordinarily resident should not be included in his
total income unless it is derived from a business controlled in or a
vrofession set up in India should be restored in the clause.
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The Committee further feel that it should be clarified that incomeé
which has been included in the total income of a person on the
basis that it has accrued or arisen or is deemed to have accrued or
arisen to him should not again be so included on the basis that it is
received or deemed to be received in India.

The clause has been amended accordingly..

14. Clause 6.—The Committee have given careful thought to this
clause and are of the opinion that the category of “not ordinarily
resident” as defined in the existing Income-tax Act should be
restored but the liability of such a person should be that of a “non-
resident”,

This has been secured by amending clause 6 and clause 2(30)
suitably.

15. Clause 9.—The Committee consider that it ought to be clarified
in the clause that where purchases are made in India solely for the
purposes of export without having any establishment or office in
India for the purpose and without subjecting the goods to any
manufacturing process such transactions should not be treated as
“business connections.”.

The clause has been amended accordingly.

16. Clause 10.— (1) 3tem (6). The Committee think that remune-
ration paid to foreign technicians having special knowledge and
experience in industrial or business management techniques whose
service cotracts have been approved by the Central Government
should also be exempted from assessment for a period of six months.

(2)Item (10). The Committee feel that the benefit of exemption
from tax at prsent available in respect of gratuities payable to em-
ployees of the Government and employees of local authorities and
statutory corporations should be extended to persons .in private
employment also.

Accordingly, it is proposed that a sum equal to half a month’s
salary for each year of completed service, calculated on the basis
-of the average salary for the three years immediately preceding the
year in which the gratuity is paid, subject to a maximum of Rs. 24,000/~
or 15 months’ pay, whichever is less, should be exempted. The
balance, if any, would be the subject matter for relief under

clause 89(1).
Interest on approved foreign loans given to an industrial under-

taking in India is exempted if the proceeds of the loan are utilised
for purchesing capital plant or machinery abroad for the undertaking.
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The Committee are of the opinion that this exemption should be

extended to interest on loan advanced for the purchase of raw
materials abroad.

The clause has been amended accordingly.

17. Clauses 11—13.—These clauses relate to exemption of income
of a trust or an institution for a charitable or religious purpose.
Following the recommendation of the Direct Taxes Administration
Enquiry Committee, it has been proposed in the Bill that i€ any trust
accumulates its income beyond 25% of the total income of that year,
such accumulations shall be taxed. Many of the witnesses who
appeared before the Committee were of the view that this provision
would work hardship and would force genuine trusts to fritter away
their incomes in order to gain exemption. Further, small trusts with
long-term objectives could achieve the objective only if they were
permitted to accumulate. In the opinion of the Committee there is
considerable force in these representations, and having considered
all aspects of the problem, they have come to the following conclu-
sions: —

(1) Small trusts with an annual income of less than Rs. 10,000/-
should not be hit by the restrictions relating to accumu-
lation.

(2) Trusts with annual incomes exceeding Rs. 10,000/- should
not be subjected to this restriction if such trusts intimate
in advance the specific object for which the funds are
being accumulated and also the period within which
the funds so accumulated are to be spent on the charit-
able objective. This period should not exceed 10 years.
A further consideration is that the amount accumulated
in the case of these trusts should be invested in Govern-
ment securities or other securities approved by Govern-
ment.

(3) So long as a trust spends its income for a genuine charit-
able purpose, property held under trust for the purpose
should also include a business undertaking held under
trust. Therefore, the Explanation to clause 11 given in
the Bill, in the Committee’s view, should be amended to
provide that property held under trust would include
a business undertaking.

(4) Having regard to the widening of the provisions relating
to trusts and business held by trusts, the Committee
feel that any business not carried on by a trust should
not come within the purview of the exemptions.
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(5) The exemption conferred on charitable trusts should be
applicable for trusts created hereafter only to those

trusts which are not for the benefit of any.particular race,
religious community or caste.

(6) The word “relative” for the purpose of clause 13 should
include also the lineal descendants of brothers and
sisters.

Clauses 11 to 13 have been amended accordingly.

18. Clause 15.—The Committee are of the view that it should be
clarified that where any salary paid in advonce is included in the
total income for any year it shall not be included again in the total
income when the salary becomes due.

The clause has been amended accordingly.

19. Clause 17.—The Committee think that the words “by way of
loan or otherwise” occurring in item (v) of sub-clause (1) wmight
suggest that loans like those for the purchase of a conveyance or a*
house are to be taxed as salary in the year in which they are taken,
These words should, therefore, be omitted.

The clause has been amended accordingly.

20. Clause 23.—Amendments made in the clause are of a clarifi-
catory and drafting nature,

21. Clause 27.—Amendments made in the clause are formal in
nature and bring the provision of item (i) in line with similar pro-
visions in clause 64 (iii) and (iv). .

The other amendments made in the clause are to make the inten-
tion clear.

22. Clauses 30 and 31.—Amendments made in the clauses are of
a formal nature. )

23. Clause 32.—The amendment made in the clause is intended
to bring the provisions of the clause in conformity with the amend-
ment made in the existing Income-tax Act by section 6(i) of the
Finance Act, 1961.

24. Clause 33.—The Committee have considered at length the
question of development rebate and are of the opinion that

(i) The condition that all shareholders immediately before the
amalgamation should become shareholders cf the amalgamated com-
pany should be changed so as to bring this provision in conformity
with the provision relating to amalgamation in the Companies Act,

660 (B) L.S.—2.
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1956. In the Companles Act an amalgamation can take place even
if shareholders holding shares equal to 9/10 in value of the total
shares continue in the amalgamated company.

(ii) If a 100% subsidiary company is merged in its parent com-
pany, being a holding company, the benefit of development rebate
available to the subsidiary company should not lapse.

(iii) The definition of amalgamation should be changed to make
it clear that it covers an amalgamation of two or more companies.

The Committee further feel that the benefit of development rebate
should be available to a company whether private or public on con-
version from a firm if all its shareholders were partners in that firm
immediately before succession.

The clause has been amended accordingly.

25. Clause 34.—Under Explanation 6 of clause 43(1), both the
parent company and the subsidiary company would be eligible for de-
preciation on the actual cost to the parent company in the case of a
ship. This may result in the total depreciation exceeding the actual
cost. This is not the intention. Further in the case of capital assets
other than ships the initial depreciation may in some cases result in
the aggregate of all deductions exceeding the actual cost. = Necessary
amendments have therefore been proposed.

The period of ten years referred to in sub-clause (3) (a) has been

reduced to eight years in conformity with the change made in
clause 34(3) (b).

The clause has been amended accordingly.

26. Clause 37.—The Committee think that the word ‘“necessarily”
in sub-clause (1) should be omitttd because it would be difficult to
decide whether or not an expenditure was necessarily incurred.
They have, therefore, omitted the word from this sub-clause.

The other amendment made in the clause is consequential upon

amendments made in the Finance Act, 1961, after the introduction of
this Bill. .

The clause has been amended accordingly.

27. Clause 40.—The Committee are of the view that all cesses
should be allowed as business expenses because they are of small
amounts and though sometimes computed on the basis of profits
they are really of the nature of revenue expenditure. Therefore,
the word ‘‘cess” qceurring in item (a) (ii) has been omitted.
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The Committee further feel that in sub-clause (b) reference to

« Hindu undivided family, association of persons and body of indivi-
duals should be omitted.

The clause has been amended accordingly.

28. Clause 41.—The Committee are of the opinion that in cases
where profits are assessed after the closure of the business under the
provisions of this clause it is but fair that any loss which might have
been incurred in the year in which the business had been closed
should be set off against such profits and only the balance should be
taxed.

This has been provided in the amended clause.

K

The other amendments made in the clause are intended to bring
out the real intention of the clause or are consequential or of a draft-
ing nature.

29. Clause 43.—Explanation (4) The Committee are of the view
that where the assessee is subjected to tax on the excess of the sale
price over the written down value at the time of his original sale, he
should get the benefit of this excess when the written down value is
computed for the purpose of calculating depreciation at the time of
re-purchase of the assct.

The clause has been amended accordingly.

30, Clause 46.—The clause has been redrafted to make its inten-
tion clear in its relation to clauses 45 and 48.

31. Clause 47.—Item (ii) has been aménded to bring its language
in conformity with that of clause 49 (iii) (b).

The other amendment is of a drafting natura,

32. Clause 48.—For the reasons given in respect of clause 37 the
word “necessarily” occurring in item (i) of this clause has been omit-
ted,

The other amendment is clarificatory in nature to bring within its
scope the types of .cases mentioned in clause 49.

33. Clause 54.—This clause gives a concession in the matter of
capital gains arising from the transfer of a house property used by
the assessee or his parent for purpose of residence. The concession
is that if the assessee has within a period of one year before or after
the date purchased a new property for his own residence, the capital
gain will be reduced by the amount of money spent on the new resi-
dence, If the cost of the new house is greater than the capital gain
made, no assessment will be made on capital gain. The Committee
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feel that an assessee instead of purchasing a new property may,
construct one, The concession under this clause should be available
in these cases as well and the time limit for new construction should
be two years after the date of such transfer.

The Committee further feel that in giving this concession the
assessee need not be asked to exercise a choice. It should be given
in every case to which it applies, '

[

The clause has been amended accordingly.

A corresponding amendment is also necessary to clause 155 to
enable the Department to rectify, the assessment if already made, for
providing the relief where after the assessment is made the assessee
purchases or constructs a new property within the time limits men-
tioned above.

34. Clause 55.—The amendment made in this clause is clarificatory
in nature.

35. Clause 57.—For the reasons given in respect of clause 37, the
Committee have omitted the word “necesarily” occurring in the
clause.

36. Clause 64.—According to the wording of the original clause
there was an element of doubt as to the particular person in whose
hands the income of the spouse or the minor child should be taxed.
The Committee feel that in order to remove these doubts it should
be clarified, (a) that the income should be clubbed in the hands of
that spouse who has the greater income (exclusive of the share in-
come of the firm); (b) likewise, the income of the minor child should
be clubbed with that of the parent who has the larger income of the
two (exclusive of the income from the partnership). Where any
such income is once included in the total income of either spouse or
parent, any such income arising in any succeeding year should not be
included in the total income of the other spouse or parent except after
giving that spouse or parent an oppcrtunity to be heard.

The clause has been amended accordingly.

37. Clauses 65 and 67.—The amendments made in these clauses are
of a clarificatory or drafting nature.

38. Clause 68.—The Committee are of the view that where there
is evidence to show that the amount belongs to some other persons,
the Income-tax Officer should have power to assess that other person.
Therefore, the fact that the explanation offered by the assessee is not
satisfactory should not invariably force the Income-tax Officer to
treat it as the income of the assessee.
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The clause has been amended accordingly. -

39. Clause 69.—The Committee feel that the word “shall” occur«
ring in the clause should be substituted by the word “may” for the
same reasons as given in the preceding paragraph.

The clause has been amended accordingly.

40. Clause 72.—The amendments made in the clause are of a draft-
ing nature.

41. Clause 79.—The Committee think that the provisions of this
clause should be applied only where a change in the shareholding of
the company has been brought about with the intention of reducing
tax liability.

The clause has been re-drafted accordingly.

42. Clause 84.—The Committee are of the view that where a
minor part, not exceeding 20% of the assets of a new industrial under-
taking consisted of second-hand items, the benefit of tax holiday
should not be denied in toto but that in computing the capital em-
ployed the value of such assets should be excluded.

In the view of the Committee, sub-clause (4) should be redrafted
on the lines of the language used in section 15C of the existing In-
come-tax Act, but making it applicable to a class of industrial under-
takings instead of to individual units. A further change suggested is
that before the provisions of the sub-clause are applied an enquiry

should be made.
The clause has been amended accordingly.

43. Clause 87.—The Committee feel that item (a) of sub-clause
(1) as originally drafted may create some difficulty because at the
time of payment of premia it could not relate to the “total income”
as such total income is computed only after the close of the relevant
previous year. In order to get over this difficulty the expression
“total income” should be substituted by the words “income charge-

able to income-tax"”.

In the opinion of the Committee a special provision is desirable
to allow a higher rebate on account of the insurance premia paid by
authors, playwrights, artists, musicians or actors who have a short
working life and in whose case special provisions may be necessary
for insurance. A prcvision has been inserted to enable the Govern-

ment to permit them higher rebate.

The clause has been amended accordingly.
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44. Clause 88.—The Committee consider that only donations fo
institutions or funds not expressed to be for the benefit of a particu-
lar race, religious community or caste should be allowed exemption.
The Committee also feel that it should be clarified that a deduction
to which the assessee is entitled in respect of any donation made to an
institution or fund to which sub-clause (5) applies should not be
affected merely by reason of the fact that subsequent to the donation
any part of the income of the institution or fund has become charge-
able to tax due to non-compliance with any of the provisions of
clause 11.

The clause has been amended accordingly and the other amend-
ments made in this clause are intended to make the intention clear.

45. Clause 99.—The Committee are of the view that the list of
industries to which the provisions of this clause are applicable
needs amplification and should include new industries which have
assumed importance in the context of the industrial development of
the country. A revised list has accordingly been drawn up for this
purpose and appears in the Fifth Schedule to the Bill.

The Committee have also proposed that the benefit of this clause
in regard to the new industries now added should be available only
in respect of capital invested in companies floated on or after 1-4-61
or of capital issued by existing concerns on or after that date. The
Committee further feel that the benefit of this clause should apply
to those undertakings which are set up before the 1st of April, 1967.
However companies once covered by section 56A of the existing
Income-tax Act or this clause should get the concession for a mini-
mum period of ten years. The necessary amendments have been
carried out in this clause read with the Fifth Schedule.

46. Clause 104.—The Committee are of the opinion that supet-
tax payable under this clause should be on the balance of distribut-
able income after deducting not only dividends actually distributed
but also the follcwing items of bona fide expenditure which may have
been incurred by the company but not allowable as expenditure: —

(i) bonus or gratuity paid to an employee.

(ii) legal charges. i

(iii) any such expenditure as is referred to in item (c) of
clause 40. | 1

(iv) any expenditure claimed as a revenue expenditure but
not allowed to be deducted as such and not resulting in
the creation of an asset or enhancement in the value of
an existing asset.
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The clause has been amended accordingly.

The other amendment made in the clause is of a drafting nature.

47. Clause 109.—The Committee consider that the following fur-
ther deductions should be allowed in computing the “distributable
income” under this clause: —

(i) Losses under the head “capital gains” which are not
allowed to be set off against general business income.

(ii) Income arising outside India, the remittance of which into
India is prohibited, provided that when subsequently
the restrictions on remittance are removed the amount
so deducted shall be added in computing the distribut-
able income of the year in which the restrictions are
removed.

The clause has been amended accordingly.

48. Clause 112.—The Committee are of the view that as the tax
on compensation and capital gains have to be computed in the same
manner, difficulties would arise where an assessee has income from
compensation as well as income from capital gains.

The clause has been redrafted tc remove this difficulty.

49. Clause 113.—Under sub-clause (3) a non-resident is required
to file his declaration before the 30th June of the assessment year
in which he first becomes assessable. The Committee think that
occasions may arise where a person hitherto resident may become
non-resident. In such a case the option cannot be obviously exer-
cised before the 30th June of the year in which he first became
assessable because as a resident he would already have been asses-
sed. The Committee are, therefore, of the opinion that the words
“in which he first becomes assessable” should be substituted by the
words “in which he first becomes assessable as a non-resident”.

Under sub-clause (5) a belated declaration is permitted if the
assessee was prevented by sufficient cause from not making it with-
in the prescribed time provided that the omission to make such a
declaration has not resulted in reducing his liability to tax. How-
ever, when this belated declaration is made, the benefit of the dec-
laration is given only for the assessment year in which the declara-
tion is made and for subsequent assessment vears. The Committee
feel that this benefit should be given also in respect of pending
assessments for the years in which the assessee was a non-resident,

The clause has been amended accordingly.
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The other amendment made in the clause is of a clarificatory
nature.

50. Clause 114.—For the same reasons as those given against
clause 112, this clause has also been amended suitably.

51. Clause 132.—The Committee feel that it would be better if the
existing provision in this regard is restored and the matter of re-
moval of books regulated by rules as at present.

52. Clause 137.—The Committee are of the opinion that a provi-
sion permitting disclosure of information to any person authorised

to require information under the Foreign Exchange Regulation Act
may be added. | (

They further feel that the definition of “public servant” given
in this clause should not apply to provisions like clause 137 (3) (xviii).

The clause has been amended suitably.

The other amendments are of a drafting nature.

53. Clause 139.—The Committee had received a number of repre-
sentations that the period of four months prescribed for filing the
returns of income in-various cases was too short and that in the
case of companies and foreign concerns it would be practically im-
possible to send in the returns within the said period of four months.

Having regard to these difficulties, the Committee consider that
in the case of assessees having income from business or profession
the period of four months may be extended to six months and fur-
ther where the accounting year of the business ends after the 31st
December, interest for non-submission of returns may be from the
1st January instead of from the 1st October.

Another amendment proposed by the Committee provides for cal-
culation of interest in the case of registered firms which delay sub-
mission of returns.

By an amendment made to sub-clause (3) the Committee have
proposed that assessees having losses under the head “capital gains”
should be entitled to file return showing such losses.

The other amendments made in the clause are of a clarificatory or
consequential nature.

54. Clause 140.—The Ccmmittee feel that it should be open to the

absentee assessee also to sign the return contemplated under clauge
139'
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The clause has been amended accordingly.

55. Clause 141.—The Committee are of the view that provision
should be made for set off in respect of losses under the head “capi-
tal gains” before a provisional assessment is made.,

The clause has been amended accordingly.

56. Clause 147.—The amendments made in the clause are of a
consequential or drafting nature.

97. Clause 149.—In regard to recpening past assessments the Com-
mittee are of the opinion that there should be a time limit for every
type of case falling under the existing section 34. Accordingly the
Committee have proposed that no reassessment proceedings shall be
initiated beyond 16 years and an assessment for any year falling
within 8 to 16 years range should not be reopened unless the escape-
ment for that particular year is Rs. 50,000 or more.

The clause has been amended accordingly.

The other amendments made in the clause are of a drafting or
consequential nature.

rd

58. Clause 150.—The Committee feel that when an assessment is
reopened in pursuance of an order on appeal it should be made clear
that it does not permit the reopening of an assessment which had
been barred by time at the time the assessment appealed against was
made.

This has been provided in the amended clause.

59. Clause 155.—Sub-clause (8) has been added for thé reasons
mentioned in respect of clause 54.

60. Clause 159.—The amendment made in this clause is clarifi-
catory in nature.

61. Clause 178.—The Committee consider that a time limit should
be laid down for the Income-tax Officer to intimate to the liquidator
the amount that is to be set apart under the provisions of this clause.
Accordingly the Committee have suggested a period of three months

for this purpose.

Doubts have been expressed- whether the liquidator would be
debarred from paying to the secured creditors who have priority
over' Government dues on the day the company went into liquidation.
To set at rest these doubts, an amendment has been proposed per-
mitting payments to secured creditors in such cases.

660 (B) L.S5—3.



(xviii)

62. Clause 179.—Almost all the witnesses who appeared before
the Committee expressed the view that the extension of liability to
shareholders when the Directors could not pay the tax would deter
company formation. The Committee have come to the conclusion
that the Directors alone should be held responsible for the tax un-
recovered from the company. It would, however, be open to a Direc-
tor to prove that non-payment of the tax by the company was not
due to any gross negligence, misfeasance or breach of duty on his part.
In that event the liability should not attach to him.

The clause has been amended accordingly.

63. Clause 180.—The Committee feel that the existing provisions
are somewhat rigid and do not fully take into account the short work-
ing life of an author or an artist. The Committee have, therefore,
suggested that the manner and the period of allocation of lump sum
reoeipts of such assessees should be left to be framed by rules.

The clause has been amended accordingly.

64. Clause 182.—The Committee are of the view that in the place
of sub-clause 4, it should be provided that the firm may withhold
30% share of profits of each partner as security for the due payment
of the tax by the partner. If the partner fails to pay his tax the
amount withheld to the extent of the tax will be payable to the
Government. This, in the opinion of the Committee will avoid hard-

ships and secure at the same time prompt payment of tax by the
partner.

The clause has been amended accordingly.

65. Clause 184.—The Committee feel that’ an application to the
Income-tax Officer under sub-clause (3) where a partner happens
to be absent from India, may be signed by some other person autho-
rised to do so on his behalf, and, in the case of a mentally incapaci-

tated person, may be signed by a person entitled under law to repre-
sent him.

The clause has been amended accordingly.

66. Clause 186.—The Committee consider that it would be desir-
able to have a time limit for cancellation of registration of a firm
and they think that eight years limit would be adequate.

The clause has been amended accordingly.
87. Clause 194.—The amendment will secure that exemption certi-

ficates will be issued in proper cases, so that dividends by companies
are paid without deductions,
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68. Clause 201.—The Committee are of the opinion that the amourit
of tax, in the event of its non-payment, should not be treated as an

over-riding charge vis-a-vis other charges upon the assets of the per-
son or the company, as the case may be.

The clause has been amended accordingly.

69. Clauses 204 and 207.—Amendments made in the clauses are of
a drafting or consequential nature.

70. Clauses 209 and 210.—The Committee feel that it should be
made clear in item (a) (i) of clause 209 and in sub-clause (1) of
clause 210 that reference is to regular assessment only and not to
provisional assessment.

The clauses have been amended accordingly.

71. Clause 212.—Amendments made in the clause are of a drafting
nature.

72. Clause 217.—~The Committee are of the view that the amount
on which interest should be payable by the assessee under the clause
should be the amount by which advance tax falls short of the 75%
of the tax referred to in sub-clause (1) of clause 215 so as to bring
this on par with clause 215, which is the position under the existing
law.

The clause has been amended accordingly.

73. Clause 220.—The amendment made in the clause is of a
clarificatory nature.

74. Clause 221.—The Committee are of the opinion that where as
a result of any final order on appeal, revision or reference, the amount
of tax, with respect to the default in the payment of which the penal-
ty was levied, has been wholly reduced, the penalty levied should be
automatically cancelled and the amount of penalty paid should be
refunded.

The clause has been amended accordingly.

The other amendments made in this clause are clarificatory in
nature.

75. Clause 230.—The Committee feel that the rule making power
under the clause should be vested in the Board consistent with other

similar provisions in the Bill
The clause has been amended accordingly.

76. Clause 231.—The existing wording of the clause would seem
to permit an Income-tax Officer to avail himself of a longer period
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poning the issue of notice regarding default. The Committee, there-
fore, consider that the words “the Income-tax Officer sends an inti-
mation in writing to such person to the effect that he is deemed to

be an assessee in default” shculd be replaced by the words “the
assessee is deemed to be in default”.

T7. Clause 241.—The amendments made in the ciause are of a
drafting nature.

78. Clause 246—The Committee are of the opinion that in order
to remove any possible doubt an order of assessment, reassessment
or re-computation under clause 147 or clause 150 should be specifi-
cally referred to in this clause. They further feel that an order
under clause 216 should also be made appealable.

The Committee are of the view that the proviso to this clause which
bars an appeal against a penalty for dafault till the tax is paid is not
really necessary in the context of the new provisions in the Bill for
enforcing prompt payment of tax, for example, the provision relating
to levy of interest etc.

The clause has been amended accordingly.

The other amendment made in the clause is of a drafting nature.

79. Clause 248.—According to the existing law the provisions of
this clause are restricted only to persons who are under an obligation
to deduct tax on the sums mentioned in clause 195.

This intention has been made clear in the clause.

80. Clauses 249 and 250.—The amendments made in the clauses
are of a drafting nature.

81. Clause 253.—The amendments made in the clause are conse-
quential upon the omission of original clause 275.

82. Clause 254.—Original sub-clause (1) of this clause sought to
vest in the Appellate Tribunal power to enhance the tax or any

penalty levied. | !

In the Comnnttee’s view it would not be proper to vest enhance-
ment powers in the Appellate Tribunal because the Appellate
Tribunal is the final Court of appeal on facts. If power of enhance-
ment is given there would be no opportunity for the appellant to
have that order considered by a higher court.

‘The clause has been amended acco'r'dingly.
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83. Clause 255—The Committee feel that the &ppellate Tribunal

should have the powers of a civil court for proceeding against anyone
guilty of contempt of it.

Sub-clause (6) has been_‘amended accordingly.

84. Clauses 257 amd 263.—Amendments made in the clausés are
of a drafting or consequential nature.

85. Clause 265.—As a reference can be made directly to the
Supreme Court under clause 257, after the words ‘High Court’ the
words ‘Supreme Court’ have been inserted in this clause.

86. Clauses 271 and 274.—For the reasons given against clause
254, these .clauses should be amended so that the Appellate
Tribunal does not have power to impose a penalty in the first
instance-

87. Original clause 275.—The original clause 275 sought to make
provision regarding penalty for abetment etc. of false returns. It
was urged by the witnesses who appeared before the Committee
that the power of punishment for abetment should not vest in the
tax authorities and that respective professional associations who
have power to take disciplinary proceedings against the members of
profession should be the authority to take action in this regard. The
Committee feel that neither the tax authorities nor the professional
associations should have the pcwer to punish abetment. Abetment
should be made an offence punishable by a magistrate in the same ,
manner as other offences referred to in clause 277.

Therefore, the original clause 275 has been deleted and a new
provision has been introduced in clause 278.

88. Clause 275 (Original clause 276).—The Committee are of the
opinion that an explanation on the lines of the explanations occurring
in clauses 153 and 263 should be added to this clause to provide that
in computing the period of limitation for the purpose of this clause,
the time taken in giving an opportunity to the assessee to be re-heard
under the proviso to clause 129 and any period during which a
proceeding under this Chapter for the levy of penalty is stayed by
an order or injunction of any court would be excluded.

The amended clause provides for the same.

89. Clause 277 (Original clause 278).—This clause has been
amended to conform to the language used in new clause 278.

90. Clause 278 (New Clause).—The new clause has been added
for the reasons stated in regard to the original clause 275.
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P1. Clause 279.—Amendment made in the clause is consequehtial
in nature.

92, Clause 280.—A difficulty may arise if the public servant who
contravenes the provisions of clause 137 is the Commissioner himself.
To get over this difficulty, it has been provided that in all cases the
sanction of the Central Governmen: is to be obtained.

The clause has been amended accordingly.

93. Clause 286.—The amendment mmade in the clause is of a
drafting nature.

94. Clause 287.—Publication of the names of persons is to be
withheld upto the stage of the first appeal. In the cases covered by
clause 274(2) the first appeal lies with the Appellate Tribunal. The
Committee, therefore, feel that in such cases, publication of names
should not be made before the appeal is disposed of by the Appellate
Tribunal.

The clause has been amended accordingly.

95. Clause 288.—The Committee are of the opinion that the ban
on retired officers of the Income-tax Department should apply even
to Income-tax Officers.

In the Committee’s view, penalties imposed under items (i) and
(ii) of clause 271(1) should not lead to disqualification as these
penalties are for comparatively minor offences.

The clause has been amended accordingly.

98. Clause 295.—The amendments made in this clause are conse-
quential in nature.

97. Clause 297.—Where re-assessment proceedings are initiated on
a direction from the appellate authority under the repealed Act,
Clause 150 should apply. The amendment made in sub-clause (2) (d)
(ii) makes the necessary saving provision.

98. First Schedule—The amendments made in this Schedule are
of a drafting nature.

99. Second Schedule—The Committee feel that as non-officials
may also be authorised to act as auctioneers, rule 1(e) should be
suitably amended.

Rule 92(2) has been amended to provide that the Board may make
rules with regard to “the area within which Tax Recovery Officers
may exercise jurisdiction”.
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100. Fifth Schedule (New).—A new Schedule has been added for
the reasons mentioned in respect of clause 99.

101. The recommendations of the President have been obtained
under Articles 117(1) and 274(1) of the Constitution in respect of
the amendments made in the Bill

102. The Select Committee recommend that the Bill as amended be
passed. .

! : JAGANATHA RAO
NEw DELHI;
The 9th August, 1961.
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Minutes of Dissent
I

Quite a few of the sharp edges of the Income-tax Bill, 1961, have
been rounded off by the discussions in the Select Committee and
many of the harsh provisions sought tc be added have been made
more tolerable as a result of amendments to the Bill made by the
Select Committee. Nevertheless, several provisions still remain in
the Bill which, to my mind, call for a ncte of dissent.

The re-enactment of Income-tax law after four decades presents a
golden opportunity of removing the various injustices which have
been brought to light by the working of the Act over a generation.
It is a matter for regret that this opportunity is being missed. The
Bill, no doubt, introduces order and system into Income-tax Law but
the Bill does not attempt to introduce the essential element of justice
and fairness to the assessee who, in the vast majority of cases, is a
small man with a modest income,

Clause 2(47) will have the effect of enlarging the scope of the
capital gains tax by providing that it will be applicable to cases of
amalgamation of companies. Such a levy, to my mind, should not be
imposed since it would discourage amalgamations which are often
necessary to achieve efficiency in administration or economy in work-
ing. This levy is all the more objectionable since it will apply even
in cases where the shareholders of the amalgamating companies
receive neithcr cash consideration nor shares of a higher market
value than that of the shares which are extinguished. It will hit the
middle classes who hold the bulk of the corporate share capital of this
country.

Clause 9 seeks to perpetuate the doctrine of “business connection”
on the basis of which non-residents are chargeable to Indian tax. At
a time when India needs to boost its exports and is equally keen to
import capital goods and invite foreign collaboration. it is essential
that the vague and nebulous concept of “business connection” should
be substituted by something more precise which wculd restrict the
liahility within reasonable limits. The English principle that trading
in England would attract tax but not trading with England should be
incorporated in our law.

“Charity”, it has been said, “begins at home”. In that context, the
proposal in Clause 13(b) that exemption from taxation in respect of
charitable trusts should be available only where the trust is open to
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all citizens of India and is :ot restricted to any religious community
or caste is, if I may say so, misconceived. This proposal was not in
the original Bill; otherwise, I am sure, it would have reised a storm
of protest throughout the country. Under the law of the land, a
trust is a public charitable trust if it ensures for the benefit of the
public or a section of the public and trusts in favour of members of
any religious community or caste are recognised by the law as valid
charitable trusts. That being the case, there does not appear to be
any adequate reason why exemption from tax should be denied to
trusts which are for members of a designated community or caste.
Personally, I am not in favour of communal trusts or in favour of
communalism in any form whatever, but the point at issue is whether,
if a citizen is actuated by a charitable impulse and choses to create
a trust for the benefit of a section of the people, the State should step
in as the beneficiary and take away a part of the income of the trust
in the form of tax. Where the government collects income-tax from
public charitable trusts, it really deprives some of the pocrest citizens
of the country of desperately needed help which they would have
otherwise got under the trust.

Even in regard to donations to charitable trusts, the present posi-
tion, by virtue of Clause 88(5) (iii), by which the donor is only ex-
empted if the donation is of a non-denominational character is a ques-
tionable one. Whether we like it or not, there are millions of people
in India who are caste or community conscious, and if they feel like
making a donation to a charity that is of a sectarian nature, it is better
that they should do so than they should not perform that act of charity
at all. Just as we cannot legislate people into goodness, we cannot
tax them into nationalism. That is a process which is basieally an
educational one and must take time. The coercive power of law and
taxation is not a fit instrument to make people enlightened and broad-
minded. The only result would be, in a large number of cases, to dry
up the springs of philanthropy without benefit to the State and with
loss to the poor and needy emong one section of the people or another.

Clause 32 provides for depreciation only in respect of buildings,
machinery, plant and furniture. In respect of the cost of mines,
quarries, patents and copyrights. no deduction is allowable either on
revenue account or by way of depreciation. In many other countries
the cost of capital assets like mines, quarries, patents and copyrights,
which get exhausted in the process of working, is allowed to be debited
to the profit and loss account either in the form of depreciation or as
revenue expense. The absence of such a provision in the present
Income-tax Law should be remedied when a new Act is being enacted.

Clauses 33 and 34, which deal with development rebate, provide
that the development rebate would be taken back if the asset is sold

660 (B) L.S—4.
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within eight years. It is but just and fair that the development rebate
should not be taken back where the asset is not sold singly but the
entire business is transferred as a going concern to a successor; e.g.
where an individual is succeeded by a firm, or a firm by a limited com-
pany, or a joint family is succeeded by a partnership or a limited com-
pany. But the Bill proposes not to withdraw development rebate
only in cases of amalgamation of companies or succession to a firm
by a limited company. The choice of these two exceptions is purely
arbitrary. There is no reason why a firm succeeded by a limited com-
pany should not lose development rebate, but an individual succeeded
by a limited company or a limited company succeeded by another
limited company should lose development rebate.

Under the existing law, the income of a trust created for a bene-
ficiary (other than a spouse or minor child) is not taxable in the
hands of the settlor, if the trust is irrevocable for at least six years.
Clause 62 (i) (if) of the Bill proposes to make a complete departure
in this respect. It provides that even if the trust is absolutely bona
fide, so long as it is revocable after any period of time, the income
must still continue to be assessed in the hands of the settlor. India
will probably be the first and only country to tax the trust income in
such cases where the income has been paid over bona fide to someone
else and the settlor has no interest at all in the income. The present
law has worked quite fairly and there is no justification for the
change. To my mind, it is unfair to tax settlors of honest trusts who
have parted with all their interest in the income or corpus, merely
vecause the trusts are made revocable at a distant point of time for
reasons totally unconnected with tax evasion. For instance, a trust
may be made revocable only because the settlor is not sure whether
the beneficiary would turn out to be a worthy object of his bounty
or not. There seems to be no justification for taxing settlors in such
cases.

Clause 79 seeks to provide that a company should not be allowed
to carry forward its losses unless 51 per cent of the share capital
remains in the hands of the same shareholders. Whereas other
countries are amending their income-tax laws to provide for carrying
back business losses, the Bill tries to abridge even the limited right
of carrying forward business losses. The principle of corporate
entity, which is the very foundation of company law, is sought to
be undermined by Clause 79. The draft of this clause puts the
onus on the assessee to prove that the change in the shareholding
was not effected with a view to avoiding or reducing tax liabilitv.
This is clearly putting the onus on the wrong side. This clause should
be omitted. But if it is sought to be retained at all, it should apply



(xxii)

in cases where the circumstances show thet the change in the share-
holding was effected with a view to avoiding or reducing tax liability,
without casting the onus on the taxpayer to prove the negative.

The new provision sought to be introduced in Clause 87, viz. that
rebate on insurance premia would not be available unless the premia
are paid out of income chargeable to income-tax, is a departure from
the existing law. How is the Income-tax Department concerned with
the source from which the insurance premia are paid? Why should
not a man pay insurance premia out of moneys gifted to him by
another and accumulate his taxable income, without losing rebate
on the premia? The new provision would only mean further harass-
ment to honest taxpayers who will have to prove that the insurance
premia were paid out of income chargeable to tax before they can
get rebate in respect of such premia. Suppose the insurance premia
are paid by cheques drawn on a bank account in which have been
credited both taxable income and non-taxable income. The tax-
payer will lose the whole or a part of the rebate in such a case. This
prevision, to my mind, is most inequitable, unjust and irrational. The
innovation sought to be made would serve no purpose but would
merely work needless hardship on honest tax-payers.

Companies in which the public are not substantially interested are
required to declare the prescribed statutory percentage of their profits
by way of dividend. It is essential that Clause 104 should be amend-
ed so as to provide, as the English law provides, that if the declara-
tion of no dividend or less than the prescribed dividend is due to the
necessity of meeting the current business requirements of the com-
pany, penal super-tax should not be levied on the company. A num-
ber of cases have arisen in which companies which, instead of declar-
ing dividends, applied the income of a certain year to paying off past
tax liabilities or bona fide trade liabilities were yet subjected to penal
super-tax. Thus the companies which act prudently and honestly
are yet ordered to pay @ penalty. Such a legal provision is clearly
unjust, and yet the Bill seeks to perpetuate the injustice.

Clause 179 marks a violent departure from the well-settled prin-
ciples of Indian jurisprudence. For the first time in the history of
Indian law, Clause 179 seeks to unsettle the well-settled law that
directors or shareholders of a limited company are not personally
liable for the debts of the company. Clause 179 seeks to make a most
dangerous innovation. If today such a provision is enacted in income-
tax law, it may be enacted tomorrow in the excise lew, the customs
law, the sales tax law and the wide variety of other laws which
constitute the heavy burden of direct and indirect taxation in this
country. It is basically wrong to cut at the very root of the juristic
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concept of limited liability merely to get at a few dishonest directors.
The only effect of such a provision would be to scare away honest
people from the directorship of private companies, for fear of unlimit-
ed personal liability. Clause 179, as it emerges from the Select Com-
mittee, puts the onus on the wrong side. The directors are presumed
to be guilty and therefore personally liable for all the tax dues of
the company, unless they discharge the onus of proving that they
acted with care and good faith.

New DeLnu1; M. R. MASANI.
Tth August, 1961, !
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The Income Tax Bill, 1961, as it has emerged from the Select
Committee has made some improvements specially in its coherence
and the logical arrangement of the Sections of the Indian Income
Tax Act, 1922. However, no major and drastic changes have been
introduced affecting the substance of the law and some other changes
brought here are almost ineffective and useless for practical pur-
poses. For example, the liability of the directors of a private
company on liquidation in clause 179 as amended is not a matter
which can be easily enforced by the Income Tax Department and
will be almost inoperative. Some of the provisions of the Bill incor-
porated in accordance with the recommendations of the Direct Taxes
Administrative Enquiry Committee are of such nature.

Regarding deductions from income from house property in Clause
24 sub-clause 1(i) (a) in respect of repairs the change brought about
has little value in sc far as deductions of 1/6 of the annual value
are made annually by the owner without actually spending the

money. °

Clause 221 of the Bill permits levy of penalties and not the
amount of default in case of default of payment of tax. The Law
Commission observed that arrears of taxes were mounting but powers
under these sections were not used in majority cases. Thus, while
the total amount of arrears during 1958-59 stood at 271'60 crores of
rupees, the amount in respect of which penalty has been levied was
only 1:81 crores of rupees. Some more stringent measures should

have been provided.

Regarding Clauses 270, 271, 272 and 273 providing for maximum
penalty liable for amounts of tax sought to be evaded, I want to
emphasize the fact that it is never levied and moderate penalties
imposed by the. assessing officers are reduced by the Appellate
authorities. Non levy of deterrent penalty has been an important
factor encouraging evasion. The deterrent provided in the present
Bill is quite inadequate in so far as the evader rates chances of his
detection at less than 1:3. According to Professor Kaldor, the likeli-
hocd of detection in India is not above 1 to 10 and for a real deter-
rent, has recommended a penalty of 20 times the sum risked and not
13 times. In U.S.A. a tax evader is charged from 12 to 20 times the
sum escaped and is frequently dragged before the courts and is
awarded long terms of imprisonment. Unless it is brought home

(xxix)
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to the potential tax evader that attempts at concealment will not
only not pay but actually land him in goal, there could be no effec-
tive check against tax evasion.

Income taxation is a means for bring about an equilitarian society.
It is an instrument which can be employed profitably by the Govern-
ment. The object can best be obtained if we fix a ceiling on incomes
as we have already done so in the case of lands in the rural sector.
Until we do that we require that tax avoidance and tax evasion should
be effectively checked and other requirements of tax revenue be ade-
quately fulfilled.

New DELH1; LAISRAM ACHAW SINGH
The 8th August, 1961.
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Bill No. 27A of 1961
THE INCOME-TAX BILL, 1961

(As REPORTED BY THE SELECT COMMITTEE)

(Words side-lined or underlined indicate the amendments suggested
by the Committee; asterisks indicate omissions).

A
BILL

to consolidate and amend the law relating to income-tax and
super-tax.

BE it enacted by Parliament in the Twelfth Year of the Republic
of India as follows:—

CHAPTER 1
PRELIMINARY
s 1 (1) This Act may be called the Income-tax Act, 1961. Stort title,
commence-
(2) It extends to the whole of India. ment.

(3) Save as otherwise provided in this Act, it shall come into
force on the 1st day of April, 1962.

2. In this Act, unless the context otherwise requires,— Deflnitions.

10 (1) “agricultural income” means—

(a) any rent or revenue derived from land which is
used for agricultural purposes and is either assessed to land
revenue in India or is subject to a local rate assessed and
collected * * * * by officers of the Government as such;

15 (b) any income derived from such land by—

(i) agriculture; or

(ii) the performance by a cultivator or receiver of
rent-in-kind of any process ordinarily employed by a
cultivator or receiver of rent-in-kind to render the pro-
duce raised or received by him fit to be taken to market;

or

20
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(iii) the sale by a cultivator or receiver of rent-in-
kind of the produce raised or received by him, in respect
of which no process has been performed other than a pro-
cess of the nature described in paragraph (ii) of this
sub-clause; $

(c) any income derived from any building owned and
occupied by the receiver of the rent or revenue of any such
land, or occupied by the cultivator, or the receiver of rent-in-
kind, of any land with respect to which, or the produce of
which, any process mentioned in paragraphs (ii) and (iii) I0
of sub-clause (b) is carried on:

Provided that the building is on or in the immediate
vicinity of the land, and is a building which the receiver of
the rent or revenue or the cultivator, or the receiver of rent-
in-kind, by reason of his connection with the land, re-
quires as a dwelling house, or as a store-house, or other out-
building;

(2) “annual value”, in relation to any property, means its
amnual value as determined under section 23;

(3) “Appellate Assistant Commissioner” means a person ,.
appointed to be an Appellate Assistant Commissioner of Income-
tax under sub-section (1) of section 117;

(4) “Appellate Tribunal” means the Appellate Tribunal con-
stituted under section 252;

(5) “approved gratuity fund” means a gratuity fund which 25
has been and continues to be approved by the Commissioner in
accordance with the rules contained in Part C of the Fourth Sche-
dule;

(6) “approved superannuation fund” means a superannua-
tion fund or any part of a superannuation fund which has been 30
and continues to be approved by the Commissioner in accord-
ance with the rules contained in Part B of the Fourth Schedule;

(7) “assessee” means a perscn by whom income-tax or super-
tax or any other sum of money is payable under this Act, and
includes—

. .35
(a) every person in respect of whom any proceeding
under this Act has been taken for the assessment of his in-
come or of the income of any other person in respect of
which he is assessable, or of the loss sustained by him or by

such other person, or of the amount of refund due to him or 49

to such other person;
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(b) every person who is deemed to be an assessee under
any provision of this Act;

(c) every person who is deemed to be an assessee in
default under any provision of this Act;

(8) “assessment” includes re-assessment;

(9) “assessment year” means the period of twelve months
commencing on the 1st day of April every year;

(.10) .“average rate of income-tax” means the rate arrived at
by dividing the amount of income-tax calculated on the total
income, by such total income;

(11) “average rate of super-tax” means the rate arrived at
by dividing the amount of super-tax calculated on the tota,
income, by such total income;

(12) “Board” means the Central Board of Revenue constitut-
ed under the Central Board of Revenue Act, 1924;

(13) “business” includes any trade, commerce or manufac-
ture or any adventure or concern in the nature of trade, com-
merce. or manufacture;

(14) “capital asset” means property of any kind held by an
assessee, whether or not connected with his business or profession,
but does not include—

(i) any stock-in-trade, consumable stores or raw mate-
rials held for the purposes of his business or profession;

(ii) personal effects, that is to say. moveable property
(including wearing apparel, jewellery and furniture) held for
personal use by the assessee or any member of his family
dependent on him;

(iii) agricultural land in India;

(15) “charitable purpose” includes relief of the poor, educa-
tion, medical relief, and the advancement of any other object
of general public utility not involving the carrying on of any

activity for profit;
(16) “Commissioner” means a person appointed to be a Com-
missioner of Income-tax under sub-section (1) of section 117;

(17) “company” means—

(i) any Indian company, or

(ii) any association, whether incorporated or not and
whether Indian or non-Indian, which is or was assessable or
was assessed under the Indian Income-tax Act, 1922, as a
company for the assessment year commencing on the 1st day
of April, 1947, or which is declared by general or special order

of the Board to be a company for the purposes of this Act;
iv. 1l ! TaD
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(18) “company in which the public are substantially interest-
ed”—A company is said to be a company in which the public are
substantially interested—

(a) if it is a company owned by the Government or in

which not less than forty per cent. of the shares are held by &

the

Government; or

(b) if it is not a private company as defined in the

Companies Act, 1956, and

persons

(i) its shares (not being shares entitled to a fixed
rate of dividend whether with or without a further right 10
to participate in profits) carrying not less than fifty per
cent. of the voting power have been allotted uncondition-
ally to, or acquired unconditionally by, and were through-
out the relevant previous year beneficially held by, the
Government or a corporation established by a Central, IS
State or Provincial Act or the public (not being a director,

or a company to which this clause does not apply);

(i) the said shares were at any time during the
relevant previous year the subject of dealing in any
recognised stock exchange in India or were freely trans-
ferable by the holder to other members of the public; and

20

(iit) the affairs of the company, or the shares carry-
ing more than fifty per cent. of its total voting power
were at no time during the relevant previous year con-

trolled or held by five or less persons. 25

Explanation 1.—In computing the number of five or less
aforesaid,—

(i) the Government or any corporation established
by a Central, State or Provincial Act or company to
which this clause applies shall not be taken into ac- 3°

count, and

(if) persons who are relatives of one another, and
persons who are nominees of any other person together
with that other person, shall be treated as a single person.

Explanation 2.—In its application to any such company 35

as is referred to in sub-clause (2) of clause (iii) of section
109, sub-clause (b) shall have effect as if for the words “not
less than fifty per cent.” and “more than fifty per cent.” the
words “not less than forty per cent.” and “more than sixty per
cent.” had been substituted;

40

1 of 1956.
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(19) “co-operative society” means a co-operative society re-
gistered under the Co-operative Societies Act, 1912, or under any
other law for the time being in force in any State for the registra-
tion of co-operative societies;

(20) “director”, “manager” and “managing agent”, in relation
to a company, have the meanings respectively assigned to them in
the Companies Act, 1956;

(21) “Director of Inspection” means a person appointed to be
a Director of Inspection under sub-section (1) of section 117,
and includes a person appointed to be an Additional Director of
Inspection, a Deputy Director of Inspection or an Assistant Direc-
tor of Inspection;

(22) “dividend” includes— Y

(a) any distribution by a company of accumulated
profits, whether capitalised or not, if such distribution entails
the release by the company to its shareholders of all or any
part of the assets of the company;

(b) any distribution to its shareholders by a company of
debentures, debenture-stock, or deposit certiticates in any
form, whether with or without interest, and any distribution
to its preference shareholders of **** shares by way of
bonus, to the extent to which the company possesses accumu-
lated profits, whether capitalised or not;

(c) any distribution made to the shareholders of a com-
pany on its liquidation, to the extent to which the distribu-
tion is attributable to the accumulated profits of the company
immediately before its liquidation, whether capitalised or not;

(d) any distribution to its shareholders by a company on
the reduction of its capital, to the extent to which the com-
pany possesses accumulated profits which arose after the end
of the previous year ending next before the 1st day of April,
1933, whether such accumulated profits have been capitalised
or not;

(e) any payment by a company, not being @ company in
which the public are substantially interested, of any sum
(whether as representing a part of the assets of the compuny
or otherwise) by way of advance or loan to a shareholder,
being a person who has a substantial interest in the com-
pany, or any payment by any such company on behalf, or
Tor the individual benefit, of any such shareholder, to the
extent to which the company in either case possesses
accumulated profits;
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but “dividend” does not include—

(i) a distribution made in accordance with sub-clause
(c) or sub-clause (d) in respect of any share issued for full
cash consideration, where the holder of the share is not
entitled in the event of liquidation to participate in the g
surplus assets;

(it) any advance or loan made to a shareholder by a
company in the ordinary course of its business, where the
lending of men:y is a substantial part of the business of the
company, 10

(iif) any dividend paid by a company which is set off
by the company against the whole or any part of any sum
previously paid by it and treated as a dividend within the
meaning of sub-clause (e), to the extent to which it is so set
off. 1§
Explanation 1---The expression “accumulated profits”, wher-

ever it occurs in this clause, shall not include capital gains arising
before the 1st day of April, 1946, or after the 31st day of March,
1948, and before the 1st day of April, 1956.

Explanation 2.—The expression “accumulated profits” in sub- 54
clauses (a), (b), (d) and (e), shall include all profits of the
company up to the date of distribution or payment referred to in
those sub-clauses, and in sub-clause (c) shall include all profits
of the company up to the date of liquidation;

(23) “firm”, “partner” and “partnership” have the meanings 25
respectively assigned to them in the Indian Partnership Act, " g ¢ 1932,
1932; but the expression “partner” shall also include any person
who being a minor, has been admitted to the benefits of partner-
ship;

(24) “income” includes— 30

(i) profits and ggins;

(1) dividend;

(iit) the value of any perquisite or profit in lieu of salary
taxable under clauses (2) and (3) of section 17;

(iv) the value of any benefit or perquisite, whether con-
vertible into money or not, obtained from a company either
by a director or by a person who has a substantial in-
terest in the company, or by a relative of the director or such
person, and any sum paid by any such company in respect of
any obligation which, but for such payment, would have been 40
payable by the director or other person eforesaid;

(v) any sum chargeable to income-tax under clauses (fi)
and (iii) of section 28 or section 41 or section 58;
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(vi) any capital gains chargeable under section 43;

(vii) the profits and gains of any business of insurance
carried on by a mutual insurance company or by a co-opera-
tive society, computed in accordance with section 44 or any
surplus taken to be such profits and gains by virtue of provi-
sions contained in the First Schedule;

(25) “Income-tax Officer” means a person appointed to be
an Income-tax Officer under ****** section 117;

(26) “Indian company” means a company formed and regis-
tered under the Companies Act, 1956, and includes—

(i) a company formed and registered under any law
relating to companies formerly in force in any part of India
(other than the State of Jammu and Kashmir);

(it) in the case of the State of Jammu and Kashmir, a
company formed and registered under any law for the time
being in force in that State:

Provided that the registered office of the company in all
cases is in India; |

(27) “Inspecting Assistant Commissioner” means a person
appointed to be an Inspecting Assistant Commissioner of
Income-tax under sub-section (1) of section 117;

(28) “Inspector of Income-tax” means a person appointed to
be an Inspector of Income-tax under sub-section (2) of section 117;

(29) “legal representative” has the meaning assigned to it in
clause (11) of section 2 of the Code of Civil Procedure, 1908,

(30) “non-resident” means a person who is not a “resident”,
and for the purposes of sections 92, 93, 113 and 168, includes a

person who 1s not ordinarily resident within the meaning of sub-
section ]35 of section 5;

(31) “person” includes— |
(1) an individual, |
(i) a Hindu undivided family,
(iif) a company,
(iv) a firm, %
(v) an association of persons or a body of individuals,
whether incorporated or not,
(vi) a local authority, and

(v#i) every artificial juridical person, not falling within
any of the preceding sub-clauses;



(32) “person who has a substantial interest in the company”,
in relation to a company, means a person who is the beneficial
owner of shares, not being shares entitled to a fixed rate of
dividend whether with or without a right to participate in profits,

carrying not less than twenty per cent. of the voting power; s

(33) “prescribed” means prescribed by rules made under .
this Act;

(34) “previous year” means the previous year as defined in
section 3; ,_

(35) “principal officer”, used with reference to a local au- I®
thority or a company or any other public body or any associa-
tion of persons or any body of individuals, means—

(a) the secretary, treasurer, manager or agent of the
authority, company, association or body, or

(b) any person connected with the management or ad- 15
ministration of the local authority, company, association or
body upon whom the Income-tax Officer has served a notice
of his intention of treating him as the principal officer there-

(36) “profession” includes vocation; 20

(37) “public servant” has the same meaning as in section 21
of the Indian Penal Code; 4s of 1-6e,

(38) “recognised provident fund” means a provident fund
which has been and continues to be recognised by the Commis-
sioner in accordance with the rules contained in Part A of the 5
Fourth Schedule, and includes a provident fund established un-
der a scheme framed under the Employees’ Provident Funds
Act, 1952; 19 of 1942, -

(39) “registered firm” means a firm registered under the pro-
visions of clause (a) of sub-section (1) of section 185 or under 30
that provision read with sub-section (7) of section 184;

(40) “regular assessment” means the assessment made under
scction 143 or section 144;

(41)“relative”, in relation to an individual, means the hus- s
band, wife, brother or sister or any lineal ascendant or descen-
dant of that individual; .

(42) “resident” means a person who is resident in India with-
in the meaning of section 6,
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(43) “tax” means income-tax and super-tax chargeable
under the provisions of this Act;

(44) “Tax Recovery Officer” means—
(i) a Collector; . :
(it) an additional Collector or any other officer authori-

sed to exercise the powers of a Collector under any law re-

lating to land revenue for the time being in force in a State;

or, t

(iii) any Gazetted officer of the Central or a State
Government wme authorised by the Central Govern-
ment, by notification in the Official Gazette, to exercise the
powers of a Tax Recovery Officer;

(45) “total income” means the total amount of income re-
ferred to in section 5. computed in the manner laid down in this

Act;

(46) “total world income” includes all income wherever
accruing or arising, except incomes which are not included in the
total income under any of the provisions of Chapter III and
except any capital gains which are not includible in the total
income of an assessee;

(47) “transfer”, in relation to a capital assct, includes the
sale, exchange or relinquishment of the asset or the extinguish-
menti of any rights therein or the compulsory acquisition thereof
under any law;

(48) “unregistered firm” means a ﬁrm which is not a regis-
tered firm.

3. (I) For the purposes of this Act, “previous year” means— ‘Previous

(a) the financial year immediately preceding the assessment
year; or

(b) if the accounts of the assessee have been made up to a
date within the said financial year, then, at the option of the
assessee, the twelve months ending on such date; or

year"define’
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(c) in the case of any person or business or class of persons
or business not falling within clause (a) or clause (b), such
period as may be determined by the Board or by any authority
authorised by the Board in this behalf; or

(d) in the case of a business or profession newly set up in the §
said financial year, the period beginning with the date of the
setting up of the business or profession and—

(i) ending with the said financial year, or

(ii) if the accounts of the assessee have been made up to
a date within the said financial year, then, at the option of !@
the assessee, ending on that date, or

(iit) ending with the period, if any, determined under
clause (c), |

as the case may be; or ' l

(e) in the case of a business or profession newly set up in the 1§
twelve months immediately preceding the said financial year—

(i) if the accounts of the assessee have been made up to
a date within the said financial year and the period from the
date of the setting up of the business or profession to such
date does not exceed twelve months, then, at the option of 2°
the assessee, such period, or |

(it) if any period has been determined under clause (c),
then the period beginning with the date of the setting up
of the business or profession and ending with that period,
as the case may be; or l 25

(f) where the assessee is a partner in a firm and the firm has
been assessed as such, then, in respect of the assessee’s share in
the income of the firm, the period determined as the prewious
year for the assessment of the income of the firm; or

(g9) in respect of profits and gains from life insurance busi- 30
ness, the year immediately preceding the assessment year for
which annual accounts are required to be prepared under the
Insurance Act, 1938, or under that Act read with section 48 of 4 of 1938.
the Life Insurance Corporation Act, 1956. 31 of 1956.

(2) Where an assessee has newly set up a business or profession 34
in the said financial year and his accounts are made up to a date in
the assessment year in respect of a period not exceeding twelve
months from the dute of such setting up, then, notwithstanding any-
thing contained in sub-clause (iii) of clause (d) of sub-section (1),
the assessee shall, in respect of that business or profession, at his 40
optior, be deemed to have no previous year for the said assessment

\



11

year under that clause and such option shall, in relation to the im-
mediately succeeding assessment year, have effect as an option exer-
cised undcr sub-clause (i) of clause (e) of sub-section (I).

(3) Subject to the other provisions of this section, an assessee
5 may have different previous years in respect of separate sources
of his income,

(4) Where in respect of a particular source of income or in res-
pect of a business or profession newly set up, an assessee has once
exercised the option under clause (b) or sub-clause (ii) of clause

10 (d) or sub-clause (i) of clause (e) of sub-section (I) or has once
been assessed, then, he shall not, in respect of that source, or, as the
case may be, business or profession, be entitled to vary the meaning
of the expression “previous year” as then applicable to him, except
with the consent of the Income-tax Officer and upon such conditions

15 as.the Income-tax Officer may think fit to impose.

CHAPTER 1I
BASIS OF CHARGE

4. (/) Where any Central Act enacts that income-tax shall be Charge of
charged for any assessment year at any rate or rates, income-tax at lncome-tex.

20 that rate or those rates shall be charged for that year in accordance
with, and subject to the provisions of, this Act in respect of the total
income of the previous year or previous years, as the case may be, of
every person:

Provided that where by virtue of any provision of this Act income-

25 tax is to be charged in respect of the income of a period cther than
the previous year, income-tax shall be charged accordingly.

(2) In respect of income chargeable under sub-section (1),
income-tax shall be deducted at the source or paid in advance, where
it is so deductible or payable under any provision of this Act.

30 5. (1) Subject to the provisions of this Act, the total income of

any previous year of a person who is a resident includes all income

from whatever source derived which—
(a) is received or is deemed to be received in India in such
year by or on behalf of such person; or
(b) accrues or arises or is deemed to accrue or arise to him
in India during such year; or
(¢) accrues or arises to him outside India during such year:

Provided that, in the case of a person not ordinarily resident in

35

India within the meaning of sub-section (6) of section 6, the income

40 Which accrues or arises to him outside India shall not be so included

unless it is, derived from a business controlled in or a profession

set up in India.
860 (B) L.S.—9.

S of

to!

income



Residence in
lndia..

12

(2) Subject to the provisions of this Act, the total income of any
previous year of a person who is a non-resident includes all income
from whatever source derived which—

(a) is received or is deemed to be received in India in such
year by or on behalf of such person; or 5

(b) accrues or arises or is deemed to accrue or arise to him
in India during such year.

Explanation 1.—Income accruing or arising outside India shall not
be deemed to be received in India within the meaning of this section
by reason only of the fact that it is taken into account in a balance 1o
sheet prepared in India.

Explanation 2—For the removal of doubts, it is hereby declared
that income which has been included in the total income of a person
on the basis that it has accrued or arisen or is deemed to have
accrued or arisen to him shall not again be so included on the basis 1§
that it is received or deemed to be received by him in India.

6. For the purposes of this Act—

(1) an individual is said to be resident in India in any previ-
ous year, if he—

(a) is in India in that year for a period or periods 20
amounting in all to one hundred and eighty-two days or
more; or

(b) maintains or causes to be maintained for him a
dwelling place in India for a period or periods amounting in
all to one hundred and eighty-two days or more in that year 25
and has been in India for thirty days or more in that year; or

(¢) having within the four years preceding that year
been in India for a period or periods amounting in all to
three hundred and sixty-five days or more, is in India for a
period or periods amounting in all to sixty days or more 3°
in that year.

(2) A Hindu undivided family, firm or other association of
persons is said to be resident in India in any previous year in
svery case except where during that year the control and
management of its affairs is situated wholly outside India. 3s

(3) A company is said to be resident in India in any previ-
ous year, if—

(i) it is an Indian company; or

(i1) during thet year, the control and management of its
affairs is situated wholly in India, 4
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(4) Every other person is said to be resident in India in any
previous year in every case, except where during that year the

control and management of his affairs is situated wholly outside
India.

5 (5) If a person is resident in India in a previous year rele-
vant to an assessment year in respect of any source of income,
he shall be deemed to be resident in India in the previous year
relevant to the assessment year in respect of each of his other
sources of income.

10 (6) A person is said to be “not ordinarily resident” in India
in any previous year if such person is—

(a) an individual whe has not been resident in India in
nine cut of the ten previous years preceding that year, or
has not during the seven previous years preceding that year

15 been in India for a period of, or periods amounting in all to,
seven hundred and thirty days or more; or

(b) a Hindu undivided family whose manager has not
been resident in India in nine out of the ten previous years]
preceding that year, or has not during the s:ven previous

20 years preceding that year been in India for a p:riod of or
periods amounting in all to, seven hundred and thirty days
or more.

7. The following incomes shall be deemed to be received in the
previous year:—

25 (i) the annual accretion in the previous year to the balance
at the credit of an employee participating in a recognised provi-
dent fund, to the extent provided in Rule 6 of Part A of the
Fourth Schedule; -

(%) the transferred balance in a recognised provident fund,
to the extent provided in sub-rule (4) of Rule 11 of Part A of the
Fourth Schedule.

8. For the purposes of inclusion in the total income of an assessee,
any dividend declared by a company or distributed or paid by it
within the meaning of sub-clause (a) or sub-clause (b) or sub-

35 clause (c) or sub-clause (d) or sub-clause (e) of clause (22) of sec-
tion 2 shall be deemed to be the income of the previous year in which
it is so declared, distributed or paid, as the case may be.

30

9. (1) The following incomes shall be deemed to accrue or arise
in India—

40 (i) all income accruing or arising, whether directly or in-
directly, through or from any business connection in india, or

Jacome
deemea to
be received.

Dividend
income,

deemred to
accrue or
arise in
India,
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through or from any property in India, or through or from ahy
asset or source of income in India, or through or from any money
lent at interest and brought into India in cash or in kind or
through the transfer of a capital assot situate in India;

Explanation.—For the purposes of this clause— 5

(a) in the case of a business of which all the operations
are not carried out in India, the income of the business
deemed under this clause to accrue or arise in India shall be
only such part of the income as is reasonably attributable
to the operations carried out in India; 10

(b) in the case of a non-resident, no income shall be
deemed to accrue or arise in India to him through or from
operations which are confined to the purchase of goods in
India for the purpose of export:

Provided that the non-resident has no office or agency 15
in India for this purpose and the goods are not subjected tc
any kind of manufacturing process before being exported
from India.

(i) income which falls under the head “Salaries”, if it is
earned in India; 20
(iit) income chargeable under the head “Salaries” payable
** by the Government to a citizen of India ******** for *e*=*

service outside India;

(iv) a dividend paid by an Indian company outside India.

(2) Notwithstanding anything contained in sub-section (1), any 2§
pension payable outside India to a person residing permanently out-
side India shall not be deemed to accrue or arise in India, if the
pension is payable to a person referred to in article 314 of the Con-
stitution or to a person who, having been appointed before the 15th
day of August, 1947, to be a Judge of the Federal Court or of a High 3¢
Court within the meaning of the Government of India Act, 1985,
continues to serve on or after the commencement of the Constitution

@s a Judge in India.

CHAPTER III
INCOMES WHICH DO NOT FORM PART OF TOTAL INCOME 3$

10. In computing the total income of a previous year of any per-
son, any income falling within any of the following clauses shall

not be included ****—
(1) agricultural income;
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(2) any sum received by an individual as a member of &
Hindu undivided family, where such sum has been paid out of
the income of the family, or, in the case of any impartible estate,
where such sum has been paid out of the income of the estate
belonging to the family;

(3) any receipts which are of a casual and non-recurring
nature, unless they are—

(i) capital gains, chargeable under the provisions of
section 45; or

(it) receipts arising from business or the exercise of a
profession or occupation; or

(iii) receipts by way of addition to the remuneration of
an employee; ’

(4) in the case of a non-resident, any income from interest
on, or from premium on the redemption of, any bonds issued by
the Central Government under a loan agreement between the
Central Government and the International Bank for Reconstruc-
tion and Development or under a loan agreement between the
Central Government and the Development Loan Fund of the
United States of America or by any industrial undertaking or fin-
ancial corporation in India under a loan agreement with the said
Bank or Fund, as the case may be, which is guaranteed by the
Central Government;

(5) subject to such conditions as the Central Government
may prescribe, the value of any travel concession or assistance
received by or due to any person, being a citizen of India, from
his employer for himself, his wife and children, in connection
with his proceeding on leave toc his home-district in India;

(6) in the case of an individual who is not a citizen of
India,—

(i) subject to such conditions as the Central Govern-
ment may prescribe, passage moneys or the value of any
free or concessional passage received by or due to such
individual from his employer for himself, his wife and
children, in connection with his proceeding on home leave
out of India; i !

(ii) the remuneration received by him as ambassador,
high commissioner, envoy, minister, charge &’ affaires,
commissioner, counsellor or the secretary, adviser or attache
of an embassy, high commission, legation or commission of
a foreign State, for service in such capacity;

(i) the remuneration received by him as a consul de
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carriere, whether called a consul-general, consul, vice.
consul, consular agent, pro-consul or by any other name,
of a foreign State for service in such capacity;

(iv) the remuneration received by him as a trade com-
missioner or other official representative in India of the
Government of a foreign State (not holding office as such in
an honorary capacity), if the remuneration of the corres-
ponding officials, if any, of the Government resident for
similar purposes in the country concerned enjoys a similar
exemption in that country;

(v) the remuneration received by him as a member of
the staff of any of the officials referred to in clause (i),
clause (iii) or clause (iv), if the member—

(a) is a subject of the country represented;

(b) is not engaged in any business or profession or
employment in India otherwise than as a member of
such staff; and further, where the individual is a mem-
ber of the staff of any official referred to in clause (iv),
if the country represented has made corresponding pro-

10

I5

visions for similar exemptions in the case of members 20

of the staff of the corresponding officials of the Govern-
ment; ;

(vi) the remuneration received by him as an employee
of a foreign enterprise for services rendered by him during

his stay in India, provided the following conditions are 25

fulfilled—
(a) the foreign enterprise is not engaged in any
trade or business in India;

(b) his stay in India does not exceed in the aggre-
gate a period of ninety days im such previous year; and
(c) such remuneration is not liable to be deducted
from the income of the employer chargeable under this
Act; | !
(vii) the remuneration due to or received by him

30

chargeable under the head "Salaries’ for services rendered 35

as a technician in the employment of the Government or of
a local authority or of any corporation set up under any
special law or in any business carried on in India, if he was
not resident in any of the four financial years immediately
preceding the financial year in which he arrived in India to
the extent mentioned below—

(a) where his contract of service was approved by
the Central Government before the commencement of

40
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his service—

(i) in the case of a technician who has special
knowledge and experience in industrial or business
management techniques, such remuneration due to
or received by him during the period of six months
commencing from the date of his arrival in India,

(1) in the case cf any other technician, such
remuneration due to or received by him during the
thirty-six months commencing from the date of his
arrival in India, and where any such person con-
tinues to remain in employment in India after the
expiry of the thirty-six months afcresaid and the
tax on his income chargeable under the head
“Salaries” is paid by the employer to the Central
Government (which tax in the case of an employer
being a company may be paid notwithstanding
anything contained in section 200 of the Companies
Act, 1956) the tax so paid by the' employer for a
period not exceeding twienty-four months follow-
ing the expiry of the thirty-six months afcresaid;

(b) in any other case, not being the case of a tech-

nician who has special knowledge and experience in
industrial or business management techniques, such
remuneration due to or received by him for the period
of three hundred and sixty-five days in all commencing
from the date of his arrival in India.

Explanation.—“Technician” means a person having

specialised knowledge and experience in—

(i) constructional or manufacturing operations,
or in mining or in the generation or distribution of
electricity or any other form of power, or

(i}) industrial or business management techni-
ques, "

who is employed in India in a capacity in which such specialised
knowledge and experience are actually utilised.

(»iii) any income chargeable under the head “Salaries”
received by or due to any such individual being a non-resi-
dent as remuneraticn for services rendered in connection
with his employment on a foreign ship where his total stay
in India does not exceed in the aggregate a period of ninety
days in the previous year;
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(7) any allowances or perquisites paid or allowed as such
outside India by the Government to a citizen of India for render-
ing service outside India;

(8) in the case of an individual who is assigned to duties in
India in connection with any co-operative technical assistance pro- 3
grammes and projects in accordance with an agreement entered
into by the Central Government and the Government of a {oreign
State (the terms whereof provide for the exemption given by
this clause) —

(a) the remuneration received by him directly or 1o
indirectly from the Government of that foreign State for such
duties, and )

(b) any other income of such individual which accrues
or arises outside India, and is not deemed to accrue or arise
in India, in respect of which such individual is required to I§
pay any income or social security tax to the Government of
that foreign State;

(9) the income of any member of the family of any such
individual as is referred to in clause (8) accompanying him to
India, which accrues or arises outside India, and is not deemed to 29
accrue or arise in India, in respect of which such member is
required to pay any income or social security tax to the Govern-
ment of that foreign State;

(10) eny death-cum-retirement gratuity received under the
revised Pension Rules of the Central Government or under any 25
similar scheme of a State Government, a local authority or a
corporation established by a Central, State or Provincial Act or
any payment of retiring gratuity received after the first
day of June, 1953 under the New Pension Code applicable to the
members of the Defence Services; or any other gratuity not 30
exceeding one half month’s salary for each year of completed
service, calculated on the basis of the average salary for the three
years immediately preceding the year in which the gratuity is
paid, subject tc a maximum of twenty-four thousand rupees or

fifteen months’ salary so calculated, whichever is less; 35

(11) any payment from a provident fund to which the Pro-
vident Funds Act, 1925 applies;
(12) the accumulated balance due and becoming payable to

an employee participating in a recognised provident fund, to the
extent provided in Rule 8 of Part A of the Fourth Schedule; 40

(13) any payment from an approved supcrannuation fund
made on the death of a beneficiary or in lieu of or in commutation
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of an annuity, or by way of refund of contributions on the death
of a beneficiary;

(14) any special allowance or benefit, not being in the nature
of an entertainment allowance or other perquisite within the
meaning of clause (2) of section 17, specifically granted to meet
expenses wholly, necessarily and exclusively incurred in the per-
formance of the duties of an office or employment of profit, to the
extent to which such expenses are actually incurred for that
purpose;

(15) (i) monthly payment on the 15 Year Annuity Certi-
ficates issued by or under the authority of the Central Govern-
ment or such other annuity certificates issued by or under the
authority of that Government as that Government may, by noti-
fication in the Official Gazette, specify in this behalf, t: the
extent to which the amounts of the certificates do not exceed in
each case the maximum amount which is permitted to b> invested
therein;

(ii) interest on Treasury Savings Deposit Certificates, Post
Office Cash Certificates, Post Office National Savings Certificates,
National Plan Certificates, Twelve Year National Plan Savings
Certificates and such other certificates issued by the Central Gov-
ernment as that Government may, by notification in the Official
Gazette, specify in this behalf, and interest on deposits in Post
Office Savings Banks, to the extent to which the amounts of such
certiflcates or deposits do not exceed in each case the maximum
amount which is permitted to be invested or deposited therein;

(iii) interest on securities held by the Issue Department of
the Central Bank of Ceylon constituted under the Ceylon Mone-
tary Law Act, 1949;

(iv) interest payable—

(a) by Government or a local authority on moneys bor—
rowed by it from sources outside India;

(b) by an industrial undertaking in India on moneys
borrowed by it under a loan agreement entered into with any
such financial institution in a foreign country as may be
approved in this behalf by the Central Government by general
or special order;

(c) by an industrial undertaking in India on any moneys
borrowed or debt incurred by it in a foreign country in res-
pect of the purchase outside India of raw materials or capital
plant and machinery, in any case where the loan or debt is
approved by the Central Government, having regard to it:

660 (B) L.S.—10,
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terms generally and in particular to the.terms of its repay-
ment;

(16) scholarships, granted to meet the cost of education;

(17) any daily allowance received by any person by reason
of his membership of Parliament or of any State Legislature or 5
of any Committee thereof;

(18) any payment made, whether in cash or in kind, by the
Central Government or any State Government in pursuance of
gallantry awards instituted or approved by the Central Govern-
ment; IO

(19) any amount received by the Ruler of an Indian State
as privy purse under article 291 of the Constitution;

(20) the income of a local authority which is chargeable
under the head “Interest on Securities”, “Income from house pro-
perty”, “Capital gains” or “Income from other sources” or from a 15
trade or business carried on by it which accrues or arises from
the supply of a commodity or service within its own jurisdictional
area;

(21) any income of a scientifie research association for the
time being approved for the purpose of clause (ii) of sub-section 20
(1) of section 35 which is applied solely to the purposes of that
association;

(22) any income of a University or other educational institu-
tion, existing solely for educational purposes and not for purposes
of profit; 25

(23) any income of an association or institution established
in India having as its object the control, supervision, regulation
or encouragement in India of the games of cricket, hockey, foot-
ball, tennis or such other games or sports as the Central Gov-
ernment may specify in this behalf from time to time by noti- 3o
fieation in the Official Gazette:

Provided that—

(i) the association or institution epplies its income, or -
accumulates it for application, solely to the objects for
which it is established; 35

(i1) no part of the income of the association or institu-
tion is distributed in any manner to its members except as
grants to any association or institution affiliated to it; end

(iii) the assoclation or institution is, for the time being,
approved for the purpose of this clause by the Central Gov- 40
ernment by general or special order;
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(24) any income chargeable under the head “Interest on
securities”, “Income from house property” and “Income from other
sources” of a registered union within the meaning of the Indian
Trade Unions Act, 1926, formed primarily for the purpose of ;6 of 1926.
s regulating the relations between workmen end employers or
between workmen and workmen;

(25) (i) interest on securities which are held by, or are the
property of, any provident fund to which the Provident Funds
Act, 1925, applies, and any capital gains of the fund arising from
10 the sale, exchange or transfer of such securities; 19 of 1925.

(ii) any income received by the trustees on behalf of a recog-
nised provident fund;

(ii1) any income received by the trustees on behalf of an
approved superannuation fund;

15 (26) any income of a member of a Scheduled Tribe, as
defined in clause (25) of article 366 of the Constitution, residing
in any area specified in Part A or Part B of the Table appended
to paragraph 20 of the Sixth Schedule to the Constitution, or in
the Union Territories of Manipur and Tripura, provided such
20 member is not in the service of Government.
11. (1) Subject to the provisions of sections 60 to 63, the follow- Income from
ing income shall not be included in the total income of the previous feok o

year of the person in receipt of the income— charitable or
religious

(a) income derived from property held under trust wholly PurPoses.
25 for charitable or religious purposes, to the extent to which
such income is applied to such purposes in India; and, where any
such income is accumulated for application to such purposes in
India, to the extent to which the income so accumulated is not
in excess of twenty-five per cent. of the income from the
30 property or rupees ten thousand, whichever is higher;

(b) income derived from property held under trust in part

only for such purposes, the trust having been creiated before the
commencement of this Act, to the extent to which such income -

is applied to such purposes in India; and where any such income

3s is finally set apart for application to such purposes in India, to

" the extent to which the income so set apart is not in excess of

twenty-five per cent. of the income from the property held under

trust in part;

(c) income from property held under trust—

40 (i) created on or after the 1st day of April, 1952, for a
charitable purpose which tends to promote international
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welfare in which India is interested, to the extent to which
such income is applied to such purposes outside India, and

(i) for charitable or religious purposes, created before
the 1st day of April, 1952, to the extent to which such income
is applied to such purposes outside India: 5

Provided that the Board, by general or special order, has
directed in either case that it shall not be included in the total
income of the person in receipt of such income.

Explanation.—For the purposes of clauses (a) and (b), in com-
puting twenty-five per cent. of the income from any such property 10
as is referred to in the said clauses for any previous year, the income
from such property for the year immediately preceding the previous

year may be adopted, if that income is higher than the income for
the previous year.

(2) Where the persons in receipt of the income have complied with IS
the following conditions, the restriction specified in clause (a) or
clause (b) of sub-section (1) as respects accumulation or setting

apart shall not apply for the period during which the said conditions
remain complied with— |

(a) such persons have, by notice in writing given to the 2¢
Income-tax Officer in the prescribed manner, specified the pur-
pose for which the income is being accumulated or set apart and
the period fcr which the income is to be accumulated or set
apart, which shall in no case exceed ten years;

(b) the money so accumulated or set apart is invested in 25
any Government security as defined in clause (2) of section 2 of
the Public Debt Act, 1944, or in any other security which may
be approved by the Central Government in this behalf;

(3) Any income referred to in sub-section (1) or sub-section (2)

as is applied to purposes other than charitable or religious purposes 30
as aforesaid or ceases to be accumulated or set apart for application
thereto shall b deemed to be the income of such person of the pre-

vious year in which it is so applied or ceases to be so accumulated or
set apart.

Explanation.—For the purposes of this section, “property” includes 35
a business undertaking.

12. (1) Any income of a trust for charitable or religious purposes
or of a charitable or religious institution derived from voluntary con-
tributions and applicable solely to charitable or religious purposes

shall not be included in the total income of the trustees or the insti- 4°
tution, as the case may be.

18 of 1944.
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(2) Notwithstanding anything contained in sub-section (1),
where any such contributions as are referred to in sub-section (1)
are made to a trust or a charitable or religious institution by a trust
or a charitable or religious institution to which the provisions of

< section 11 apply, such contributions shall, in the hands of the trust
or institution receiving the contributions, be deemed to be income
‘derived from property tor the purposes of that section and the pro-
visions of that section shall apply accordingly.

13. Nothing contained in section 11 shall operate so as to exclude Section 11

9 from the total income of the previous year of the person in receipt not to apply
in  certain
thereof— cases.

(a) any part of the income from the property held under a
trust for private religious purposes which does not enure for the
benefit of the public;

18 (b) in the case of a trust or charitable or religious institu-
tion created or established after the commencement of this Act,

(i) if the trust or institution is created or established for
the beneht ol any particular race, religious community or

caste; or

20 (ii) if under the terms of the trust or the rules govern-

ing the institution any part of such income enures directly
or indirectly for the benefit of the author of the trust or the
founder of the institution or any relative of such author or
founder, and, “Where the author of the trust or the founder of

a5 the institution is a Hindu undivided family, any part of such
income enures directly or indirectly for the benefit of any
member of the Hindu undivided family or any relative of
any member of the family.”

Explanation—For the purposes of sections 11, 12 and 13
30 “trust” includes any other legal obligation and for the purposes

of section 13 “relative” also includes a lineal descendant of a
brother or sister.

CHAPTER IV

COMPUTATION OF TOTAL INCOME
35 Heads of income

14. Seve as otherwise provided by this Act, all income shall, for Heads of
the purposes of charge of income-tax and computation of total income, income.
be classified under the following heads of income: —

A.—Salaries.
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B.—Interest on securities.

C.—Income from house property.

D.—Profits and gains of business or profession.

E.—Capital gains.

F.—Income from other sources. 5
A.—Salaries

Salaries. 15. The following income shall be chargeable to income-tax under
the head “Salaries”—

(a) any salary due from an employer or a former employer
to an assessee in the previous year, whether paid or not; 10

(b) any salary paid or allowed to him in the previous year
by or on behalf of an employer or a former employer though not
due or before it became due to him;

(c) any arrears of salary paid or allowed to him in the pre-
vious year by or on behalf of an employer or a former employer, , s
if not charged to income-tax for any earlier previous year.

Explanation—For the removal of doubts, it is hereby declared
that where any salary paid in advance is included in the total income
of any person for any previous year it shall not be included again in
the total income of the person when the salary becomes due. 20

?&“";&:’a 16. The income chargeable under the head “Salaries” shall be com-

puted after making the following deductions, namely: —

(i) any amount not exceeding five hundred rupees, expended
by the assessee on the purchase of books and other publitations
necessary for the purpose of his duties; 25

(i) in respect of any allowance in the nature of an enter-
tainment allowance specifically granted to the assessee by his
employer— ‘

(a) in the case of an assessee who i8 in receipt of a

salary from the Government, a sum equal to one-fifth of his 30

salary (exclusive of any allowance, benefit or other

perquisite) or five thousand rupees, whichever is less; and

(b) in the case of any other assessee who is in receipt
of such entertainment allowance and has been continuously
in receipt of such entertainment allowance regularly from 35
his present employer from a date before the 1st day of April,
1955, the amount of such entertainment allowance regularly
received by the assessee from his present employer in any
previous year ending before the 1st day of April, 1955, or a
sum equal to one-fifth of his salary (exclusive of any 40
allowance, benefit or other perquisite) or seven thousand five
hundred rupees, whichever is the least;
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(iif) any amount paid by the assessee in respect of taxes on
professions, trades, callings or employments levied under any
State or Provincial Act;

(iv) where the assessee is not in receipt of a conveyance
allowance, whether as such or as part of his salary, and owns
a conveyance which is used for the purposes of his employment,
such sum as the Income-tax Officer may estimate in respect of
such use as representing the expenditure incurred by him in its
maintenance and as representing its normal wear and tear;

(v) any amount actually expended by the assessee, not being
an amount expended on the purchase of books or other publica-
tions, or on entertainment or on the maintenance of a conveyan-
ce, which, by the conditions of his service, he is required to spend
out of his remuneration wholly, necessarily and exclusively in
the performance of his duties.

17. For the purposes of sections 15 and 16 and of this section,—

(1) “salary” includes—

(§) wages; \

(if) any annuity or pension;

(iil) any gratuity; .

(iv) any fees, commissions, perquisites or profits in lieu
of or in addition to any salary or wages;

(v) any advance b . * of salary;

(vi) the annual accretion to the balance at the credit of
an employee participating in a recognised provident fund, to
the extent to which it is chargeable to tax under Rule 6 of
Part A of the Fourth Schedule; and

(vif) the aggregate of all sums that are comprised in the
transferred balance as referred to in sub-rule (2) of Rule 11
of Part A of the Fourth Schedule of an employee partici-
pating in a recognised provident fund, to the extent to which
it is chargeable to tax under sub-rule (4) thereof;

(2) “perquisite” includes—
(i) the value of rent-free accommodation provided to
the assessee by his employer;

(it) the value :of any concession in the matter of rent
respecting any accommodation provided to the assessee by
his employer;
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(iif) the value of any benefit or amenity granted or pro-
vided free of cost or at concessional rate in any of the follow-
ing cases—

(a) by a company to an employee who is a director

thereof; . . 5

(b) by a company to an employee being a person
who has a substantial interest in the company;

(c) by any employer (including a company) to an
employee to whom the provisions of paragraphs (a) and

(b) of this sub-clause do not apply and whose income IO

under the head “Salaries”, exclusive of the value of all

benefits or amenities not provided for by way of mone-
tary payment, exceeds eighteen thousand rupees;

(#v) any sum paid by the employer in respect of any ob-
ligation which, but for such payment, would have been pay- 15
able by the assessee; and

(v) any sum payable by the employer, whether directly
or through a fund, other than a recognised provident fund or
an approved superannuation fund, to effect an assurance on
the life of the assessee or to effect a contract for an annuity; 20

. (3) “profits in lieu of salary” includes—

(i) the amount of any compensation due to or received
by an assessee from his employer or former employer at or
in connection with the termination of his employment or the
modification of the terms and conditions relating thereto; 25

(ii)) any payment [other than any payment referred to
in clause ¢10), clause (11) or clause (12) of section 10], due to
or received by an assessee from an employer or a former
employer or from a provident or other fund (not being an
approved superannuation fund), to the extent to which it 3°
does not consist of contributions by the assessee or interest
on such contributions. ‘

B.-—Intercst‘ on securities

Imrgts; on 18. (1) The following amounts due to an assessee in the previous
securities-  year shall be chargeable to income-tax under the head “Interest on 35
securities”,—

(i) interest on any security of the Central or State Govern-
ment;

(i) interest on debentures or other securities for money 40
issued by or on behalf of a local authority or a eompeany or a cor-
poration established by a Central, State or Provincial Act.

\ V3
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(2) Nothing contained in sub-section (I) shall be construed as
precluding an assessee from being charged to income-tax in respect of
any interest on securities received by him in a previous year if such
interest had not been charged to income-tax for any earlier previous

s Yyear. 1

19. Subject to the provisions of section 21, the income chargeable Deductions
under the head “Interest on securities” shall be computed after gf?egﬁ;':
making the following deductions—

(i) any reasonable sum expended by the assessee for the
10 purpose of realising such interest;

(ii) any interest payable on moneys borrowed for the pur-
pose of investment in the securities by the assessee.

20. (1) In the case of a banking company— t%gxui;dt:r‘:a .

(i) the sum to be regarded as a sum reasonably expended for f’:m“ﬂ.:‘ge'
15 the purpose referred to in clause (i) of section 19 shall be an of a banking
amount bearing to the aggregate of its expenses as are admissi- “*™P*Y
ble under the provisions of sections 30, 31, 36 and 37 [other than
clauses (iit), (vi) and (vii) of sub-section (1) of section 36] the
same proportion as the gross receipts from interest on securities
20 (inclusive of tax deducted at source) chargeable to income-tax
under section 18 bear to the gross receipts of the company from
all sources which are included in the profit and loss account ef
the company;
(ii) the amount to be regarded as interest payable on moneys
2§ borrowed for the purpose referred to in clause (ii) of section 19
shall be an amount which bears to the amount of interest payable
on all moneys berrowed by the company the same proportion as
the gross receipts from interest on securities (inclusive of tax de-
ducted at source) chargeable to income-tax under section 18 bear
to the gross receipts from all sources which are included in the

30 profit and loss account of the company.

(2) The expenses deducted under clauses (i) and (ii) of sub-
section (1) shall not again form part of the deductions admissible
under sections 30 to 37 for the purposes of computing the income of

3¢ the company under the head “Profits and gains of business or pro-
fession”. l

Explanation.—For the purposes of this section, “moneys borrowed”
includes moneys received by way of deposits.
21. Notwithstanding anything contained in sections 19 and 20, any Amoumsl not
40 interest chargeable under this Act which is payable outside India f::"f,‘,‘::.m
(not being interest on a loan issued for public subscription before the on securities.

660 (B) L.S.—I11.
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1st day of April, 1938) on which tax has not been paid or deducted
under Chapter XVII-B, and in respect of which there is no person
in India who may be treated as an agent under section 163 shall not
be deducted in computing the income chargeable under the head
“Interest on securities”.

C.—Income from house property

22. The annual value of property consisting of any buildings or
lands appurtenant thereto of which the assessee is the owner, other
than such portions of such property as he may occupy for the pur-
poses of any business or profession carried on by him the profits of
which are chargeable to income-tax, shall be chargeable to income-
tax under the head “Income from house property”.

23. (1) For the purposes of section 22, the annual value of any
. property shall be deemed to be the sum for which the property
" might reasonably be expected to let from year to year:

Provided that where the property is in the occupation of a tenant
and the taxes levied by any local authority in respect of the property
are, under the law authorising such levy, payable wholly by the
owner, or partly by the owner and partly by the tenant, a deduction
shall be made equal to the part, if any, of the tenant’s liability borne
by the owner.

Explanation.—For the purposes of this sub-section in the case of
a property the construction cf which was completed before the 1st
day of April 1950, the total amount of such taxes, and in the case
of any other property, one-half of the total amount of such taxes
shall be deemed to be the tenant’s liability:

Provided further that in the case of a building comprising one or
more residential units the erecticn of which is begun and completed
after the 1st day of April, 1961, the annual value as determined under
this sub-section shall, for a period of three years from the date of
‘completion of the building, be reduced by a sum equal to the aggre-
gate of—

(i) in respect of any residential unit whose annual value
as so determined, does not exceed six hundred rupees, by

the amount of such annual value;

(i) in respect of any residential unit whose annual
value as so determined exceeds six hundred rupees, by an
amount of six hundred rupees;

so, however, that the income in respect of any residential unit is
in no case a loss.

(2) Where the property is in the occupation of the owner for
the purposes of his own residence, the annual value shall first be
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determined as in sub-section (1) and further be reduced by one-
half of the amount so determined or one thousand eight hundred
rupees, whichever is less:
Provided that where the sum so arrived at exceeds ten per cent.
5§ of the total income of the owner, the excess shall be disregarded.

Explanation.—Where any such residential unit as is referred to in
the second proviso to sub-section (1) is in the occupation of the
owner for the purposes of his own residence, nothing contained in
that proviso shall apply in computing the annual value of that resi-

1o dential unit.

(3) Where the property referred {o in sub-section (2) consists
of one residential house only and it cannot actually be occupied by
the owner by reason of the fact that owing to his employment, busi-
ness or profession carried on at any other place, he has to reside at

15 that other place in a building not belonging to him, the annual value
of such house shall—
(a) if the house was not actually occupied by the owner
during the whole of the previous year, be taken to be nil, or
(b) if the house was actually occupied by the owner for a
20 fraction of the previous year, be taken to be that fraction of the
annual value determined under sub-section (2):

Provided that the following conditions are in either case ful-
filled: —
(i) the house is not actually let, and
25 (ii) no other benefit therefrom is derived by the owner.

4

24. (1) Income chargeable under the head “Income from house Deductions
property” shall, subject to the provisions of sub-section (2), be com- fm:,' ‘,{;”u;':‘
puted after making the following deductions, namely:— property.

(i) in respect of repairs,—

(a) where the property is in the occupation of the owner,
or where the property is let to a tenant and the owner has
undertaken to bear the cost of repairs, a sum equal to one.
sixth of the annual value;

(b) where the property is in the occupation of a tenant
who has undertaken to bear the cost of repairs,—

(i) the excess of the annual value over the amount
of rent payable for a year by the tenant; or
(ii) a sum equal to one-sixth of the annual value,
whichever is less;
(ii)) the amount of any premium paid to insure the pro-
perty against risk of damage or destruction;

30

35
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(iii) where the property is subject to a mortgage or other
capital charge, the amount of any interest on such mortgage or
charge;

(iv) where the property is subject to an annual charge, not
being a capital charge, the amount of such charge; s

(v) where the property is subject to a ground rent, the
amount of such ground rent;

(vi) where the property has been acquired, constructed,
repaired, renewed or reconstructed with borrowed capital, the
amount of any interest payable on such capital; 1o

(vii) any sums paid on account of land revenue in respect
of the property;

(viii) any sums spent to collect the rent from the property,
not exceeding six per cent. of the annual value of the property;

(ix) where the property is let and was vacant during a part 15
of the year, that part of the annual value which is proportion«
ate to the period during which the property is wholly un-
occupied or, where the property is let out in parts, that portion
of the annual value appropriate to any vacant part, which is
proportionate to the period during which such part is wholly un- 20
occupied; and

(x) subject to such rules as may be made in this behalf,
the amount in respect of rent from property let to a tenant
which the assessee cannot realise.

(2) The total amount deductible under sub-section (1) in res- 2§
pect of property of the nature referred to in sub-section (3) of sec-
tion 23 shall not exceed the annual value of the property as deter-
mined under section 23.

Amounts not  25. Notwithstanding anything contained in section 24, any annual

gﬁ‘g’f}l‘gfm charge or interest chargeable under this Act which is payable out- 30

from house side India (not being interest on a loan issued for public subscrip-

Property:  tion before the 1st day of April, 1938), on which tax has not been
paid or deducted under Chapter XVII-B and in respect of which
there is no person in India who may be treated as an agent under
section 163 shall not be deducted in computing the income chargeable 35
under the head “Income from house property”.

Property 26. Where property consisting of buildings or buildings and lands

g:m. appurtenant thereto is owned by two or more persons and their

respective shares are definite and ascertainable, such persons shall
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not in respect of such property be assessed as an association of pers
sons, but the share of each such .person in the income from the pro-

perty as computed in accordance with sections 22 to 25 shall be in-
cluded in his total income.

27. For the purposes of sections 22 to 26— “?l:vner
o1 house
(1) an individual who transfers otherwise than for adequate gmver‘t{".

consideration any house property to his or her spouse, not being charg:",

a transfer in connection with an agreement to live apart, or to a ete,, definad.
minor child not being a married daughter, shall be deemed to be

the owner of the house property so transterred;

(ii) the holder of an impartible estate shall be deemed to
be the individual owner of all the properties comprised in the
estate;

(iii)) a member of a co-operative society to whom a building
or part thereof ******* js allotted or leased under a house
building scheme of the society shall be deemed to be the owner
of that building or part thereof;

(iv) “annual charge” means a charge to secure an annual
liability, but does not include any tax in respect of property or
income from property imposed by a local authority, or the Cen-
tral or a State Government;

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

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

D.—Profits and gains of business or profession

28. The following income shall be chargeable to income-tax profits and

under the head “Profits and gains of business or profession”,— g::i:il:: :.f. or
(i) the profits and gains of any business <ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>