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I. Suggestions for widening the tax base and 
increasing the tax revenue
l	 At	present	educational	institutions	have	per	force	

to	register	themselves	as	societies	or	trusts.	Then	
alone	 they	 are	 given	 the	 necessary	 recognition.	
Consequently,	they	get	exemption	of	income	un-
der	section	11.	 	However,	many	of	such	institu-
tions	are	run	on	commercial	 lines.	If	 the	educa-
tion	boards	or	universities	amend	their	regulations	
withdrawing	 the	 conditions	 of	 recognising	 only	
those	 institutions,	 which	 are	 societies	 or	 trusts,	
then	some	of	 these	educational	 institutions	may	
opt	 for	 corporatisation	 and	 will	 contribute	 sub-
stantial	amount	to	the	revenue	every	year.

l	 The	scope	of	section	44AF	should	be	widened	to	
cover	 all	 businesses	 including	 small-scale	 manu-
facturers,	job	workers,	dhabas,	tailors,	small	restau-
rants	and	other	small	businesses	whose	sales,	turn-
over	or	gross	receipts	are	less	than	Rs.40	lakhs.		

l	 Income	from	agricultural	activities	carried	on	by	
corporates	may	be	brought	into	the	scope	of	the	
tax	net.	

l	 Dealers	who	are	liable	to	pay	VAT	under	various	
State	 legislations	may	be	required	to	 furnish	re-
turns	of	income	wherein	full	details	of	the	turn-
over	 disclosed	 under	 State	 VAT	 Legislations	
should	also	be	furnished.

l	 Interest	payable	under	section	201(1A)	should	be	
on	self-assessment	basis	and	may	be	paid	volun-
tarily	by	the	deductor	before	filing	TDS	returns	
and	the	relevant	challan	needs	to	be	enclosed	with	
the	TDS	return.		This	will	increase	the	collection	
and	ensure	voluntary	compliance.

l	 A	provision	may	be	introduced	to	allow	persons	
who	have	not	furnished	their	returns	to	file	returns	
of	income	and	pay	tax	along	with	the	interest	and	
such	further	penal	interest	as	may	be	thought	fit.		
This	will	encourage	voluntary	compliance	and	at	
the	same	time	there	will	be	no	immunity	to	these	
persons	from	the	provisions	of	law.

l	 There	is	an	urgent	need	to	utilize	the	existing	data	
with	 the	 Income-tax	 Department	 scientifically	
and	to	identify	persons	who	are	not	within	the	tax	
net.		For	this	purpose	a	comprehensive	analysis	is	
required	of	PAN	data,	list	of	bank	accounts	with	
names	and	addresses	of	customers.			
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II. Suggestions to check tax avoidance  
l	 Section	 285BA	 may	 appropriately	 be	 amended	

to	 require	 information	 regarding	 the	 following	
financial	transactions:
(a)	 Listed	companies	receiving	share	applica-

tion	monies	exceeding	Rs.1	lakh.	
(b)	 Unlisted	companies	receiving	share	appli-

cation	monies	exceeding	Rs.50,000.
(c)	 Payment	to	tour	operators	exceeding	Rs.1	

lakh.
(d)	 Information	 regarding	 Government	 ten-

ders	where	the	value	exceeds	Rs.10	lakhs.	
(e)	 Sales	 and	 purchases	 of	 shares	 exceeding	

Rs.5	crores	respectively	in	the	case	of	day	
traders.		

(f )	 Receipt	of	donations	by	trusts	or	Institu-
tions	exceeding	Rs.1	lakh.	

(g)	 Educational	 fees	 paid	 in	 excess	 of	 Rs.1	
lakh	per	annum.	

(h)	 Time	deposits	with	banks	exceeding	Rs.5	
lakhs.	

(i)	 Property	transactions	of	the	value	exceed-
ing	Rs.10	lakhs.		

l	 Similar	 to	 the	 initiatives	 taken	 in	 the	 case	 of	
State-Level	 VAT,	 the	 Central	 Government	 can	
take	 the	 initiative	 in	 the	 matter	 of	 State	 stamp	
duty	rates	and	bring	about	a	consensus	among	the	
State	Governments	for	prescribing	uniform	stamp	
duty	rates	in	accordance	with	a	mutual	agreement	
between	the	State	Governments	and	the	Central	
Government.		This	will	result	in	disclosure	of	cor-
rect	consideration	for	transfer	of	capital	assets.			

l	 To	 tackle	 the	 problem	 of	 deliberate	 tax	 avoid-
ance	 and	 non-reporting	 and	 understatement	 of	
income,	amendments	are	being	made	from	time	
to	time	in	the	Act.		However,	instead	of	amend-
ing	the	law	for	tackling	these	problems	there	is	a	
need	to	further	strengthen	the	administrative	and	
investigative	mechanism.

l	 It	is	important	that	all	the	returns	filed	with	the	
Income-tax	 Department	 should	 be	 thoroughly	
checked	and	cross-verified	with	the	 information	
collected	through	AIR	and	other	sources	by	the	
Department.		Since	this	work	is	voluminous,	it	is	
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required	to	be	outsourced	preferably	to	the	pro-
fessionals	 who	 can	 verify	 the	 same	 in	 the	 same	
way	 in	 which	 presently	 Desk	 Review	 is	 carried	
out	in	the	Excise	Department.	

III. Suggestions for rationalisation of the 
provisions of Direct-Tax Laws
Definitions
l	 In	order	to	bring	clarity	and	convenience	to	the	

taxpayers,	 the	 term	 “previous	 year”	 and	 “assess-
ment	year”	may	be	changed	to	“income	year”	and	
all	references	in	the	Act	may	be	made	to	“income	
year”	only.	

l	 In	regard	to	RNOR,	the	status	quo	ante	may	be	
maintained.	Alternatively,	 a	 clarification	may	be	
inserted	to	specify	that	it	is	a	prospective	amend-
ment.		Further,	the	2	years	window	should	be	in-
creased	to	5	years.

l	 Where	the	services	are	remunerated	on	an	arm’s	
length	basis	no	further	income	should	be	consid-
ered	 as	 attributable	 to	 the	 principal	 on	 account	
of	 any	 business	 connection	 with	 the	 dependent	
agent.		

Exclusions from total income
l	 In	 the	context	of	 section	10(10D)	which	brings	

to	charge	the	sums	received	in	respect	of	specified	
life	policies,	instead	of	the	whole	sum	received	be-
ing	made	chargeable	to	income-tax,	only	the	sum,	
which	is	in	excess	of	the	premium	payments	made	
by	the	insured	to	the	insurer	should	be	considered	
as	income	exigible	to	tax.		

l	 In	 section	 10A	 and	 10B	 the	 following	 amend-
ments	may	be	made:
(i)	 The	 definition	 of	 “manufacture”	 should	

be	amended	to	ensure	that	units	engaged	
in	 processing	 or	 assembling	 which	 were	
enjoying	 exemptions	 under	 the	 old	 pro-
visions	 and	 whose	 period	 of	 exemptions	
are	yet	to	expire,	get	the	deduction.		This	
amendment	 has	 to	 be	 made	 with	 retro-
spective	effect	from	A.Y.	2001-2002.		

(ii)	 The	provisions	of	section	10A/10B	should	
be	 amended/	 modified	 retrospectively	 to	
provide	benefits	to	supporting	exporters	or	
developers	of	computer	software	which	are	
in	EOUs	or	are	located	in	Specified	Zones	
and	 are	 exporting	 goods	 through	 Export	
Houses/Trading	 Houses.	 Such	 sales	 to	
Export	 Houses/Trading	 Houses	 should	
be	 regarded	 as	 ‘export	 turnover’	 in	 their	
cases,	 and	 the	 requirement	 of	 realization	
in	 foreign	 exchange	 should	 not	 be	 made	
applicable	to	them.

Charitable trusts and institutions
l	 The	 time	 limit	 for	 deeming	 investments	 to	 be	

eligible	under	section	11(5)	should	be	three	years	
from	 the	 end	of	 the	previous	 year	 in	which	 the	
relevant	 company	 ceases	 to	 be	 a	 public	 sector	
company.

l	 The	exemption	for	 investment	or	deposit	(other	
than	 shares)	 should	 be	 continued	 till	 such	 date	
when	 the	 investment	 or	 deposit	 is	 actually	 en-
cashed.

l	 The	donation	to	another	trust	should	be	treated	
as	application	of	income	towards	the	object	of	the	
trust	subject	to	the	condition	that	the	donee	trust	
should	 utilise	 the	 amount	 for	 specified	 purpose	
within	the	balance	period	of	5	years.	If	the	donee	
trusts	fails	to	so	utilize	the	amount,	the	unutilized	
amount	should	be	treated	as	income	of	the	donee	
trust	in	the	sixth	year	from	the	year	of	accumula-
tion	by	the	donor	trust	and	the	donee	trust	should	
not	be	allowed	to	transfer	such	amount	to	another	
trust.

Income from salaries
l	 The	standard	deduction	under	section	16	should	

be	restored.	
Income from house property
l	 The	 condition	 of	 completion	 of	 acquisition	 or	

construction	within	3	years	of	borrowing	may	be	
dispensed	with.

l	 In	the	context	of	deduction	of	interest,	the	con-
dition	regarding	furnishing	a	certificate	from	the	
payee	may	be	dispensed	with.

l	 A	provision	similar	to	section	25B	(dealing	with	
taxation	 of	 arrears	 of	 rent)	 should	 be	 made	 for	
providing	 deduction	 of	 30%	 from	 subsequently	
realised	rent,	since	such	a	deduction	would	have	
been	allowed	had	such	rent	been	taxed	in	the	year	
to	which	it	pertained.

Profits and gains of business or profession
l	 The	earlier	rates	of	depreciation	on	general	plant	

and	machinery	and	other	assets	may	be	restored.
l	 Based	on	the	concepts	of	materiality	and	simplic-

ity,	the	earlier	provision	of	allowing	100%	depre-
ciation	on	small	items	may	be	restored.	The	ceil-
ing	limit	may	be	increased	to	Rs.10,000.

l	 The	depreciation	on	books	purchased	by	profes-
sionals	may	be	restored	to	its	original	rate	of	100	
per	cent.

l	 A	suitable	amendment	may	also	be	made	in	sec-
tion	36(1)(va)	in	respect	of	employees’	contribu-
tions	 to	 Provident	 Fund,	 etc.	 to	 bring	 it	 in	 line	
with	the	employer’s	contribution.

l	 The	proviso	below	section	40(a)(ia)	allowing	de-
duction	of	 the	expenditure	 in	 the	year	 in	which	
tax	deducted	at	source	is	deposited	may	be	deleted	
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and	a	new	sub-section	may	be	introduced	in	sec-
tion	155	allowing	rectification	in	that	very	year	to	
which	the	expenditure	pertains	to,	on	the	assessee	
producing	evidence	of	payment	of	the	tax	deduct-
ed	or	evidence	that	the	deductee	has	included	the	
income	received	by	him	from	the	deductor	in	his	
return	of	income	and	has	paid	tax	on	the	income	
declared	by	him.			

l	 The	 restrictive	provisions	 on	 remuneration	pay-
able	to	partners	of	a	firm	should	be	deleted	and	
the	 limits	 prescribed	 in	 the	 partnership	 deed	
should	 be	 allowed	 to	 prevail.	 	 Even	 if	 this	 sug-
gestion	is	not	acceptable	for	all	firms,	at	 least	in	
the	case	of	professional	firms,	 the	 limits	may	be	
removed,	as	every	partner	in	a	professional	firm	is	
a	working	partner.

l	 In	 respect	of	 the	 following	 sections	 the	 existing	
monetary	 ceiling	 limits	 may	 be	 revised	 as	 sug-
gested:

l	 There	 is	a	need	 to	exempt	direct	payments	 into	
bank	account	of	the	payee	arisi	ng	out	of	genuine	
contractual	obligations	from	the	scope	of	section	
40A(3).	 	The	categories	of	the	payees	in	respect	
of	 whose	 transactions	 such	 exemption	 shall	 ap-
ply	may	also	be	stated	to	avoid	any	abuse	of	this	
relaxation.

l	 Transactions	other	than	those	of	derivatives	car-
ried	out	in	a	recognized	stock	exchange	should	not	
also	be	considered	as	speculative	transactions.	The	
distinction	needs	 to	 be	 removed	 for	 all	 transac-
tions	carried	out	in	a	recognized	stock	exchange.		
It	may	be	clarified	that	loss	in	share	dealings	car-
ried	 out	 in	 a	 recognized	 stock	 exchange	 can	 be	
set-off	 against	 profits	 arising	 out	 of	 dealings	 in	
derivatives	carried	out	 in	a	 recognized	stock	ex-
change.

l	 The	scope	of	section	43B	should	not	be	extended	
to	 contractual	 payments,	 such	 as	 leave	 encash-
ment,	but	 should	be	 restricted	 to	 statutory	pay-
ments	only.

l	 A	 deduction	 under	 the	 Income-tax	 Act,	 on	 the	
lines	of	section	33ABA	may	be	allowed	in	respect	
of	mining	industry	with	necessary	modification.			

Capital gains
l	 The	 transaction	 of	 conversion	 of	 stock-in-trade	

into	capital	asset	of	a	business	should	be	regarded	

as	a	transfer	and	consequently	section	2(47)	may	
be	appropriately	amended.		

l	 The	reference	to	damage	in	section	45(1A)	may	
be	omitted.		So	far	as	destruction	of	a	capital	asset	
is	concerned,	a	distinction	may	be	made	between	
a	 depreciable	 asset	 and	 non-depreciable	 asset.		
Further,	a	suitable	amendments	may	be	made	in	
section	50	so	that	section	45(1A)	will	apply	only	
when	a	non-depreciable	capital	asset	is	destroyed	
by	flood,	fire	etc.	and	insurance	claim	is	received.	
In	 order	 to	 encourage	 investment	 of	 the	 insur-
ance	moneys	in	the	modernisation	of	the	assess-
ee’s	business	 it	 is	 suggested	that	exemption	may	
be	 granted	 in	 respect	 of	 so	 much	 of	 the	 capital	
gains	as	is	invested	in	new	plant	and	machinery.	
Insurance	moneys	to	the	extent	taxed	under	the	
provisions	of	section	45(1A)	should	not	again	be	
required	 to	be	deducted	 from	 the	written	down	
value	of	the	block	of	assets.

l	 Section	 55	 should	 provide	 that	 the	 cost	 to	 the	
partner	will	be	the	value	on	the	basis	of	which	the	
firm	has	been	assessed	to	capital	gains.

l	 The	 benefit	 of	 indexation	 of	 cost	 of	 acquisition	
should	be	given	from	the	date	when	the	previous	
owner	became	the	owner.

l	 The	 provisions	 of	 section	 50	 may	 be	 suitably	
modified	to	provide	that	the	gain	or	loss	so	com-
puted	thereof	should	be	considered	as	arising	in	
the	course	of	business	or	profession	and	accord-
ingly	will	be	 taxable	under	 the	head	‘profits	and	
gains	of	business	or	profession’

l	 The	option	date	of	fair	market	value	as	cost	of	ac-
quisition	should	be	advanced	to	1st	April	1991.

Carry forward of losses
l	 The	benefit	of	set-off	under	section	72A	should	

be	available	 to	 the	amalgamated	company	 in	all	
amalgamations,	and	not	merely	to	those	specified	
companies.

l	 The	 two	 additional	 conditions	 under	 section	
72A(2)(a)	may	be	deleted.

l	 The	condition	regarding	holding	fixed	assets	pre-
scribed	under	section	72A	should	not	be	applied,	
if	 fixed	 assets	 of	 the	 amalgamated	 company	 are	
destroyed	due	to	flood,	fire	or	action	by	an	enemy	
or	any	other	natural	calamity.

l	 The	 benefit	 of	 continuation	 of	 allowability	 of	
brought	 forward	business	 losses	may	be	allowed	
to	amalgamation	of	all	types	of	banks.	Further,	the	
scope	of	section	72A	may	be	expanded	to	cover	all	
companies	in	the	service	sector.

l          As	per	Explanation	to	section	73,	in	the	case	of	
companies,	 profit/loss	 arising	 from	 the	 business	
of	purchase	and	sale	of	shares	is	deemed	to	be	a	
speculation	loss	except	in	the	case	of	finance	and	

Section Existing	ceiling Suggested	ceiling

40A(3) Rs.20,000 Rs.50,000

269SS Rs.20,000 Rs.50,000

269T Rs.20,000 Rs.50,000
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banking	 companies.	 As	 such	 all	 companies	 en-
gaged	in	the	business	of	share	broking	and	doing	
trading	 of	 shares	 are	 deemed	 to	 be	 carrying	 on	
speculation	business.	This	section	was	introduced	
to	 curb	 the	 practice	 of	 setting	 off	 profit	 from	
manufacturing/trading	 activities	 against	 share	
loss.	But,	to	the	corporate	sector	doing	business	as	
share	brokers,	these	provisions	are	causing	genuine	
hardship.	Further,	this	goes	against	the	intention	
of	the	Government	to	encourage	corporatisation	
of	the	members	of	the	recognized	stock	exchang-
es.	It	is	also	significant	that	the	Finance	Act,	2005	
has	 recognized	 the	principle	 that	 trading	 in	de-
rivatives	is	not	speculative	in	nature.	Against	this	
backdrop,	there	is	a	necessity	to	withdraw	the	re-
strictive	provisions	of	Explanation	to	section	73.	
It	is	suggested	that	Explanation	to	section	73	may	
be	omitted.

Deductions from gross total income 
l	 The	 law	may	 suitably	 be	 amended	 to	bring	out	

clearly	 that	 for	 the	purposes	of	 the	grant	of	 the	
benefit	the	 initial	year	will	be	the	year	 in	which	
the	production	is	commenced	as	a	result	of	such	
substantial	expansion.		

l	 The	order	issued	by	the	Commissioner	under	sec-
tion	80G(vi)	refusing	to	grant	approval	should	be	
made	appealable	on	the	lines	of	the	order	issued	
under	 section	 12AA	 refusing	 to	 grant	 registra-
tion.

l	 When	the	revocation	of	a	patent	takes	place	the	
disallowed	deduction	should	be	treated	as	income	
of	the	previous	year	in	which	such	order	of	revo-
cation	or	exclusion	is	received.

MAT
l	 The	tax	credit	allowed	under	section	115JAA	is		

in	the	nature	of	advance	tax	and	due	credit	is	to	be	
given	for	the	same	while	calculating	interest	pay-
able	under	sections	234A,	234B	and	234C.		Pro-
visions	of	Minimum	Alternate	Tax	(MAT)	have	
been	 introduced	 to	 levy	 tax	on	 those	companies	
which	are	having	sufficient	profit	and	are	not	pay-
ing	any	tax	because	of	the	benefits,	allowances	and	
deductions	available	under	 the	provisions	of	 the	
Act.		The	liability	to	pay	MAT	is	on	the	book	profit	
of	the	company	computed	in	accordance	with	the	
provisions	of	the	Companies	Act,	1956.		Since	the	
objective	is	to	tax	those	companies	which	have	suf-
ficient	profit,	deduction	is	allowed	in	the	current	
year	book	profit	of	the	carry	forward	depreciation	
or	 loss.	 	However,	 in	 clause	 (iii)	 of	Explanation	
below	 Section	 115JB(2)	 it	 has	 been	 stated	 that	
loss	shall	not	include	depreciation.		Further,	it	has	
been	 provided	 that	 the	 benefit	 of	 carry	 forward	
loss	or	unabsorbed	depreciation	shall	not	be	avail-

able	 if	 either	 the	 amount	 of	 loss	 or	 unabsorbed	
depreciation	is	nil.	This	clause	has	created	an	un-
equal	situation	in	respect	of	various	entities	which	
are	liable	to	pay	MAT.	This	explanation	visualises	
that	depreciation	and	loss	are	parallel	to	each	oth-
er	and	have	gone	more	on	the	principle	of	Section	
32	whereby	depreciation	is	considered	a	separate	
charge	and	for	that	purpose	it	does	not	form	part	
of	the	loss.			The	reason	for	the	same	is	that	sub-
section	(2)	of	Section	32	stipulates	that	in	case	full	
effect	cannot	be	given	to	any	depreciation	allow-
ance	 under	 sub-section	 (1)	 in	 any	 previous	 year	
owing	to	there	being	no	profit	or	gain	chargeable	
for	that	period	to	the	extent	of	the	allowance	to	
which	effect	has	not	been	given,	such	allowance	
is	deemed	to	be	the	allowance	for	the	succeeding	
year.		As	per	this	stipulation	there	cannot	be	any	
loss	 in	 case	 of	 unabsorbed	 depreciation	 because	
unabsorbed	depreciation	 shall	 become	deprecia-
tion	of	subsequent	year.	 	In	the	subsequent	year	
the	unabsorbed	depreciation	having	become	 the	
depreciation	of	such	subsequent	year,	 there	can-
not	be	any	profit	till	such	time	such	unabsorbed	
depreciation	gets	fully	adjusted.						As	such,	under	
the	provisions	of	the	Income	Tax	Act,	there	can-
not	be	any	profit	in	any	year	till	such	time	there	
is	unabsorbed	depreciation	as	the	same	becomes	
depreciation	of	the	current	year	which	goes	to	re-
duce	the	profit	of	the	current	year.		However,	while	
computing	book	profit	under	the	Companies	Act,	
no	distinction	is	made	between	the	loss	and	the	
depreciation.		Book	loss	is	always	computed	after	
charge	of	depreciation	which	 is	 invariably	made	
by	all	companies.		If	that	be	so,	then	the	loss	has	to	
include	depreciation	as	it	stands	already	included	
in	 the	 loss	 and	 is	not	 considered	 as	unabsorbed	
depreciation	which	can	go	to	reduce	the	current	
year	 book	 profit.	 	This	 is	 an	 important	 distinc-
tion	which	has	not	been	considered	while	insert-
ing	the	explanation	that	“the	loss	shall	not	include	
depreciation”.	 	 	Similarly,	 there	 is	 a	 reference	 in	
sub-clause	(iii)	in	the	Explanation	below	Section	
115JB	of	unabsorbed	depreciation.			As	explained	
above,	 there	 is	no	such	unabsorbed	depreciation	
under	the	Act.			

	 In	view	of	the	above	facts,	the	rationale	of	allow-
ing	deduction	of	carry	forward	loss	or	unabsorbed	
depreciation	whichever	is	less	is	not	correct	on	the		
principle	 that	 a	 company	despite	 earning	profit,	
but	still	because	of	the	various	allowances	and	re-
bates	is	not	paying	tax	though	it	has	capacity	to	
pay	tax.	 	A	company	which	has	unabsorbed	de-
preciation	and	carry	forward	loss	and	which	has	
not	been	able	to	set	off	the	same	against	the	cur-
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rent	year	profit	cannot	be	considered	as	having	ca-
pacity	to	pay	tax.			The	MAT	provision	as	it	stands	
makes	the	company	liable	to	pay	tax	despite	hav-
ing	huge	carry	forward	losses	as	can	be	seen	from	

the	example	below:
	 As	such	Company	‘C’	will	have	to	pay	MAT	on	

Rs.	2,00,000	whereas	Company	‘A’	will	have	to	pay	
MAT	on	Rs.	1,00,000	and	Company	‘B’	will	not	
be	 liable	 for	MAT	though	 in	all	 the	 three	cases	
net	profit/loss	as	per	Companies	Act	is	identical.			
MAT	should	be	applicable	when	 there	 is	 actual	
profit	as	per	Profit	and	Loss	Account	after	adjust-
ing	carry	forward	loss	and	unabsorbed	deprecia-
tion.			As	such	both	unabsorbed	depreciation	and	
carry	forward	loss	as	per	book	of	account	should	
be	 first	 deducted	 for	 computing	 book	 profit.			
Otherwise,	the	companies	where	depreciation	el-
ement	is	low	by	nature	of	their	activities	such	as	
service	companies,	finance	companies,	but	mak-
ing	consistent	losses	on	account	of	trading	activi-
ties,	overheads	etc.	will	have	to	pay	MAT	in	the	
year	in	which	they	make	profit	despite	heavy	carry	
forward	losses.

	 Despite	there	being	aggregate	cash	loss	of	the	Rs.	
40,00,000,	the	Company	will	be	liable	for	MAT	
on	Book	Profit	of	Rs.	3,00,000.

	 Likewise,	 companies	 that	 are	 making	 nominal	
profit	or	loss	before	depreciation	but	depreciation	
charge	being	very	heavy	will	be	liable	for	MAT	in	
the	year	in	which	there	is	net	profit	after	deprecia-
tion	irrespective	of	the	fact	of	heavy	unabsorbed	
depreciation.

	 The	objective	in	levying	MAT	is	not	to	charge	tax	
from	these	companies	that	have	earned	profit	dur-

ing	the	year	despite	having	carry	forward	losses	or	
unabsorbed	depreciation.	 	The	 liability	 to	MAT	
should	be	worked	out	on	basis	of	net	profit	as	per	
Profit	and	Loss	account	after	adjustment	of	both	

carry	 forward	 loss	 and	unabsorbed	depreciation,	
not	the	lower	of	the	two,	so	that	the	provisions	of	
MAT	become	more	equitable	and	simple,	without	
making	complicated	djustments	of	carry	forward	
and	unabsorbed	depreciation.	It	is	suggested	that	
the	explanation	that	depreciation	does	not	include	
loss	should	be	deleted	and	brought	forward	loss	as	
per	books	should	be	allowed	to	be	deducted.		

Corporate dividend tax and deemed dividend under section 
2(22)(e)
l	 In	order	to	bring	parity	between	the	various	items	

of	deemed	dividend	mentioned	in	section	2(22),	
dividend	chargeable	in	the	hands	of	the	beneficial	
shareholders	 under	 section	 2(22)(e)	 should	 also	
be	charged	at	the	rate	of	12.5%	

Fringe Benefits Tax
l	 Option to employer to compute value of  fringe 

benefits
	 The	 provisions	 of	 FBT	 may	 be	 suitably	 modi-

fied	and	an	option	may	be	provided	on	the	lines	
given	under	section	44AD,	44AE,	44AF	to		those	
employers	who	claim	that	the	fringe	benefits	ex-
tended	 by	 them	 to	 the	 employees	 are	 less	 than	
what	is	computed	under	the	deeming	provision	to	
compute	the	actual	value	of	fringe	benefits,	pro-
vided	 such	employers	maintain	 the	accounts	 for	
such	expenditure	and	get	the	same	audited.	

l	 Threshold limit
	 The	 FBT	 provision	 applies	 to	 all	 persons	 other	

than	 individual	 and	 HUF	 falling	 within	 the	

BOX-1

Company
‘A’

Rupees

Company
‘B’

Rupees

Company
‘C’

Rupees

1st	Year	(i)	Net	Profit/Loss	before	depreciation	as
per	Companies	Act
(ii)	Depreciation	charged	in	Profit	and	Loss	A/c
(iii)	Net	Profit/Loss	Carried

2nd	Year	
(iv)	Net	Profit/Loss	for	the	year	before	depreciation
(v)	Depreciation	for	the	year	(vi)		Profit	for	the	year	(iv-v)
Net	Profit/Loss	to	be

Carried	forward	(iii-iv)
Book	Profit	for	the	purpose	of	MAT	

(-)	1,00,000
(-)	4,00,000
(-)	5,00,000

+		6,00,000
(-)	4,00,000

+	2,00,000

(-)	3,00,000
+	1,00,000

(-)2,50,000
2,50,000

(-)5,00,000

(+)4,50,000
(-)	2,50,000
(+)2,00,000

(-)3,00,000
(-)			50,000

	+	1,00,000
(-)6,00,000
(-)5,00,000

(+)8,00,000
(-)6,00,000

+2,00,000

(-)3,00,000
+	2,00,000
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definition	 of	 the	 term	 “employer”	 and	 there	 is	
no	 threshold	 limit.	This	 tax	 is	 payable	 by	 small	
firms	 and	 companies.	 	 Though	 such	 firms	 and	
companies	may	have	employees	but	none	of	the	
employee’s	income	may	be	more	than	the	amount	
not	chargeable	to	tax.		Further,	there	may	be	many	
employers	 whose	 liability	 will	 be	 very	 minimal	
and	 it	may	not	 be	 cost	 effective	 to	 collect	FBT	
from	such	persons.		It	is	suggested	that	a	thresh-
old	limit	should	be	prescribed.			

l Average rate of tax 
	 The	flat	rate	of	tax	of	30	per	cent	may	not	be	jus-

tified	as	income	of	all	the	employees	may	not	fall	
in	 the	 tax	bracket	 of	 30	per	 cent.	 	 	As	 clarified	
in	the	circular	dated	29th	August	2005,	FBT	is	a	
surrogate	tax	being	the	tax	of	the	employees	to	be	
borne	by	the	employers	and,	if	that	be	so,	the	tax	
rate	applicable	to	such		employees	is	an	important	
consideration.		Under	the	deeming	fiction	created	
under	 the	 existing	 provision,	 no	 distinction	 has	
been	drawn	in	respect	of	the	employees	who	are	
neither	 liable	to	pay	tax	or	 liable	to	pay	tax	at	a	
lower	rate	or	at	the	maximum	rate	of	30	per	cent.		
Further,	with	every	employer	it	may	be	a	normal	
presumption	that	out	of	the	total	number	of	em-
ployees,	a	very	few	employee	may	be	falling	in	the	
highest	tax	bracket	and	as	such	to	tax	the	value	of	
the	fringe	benefits	at	the	highest	tax	rate	may	not	
be	appropriate.		To	avoid	this	hardship	and	at	the	
same	time	for	the	sake	of	simplicity,	it	is	suggested	
that	the	FBT	should	be	levied	at	the	average	tax	
rate	of	20	per	cent.		

l	 Concessional rate for professionals
	 As	per	 the	provisions	of	 section	115WC(2),	 the	

value	 of	 fringe	 benefit	 in	 respect	 of	 expenditure	
incurred	on	conveyance,	tours	and	travels,	use	of	
hotel,	boarding	and	lodging	is	to	be	taken	at	5	per	
cent	for	employers	like	pharmaceuticals,	computer	
software	etc.		The	reason	for	giving	this	concession	
was	that	a	large	amount	of	expenditure	is	being	in-
curred	under	these	heads	and	a	substantial	portion	
of	which	is	not	for	employees.	 	No	concessional	
rate	has	been	provided	in	the	case	of	professionals.		
It	 is	an	admitted	fact	that	 in	the	case	of	profes-
sionals	a	large	amount	of	expenditure	is	incurred	
on	conveyance,	tour	and	travel	and	hotel,	boarding	
and	lodging	etc	in	discharge	of	their	professional	
duties	 which	 has	 nothing	 to	 do	 with	 the	 fringe	
benefits	provided	to	the	employees.	Accordingly,	
the	 concessional	 rate	of	5	per	 cent	 in	 respect	of	
the	 specified	 expenditure	 should	be	 extended	 to	
the	professionals	on	the	line	on	which	the	conces-
sion	 has	 been	 given	 to	 the	 pharmaceuticals	 and	
computer	software	industry.

l	 Exemption to those covered by presumptive taxation
	 There	are	certain	classes	of	employers	who	are	cov-

ered	by	presumptive	method	of	taxation	and	such	
employers	are	not	required	to	maintain	books	of	
accounts	particularly	those	engaged	in	retail	trade	
having	a	turnover	of	Rs.40	lakhs,	contractors	and	
transporters.	The	existing	provision	is	applicable	
to	all	employers	covered	by	the	definition	of	Sec-
tion	115W(a).		In	the	absence	of	books	of	account	
it	 may	 not	 be	 possible	 to	 compute	 the	 value	 of	
fringe	benefits	liable	for	FBT.			As	such,	there	is	
a	need	either	to	exempt	this	class	of	employers	or	
to	prescribe	a	mechanism	for	the	value	of	fringe	
benefits	in	such	cases.		

l	 Payment of advance tax on estimate basis
	 As	 per	 the	 existing	 provisions	 of	 FBT,	 an	 em-

ployer	is	required	to	pay	tax	every	quarter	on	the	
basis	of	 the	value	of	 fringe	benefits	provided	or	
deemed	 to	 have	 been	 provided	 in	 each	 quarter.			
The	payment	is	to	be	made	within	15	days	from	
the	end	of	the	relevant	quarter.			Not	only	that,	
the	 payment	 for	 the	 last	 quarter	 is	 to	 be	 made	
15	 days	 before	 the	 end	 of	 the	 relevant	 quarter.		
Further,	there	is	no	threshold	limit	prescribed	for	
making	 the	 payment	 in	 quarterly	 installments.			
As	 such,	 every	 employer	 howsoever	 small	 the	
amount	may	be	of	the	FBT,	is	required	to	deposit	
the	same	in	4	installments,	which	goes	to	increase	
the	paper	work	considerably.		Further,	computa-
tion	of	the	actual	value	of	the	fringe	benefits	for	
each	quarter	may	not	be	possible	 for	every	em-
ployer	 except	 a	 few	 listed	 companies	which	 are	
required	to	declare	their	quarterly	results	and	for	
them	also	the	period	given	for	declaring	quarterly	
results	is	not	15	days.	Taking	into	consideration	
the	 above	 difficulties	 it	 is	 suggested	 that	 that	
provisions	regarding	payment	of	FBT	in	advance	
may	be	modified	as	under:
(i)	 The	 FBT	 may	 be	 paid	 in	 advance	 on	

the	 basis	 of	 yearly	 estimate	 made	 by	
each	employer	exactly	on	the	line,	which	
is	 presently	 done	 for	 the	 payment	 of	
income	tax.			

(ii)	 The	 payment	 should	 be	 allowed	 to	 be	
made	along	with	due	dates	for	payment	of	
advance	income	tax	as	it	will	go	to	reduce	
the	paper	work.			

l	 Adjustment of income-tax against FBT and vice-
versa

	 As	per	the	provisions	of	section	115WA,	FBT	is	
a	tax	 in	addition	to	income	tax	and	as	such	this	
amount	 should	 be	 paid	 along	 with	 the	 income	
tax	 and	 accordingly	 adjustment	 for	 any	 excess	
tax	paid	should	be	allowed	against	FBT	and	vice	
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versa.	This	will	not	only	reduce	the	administrative	
work	but	also	avoid	the	hardship	which	otherwise	
will	be	caused,	as	an	employer	may	be	required	to	
pay	 interest	 in	 respect	 of	 liability	 on	 account	of	
FBT	and,	on	the	other	hand,	there	may	be	refund	
of	tax	under	the	regular	income	tax.		Further,	the	
due	dates	for	the	payment	of	advance	FBT	should	
be	 the	 same	 as	 that	 of	 the	 advance	 income-tax.		
A	 threshold	 limit	 on	 the	 lines	 prescribed	 under	
section	 209	 for	 payment	 of	 advance	 income	 tax	
should	be	provided.		Further,	liability	to	pay	inter-
est	in	case	of	short-fall	of	payment	of	FBT	should	
be	there	only	when	the	amount	of	the	tax	paid	is	
less	than	90%	of	the	total	tax	assessed.

l	 Penalty for delay in filing the return
	 As	per	provisions	of	section	271FB,	a	penalty	of	

Rs.5,000	has	been	prescribed	in	case	the	return	is	
filed	beyond	the	due	date	of	filing	the	return.		This	
provision	is	inconsistent	with	section	271F	of	the	
Act,	whereby	a	penalty	for	delay	in	filing	the	re-
turn	is	leviable	only	when	the	return	is	filed	after	
the	end	of	 the	relevant	assessment	year.	 	 It	may	
be	recalled	that	by	the	Income-tax	(Amendment)	
Act,	1987	the	provision	for	the	levy	of	penalty	for	
delay	in	filing	the	return	was	rationalised.		Section	
271(1)(a)	 under	 which	 a	 penalty	 was	 computed	
on	 the	basis	of	each	month	of	delay	was	 in	op-
eration	and	 the	same	was	 substituted	by	section	
234A	 of	 the	 Act.	 	This	 section	 continues	 to	 be	
there	as	on	date	as	well	as	section	115WK	which	
is	exactly	on	the	lines	of	section	234A.		As	such,	
there	is	already	a	penal	provision	for	delay	in	filing	
the	return.			Thus,	firstly	there	is	no	need	to	have	
a	separate	provision	for	the	levy	of	penalty	in	case	
of	delay	in	filing	the	return.		Secondly,	even	if	it	is	
required,	a	penalty	should	be	leviable	only	if	there	
is	a	delay	beyond	the	end	of	the	assessment	year	
and	not	before.		Further,	it	is	suggested	that	the	
penalty	even	in	such	cases	should	not	exceed	the	
amount	of	the	tax	involved.

Assessment procedures
l	 Over	a	period,	efforts	have	been	made	to	reduce	

the	 period	 of	 assessments	 and	 appeals	 so	 that	
tax	can	be	recovered	at	the	earliest	and	litigation	
comes	to	an	end	as	quickly	as	possible.	The	Fi-
nance	Act,	1999,	has	introduced	sub-section	(6A)	
in	section	250	to	provide	that	the	Commissioner	
(Appeals)	may	hear	and	decide	such	appeal	within	
a	period	of	one	year	from	the	end	of	the	financial	
year	in	which	such	appeal	is	filed.		Similar	provi-
sion,	introduced	by	inserting	sub-section	(2A)	in	
section	254,	provided	that	the	Appellate	Tribunal	
may	hear	and	decide	such	appeal	within	a	period	
of	 four	 years	 from	 the	 end	of	 the	financial	 year	
in	which	such	appeal	 is	filed.	 	These	two	provi-

sions	have	helped	in	reducing	the	time	period	of	
disposal	of	appeals.	However,	the	time	period	for	
completion	of	assessment	provided	in	section	153	
has	 not	 been	 reduced	 since	 1969	 despite	 large	
scale	of	computerisation	and	speedier	communi-
cation	through	e-mail,	internet	etc.		The	present	
section	153	allows	an	assessment	to	be	completed	
within	a	period	of	two	years	from	the	end	of	the	
relevant	assessment	year.	

	 A	similar	exercise	was	carried	out	by	the	Finance	
Act,	2001	in	respect	of	reassessment	to	be	done	
under	section	148	by	amending	section	153(2)	
and	reassessment	consequent	to	revision	under	
section	263	by	amending	section	153(2A).		The	
reduction	in	the	period	to	one	year	will	prepone	
the	 recovery	of	additional	 tax	 levied	 in	 the	as-
sessment.	 	Moreover,	 the	AO	will	be	 in	a	bet-
ter	position	to	carry	out	the	investigation	as	the	
time	gap	of	the	period	under	investigation/veri-
fication	and	the	time	at	which	the	verification	is	
carried	out	 shall	 also	get	minimised.	 It	 is	 sug-
gested	that	the	time	period	allowed	to	the	AO	
to	complete	the	assessment	needs	to	be	reduced	
to	one	year	from	the	end	of	the	relevant	assess-
ment	 year	 as	 against	 the	 period	 of	 two	 years	
presently	provided.

l	 Realignment	of	due	dates	for	filing	returns
	 The	due	dates	of	filing	the	return	may	be	revised	

as	under	:

l	 To	promote	electronic	filing	of	 returns,	 a	 rebate	
may	be	given	out	of	the	total	tax	liability	on	the	
lines	of	sections	88B,	88E	etc.,	linked	to	the	total	
amount	 of	 tax	 paid	 subject	 to	 a	 maximum	 ceil-
ing	of	a	particular	amount	to	those	taxpayers	who	
furnish	electronic	returns.

l	 Section	 142(2A)	 which	 provides	 for	 fixation	 of	
fee	by	the	CIT	should	also	provide	for	payment	of	
such	fee	by	the	Department.	Subsequently,	such	
fees	 can	 be	 recovered	 from	 the	 assessees	 along	
with	taxes.	

l	 The	Accounting	Standards	of	ICAI	may	be	noti-
fied	under	section	145(2)	to	be	complied	by	the	
assessees.		

l	 The	complicated	computation	required	for	com-
plying	 with	 the	 provisions	 of	 section	 145A	 will	
not	generate	any	extra	 revenue	as	 the	 impact	of	

Assessee 	Proposed	due	date

Non-corporate	 non-audit	 cases	
including	salaried	class

31st	July

Non-corporate	audit	cases 31st	August

Corporate	assessees 30th	September
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section	145A	is	 revenue	neutral.	 	Hence	section	
145A	needs	to	be	deleted.

Deduction of tax at source
l	 To	ensure	that	the	TDS	returns	filed	by	the	tax	

deductors	are	correct,	it	is	suggested	that	the	TDS	
returns	may	be	 audited	 and	 verified	by	 a	Char-
tered	Accountant	in	the	case	of	those	tax	deduc-
tors	who	are	depositing	TDS	beyond	a	prescribed	
amount.

l	 A	 provision	 for	 revising	 TDS	 returns	 should	
be	 introduced.	 	 As	 a	 deterrent,	 the	 assessee	
besides	paying	interest	under	section	201(1A)	
of	 the	 Act	 for	 delayed	 payment	 of	TDS	 may	
be	asked	to	pay	interest	just	like	section	234A	
of	 the	Act	@	1.00	per	cent	per	month	on	the	
amount	 of	TDS.	 	 Correspondingly	 credit	 for	
TDS	 certificate	 issued	 late	 in	 such	 cases	 may	
be	allowed	by	way	of	rectification	under	section	
154	of	the	Act,	to	those	assessees	whose	tax	has	
been	deducted	and	has	filed	the	return	without	
claim	of	such	TDS	certificates	in	case	the	TDS	
certificate	 has	 been	 received	 by	 him	 after	 the	
date	 of	 filing	 his	 return	 of	 income.	 With	 the	
introduction	of	section	155(14)	allowing	credit	
of	TDS	 certificates	filed	within	 a	 period	of	 2	
years	 from	the	end	of	assessment	year,	 legally	
there	should	not	be	any	problem.	This	will	go	
a	long	way	in	increasing	the	collection	of	TDS,	
as	all	errors,	omissions	pointed	out	by	the	tax	
auditors	will	be	rectified	by	the	assessee.		The	
revenue	 will	 be	 suitably	 compensated	 by	 way	
of	interest	under	section	201(IA),	interest	like	
under	section	234B	as	well	as	deterrent	interest	
like	section	234A.

l	 An	 amendment	 may	 be	 made	 that	 TDS	 shall	
be	deductible	on	 such	aggregate	provisions	only	
once	in	a	year	i.e.	the	date	of	end	of	the	financial	
year;	on	the	aggregate	provision	made	during	the	
financial	year	-	which	has	not	 resulted	 in	actual	
payment	to	the	payee.

l	 The	procedure	for	verification	of	returns	should	be	
streamlined	by	making	a	statutory	provision	pre-
scribing	time	within	which	notice	can	be	 issued,	
the	 time	 period	 in	 which	 proceedings	 are	 to	 be	
completed	and	also	time	and	procedure	for	cases	
where	income	has	escaped	tax	deduction	at	source	
on	the	lines	of	section	147	and	section	153.

l	 The	rate	of	 tax	deduction	at	source	proposed	 in	
the	 Taxation	 Laws	 (Amendment)	 Bill,	 2005	 in	
respect	of	payment	of	rent	for	use	of	plant,	equip-
ment	etc.	may	be	reduced	to	5%.

l	 Instead	of	the	present	quarterly	statements	in	re-
spect	of	 tax	deducted	or	 collected	at	 source,	 the	
persons	responsible	may	be	required	to	file	annual	
statements.	 	 Further,	 a	 threshold	 limit	 of	 Rs.1	

lakh	 may	 be	 introduced	 to	 reduce	 hardship	 to	
small	deductors.

Advance Tax
l	 It	may	be	clarified	that	for	the	purposes	of	com-

puting	 advance	 tax,	 the	 taxes	 payable	 would	 be	
reduced	by	the	foreign	taxes	paid	for	which	credit	
is	permissible	under	the	provisions	of	the	Act.			

	 Settlement	Commission
l	 A	 time	 limit	 may	 be	 prescribed	 for	 passing	 the	

orders	of	Settlement	Commission	under	section	
245D(4).

l	 The	Settlement	Commission	may	be	empowered	
to	 waive	 interest	 payable	 under	 sections	 234A,	
234B	and	234C	in	appropriate	cases.

General
l	 A	 separate	 committee	 with	 wide	 representation	

may	be	constituted	which	would	after	the	enact-
ment	of	a	law	gather	all	issues	arising	from	such	
enactment	and	issue	clarifications	and	even	sug-
gest	amendments	at	the	earliest	so	that	controver-
sies	are	not	allowed	to	perpetuate	and	increase	the	
litigations.

Service tax
l	 In	regard	to	the	status	of	taxation	of	services	it	is	

necessary	to	incorporate	the	place	of	supply	rules.		
The	 territorial	 jurisdiction	 is	 to	 be	 restricted	 to	
services	provided	in	India.		A	new	section	may	be	
introduced	so	as	to	empower	the	Government	to	
draft	 rules	 for	determining	 the	place	where	 ser-
vices	shall	be	deemed	to	have	been	provided.	

l	 The	 concepts	 of	 business	 establishment,	 fixed	
establishment	etc.	should	be	incorporated	in	the	
Acts/Rules.	

l	 A	separate	enactment	for	service	tax	may	be	en-
acted.		

l	 In	order	to	deal	with	the	issue	of	Annual	Main-
tenance	Charges	 included	 in	 cost	of	parts/other	
materials,	on	a	monthly/quarterly	basis	when	the	
service	tax	is	paid	on	maintenance	and	repair	ser-
vices	the	cost	of	parts/other	materials	may	be	de-
ducted	from	the	value	of	maintenance	and	repair	
services	 and	 service	 tax	may	be	paid	on	 the	net	
amount.	 	 Further,	 a	 standard	 rate	 of	 abatement	
may	be	given	like	in	case	of	Mandap	keepers.	

l	 The	minimum	threshold	limit	may	be	increased	
from	Rs.4	lakhs	to	Rs.10	lakhs.	

l	 No	 service	 tax	 should	 be	 levied	 on	 reimburse-
ments.	

l	 A	time	limit	should	be	provided	for	completion	of	
proceedings	initiated	by	a	show	cause	notice.	

l	 Penalty	for	failure	to	pay	service	tax	under	section	
76	may	be	deleted	since	presently,	the	assessee	is	
penalized	twice	for	the	same	default.	

l	 Annual	payment	of	taxes	may	be	allowed	in	case	
of	small	assessees	as	is	the	case	in	sales-tax.


