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I. Suggestions for widening the

tax base and increasing the

tax revenue

● The proviso to section 139(1)

should be expanded to incl-

ude the following persons (a)

persons paying electricity bills

exceeding Rs.25,000 per

annum and (b) persons trans-

ferring immovable property

for a consideration exceeding

Rs.5 lakhs.

● Provision should be intro-

duced to deduct tax at source

in respect of payment of roy-

alty in India exceeding

Rs.50,000/- p.a.  

● Education run on commercial

lines should be corporatised

and taxed as a business activity. 

II. Suggestion for improving the

assessees’ welfare and the

image of the Department 

In order to provide a better human

face and improve the image of

Income-tax Department, a mech-

anism should be provided in the

Act whereby the Assessing Offi-

cer should be made accountable.

This can be done by appointing

an ombudsman and such cases

can be referred to such ombuds-

man who shall have the power to

award costs to the taxpayer in

appropriate cases.

III. Suggestions for rationaliza-

tion of the provisions of

Direct Tax Laws

General

☞☞ Where any foreign company

shifts its back-up office to

India its income should be

charged at a concessional

rate of 10%. This will create

employment and infrastruc-

tural development.  

☞☞ The earlier meaning of the

term “resident but not ordi-

narily resident” should be

restored to ensure the inter-

pretation, which has been

given to the term “resident

but not ordinarily resident”

for the last eighty years.

☞☞ The Act should be amended to

provide that licence payments

made for use of software for

the payer’s own operations (as

against duplication for onw-

ard sale/ licence) being pay-

ment for use of a copyrighted

article are outside the ambit of

the royalty definition as pro-

vided in section 9(1)(vi).

Exemptions

☞☞ In Rule 2BA, being the guide-

lines for the scheme for vol-

untary retirement prescribed

under section 10(10C), clari-

fication is required as to the

time period for which the vac-

ancy caused by the voluntary

retirement or voluntary sepa-

ration is not to be filled up.

❖ In the context of taxing single

premium/investment poli-

cies, instead of any sum recei-

ved being made chargeable to

income-tax, only the sum,

which is in excess of the pre-

mium payments made by the

insured to the insurer should

be considered as income exigi-

ble to tax.  Suitable clarifica-

tions should be made accord-

ingly. 

❖ The definition of the term

“manufacture” in sections

10A and 10B should be

amended to ensure that units

engaged in processing or

assembling, which were

enjoying exemptions under

the old provisions and whose

period of exemptions is yet

to expire, get the deduction.

This amendment has to be

made with retrospective

effect from A.Y. 2001-2002.

❖ The provisions of section

10A/10B should be amended/

modified retrospectively to

provide benefits for support-

ing exporters or developers of

computer software which are

in EOUs or are located in

Specified Zones and are exp-

orting goods through Export

Houses/Trading Houses. Such

sales to Export Houses/

Trading Houses should be

regarded as ‘export turnover’

in their cases, and the require-

ment of realization in foreign
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exchange should not be made

applicable to them. 

Charitable trusts and

institutions

❂❂ The time limit for deeming

investments made in the

shares of a public sector

company to be eligible

under section 11(5) should

be three years from the end

of the previous year in which

such company ceases to be a

public sector company.

❂❂ In the context of section 11(5),

the exemption for investment

or deposit (other than shares)

should be till such date when

the investment or deposit is

actually encashed.

❂❂ Donation by one trust 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 pur-

poses within the balance

period of 5 years. If the donee

trust fails to so utilize the

amount, the unutilized amo-

unt should be treated as inc-

ome of the donee trust in the

sixth year from the year of acc-

umulation by the donor trust.

Income from salaries

❖❖ There is no justification for

considering 10% of the actual

cost of movable assets as a

perquisite in case the movable

assets were already used for

over 10 years.  Suitable amen-

dment is required in the rules. 

Income from house property

● For the sake of equity and

simplicity, the deduction for

interest in case of self-occu-

pied properties may be

allowed up to Rs.1,50,000/-,

irrespective of the date of loan

or date of acquisition/con-

struction of the house.

● The condition of completion of

acquisition or construction

within 3 years of borrowing in

order to become eligible for

deduction of interest up to

Rs.1,50,000/- may be dispensed

with because it will create prac-

tical difficulties in many cases. 

● The deduction of interest is

subject to the condition that

the asssesse furnishes a cer-

tificate from the person to

whom the interest is payable.

This condition regarding fur-

nishing of certificate from

the payee is impractical,

since the recipient of interest

may not always be aware of

the purpose of the loan. Such

certificate will not serve any

useful purpose. The certifi-

cate, from the payee if at all

considered necessary, may

be restricted to the amount of

interest payable. 

● Section 25AA does not

specifically provide that rent

subsequently realised would

be taxed only if it was

excluded from annual value

in the year in which it was

due. This may be clarified

by amending the section.

● A provision similar to section

25B (dealing with taxation of

arrears of rent) should be

made for providing deduction

of 30% from subsequently real-

ised rent, since such a ded-

uction would have been allo-

wed had such rent been taxed

in the year to which it pertained.

● Where part of the unrealized

rent was not allowed as a

deduction while computing

the annual value, whether

the disallowed portion could

be deducted from any subse-

quent realization thereof (to

be taxed under section

25AA) is not free from

doubt. This may kindly be

clarified by an amendment.

Income from business

● Depreciation on books pur-

chased by professionals may

be restored to its original

rate of 100 per cent. 

● The derivative transactions

may not be deemed to be

speculative transactions.  

● The amendment made by

the Finance (No.2) Act,

2004 in section 40(a) to dis-

allow specified payments

made  to residents without

deducting tax at source may

be withdrawn in view of the

difficulties explained in the

detailed suggestion.

● A corresponding amendment

similar to the one made in

section 43B allowing deduc-

tion for employers’ contribu-

tion to P.F. etc. made on or

before the due date of filing

return of income may also be

made in section 36(1)(va) in

respect of employees’ contri-

bution to Provident Fund,

etc. to bring it in line with

employers’ contribution. 

● The restrictive provisions on

remuneration payable to part-

ners of a firm should be deleted

and the limits prescribed in the

partnership deed should be

allowed to prevail.

● In the context of amendment

made by the Finance Act, 2003

in section 36(1)(iii), the term

‘extension of existing business

or profession’ is likely to result

in litigation. Therefore, instead

of the term “extension of a

business or profession” the

words ‘for setting up a new

unit’ may be used. 

● Foreign banks, financial
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institutions and non-banking

financial companies should

also be allowed the benefit of

deduction in respect of provi-

sion made by them under RBI

Prudential Norms as is allow-

able in case of Indian banks.

● The scope of section 43B

should not be extended to

contractual payments, such

as leave encashment, but

should be restricted to statu-

tory payments only.

● A presumptive tax provision

may be introduced in respect

of professional income also.

Accordingly, 20% of the

gross receipts may be

deemed to be income.  The

maximum limit of gross

receipt for this purpose

should be Rs.40 lakhs.

● The scope of section 44AF

should be widened to include

all businesses including

wholesale trade, manufactur-

ing and jobwork and other

small businesses whose sales,

turnover or gross receipts are

less than Rs.40 lakhs. 

Capital gains

✌✌ Section 55 should provide

that where the firm has paid

capital gains tax, the cost to

the partner will be the value on

the basis of which the firm has

been assessed to capital gains.

✌✌ In order to ensure that there

is no litigation as to the

applicability of both the pro-

visions of section 47 and

section 54 to section 54G to

capital gains computed

under section 50B, it is sug-

gested that section 50B be

made a part of section 45,

and that the provisions of

sections 48 and 49 be modi-

fied by the provisions of sec-

tion 50B.  It is further sug-

gested that the capital gains

under sections 45(1A) to

45(6) be expressly made

subject to the exemptions

under section 54 to 54G. 

✌✌ In the context of withdrawal of

exemption under section 47A,

the capital gain exempted ear-

lier should be taxed in the year

of violation of the condition,

and not in the year in which the

exemption was granted. This

would also result in uniform

treatment of withdrawal of

exemption under all sections

dealing with exemption of

capital gains. 

✌✌ The provisions of section

50C are causing many practi-

cal difficulties to assessees.

They are forced to pay tax on

notional incomes.  Detailed

reasons have been given as to

why the provision needs

deletion.   This is a most

urgent step to redress the gen-

uine grievances of assessees.

✌✌ The provisions of section

55(2)(a) have been extended

by the Finance Act, 2001 to

cover trademarks and brand

names of a business. To avoid

confusion as to the applica-

bility or otherwise of these

provisions to a particular type

of intangible asset, it is sug-

gested that section 55(2)(a)

should apply to all intangible

assets of a business unless a

cost was paid for acquisition.  

Carry forward of losses

● The benefit of set-off under

sections 72A should be avail-

able to the amalgamated com-

pany in all types of amalgama-

tions and not merely to those

cases specified in the section. 

● Both the additional conditions

inserted by the Finance Act,

2003 in section 72A(2) (a) are

unworkable and may defeat the

purpose for which section 72A

was introduced. Therefore,

these conditions should be

deleted w.e.f. 1.4.2004. 

● The existing condition to

hold 3/4ths of the book value

of the fixed assets of the amal-

gamating company by the

amalgamated company for a

period of 5 years 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. 

● The benefit of continuation of

allowability of brought for-

ward business losses should

be allowed to amalgamation

of all types of banks, includ-

ing Cooperative banks.

● It is suggested that the scope

of section 72A be expanded

to cover all amalgamations,

including companies in the

service sector also. 

Transfer Pricing

● Suggestions regarding

amendments to the provi-

sions relating to transfer

pricing and advance pricing

agreements and exclusion

from transfer pricing regula-

tions for presumptive taxa-

tion cases have been made. 

Minimum Alternate Tax

● All exemptions now avail-

able in respect of MAT may

be removed.

● Clause (a) to the explanation to

section 115JB(2) should be

amended to provide that book

profits should be computed

after deducting the full amount

of unabsorbed book losses

including book depreciation.

Assessment proceedings

❑ In the context of amend-

ments made by the Finance
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Act, 2003 in section 132,

there is a need to amend sec-

tion 132(3) to prevent an

authorized officer to issue a

prohibitory under section

132(3).  Unless an amend-

ment is carried out, an

authorized officer will con-

tinue to have the permission

to put the stock-in-trade

under prohibitory order and

prevent the disposal of the

same. This suggestion has to

be carried out in order to

ensure that the amendments

made by the Finance Act,

2003 are truly effective. 

❑ Suitable provision should be

made in tax laws so as to make

the A.O. accountable to give

effect to CIT(A)/ITAT/

Courts’ orders within a rea-

sonable period failing which

the assessee should be entitled

to adjust the amount of refund

as per his own calculation

while making payment of

advance tax.  Moreover,

instead of interest at 6% p.a.,

interest at 12% p.a. should be

paid to the assessee for any

delay in grant of refund.

❑ Specific provisions should

be made in the tax laws to

allow interest on delayed

refund of interest also.

❑ Reasonable time limit should

be provided for disposal of

application filed by the

assessee under section 154.  In

case the application filed by

the assessee is not disposed

off by the Assessing Officer/

Appellate Authority the mis-

take should be deemed to

have been rectified.

❑ The following new due

dates for filing of returns

may be adopted:

❑ Notice under section 143(2)

has to be issued before the end

of the financial year and the

assessment be completed bef-

ore the expiry of one year from

the end of the financial year in

which the return was filed so

as to recover the tax at an early

date and thereby matter could

be settled expeditiously.

❑ The earlier system of block

assessment scheme should

be brought back for the vari-

ous reasons explained in the

detailed suggestion.

Tax Deduction at source

● A proper statutory framework

should be introduced to pro-

vide in the law itself for

scrutiny of TDS returns, rele-

vant time limit and also pro-

vide for refund of excess tax

deducted at source.  Also,

since there is time limit for

completion of income-tax and

wealth tax assessments, simi-

lar time limit should be fixed

for completion of assessment

of TDS returns also.  Further,

a time limit should be pre-

scribed for verification of

withholding tax returns.

● To ensure that TDS returns

filed by the tax deductors are

correct, they should be

audited and verified by a

chartered accountant in the

case of those tax deductors

who are depositing TDS

beyond a prescribed amount. 

● Provision for revising TDS

returns should be introduced.

● To avoid inconvenience and

harassment it is desired that

the procedure for the issue of

certificate for lower deduc-

tion may be streamlined.

Interest

➣ The assessee should pay the

interest under section 201

(1A) suo motu and attach the

proof of payment of such int-

erest along with the return of

income similar to the require-

ment under section 140A.

➣ Section 234A of the Act may

be amended to give credit for

the tax paid under section

140A while calculating the

interest payable by the

assessee. This will encour-

age assessees to pay self-

assessment tax by due date of

furnishing return of income,

even if filing of return of

income is not possible by that

date for bona fide reasons.

➣ 58.Interest paid under sec-

tion 234D to be made

deductible while   comput-

ing total income in the year

of payment, since interest

earned by the assessee on

excess refund is taxable. 

➣ In order to give stability to

the institution of the

Settlement Commission and

in order to facilitate quick

collection of taxes and ami-

cable settlement, it is neces-

sary to clothe the Settlement

Commission with the pow-

ers to waive interest payable

under sections 234A, 234B

and 234C in appropriate

cases.

Rate of tax

● Rate of tax for companies

and other corporate bodies

may be reduced to 30% to

encourage corporatisation.
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Category Due date  

Non-audit cases 
including salaried 31st July  
assessees 

All audit asse-

ssees other than 31st August   
companies 

Companies 30th September



Suggestions relating to

Indirect Taxes

Central Excise

➤ Transparency should be ens-

ured while making variation in

tax rates/exemption & ben-

efits to a particular industry.

➤ Cumulative conditions for app-

roaching the Settlement Com-

mission may be withdrawn.

➤ Proviso to section 11AB(1) of

Central Excise Act should be

suitably amended so as to

clarify that interest would be

charged only on the amount

outstanding and for the period

till the same is outstanding.

➤ The rate of interest payable on

refund of excise duty may be

brought in line with the rate of

interest applicable in case of

recovery of excise duty.

➤ Sale in transit should be rec-

ognized in Central Sales Tax

Act like that of Central

Excise Act, 1944.

➤ Bill of Entry duly endorsed by

non-registered trader should

also be recognized for the pur-

pose of availing CENVAT

credit when the material is sent

to the registered manufacturer

for the purpose of conversion

of the same on job work basis.

Service Tax

✎✎ Where Annual Maintenance

Contracts include cost of

parts/other materials, a stan-

dard rate of abatment from

the gross value of the ser-

vices may be given.

✎✎ A minimum/threshold limit

should be provided for reg-

istration.

✎✎ The Act or Rules should cat-

egorically provide that reim-

bursement of out of pocket

expenses would not be

charged to service tax.

✎✎ The Act should clarify that

service tax would not be

levied on a transaction, if

excise duty has already been

paid on such transaction.

✎✎ The receipts in convertible

foreign exchange are

exempt from service tax

only if the payment is not

repatriated outside India.

This condition of non-repa-

triation may be deleted.

✎✎ Separate provisions for levy,

collection and payment of ser-

vice tax should be formulated

in cases where the person who

receives the taxable service is

liable to pay service tax.

✎✎ A provision for revising the

return may be made in Rule 7

of Service Tax Rules, 2002.

✎✎ Section 84 should be

amended to provide a right

to the assessee to apply for

revision of mistakes even

after the assessment is over.

✎✎ Annual return may be filed

as against half yearly returns

so as to reduce paper work

and increase efficiency.

✎✎ Penalty for failure to pay ser-

vice tax under section 76

should be deleted as the

assessee also has to pay inter-

est for delayed payment of

service tax under section 75.

✎✎ Section 84 should be amended

to clearly bring out the inten-

tion of revision of orders of

AC/DC of Central Excise, on

the same line as section 263 of

the Income-tax Act.

✎✎ Advance Ruling should not be

restricted to only the three situa-

tions presently covered by sec-

tion 96A(b), but should be

extended to all categories of

transactions with non-residents.

✎✎ A clarification may be pro-

vided on the availability of

input tax credit for service tax

paid on reimbursable expenses

or pass through transactions.

✎✎ In cases, where input service

is received and consumed for

providing taxable as well as

non-taxable services, avail-

ability of the input tax credit

may be calculated on the basis

of the following formula:

Input tax credit

Taxable turnover ́

available =   
Service tax paid

Total turnover

✎✎ In CENVAT Credit Rules,

2004, the definition of input

service may be amended so

as to include those services

also which are used

“directly or indirectly” for

providing an output service.

✎✎ An option to pay service tax at

a lower rate without across the

board service tax credit may

be provided to the assessee.

✎✎ The Service Tax Rules, 2002

should also clearly bring out

the intention of the legisla-

ture which has been made

quite clear in new Return

Form ST-3.  The rules should

clearly specify that where an

assessee provides more than

one taxable service, he shall

obtain a single registration

and single registration num-

ber as well and also file a sin-

gle return for all the taxable

services rendered by him.

✎✎ Rule 4 of Service Tax Rules,

2002 should be amended to

provide for the amendment

of registration certificate due

to change in name or place of

the assessee or change in

nature of business etc.

✎✎ The word “quarterly” should be

deleted in Rule 6(5) of Service

Tax Rules, 2002 since the

returns have to be submitted

only on a half yearly basis. ■
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