Report No. 20 of 2014 (Performance Audit)

Appendix-1

(Refer para 1.6)

Legal Framework

Section

Brief of the provisions

32(1)

Depreciation is allowed on fixed assets viz buildings, machinery,
plant or furniture, being tangible assets and know-how, patents,
copyrights, trademarks, licences, franchises or any other business or
commercial rights of similar nature, being intangible assets acquired
on or after the 1st day of April, 1998, subject to fulfillment of
following condition;

1. The assets must be owned, wholly or partly, by the assessee,

2. The asset should be actually used for the purpose of
business or profession of the assessee,

3. Asset should be used during the relevant previous year

Depreciation is to be computed at the prescribed percentage
provided in Appendix-I r.w.r. 5(1) of ITR on the Written Down Value
(WDV) of the asset, except for power sector, which in turn is
calculated with reference to actual cost of the assets.

In case of undertaking engaged in generation or generation and
distributors of power, the depreciation will be allowed on actual cost
(i.e., on straight line method) at the rates provided in Appendix IA
read with Rule 5(IA). However assessee can exercise option before
due date of filing of return u/s 139(1) to claim depreciation on
Written Down Value Method at the rates provided in Appendix I.

43(6)
(WDV)

‘Written Down Value’ means

1. In the case of assets acquired in the previous year, the
actual cost to the assessee.

2. In the case of assets acquired before the previous year, the
actual cost to the assessee less all depreciation actually
allowed to him under this Act.

3. In the case of any block of assets, the WDV shall be
computed in the following manner:

(i) The aggregate of all the assets falling within a block
at the beginning of the year shall be calculated.
(ii) The aggregate of written down value of the assets

shall be increased by the actual cost of assets falling
within that block which was acquired during the
previous year.

(iii) The sum so arrived shall be reduced by the money
payable in regard to any asset which is sold,
discarded or destroyed during the previous year,

(iv) In case, the written down value, of any block is
reduced to ‘Nil’, then no depreciation will be
allowed.
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2(11)
(Block of
assets)

Act defines the term “Block of assets” as a group of assets falling
within a class of assets comprising tangible assets like being
buildings, machinery, plant or furniture and intangible assets like
being know-how, patents, copyrights, trade-marks, licences,
franchises or any other business or commercial rights of similar
nature in respect of which the same percentage of depreciation is
prescribed.

43(1)
(Actual Cost)

“Actual Cost” of an asset means its actual cost to the assessee
including the expenses on installation, etc. If the part of the cost is
met directly or indirectly by the third person, the cost to the
assessee will be reduced by such amount born by that person.
Besides,

(i) If An asset is acquired by way of gift or inheritance, its actual cost
to the assessee shall be its actual cost to the previous owner as
reduced by the depreciation actually allowed in respect of this asset
for any assessment year up to the assessment year 1988-89. The
depreciation that would be allowable as if that asset was the only
asset in the relevant block of assets.

(ii) If any amount if paid or payable as interest in connection with
the acquisition of any asset, the amount of interest related to the
period after the asset has been first put to use, shall not be included
in the cost of the assets.

Proviso 1 to
Section 32(1)

Where an asset acquired during the previous year is put to use for
the purpose of business or profession for a period of less than 180
days in that previous year, depreciation allowance shall be restricted
to 50% of the amount calculated at prescribed rates.

Proviso 4 to
Section 32(1)

Aggregate deduction in respect of depreciation of tangible or
intangible assets allowable to predecessor and the successor in the
case of succession or to the amalgamating company and the
amalgamated company in the case of amalgamation, or to the
demerged company and the resulting company in the case of
demerger shall not exceed the depreciation for the year calculated
at the prescribed rate and such deduction shall be apportioned
between the predecessor and successor, or the amalgamating
company and the amalgamated company or the demerged company
and the resulting company in the ratio of the number of days for
which the assets were used by them.

Explanation
1 to Section
32(1)

Where the business or profession is carried on in a building not
owned by assessee and any capital expenditure is incurred for
construction of any structure or for renovation, improvement or
extension of the building, then depreciation will be allowed in
respect of such capital expenditure at the rates prescribed for
"building".
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Explanation
5 to Section
32(1)

The allowance of deprecation u/s 32 (1)(i) & 32 (1)(ii) is mandatory
irrespective of fact whether or not the assessee has claimed the
depreciation in computing the total income.

32(1)(iia)

In case of any new machinery or plant (excluding ships and aircrafts)
acquired and installed after March 31, 2005 by an assessee engaged
in the business of manufacture or production of any article or thing
additional depreciation of 20% of actual cost shall be allowed.

No such additional deduction will be allowed in respect of machinery
or plant if it is used earlier by any other person or where the whole
of actual cost of which is allowed as deduction in computing income
chargeable under the head profit and gain of business or profession
of any one previous year.

32(1)(iii)

When such asset on which depreciation is allowed is sold discarded
or demolished in a previous year, and if the insurance, salvage,
compensation or sale value, as the case may be, receivable in
respect of such asset falls short of the written down value, such
difference would be allowed as deduction [Terminal Depreciation].
The condition for allowing such deduction is that such deficiency is
actually written off in the books of account.

32(2)

In case of inadequate profit or loss any depreciation which could not
be fully allowed for want of profit, the amount which could not be
given full effect of shall be carried forward in the subsequent year
and shall form part of the depreciation of such subsequent previous
year. (This condition is subjected to Sec. 72(2) & Sec. 73(3).

35D

Where an assessee incurs any expenditure specified under
subsection (2) of section 35D either before the commencement of
his business or after the commencement of business in connection
with the extension of industrial undertaking or setting up of new
industrial unit, deduction shall be allowed equal to one-fifth of such
expenditure for a period of five years beginning with the year in
which the business commences or extension of the undertaking is
completed or the new industrial unit commences production or
operation as the case maybe.

35D(3)

The deduction is restricted to 5% of the cost of the project or where
the assessee is an Indian company, at the option of the company, of
the capital employed in the business of the company.

35D(4)

In case of non-corporate assessee or a co-operative society, the
deduction would not be allowed unless the accounts of the assessee
are audited for the year/s in which such expenditures are incurred
and a report in prescribed form is furnished along with the return of
income for the first year in which such deduction is claimed.
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35D(5) & (5A)

In case of amalgamation or demerger of the company the deduction
would be allowed to amalgamated or resulting company and in such
case no further deduction would be allowed to amalgamating or
demerged company.

35DD

Where an Indian company incurs any expenditure wholly and
exclusively for the purpose of amalgamation or demerger of an
undertaking, deduction equal to one-fifth of such expenditure for a
period of five successive years beginning with the previous year in
which such amalgamation or demerger takes place shall be allowed.

35DDA (1)

Where an assessee incurs any expenditure by way of payment to an
employee under any scheme in connection with his voluntary
retirement deduction shall be allowed equal to one fifth of such
expenditure for a period of five years beginning with the year in
which such expenditure is incurred.

35DDA (2) &
(3)

In case of amalgamation or demerger of the company, the deduction
would be allowed to the amalgamated or resulting company as if the
deduction were allowed to amalgamating or demerged company as
the case may be.

35DDA (4)

In case of partnership firm or proprietary concern is succeeded by
the company in reorganization of business, the deduction would be
allowed to such succeeded company provided conditions laid down
in provisions of Section 47(xiii) or Section 47(xiv) as applicable are
adhered to and no further deduction would be allowed to the
partnership firm or proprietary concerns the case may be.

in case of a private limited company or unlisted public company
under reorganization of business is succeeded by a limited liability
partnership fulfilling the conditions laid down in proviso to clause
(xiiib) of Section 47, then the deduction shall be allowed to the
successor limited liability partnership and no further deduction
would be allowed to private limited company or unlisted public
company as the case may be. (applicable from A.Y. 2011-12)

72A(1)

In case of an amalgamation of a company with another company,
then, notwithstanding anything contained in any other provision of
this Act, and subject to fulfillment of condition laid down in
subsection 2 of Section 72A of the Income Tax Act, the accumulated
loss and the unabsorbed depreciation of the amalgamating company
shall be deemed to be the loss, allowance for depreciation of the
amalgamated company for the previous year in which the
amalgamation was effected, and other provisions of this Act relating
to set off and carry forward of loss and allowance for depreciation
shall apply accordingly.

72A(4)

In the case of a demerger, where the loss and unabsorbed
depreciation is directly relatable to the undertaking transferred, the
accumulated loss and the allowance for unabsorbed depreciation of
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the undertakings transferred shall be allowed to resulting company,
and, where the loss and unabsorbed depreciation is not directly
relatable to the undertaking transferred, the loss and unabsorbed
depreciation shall be apportioned between the demerged company
and the resulting company in the same proportion in which the
assets of the undertakings have been retained by the demerged
company and transferred to the resulting company and be allowed
to be carried forward and set off in the hands of the demerged
company or the resulting company, as the case may be.

72A(6)

In case of reorganization of business, whereby, a firm is succeeded
by a company fulfilling the conditions laid down in clause (xiii) of
Section 47 or a proprietary concern is succeeded by a company
fulfilling the conditions laid down in clause (xiv) of Section 47, then,
the accumulated loss and the unabsorbed depreciation of the
predecessor firm or the proprietary concern, as the case may be,
shall be deemed to be the loss or allowance for depreciation of the
successor company for the purpose of previous year in which
business reorganization was effected and other provisions of this Act
relating to set off and carry forward of loss and allowance for
depreciation shall apply accordingly.

43A

In case where any asset acquired from a country outside India for
the purpose of business or profession, then any change in the rate of
exchange during any previous year after the acquisition of such asset
at the time of making payment shall be adjusted against the cost of
that asset. The amount so arrived after the adjustment shall be
taken as actual cost of the asset.
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Appendix 2

(Refer Para:1.10)
Non production of records

Sl. State Cases Cases Cases not % of non
No. requisitioned produced produced production
1 Andhra Pradesh 6,342 5,423 917 14.46
2 Assam 4,298 4,286 12 0.28
3  Bihar 2,347 2,193 154 6.56
4  Chhattisgarh 1107 1,098 9 0.81
5 Delhi 14,666 9,912 4,754 32.41
6  Gujarat 2,966 2,911 55 1.85
7  Jharkhand 589 558 31 5.26
8 Karnataka 2,294 2,092 132 5.93
9 Kerala 2,208 2,023 185 8.38
10 Madhya Pradesh 1,405 1,405 0 0
11 Maharashtra 13,119 12,268 851 6.49
12 Orissa 1,307 1,119 188 14.38
13  Punjab, Haryana & HP 9,100 8,210 890 9.78
14  Rajasthan 4,287 4,010 277 6.46
15 Tamil Nadu 6,760 6,414 346 5.12
16 Uttarakhand 1,759 1,660 99 5.63
17  Uttar Pradesh 8,120 6,658 1,462 18
18 West Bengal 16,135 14,783 1,352 8.38
Total 98,809 87,023 11,714 11.86
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