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LEGISLATIVE HISTORY OF PROVISIONS

.

SEC, 80 CC

3.1 INTRODUGTION OF PROVISION

--‘-"‘ﬂ—--‘---‘-‘--‘----

Section 80 CC was inserted by the Finance Act,K 1978
weeefe 1-4-1978 to provide for deduction in rgspoct of

jnvestment in certain new shares.

3.2 EEGISMTIV! AMENDMENTS

This section has imdergone the following Amendments.
1) 1982 :-

The Finance Act,1982 substituted the word *twenty®
for ten wherever occuring in sub Sec. (2) w.e.f. 1-4-1983,
to increase the qualifing amount of deudction.

2) 1984 :-

4

The Finance Act 1984, inserted the word 'and such offer
for subscription is made by the company before the lst day of
April, 1987* in clause (c) of subSec. (3) w.e.f. 1-4-1984,

3) 1985 -

The Finance Act, 1985, effected the follwoing changes

, Weeof. 1-4-1985. .

(1) Thgi.words *and the issue is wholly and exélusively for
the purposes "were substituted for the words® "with the
main object®,

(i1) The words "formed and registed in Indis with the main
object of "were omitted from the prdviso to sub Sec.(3)(a).

4) 1987 :- '

The finance Act 1987 made the following changes
w.e.f. 1—4-1987-



(1) *1990* was substituted for "1987% in clause (¢) of 43
sub Sec.(3).
(11) "three® was substituted for "five" in sub (%).

5) 1988 s~

The finance Act, 1988, has inserted the words etc.
wor units of any Mutual fund specified under clasud, (23D) of
see.10 of such fund subscribes only to oligib1§ issue of
capital® after the words "eligible issue of capital® in sub-
Sec.(l) w.e.f. 1-4-1989.

Further ¢lause 14 of the Direct Tax Laws (Amendment )

bill, 1988, proposes to insert a new sub cl(iii) in ¢l (a)
of sub Sec.(3) w.e.f. 1-4-1989.

OBJECTIVE OF PROVISION :

This section was inserted with a view to stimulating

investment in equity shares of new industrial companies.

QUALTFYING MAXIMUM AMOUNT OF INVESTMENT :

The maximum amount of investment qualifying for
Lloduction in s year is Rs.20,000 (Rs.10,000 upto assessment
year 1982-83) Hence where the aggregate cost of the shares
purchased by a tax payer in the previous year exceeds Rs.20,000
the deduction will be allowed only with reference to the cost
of such of the shares (the aggregat; cost where of does not
exceed Rs.20,000) as are specified by the tax payer in this
behalf. Where a taxpayer, who has acquired certain shares in
any previous year pays the whole or a part of the amount, if
any remaining unpaid on such shares within a period of six
months from the end of that previous year, the amount so paid
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by hims will be regarded as heving been paid by the texpsyer
towards the cost of such shares in the previeus yesr in which
the shares.

The toxeomuion under section 80 CC(1) will not be
avallable unless the tax payer has subscrided to or purchased
the shares in the manner specified hereunder.

(s) the taxpayer should have subscribed to the shares in
pursuence of an offer for public subscription mede by the
company or in pursusnce of s reservation or an option made
in his favour by resson of his being » promoter of the
ocompany; or

(b) the taxpayer should have purchased the shares from a person
who 1is specified as an "underwriter® in respect of the
issue of such shares in pursuance of clause 11 of part 1
of schedule II to thocémf°“'e'skct. 1956 and who has

acquired such shares by virtu< of this obligation as such
;und,orwﬁtor.

ORFEI (8) TION s

The deduction allowed under this provision will be
forfeited if the taxpayer sells on otherwise trensfers these
shares to any person with in s period of three years (five
years upto assesseenent year 1986-87) from the date of thelr
‘scquisition in such cases, an amt equal to 30X of the cost of
such shares shall be deemed te be the income of the taxpayer
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of the yo;r in which the shares are 30 s0léd or transferred and
charged to tax accordingly, for the purposes of the aforesaid
provision, a taxpayer shall bee regarded as having scgquired
any shares on the date on which his name is entered in relation
to those shares in the register of members of the company.

EXEMPTION OF CAPITAL GAINS :

Where a deduction is claimed and sllowed to s taxpayer
under this section with reference to the cost of sny equity
shares, the cost of such shares will not be taken into account
for the purposes of exemption of capital gains under sec.34 E.
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SEC, 80 CCA :-

INTRODUCTION OF PROVISION

A G G G GO GRS S AR SR P I IS TS A G I IR A B SO

Section 80 CCA was inserted by the Finance Act
1987, wee.f. 1-4.88, to be operative from the assessment
year 1988-89 and it was in the following terms :-

QSEC.SO CCA :~ Deduction in respect of deposits under

- e QRO P N G

National Savings Scheme _.

1. Where an assessee, being -

(a) en individual or

(b) a Hindu undivided family;or.

(c) an associastion of persons or a body of individusl
consisting, in either casse, only of husband and wife
governed by the system of community of property in
force in the Union Territories of Dadra and Nagar Havell
and Goa, Daman and Diu,

Has in the previous year deposited out of his income
chargeable to tax any amourt in accordance with such scheme
as the Central Govt. may be notification in the official
Gazette, specify in this behalf (hereafter?this section
referred to as the National Saving Scheme), he shall, in
accordance,with and subject to the provisions of this
section, be allowed a deduction in the computation of his
total income of{an amount equal to fifty percent of so much
of the deposits (excluding interest accrued and credited to
the assessee's account) as do not exceed the amourt of

twenty thousand rupees in the previous year.
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2. Where any amount equal to 50¥ of thé%amount so ‘

with drawn shall be deemed to be the income %f the assessee
of that previous year in which such withdrawl is made and
shall, accordingly be chargegblo.to tax as the income of that
previous year. ”
Explanation :-

for the removal of doubts, it is @ereby declared
that interest on the deposits made under the National
Savings Scheme shall not be chargeable to ®ax except in
the manner and to the extent specified in sub section (2).
However, this section has been substituted as at present
by the f%nance Act 1988. w.e.f. the date of the operation
of the original Sec. wee.f. 1988, Under Sec. 80 CCA as
originally enacted, deduction is allowed to an individual
a Hindu undivided family and certsln categories of associa-
tions of person or bodies of individuals, in respect of
deposits made under the National Saving Scheme. The amount
thet qualifies for deduction is limited to Rs. 20,000 in a
year. The deduction is admissible equal to 50% of amount
deposited. If withdrawals are mhdq under this scheme, an
amount equal bf 50%¥ of the sum of withdrawal representing the
deposit and interest accruing there on.is deemed to be the
income of tax payer of the previous year in which such with
drawal is made the interest on the deposits made under this

scheme is taxable in the year of withdrawal and to the extent
of 50% thereof. ‘

As a social security measure, the scope of this

section has been extended to the deferred annuity plans
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Q .
of the Life Insurance Corporation as prescribed by the

Central Govt. in this behalf, However, the overall limit
of investment for both deductions has been fixed at Rs.30,000

Deduction of Deposits Under National Savings
Scheme etc. . ‘
Under the new sec. 80 CCA deduction shall be

allowed in the case of a tax payer, being an individual,
2 Hindu Undividad Family and certain categories of
associastions of persons or bodies of individuals in
rola.tipn to (1) the deposits made under the National
Savings Scheme and (ii) amounts paid to-effect or to
keep in force any contract for a deferred snnuity plan of
the Life Insurance Corppration of Indis. The Central Govt.
has notified "Jeevan Dhars® and®"Jeevan Akshay® plans of the
g;:,l.ife Insursnce Corporstion of India as the annuity plans
' of that Gorporstion for the purposes of this section, The
maximum smount thet may be sllowed as deduction is Rs, 20,000
for Assessment year 1988-89 and it will be enhanced to
Rs. 30,000 for assessment yeasr 1.98?-90 on wards

Irtt.erost on Deposits vhere not Taxable
The explanation 1 to this sec. declares for removal
of doubts that the interest on deposits made under the
National Savings Scheme shall not be chargeable to tax except
in the manner and to the extent spe'ci‘fied in sec. 80 CCA(2).



: ‘ 49
Deposited under National Savings Scheme and

payments under deferred annuity Plan

The assessee who has enjoyed deduction under section
in respect of ‘l:hcl.v~ deposit made under the notified Nationsl
Saving Scheme (N.S.S.) or the payment made under the
notified deferred annuity plan is assessable when he
withdraws the deposit or receives any amount under the
annuity plan. But in the event of his death the refund of
the deposit or the amourt of the "gross insurance value element®

recelved by his legal heirs is not taxable in their hands.

i
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SEC, 80 G G t=-

INTRODUCTION OF PROVISION

Section 80 GG was inserted by the Finance Act, 19735
weesfs 1=4-76, to provide for deduction of rents paid by
assessee in respect of residental accomodation éccupied by
them for th§ purposes of their own risidcnco; Since this
provision will apply to all assessees who are not covered
by Sec. 10 (13A), it will include self-employed persons as
wall as salaried employees who are not in receipt of any

house rent allowance from theiy employees.

AMENDMENTS

Section 80 GG has suffered the following
amendments :-

1) 1982 :- :

The word "four®" was substituted foréthe vord *three"
by the Finance Act 1982 w.e.f. 1-4-83 to r;isc the monetory
ceilling of Rs. 300, per month to Rs., 400 per mornth,

2) 1983 :- ° B

The existing proviso was substituted by the Finance
Act: 1983, wee.f. 1-4-84 for the following proviso

*Provided that nothing in this section shall apply
to an assessee in any case where any residential accomodation
is owned by his spouse or minor child or where such assessee
is a memberrof Hindu Undivided family'by such family®, |
3) 1986 :- b

The finance act 1986, effected the following changes
w.e.f. 1-4.1987,
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(1) The words "to the extent to which such excess

expenditure does not exceed one thousand rupees
per month or 25% of his total income for the year
whichever is less: Were substituted for “to the
extent to which such excess expenditure does not
exceed four hundred rupees fer month or fifteen
percent of his total income for the year, whichever
is less", ‘ ,
(1i1) The words, brackets and figures "under sub clause
(1) of clause (a) or, as the case may be, clause (b)
sub section (2) "were substituted for " under clause
"(1) or as the case may be clause (ii)“of sub sec.(2)"
in the proviso
(111) The words "twenty five percent® were substituted

n£ifteen percent® in the explanation.

With a view to liberalising the provisions of this
section, by an amendment brought about by the Finance Act
the monefary celling of doductién has been raised from
Rs. 400 per month to Rs, 1,000 per month, The ceiling
of deduction interms of percentage of total income has
been raised from fifteen percent to twenty five percent,
The lower of the two ceiling now stipulated will be
admissible as deduction as at present,

Eligible assessee :- Section 80 GG deduction rent paid
by an assessee in respect of any furhished or unfurnished

accommodation occupied by him for the purposes of his

own residence. The assessee entitled to the deduction



of renté under this section should be an assessee

who does not receive a house rent allowance exempt
under section 10 ( 13A ) from his employer, thefefore,
Section 80 GG will apply to all assessees who are not
covered by Section 10 ( 13A ) and it will include
self-employed persons as well as salaried employees
who are not in respect of any house rent allowance

from their employews.

Condition for Allowsnce of deduction :-

The deduction to be allowed under Section 80 GG
in respect of any expenditure incurred byfan assessee
towards payments of rent for any furnishe& or unfurnished
accommodation occupied by him for the purposes of his own
residence shall be sllowed subject to the condition that
accommodation is situated in any one of the following

places namely -

(1) Agra, Ahemadabad, Allshabad; Amritsar,Bangalore,
Bhopal, Calcutta, Coimbatore, Delhi, Faridabad, Gwalior
( Lashkar ), Hyderabad, Indore, Jabalpur, Jaipur, Kanpur,
Lacknow, Ludhiana city, Madurai, Nagpur, Patna, Poons,
Srinagar, Surst, Vadodara ( Baroda ) or Varanasi or the

urban agglomeration of each of such places or

(ii) Bombay, Calcutta, Cochin, Ghaziabad,
Hubli-Dharwar, Madrs, Solapur, Trivandrum or Vishakhapat nam,
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Quantum of Deduction :-

The quantum of permissible deduction under section
80 GG is as follows : ‘

For assessment yeér 1976-77/82-83

Any sum excess of 10X assessment total. income

excess 300 per month or 15% total income whichever is less.
For assessment year 1983.-84/88-87

The monetary ceiling of Rs. 300 p.m. was raised

to Rs. 400 p.m. and other condition were the same.
For assessement year 87-88 onwérds

The ceiling on deductable expenditure on rent
has been raised for A.Y. 1987-88, According to permissible
deduction Rs, 1000 p.m. or 25% of assessee total income.

Deduction for House Rent :-

Sectioé 10 ( 13A ) exempts from tax any special
allowance specifically granted to an employee to meet actual
‘expenditure on rent for residential accommddation. This
Section grants deduction in respect of residential rent to
other employees who éo not receive special] allowance covered
by Section 10 ( 13A ) and to assessees other than employees
Rule 11B specifies the places in which the benefit of the
this Section can be claimed,, |
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SECTION 80 HHC :

INTRODUCTION OF PROVISION

Section 80 HHC was inserted by the Finance Act 1983
wee.fe 1-4-1983, with a view to encouraging la;ger exports
of certain goods. The Finance Act 1982 had inserted Sec. 89A
with effect from June 1, 1982 for péoviding tax relief ¢o
Indian Companies and non-Co-operate Tax payers resident in
India whose export turn over for a year exceeded the export
turn-over for the immediately preceeding year by more than
10 percent thereof, the Finance Act 1983, has omitted the

aforesaid provision w.e.f, 1983,

AMENDMENTS

This Section has undergone the following Amendments

1)1985 :-
The Finance Act, 1985, subsituted this Section as at
present wee.f. 6-1-1986 for the Section as originally inserted

the original section was as follows :
Sec. 80 HHC Deduction in respect of export turnover

l. Where the assessee being an Indian Company or a person

( other than a company ) who is resident in India, exports out of
India during the previous year relevant to an assessement year
any goods or merchandise to which this section applies, there
shall, in accordance with and subject to the prowisions of this
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section, be allowed incomputing the total income of the

aésessee, the following deductions :namely

2.

»

(a)

(b)

(a)

(b)

a deduction of an amount equal to one per cent
of the export turnover of such goods or merchandise

during the previous year and

a deduction ;f an amount equal to five percent
of the amount by which the export turnover of such.
goods or merchandise during the previous year
exceeds the export turnover of such goods or |
merchandise during the immediately preceeding

previous year.

This section applies to all goods or merchandise
( other than those specified in Clause (b) ) if
the sale proceeds of such goods or merchandise
exported out of India are receivable by the

assessee in convertible foreign exchange.

The goods or merchandise referred to in Clause (a)

are the following namely :

(1) Agricultural Primary commodities, not being
produce of plantations :

(11) Mineral oil :

(111) Minerals and ores ; and

(iv) Such other goods or merchandise as the
Central Government may, by notification
in the official Gazettee, ispecify in fhis
behalf

8ARA. BALASAMED RMARDE"? LiT7ARY
Y Vo

ERIVA HOUNIVET DT 0 el

_——



‘ 56
3. No deduction under Clause (b) of Sub-Section (1)
shall be allowed under the assessee had, éuring the
immediately preceeding previous year expofied out of
India goods or merchandise to which this section applies -

Explanation - for the purposes this_soctionr*

. (a) * Convertible Foreign Exchange® means foreign
exchange which is for the t%me being treated
by the plwpe Reserve Bank of India as convertible
foreign exchange for the purposes of the Foreign
Exchange Regulation Act,1973 ( 46 of 1973 ) and

any rules made thereunder :

" (b) "Export Turnover" means the sale proceeds of
any goods or merchandise exported out of India,
but does not include foreign or insurancé
attributasble to the transport of the goods or
merchandise bgyond the customs station as defined
in the Customs Act, 1962 ( 52¢ of 1962 ).

2) 1986 :=-

The Taxation Laws ( Amendment and Miscellaneous

Provisions ) Act, 1986, made the following changes we.e.f.
1-4-1987

»
(1) In Sub-$(1), the portion beginnihg with the
words 'Provided that' was substituted by the

portion as at present.
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(i1) Sub-Sec. (4) was inserted before the
explanation

(111) Clause (c) was inserted in the explanation

3) 1988 :-

The Finance Act 1988 has made the following
amendments wee.f. 1-4-1989 : :

i

(1) Sub-Sections (1) and (1A) shall be substituted
for Sub-Sectiop (1),

(11i) Sub-Section (3A) shall be inserted after
" Sub-Section (3)

(131) Sub-Section (4A) shall be inserted after
sub-section (4)

é

(iv) Clauses (d) and (e) shall be inserted in the

explanation after Clause (c).

Deduction in respect of profits of export business.

(1) Eligible Assessees —

Under Section 80 HHC, an Indian Company or a
non-Co-operate residemt assessee is entitled to the
deduction of an amount, if the company or the assessee
exports out of India during the previous year any goods
or merchandise ( other than mineral oil and minerals
and ores )., However from the Assessment year 1989-90,
if the assessee being a holder of an export house certificate
or a3 Trading house certificate in the prescribed form that

o7
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in respect of amount of export turnover specified therein,

the deduction under Sub-Section is to be allowed to a
supporting manufacturer, then the amount of deduction
available to the export house or the Trading Ebuse shall

be reduced by such amount which is calculated proportionstely

from assessment year 1989-90,

(11) Goods or Merchandise Cove;ed

The provisions of this Section will apply to all
goods or merchandise ( other than mineral oil and minerals
and ores ) if the sale proceeds of such goods or merchandise
exported out of India are receivable by the. assessment in

convertible foreign exchange. ;
(111) Excluded goods

The following oods or merchandise are excluded from

theapurview of this section
(1) Mineral 0il (2) Minerals and Ores.

(iv) Conditions for deduction

(a) Principal Exporter - In order to claim deduction
under this section the following conditions should
be fulfilled by a principal exporter.

i(l) An amourt equal to the amount of deduction claimed
should be debited to the Profit and Loss Account
of the previous vear in respect of which the
deduction is to be allowed and credited to a
reserve account to be utilised for the purposes

e s
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of the business of the assessee. The Board has
clarified that the distribution of dividends out
of such reserve is utilisation of the purposes of
the assessee's business;

(11)The assessee must furnish in from No. 10 CCAB
prescribed by rule 18 BBA (2) alongwith the return
of income the report of a chartered accountant or
a qualified auditor a# defined in explanation below
sec. 288 (2).

(b) Supporting manufacturer - As noticed earlier, a
supporting manufacturer is also entitled to deduc-
tion. Under sec. (LA) from Assessment year 1989-90
sub section (4A) lays down conditions for the
admissibility of deduction under section (lA)
in the case of a supporting manufacturer. The
new sub section provides that the deduction shall
not be allowed to a supporting manufacturer unless
be furnishes in the prescribed along with the

return of income.

(v) Quantum of Deduction
The deduction admissible under this section is as
follows :-

*(a) For Assessment year 1983-84 to 85-86 for Assessment
year 1983-84 to 85~86>the possition of allowable
deduction was as under -

(1) a deduction of an amount equal of 1% of the export

turnover of such goods or merchandise during the

previous year: and.
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A

({b) a deduction of an amount equal to 5% of the amourt
by which the export turnover of such goods or
merchandise dJring the previous year exceeded the
export turnover of such goods or merchandise
.during the immediately preceeding previéus year.

(b) for Assessment year 1986-87 for Assessment year
1986-87 a deduction of an amount not exceeding
50% of the profits derived by the assessee from the
export of goods or merdhéndise was permissible.
(c) for Assessment year 1987-88 and 88-89 a deduction
of the aggregate of the following is admissible.
(1) 4% of the not foreign exchange realisationand,
(11) 50% of so much of fhe‘pmoftts derived by the
assessee from the export of goods or merchandise

as exceeds 4% of the net foreign exchange

realisation.

Profits derived from Export (goHwc)

1) Principal Exporter :-

In case, where the business carried on by the
assessee consists exclusively of export out of India of
the goods or merchandise to which the provisions of this
sec. apply, the profits derived from the export of godds or
merchandise for the purposes of the conces%ion shall be the
profits of thé business as computed under the head "Profit

and gains of business or professiont,
2) Supporting manufacturing :-

As noticed earlier, a supporting manufacturer will



also be eligible for deduction under sub sec. (LA) from
assessment year 1989-90, therefore, in a case where the
business of the supporting mahufacturer‘consists’exclusivoly
of sale of goods or merchandise to one or more Export Houses
or T;ading Houses, the whole of the Profit of the business
of such manufacturer shall be the profits derived from the
sale of goods or merchandise in respect of which the
deduction is allowed.

)

Since the Direct Tax Laws (Amendment) Bill 1988,
'propos es to amend sub sec. (4) Ser changing the basis for
calculating the deduction £rom "net foreign exchange
realisation® to export turnover® w.e.f. 1-4-89 clause (d)
of the Explanation defining, "net foreign exchange
realisation" is also proposed to be omitted w.e.f. the

same date.

-

Profit from Export

The old sec. 89 A which Qraﬁted relief in respect of
export turnover was brought into force from lst June 1982,
It was soon replaced, with substantial alterations, by the
original sec. 80 HHC which came into force ffom 1st April
1983 and which granted a2 deduction based on a percentage of
the export turnover. The sec. was substituted by the Finance
Act 1985 we.e.f. 1-4-86 that sec. which granted 2 deduction
with reference to export profits and later also with reference
to foreign exchange realisations, required the amount of
ededuction "utilised for the purposes of the business of the

assessee. There fore the heading of the sec. Deductions in

61
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respect of Profits retained for export business" was

than appropri&te with the 1989 amendments the Sec. for

the first time

(i) Exempts the entire profits derived from export and

(1i)makes express pro#isions for dividing ﬁhe exempt ion
between a recognised export House or Téading House and
the supporting manufacturer. The_main requirements of

the Sec. are that .

(a) the assessee should be an Indian company or any other

’ non-corporate Person resident in India engaged in the
business of export.

(b) the sale proceeds of ¢oods or me;chandise export ed
should be receivable by the asses#ee in convertible
foreign excbaﬁ@e.

(c) the goods or merchandise exported should not be
‘mineral oil-meneral or ores (Sub Sec.(2)(b) & (d)
the assessee should furnish the report of an account
certifying the correctness of the claim for deduction
and in the case of a supporting manufacturer, also an
auditor's certificate from the export House or the
Trading House to ensure against double deduction.

Sub sec. (3) (a) provides that "Profits derived from
the export of goods" (which enjoy exempt under section) are
profits of the business as comhutgd under the head of Business
in e case where "the business carried bn by the assessee
consists exclusively of}the export" of such goods tﬁe word

"exclusively" should be read in reasonable sense.



SECTION 80 J i

1, INTRODUCTION OF PROVISION

Section 80J was inserted by'the Finance (No.2)

Ast 1967 w.e.f. 1-4-1968. The subject matter of this
provision was previously dealt with by Section 84, which
was simultaneously deleted. This Section also corresponds
to Section 15C of the 1922 Act and the provisions of
Section 84 were in pari meteria with the provision of
Section 13C. However, the scheme of Section 80J is .
entirely different from that of Section 15C of the 1922 Act
or Seétion 84 of this Act and is not declaratory of the law

as then existing.
2. AMENDMENT

This Section has witnessed the following amendmsaents.

The Finance Act, 1969 substituted the words
"twenty-eight years® for the words "twenty three years"
in Sub-Section % (4) (14i) and (5) (11ii) w.e.f. 1969.
The result of this amendment was that "tax holiday"
concession was made avallable to the new industrial
undertaking commencing production of the articles or
operation of cold storage plant or ships brought into
use upto 31-3-1976, instead of upto 31-3-71 before the

amendment.,
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2. 1974 :-

The Direct Taxes ( Amendment ) Act 1974 inserted
a reference to section 80HH in Sub-Section § (1) & (3)
w.e.f, 1974 consequential to the insertion of that Section
in the Act by Amendment Act,
3. 1977 1= ?
The Finance ( No. 2 ) Act 1977,inserted a reference
to Section 80 HHA in Sub-Sbetion (1) and (3) w.e.f, 1-4-1978
consequent upon the insertion of that Section in the Act,

?

The Finance ( No. 2 ) Act 1980 made the following
fvom ~
changes with retrospegtive effect“1-4-1972.

(1) In Sub-Section (1), the words brackets,figure
and letter "Computed in the manner specified in Sub-Section
(1A)" were substituted for the words "Computed in the -
prescribed matter®

(2) Sub-Section (1A), as at present was inserted
¥
The effect and scope of these amendments were

elaborately explained by the Board in Circular No, 281
dated 22-9-1980.

5. 1988 i~

The Finance Act 1988, has omitted " or Section 280 0"
from Sub-Section (3) w.e.f. 1-4-1988.
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3. Objective of Provision i-

The principal object of this provision was to
encourage setting up of new industrial undertakings by
offering tax incentives. The object of granting concesslion
under this Section 1s to engourage new industrial under—

-takings to boast up industrial growth",
Eligible orofits and gains -

The profits and galns included in the gross total
income of an assessee are the profits derived from the

following

1) An industrial undertaking, or
2) Ship or |
3) Business of a hotel.

v

4, Quantum of deduction -

The deduction from the profitsand gains permissible
unddr Section 80F is at the rate of 6% per annum of the

capital employed in the industrial undertaking or ship or
hotel business, comphted in the manner specified in Sub-Sec,

(1A) from the assessment year 1972;73 and in accordance with

Rule 19A before this Assessment Year,

5. Period of deduction :-

The deduction is available for 5 assessment yearg
including the initial assessment year relevant to the

previous year in which the industrial undertaking begins
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to manufacture or produce articles or to operate its
cold storage plant or the ship in' first brought into use
the hotel starts functioning.

6. Dectulion atiprescribed rate avallable for entire year

even if undertaking woxked for less than 12 months

It may be observed that deduction under section 80J
is available at the rate of 6% or 7.3%, as the case may be,
per annum of the capital employed. The expression "Per annum®
has nothing to do with the number of days in a particular year
for which the new units have worked. Rellef provided under
Section 80J 1is an incentive to the assessee which has
established a new industrial uqdertaking which is available
for the full five yéars inclusive of the year in which the
manufacturing operations started and the relief depends not

onihe
only upon the commencement of production, capital employed.

7. Computation of Capital Employed :-

It may be observed that deduction on this Section
is available at the rate 6f 6% or 7.5% per annum of the
c§pital employed in the industrial~undertaking etc, It is
therefore, necessary to properly understand the manner in
whicﬁ?ggdinary, natural, legal and comnon sense. Thefefore,
they do not convey the sense of capital used or utilised.
The exbression "Capital employed™ has a variable meaning

depending on the context in which it occurs and the purpose

for which it is used =
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(1) Computation, in manner provided under Rule 19A
till assessment year 71-72

(11) Rule 19A and Sub-Section (1lA) valid

(111)"Capital employed®means Self-owned capital
(iv) Computation from Assessment year 1972-73.

Conditions for eligibility of industrial undertakingsec.
Sub-Section (4) to (6) enumerate the conditions which are

to be fulfilled by an industrial undertaking etc. 1in order
to come within the ambit of Section 80J. Therefore, it the
requirements of Section 80J (4) are not fulfilled, an industrial

undertaking will not be entitled to special deduction under
this section.

Conditions for Industrial Undertaking :-

The conditions specified by Sub-Section (4) to be
fulfilled by an industrial unaertaking go to show that the
industrial undertaking contemplated therein is a newly
established industrial undertaking'the term "newly established®
through not occuring in the body of Section 80J, must be read
wheréf%h;?mindustrial undertaking occurs in that section

which 1s not the objéct and purpose of Seétion 80J.

More than one undertaking owned by Assessee &
It is not possible to equate an undertaking with a

company there‘ore, when a company own more than one undertaking,

the appliction of Section 80J has to be with respect to the

particular undertaking and not to the company in general.
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Accordingly, there would be no reconstruction of

the existing business in the followlng cases 3

(1)

(11)

(114)

(1v)

(v)

Where separate unit is set-up for manufacturing
spére parts for oil engines by the assessee
engagedf}ssombling oil engines by purchasing

spare pafts from out-side,

Setting up of new unit for manufacture offbody
panels 'as components for motor cars by a manufact-

=urer of motor cars

New business has come into existence by virtue
of succession or sale there is no question of

any reconstruction at all

setting-up of a new for manufacturing lamp caps

under a separate licence by a company engagedin

production of lamps,

Where the assesseée owning a paper mili, set-up
an electro lysis plant for thé manufacture of
caustic soda, which was an essential chemical
used in paper manufacture and the new plant was

covered by separate licence and was housed in a

" separate bullding main manufacturing unit and

(vi)

that no part of the caustic soda was sold to any

outsider

where a manufacturer of hosiary goods established

_a separate export .wing to €xport goods being

manufactured by different raw materials and the



(viy)

(vii1)

(1x)
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for this purpose constructed a new building and

installed new machinory

Establishment of different units for manufacturing

comp&hénts by the assessee importing components of

instruments and assembling them

Establishment?; new factory‘by sugar manufacturer

to be run by electricity whereas old factory was

being run on steam., Though negligible portion of
scrap and materials from the old factory were utilised

in new factory
§

there is substantial capital outlay on extensions
to existing unit and installation of new P, & M,

; -resulting in doubling production

(x)

(x1)

(x11)

(x1i1)

installation new machineriew for crushing gold
and refining it by the assessee co engaged in

mining gold and dismantiing existing crushing plant and
existing factory.

setting up of a spinning unit by a manufacturer of
textiles already having a weaving unit

setting up of a spinning unit by a manufacturer of

wool tops which were converted into woollen yarn by

some outside spinners

setting up plant for manufacturing nylong inserts
with fresh capital'by a manufacturer of self locking
nylong nuts for vehicles by purchasing nylong inserts

from local sources even if new plant housed in an
extension of existing husiness premises,
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8, Carry forward and set off of deficlency

(1) General :- Under the scheme of Section 13C
of the 1922 Act, unabsorbed ;oliof in one year due to
losses or-insufficioncy of profit could not be carried
forward in the next year. However Sub-Section (3) of
Section 80J permits the carry forward and set off of
deficiency in the next following assessment year.Therefore,
the provisions of Sub-Section (3) are neﬁéwithout any
corresponding provision in the 1922 Act T.

(11) Mnmiﬂm s

Sub-Section (3) pfovides that if the amount of
‘profits and gains derived from the industrial undertaking
or ship or business of hotel included in the hotal income
as computed without applying the provisions of Section 64
and before makihg aqy deduction under section 80C to 80V
or 280,0 ( as existing till 31-3-88 ), in respect of the
P.Yurrelevant to the Assessment Year 1967-68 onward536
falls:short of the statutory percentage ( 6% or 7.5%) of
the capital-employed during the previous year the_amoﬁnt
of such shortfall or where there are no such profits and
gains, an amount equal to 6 & 7% of capital employed during
the P.Yearshall be carried forw;rd and set off against the
profit and gains eligible for deduction for the nextA
assessment year $& computed under section (1) after

making deductions 1f any Under Section 80HH, or 80 HHA
and Sub-3Section (1) of Section 807 36b.
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‘The deficiency can be carried forward for the

purposes of set off to the next followlng assessment year,

(111) Computation of deficiedby under Sub-Sec, (1)
in relevant and not subsequent assessment year essential -
Sub—-Section’ (1) and (3) of Section 80J have to be read
together and not in isolation. It follows tﬁat there
has to be a computation of deficioncy under section 807(1)
and it is only the deficience that can be carried forward
and set off under section 80J(3). Section 80 does not

regulate the other provision act.

(iv) Computation of defiency of 6% of capital employed
irrespective of pefiod of working of indus?rial undertaking.

An assessee is entitled to have deficiency under
Sub-Section (3) of Section 80J worked out at the rate of
* 6+ or 7.5% as the case may‘bo of the capital employed without
regard to the period in which the industrial undertaking

has worked 43,

9, Audit Re S

Sub-Section (6A), inserted by the Finance Act, 1975
w.e.f, 1-4676 requires the assessees other than the companies
and Co-Operative Societies submit an audit report in Fom
No, 10D prescribed under Rule 18C from a Chartered Accountant
or a qualified Auditor as contemplated in the explanation

below Section 288 (2) in order to be eligible for the benefits
of Section 807, :



10. \Preveﬁtion of abuse of "Tax Holiday" concesslon -

Sub-Section (6B) and (6C) were also inserted
by the Finance Act, 1979, w.e.f. 1-4=1976 with a view to
preventing the abuse of "Tax Holiday" concession, In case
where the goods for the purpose of the business of the
industrial undertaking or the hotel or the operation of
ships are transferred to any other‘business carried on
by the assessee or vice-versa and the consideration for
such transfer is in either case, not recorded in the
accounts of the industrial undertakiné or the hotel or
ship at the market value the profits and gains of the
business of the industrial undertaking or the hotel or
the operation of ship will be computed as if the transfer
had been made at the market value of such goods.

In a case where because of a close connection
between the assessee carrying on the business of the
industrial undertaking or the potel or the operation
of the shi§ any other person or for any other reason,
Ordinary profits accrue to the business of the industrial
undertaking or the hotel or operation of the ship.
Assessing Officer will have the power to determine the
reasonable profits that could~be attributed to the
industrial undertaking or the hotel or ship for the
purpose of determining the tax holiday profits.
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80 J :- (Sec. 15 C of 1922 Act)
Newly established industrial undertaking ships and
hotels

The profits of new industrial undertakings, ships
and hotels which fulfil the conditions presctibed by this
section are entitled to a deduction to the extent of 6%
annum on the capital employed in the case of company the
original scheme of the Act was to grant a deduction to the
company under this sec. and a separate dedu&tion under section
80 K to the sha}oholders in respect of that portion of the
dividend which was attribut able to the profits exempt under
this section this scheme has‘been altered as regards companies
whose production activities commence on after 1-4-1976. In
thef} case the deduction under section is seven and half
percent per annum on the capital employed'(proviso to sec.80J
(1) ) separste relief to the shareholder is abolished
Sec. 80 K itself was uttimately deleted wie.f. 1-4-1987.

This sec. has ceased to apply to cases where the new
“industrial undertasking begins to manufacture articles after
3lst March 1981. Such cases may be covered by the present

sec. 80 J.

"Profits and gains derived from an industrial under
taking or a ship®" implies that the undertaking or the ship
should be the direct sources, it does not cover interest on
bank deposit made from surplus cash, not profits from the

business of fishing carried on with the aid of the ship.
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One conditions is that the industrial undertaking 4

(unless it is a cold storage plant) should manufacture or
produce articles. Another condition is that the minimum
number of workers employed by the 1ndustrial undert aking
which manufactures or produces articles should not be less
than that prescribed in Sub Sec.(4) (iv).

Deduction under section is available for the Assessment
year relevant to the previous yeari%hich the industrial
undertaking begins to manufacture articles and for the next
four assessment years (six years in the case of a Co-op.
Society) The "article” in this context is the final product
which the undertaking is set up to manuf acture and the sale
of which ylelds the profit entitlaed to exemption. An
industrial undertsking which does not fulfil the statutory
conditions for exemption in the first of these 5 years (or
seven years) would be entitled to exemption for dny of the
remaining years in which the conditions are fulfilled.

The benefit under this sec. is confirned only to
the profits the new industrial undertaking and does not
extend to the profits of any other business activity even
thpough closely connected with the undertaking. Where the
raw msterials used in the new industrial undertaking sre

produced by the assessee himself in an old undertaking,

IF is only if any taxable income remains after setting
off the unabsorbed depreciation and carried forward losses
of past years that the question of granting deduction under
this sec. would arise. But depreciation -and Development

a
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| rebate pertaining to the new undertaking have already been

absorbed 'by the profits of anocther business. In the past
years and hence there is no unsbsorbed depreciation or

development rebate to be carried forwérd.not part of such

. depreclation or aevelopment rebatq should be set off against

the profits of the new undertaking of the subsequent year in
which the claim for relief under section-is made".

The profit of new industrial undertaking Bhould be
entitled to deduction under section without its being
reduced by the loss in another indﬁsf:ial undert aking old
or new. In the case of inadequacy of~prof1§s, the “deficiency"
can be carried forward for seven year. If initiasl years are
no profits, it 1is not necessary for the assessee to make claim
or for the assessing Officer gompute the quantum of deduction

under section for those years.

Duty of Assessing Officer
. It is the duty of the Assessing Officer to draw the
attention of the assessee that on the facts of the case he
seems entitled to deduction under this soé., if the assessee

has omitted to make the claim,

Company or Co-operstive society deduction under
section is admissible only;if the account of the industrial
undert aking of the relevant year have been audited and the

assessee furnish audit report along with the return income
(sub. Sec.(6A). )
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Industrial Undertaking :- Manufacture,.Production or

Processing of goods

The basic concept with significant variations of
industrial undertasking occurs in different sec. e.qg. 32 A,
33, 54 D, 80 HH; 80 I, 80 J, 109(iea) (somg now deleted)
and in various finance Acts. The case lawéqn that basic

concept is dealt with in one place.

Industrial activity is the genus, manufacture
(used here to include production) or brocessing of goods is
the species. All manufacturing activities are industrial
but all industrial activities do not necessarily involve
manufacture. Usually an industrial activity involves the
manufacture or processing ofi goods.

§

The business of construction (build, dams, bridges etc)
in volves an industrial activity but it cannot be said to
be a hanufacturing business merely because the production of
windows or concrete slabs is undertaken as.an ancillary
activity like wise residential hotel can not be said to be
mainly engaged fn the manufacture or processing of goods

merely because it cooks foodstuff§ from raw materisls.

The production articles for use from raw or prepared
materials by giving such material new forms, qualities
properties, or combinations, whether by hand labour or
machine, is "manufacture". ‘Indusftial undertaking carrying
on the following activities have been engaged in manufacture
procuction or processing of goods or articles processing

seeds or shrimps or prawns, producing chicken in a3 hatchery



by scientific and technological methods blending different 7
types of tea and packing it running cold storage plants,
supplybng cool and filtered air through aér conditioning
apparatus refreading types, machining and ﬁolishing rough
castings refining crude oil, pulverizing raw lumps of
mineral", converting boulders into cbips of stone,pressure
; piling, i.e. making cement concrete piles at the construction
site for laying foundations of buildings drilling tube wells
talloring goarments from cloth supplied by customer dyeing
and printing grey cloth ginning or pressing cotton pamplets,
labels cards etc. datg processing with the help of a computer.

. A processor of goods need not himself carry out all
the processes resulting in the end product. He may get some

of them;done by a third party.

Comput ation of Capital Employed

Validity of rule 15 A.
Capital employed includes
(a) work in progress

(b) goods in transit

(c) machinery land or other assets écquired for the business,
through they may be actually used in the accounting year

(d) advance payments made for acquiring such assets.

Rule 19 A prescribes the made of computing "the
capital employed" for the purposes of this sec. various
High Court had held that the.rule was in valid a being
"the capital employed® in terms that exclude 31l borrowed &
capital and '(b) it takes the capital employed only as on the



first day of the assessment year ignores all additional 78
capital employed during the rest of the year.

Rules 19 A had ultra vires the Act on the aforesaid
two points since it affects or derogates from the full
operative effect of the previsions of sec. 80 J.

The provisions of rule 19 A have ndebeen substantially
embodied in sub sec. (LA) with retrospective effact from
the assessment year 1972-73 raising a question does
parliament have a real role or merely a formal role in
making most of the Laws ? Which has profound significance

for the future of our democracy

"Transfer to a New Business.of Machinegi

or plant previously used®

"Transfer" includes lease the words "previously
used" do not imply that the previous year must have been
by the assessee himself, but are wide enough to éover previogs
user by gnother person. Under the pre 1976 Law it was held
that second hand but reconditioned machinery purchased from

abroad should be treated as new for the purposes of this

section.,

Explanation :-

1 to sub Sec. (4) which came into force from lst
April 1976. Sets out the circumstances in which second
hand imported machinery or plamt would be treated as new

‘. even if it has not been reconditioned.



Sub Sec. (8) Ship acquired from Gov@Trment .

The Govt. of Indis is not a"person resident in Indias®
with in clause (ii) of sub sec. (S) and therefore s ship
scquired from it fulfils the conditions of this clsuse.

Spliting up or recomstruction
The sec. does not apply-to sn industrial underteking
which is formed by *the spliting up or the reconstruction
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of » business already im existence®. The term "reconstrection®

implies that the identify of the business should not be lost
and substanmtially the same business should be carried on by
substantially the same persons. Business is sold er if its
very nsture is changed, it is not 2 case of reconstrection.

If there is new industrial undertasking which is
:mtithd exempt ion under this section subsequent splitting

up or reconstruction of that undertsking will not deprive
if 4f the exemption
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INTRODUCTION OF PROVISION
Sec. 80 L was introduced by the Finance (No.2) Act

1967 wee.f. 1968 in order to encourage investments in shares

in Indian companies.

AMENDMENTS

This section has undergone the following smendments.

1) 1968 :-
The Finance Act 1968 substituted sub sec. (1)

w.e.f. 1969 the purpose of this smendmert was explsined
by the Board in circulars No, 4 P deted 7-6-68 and 6 P
dated 6-7-1968,

2) 1970 :-

The Finsnce Act 1970 substituted the sec. wee.f.
1-4-71., The Board explained the purpose oféthis substifution
in circular No. 45 dsted 2-5-70 (1971) 79 ITR (Status)

3) 197% - '

| The Taxation Laws (Amendment) Act, 1975 inserted
clause (vii a) in sub section (1) wee.f. 1-4-1976. The
Boa£d explained the scope and effect of this new clevse in
circular No, 204 deted 24-7-76 (1977) 110 ITR (Ststus)3s7.
4) 1982 :-

The finance act 1982, made the following changes in
sub sec. (1) after clause (ix) w.e.f. 1983
, (1) The word "four * was substituted for "three® in sudb
clavse (1) and (2), -
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(41) The proviso was inserted.

8) 1983 :=
The Finsnce Act 19683, made the following changes

weesfs 141984

(1) Clause (via) was inserted.

(11) In sub s clause (1) and (2) es occuring after clause(ix)
of sub sec. (1) the word *seven® was substituted for
"four®, :

(111) The proviso inserted by finance act 1982, was omitted
The pmitted proviso, which remsined in force only for the
assessment year 1963-.84 read as under.

6) 1986 :-
The Finance Act 1986 made the following changes
w.e.f, 1-4-87,
(1) Clause (i1) of sub sec. (1) wes substituted.
(11) Sub Sec (2) was omitted before ommission, this sub Sec.
as under i-

(2) In a cese where the assessee is entitled also te
the deduction under section 80 K in relation to the whole
or sny part of the income by wey of dividends referred to
in clause (iv) of sub sec. (1) only so much tof such inoome
by way of dividends as may remsin after the deduction
under section 80 K shall be taken into account for the
purpose of allowing the deduction under sub sec. (1).

The omission of this sub sec. was consequential to the
omission of sec., 80 K. by one sawe @G-
7) 1988 :-

The finance att 1988,has made the following smendments
Woecfo 104‘119890
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(1) New clause (11ia) has been inserted.

(11) The words "or with a Public company formed and registered
in Indis with the msin object of carrying on the business
of providing long-term finance for construct ion or
purchase of houses in India for residential purposes
occuring in the opening paragraph of clause (vi1) have

% been omitted.
‘(1.11) In the proviso to clause (vii), the words "or as the case
wmay be, the company® have been omitted.

(iv) Clsuse (x) has been inserted.

(v) The first and second provisos st the end of sub sec (1)
have been substituted for the text of these amendments.
See the na text of the section.

Income qualifying for Deduction
Under sec. 80 L the folle categories of income,

when included in the gross total income of the assessee, will
qualify for deduction :=

(1) Interest on any security of the Central Govt. or a State
Govt,

(11) Interest on notified debentures (notified by the Central

| Govt.) issued by any institution or authority or any

public sector company or any co-operative soclety
(including a co-operative land mortagage bank or a
co-operative h land development bank) for the assessment
Year 1987-88 before this assessment yesr debentures

issued by any public sector company were not inclidod in
this catogory.

(I11) Interest on deposits undor the National Deposit / ,84.

~<'»

.av

I‘
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Notified by the Central Govt. by Notification No.

GSR 453 (E) dated 15-6-85 from bthe assessment year 1985.86.

(iv) Interest on deposit under the fonowiné schemes :

(a) The scheme of pest office governed by the Post

(Time Deposits) Rules 1970,
(b) The scheme of post office (Recuring Deposits) governed
" by the Post Office (R.D.) Rules 1970.

(v) Dividends from any Indian Company. |

(vi) Income received in respect of units from Unit Trust of
Indis.

(vii) Income received in respect of Units of Mutual fund
specified in new clause (23D) of sec. 10 (Assessment

~. year i988-89). \

(viii)Interest on deposits with » banl;inq company governed by
the banking Regulation Act 1949 or 8 co-operative bank.

(ix) Interest on deposits with an approved bank other than s
bank referred to in (vii) sbove from Assessment year
1984.85%,

(x) Int on deposits with a finsnclal corporstion engaged in
providing long-term finance for industrial developmert of
Indis or with a Public company.

(xi) Interest on deposits with housing or planning authorities
(from the assessment yesr 1976-77),

(xii)Interest on deposits with a co-operative society other

than a banking co-operative, made by a member of the
soclety.

(x411)Dividends from any co-operstive society.
. {xiv) Interest on deposits under Post Office Rule 1987,
(xv) Interest on deposits with or dividend received from any



Public company formed and registered in Indis with
th; main object of carrying on the business of
providing Long-term finance for corporation or
purchase of houses in Indis for residential purposes.

Quantum of Dedyction

Sr.No,  Assessmert year Apourt _of Deduction
1. 1971 =72 to 82-83 ‘ Rs. 3,000
2. 1983-84 Rs. 4,000
3. 1984-85 Rs. 7,000

It mway further observed that the ceiling on allowable
deduction operates whetiher in income belongs to one or more

categories enumerasted in para 4 above.

Addit ional Deduction

For the Assessment year 1983-84 in view of the |
proviso 1‘mort'od by the financt act, 1982 w.e.f. 1-4-1583.
A further deduction of Rs. ‘2000 in respect of interest on
~ amy Govt. security referred to in clause (i) of sub sec (1),
or interest on bank deposits referred to in clause (vi)
sub sec. (1), being deposits for one year or more, was
slso allowsable. o

From assessmert year 1985-86 to 1988-89 in view of
the insertion of the two proviso to sub sec (1) sn additional
deduction is sllowable ss follows :-

(1) where gross total income includes interest on deposits
ur;dor the National Deposit Scheme, 1984 or income in
respect of Units from Unit Trust of Indis an additionsl

84

deduction upto Rs. 3,000 will be sllowed from such income

as has not been allowed as deduction.



89
(11) In ¢ase of interest on deposits under the Nstional
Deposits scheme 1984 amtt further deduction up to
Rs. é.ooo will be sllowed from the income as has
remained unallowed.

'

Dividend Income

It mey be observed that till the As_sosumt year
1986-87 if the assessee was entitled to deduction in respect
of dividends under sec. 80 K only the balence of the
dividends income could qualify for deduction under section
80 L (1) this wes the mandste of sub sec. (2) of Sub Sec 80 L.
However, in view of omission of sec. 80 K w.e.f. 87
sub sec (2) of sec 80 L was also omitted with effect from
that date. Therefore, from tho Assessnment year 1987-88,
dividends will straight a way qualify for deduction
under section 80 L. /

Further, in view of sec. 80 AB inserted w.e.f.

1-4-81 deduction is available only on the net dividend.
Therefore the d@cicions holding that deduction was available
on gross dividend, are no longer good Law. ]

No deduction if income ugatﬁo

For the application of the provision of chapter VIA,
The first inquiry that has to be made is whether the
‘assessee's gross totel 1ncoio includes any income by way
of d}vidonﬁs, etc, It 4t does, the next step to take is to
compute the assessee's gross total income. This is the
total income computed under the Act without the deductions
under chapter VI A or sec. 280-0as it existed till 3l.3-88,
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B8O L :- Exemption in respect of dividends
Interest etc. '

The net effect of the tortuous provisions this
section is that an assessee is entitled to (a) A deduction
of Rs. 7,000 from the various specified categories of
income (bP a further deduction of Rs. 3,000 from dividends
from any Indisn company and (c) an additional deduct ion
of Rs. 3,000 in respect of Income from Unit -Trust of Indis
Dividend from Master shares issued by the Unit Trust of
India is covered by sub sec. (1) '(iv). Since the Unit
Trust of Indias company under section 2(26) (ia) of this
Act read with sec. B (1) of the Unit Trust of India Act.

It was correctly held by the Allakabad High Court
that a Partner was entitled to mdedduction under section
in respect of his share of the dividend received by the firm,
This decision is superseded by sub sec (3) which was
introduced in 1984 with retrospective effect from 1-4-1976.
Similarly a beneficiary under a trust is entitled to claim
deduction under this sec¢c. in Vrospoct of the interest on
securities rgcoivod by his from the trustees. As regards
interest credited to an employee in his recognized provident
fund account sec under section 17(1) ®Annual accretion in
recognized Providend Fund sccording to the Madras High Court
deduction under this section is not availéblo to the wife
whose dividendincome is includible in horghusbandstotal income
under section 64 but is available to only the husband whose
dividend income is clubbec with hers.
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Section 80 W

INTRODUCTION OF PROVISION

- e S g - -

Section 80 M in was introduced in place of old
Sec. 85 A by the Finance (No.2) Act 1967 w.e.f. 1-4-68
Sec. 85 A wés inserted by the Finance Act 1965 w.e.f.
1-4-65 and was deleted wee.f. 1-4-68 Prior to Sec. 85 A
this topic was dealt with under sec. 99(1) (iv).

AMENDMENTS

This section has witnessed the following amendments
since its ception.

1) 1968 :- .
| The words ®received by it® in tho opening part of
sub.sec. (1) and in clause (a) (1) were omitted by the
Finance Act, 1968, w.e.f, 1-4.1968.
2) 1970 :- |

The finance Act 1970, substituted sub sec (2)
wee f. 1-4-1971, ‘
3) 1982 :-

rpe figures and word *27,28,29, 30 and 33" were
substituted in clause (a) of sub section (1) for "27, 29
and 33" by the Finance Act, 1982, w.e.f. 1-4-1983. This
amendments was explained by the Board in circulsr No. 346
dated 30-6-1982. (1982) 138 ITR
4) 1984 :-

The Finance Act, 1984 substituted the words,



"an amount equal to sixty percent of such income®, for 88
an amount equal to" and clause (a) and (b) of sub sec.(l)
Weeofo 14‘1%5.

The Board explained the purpose of this amendment
in circular No, 387, dated 6-7-1984 : (1985) 152 ITR
(Statutes) 15, '

%) 1986 3~
The ¢Finance Act, 1986, substituted this sec. as
at present wee.f. 1-4.87 for the follqung.

(L) where the gross total income of an assessee being »

' domestic compeny includes any income by wey of divi-
dends from domastic company there shall, in accordance
with and subject to the provisions of this section, be
allowed, in eonpu‘ting the total income of the assessee,
a8 deduction from such income by way of dividends of an
amount equal to sixty parcorb of such income.

(11) Where a company to which this sec. spplies is entitled
also to the deduction under section 80 K the deduction
under sub sec. (1) shall be allowed in respect of income
by way of dividends referred to therein as reduced by the
amournt of the deduction und;r section 80 Kv,

This substitution was necessitasted on account of
omission of sec. 80 K,
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SCOPE OF - PROVISION

As noticed earlier, this Section has undergone
as many as 8 Amendments since its 1nc§ption in 1968,
Till the Assessment Year 1984-8%; full deduction was
granted in respect of 1nconc‘by way of dividents recelved
by a domastic company from a company formed and registered
under the Companies Act 1956, after 28th February 1975
and engaged exclusively or almost exclusively in the
manufacture or production of any one on more of the
spacified priority articles. :

However, from the Assessment Year 1985-86 the
position is quite different on the consideration that
~ there is little justification for continuing to provide
cdnpleto exemption in respect of divident income,
The Finance Act 1984 amended Section 8OM w.e.f. 1-4-85
to provide a uniform rate of deduction at 60% for all
‘dividentls received by a domastic company.

Though Section 80M was substituted by the Financial
Act 1986 w,e.f. 1-4-87 consequent upon the omission of
Section 80K the rate of deduction is 60X of the inter—
corporate dividends from Assessment Year 87-88 however
with differente that from this Assessment Year, the qualifying
dividend would not be reduced by deduction Under Section 80K
as earlier because Section 80K has been omitted w.e.f. 1-4-67.
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Deduction under this provision after setting off losses

Deduction under section 80M is to be made after
setting off losses U;\der Section 71 and 72 under Section 71
the Assessee is entitled to have the entirely of its business
boss from one head set off against its income under any
other head. The Section does not permit tixé assessee to
have only a pirt of the loss to be set off against income

from other heads and carry forward the balance.

b

1f the gross total income includes any income by
way of dividends, the assessee is entitled to the benefit
of the deduction as specified in Section 80M see 8SOM does
not postulate that in iordor to become entitled to the
deduction under the said Section in respect of income by
way of gividonds earmned from the shares. The assessee
company must be tl;o registered holder a¥ shtmey of shares
in respect of which income by way of dividend is earned.
Accordingly, where the dividend income realised through
a trust is assessed in the hands 'of the assessee~company

deduction under Section 8 can not be denied.

If the gress total income being computed happens
to be loss. No relief can be granted under section 8OM.
Deduction from total income under section 80M cannot exceed

the assessee's gross total income where such gross total
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income is found to be a net loss in the year concerned
because 1f the losses suffered during the year. There
is no question of any further deduction of 60% of the
dividend earned under section SOM.

? This Section applies only to one category of
dividends received by a dona#tic company from a domastic
company., "A domastic company® means Indian Company, or
any Foreign Company in which has made the prescribed
arrangements for the aoclaration and payment, within India,
of the dividends payable out of its income liable to tax
under this Act Section 2 (22A). In oxder to get the
benefit of this Section it is not necessary that the
company receiving dividend should be registered share
holder of the company paying.

1
Deduction not to be calculated with reference to
gorss dividend, gross ro&alty etc,

Various Section of chapter grant deduction
in respect of whole or a percehtage dividehd royalty etc.
received by the assessse., Diff. High Court had held that
in absense express statutory indication to the contrary
these daductions should be calculated with reference to
the gorss dividend the deduction Under Section 80K, S8OL
80M should be calculated with reference to the gross
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dividend without deducting interest chaxrges and other
allowable expenses and the deduction Under Section 800
should be calculated with seference to the gross royalty
without deducting the expenses for earning it. C.I.T.
which was concérned with inter-corporate dividend

under Section 80M but in which the principle was held
applicable also to other Section 80K, 80MM, 80N, and 80 O
( The first three of which are now deleted ).

The Finance Act 1980 introduced Section S80AA with
retrospective w.e.f. 1-4-1968 regards other receipts the
Supreme Court over ruled cloth trader and held that the
deduction under section 80M has to be calculated only with
xefi%once to the net amount after deducting the allowable
expenditure and that 80AA was merely declaratory of the
Law as it always —— "Gross total income™ means the total

income computed in accardance with the provisions of this
Act. ’
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PROBLEM

SECTION 80 CC

Find out the deduction allowable in the following cases:

. Mro A. Mr. Bo Mrc Co
Equity shares purchased
in a company ferming part
of eligible issue 6,000 6,000 22,000
Unpaid share amount paid |
within 6 months from the
end of the previous year - 4,000 1,000
Shares sold in the next 22,000

previous year

The deduction allowable U/S 80CC
In the case of Mr. A. |

Rs.3,000 is allowable (i.e.50% of 6,000)
In the case of Mr. B.

"Rs. 5,000 is allowable (i.e.S50% of 10,000)

He 1s eligible for claiming deduction on Rs.4,000 also
since he has paid the remainmgunpald amount on the shares
within 6 months from the end of the previous year as it will be
treated to have been paid towards cost of the shares.in

In the case of Mr. C.

Rs. 10,000 is allowable (i.e. 50% 20,000)

The amount of qualifying shares is limited to Rs.20,000
as specified by the assessee, Hence the excess shares are

ignored for the purpose and the maximum deduction will be
Rs. 10,000 only.



PROBLEM
SECTION 80 CCA

Mr. A. Mr. B, -~ Mr. C.
Deposits made under National | ’
Savings Scheme 32,000 25,000 16,000
Amqunt palid towards deferred
annuity plan to Life - 5,000 4,000

Insurance Corporation

Calculation of deduction u/s S80CCA

In case of Mr. A.

Rs. 30,000 are allowed as deduction being 100% of the
maximum amount of Rs. 30,000.

In case of Mr, B.

Rs. 30,000 are allowed as-deduction being 100% of the
total of Rs. 30,000 (i.e. 25,000 + 5,000)
In case of Mr. C.

Rs. 20,000 are allowed as deduction being 100% of the
total of Rs. 20,000 (i.e. 16,000 + 4000)



PROBLEM
SECTION 80 GG

35

Example : Mr. A pays rent of Rs.l1,250 per month. His
gross total income for the assessmert years 1988-89 to 1991.92
is Rs., 60,000. Deduction is to be clatmed as explained hereunder.

Gross total income Rs. 60,000
Less : Deductions under Chapter
VIA: _
(1) National Savings Scheme Rs. 5,000
(Secpion SOCCA? :
(2) Dividneds & interest from Rs, 1,50 Rs. 6,500
bank (Section 80L)
deduction under section Rs .*53, 500
80GG ‘
Rent paid (Rs.l1,250x12 months) Rs.15,000
Less : 10% of Rs.53,%00 as comput ed Rs. 5,3%0
above R
Rent paid in excess .Rs. 9,650
Rent paid in excess ‘ Rs. 9,650
2% of total income Rs.53,500 Rs.13,375
Celling amount of Rs.l1,000 Rs.12,000

per month x 12 months,

The least of the above viz. Rs.9,650 is allowsble Rs. 9,650
as deduction under section 80 GG.

Taxable Income Rs. 43,850

A TS G A D s
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* Under the Explanation to section, the base 80GG in
this example for deduction u/s 80GG is Rs.53,500. The gross

total income in this example is Rs; 60,000 and the total income

Rs. 43,850. The Explanation states that "10% or 2% of his
‘total income.®



