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CHAPTER 9

ASSESSMENT OF VARIOUS

ENTITIES

( LEARNING OUTCOMES W

After studying this chapter, you would be able to -

Q

Q

compute the total income of a company applying general provisions vis-a-vis special tax
regimes under section 115BAA or 115BAB and determine the optimum tax liability;

advise the company whether or not to opt for the special tax regime;

examine whether alternate minimum tax (AMT) would be applied in the case of persons
other than companies; and compute AMT and determine AMT credit to be carried forward;

compute the total income of a firm and its tax liability; and determine the liability of
partners of a firm and LLP on dissolution;

compute total income and tax liability of a co-operative society applying general provisions
vis-a-vis special tax regimes under section 115BAD or 115BAE and determine the optimum
tax liability;

advise the co-operative society whether or not to opt for the special tax regime;

compute the total income of an individual, HUF, AOPs/Bols as per the default regime under
section 115BAC vis-a-vis normal provisions of the Income-tax Act, 1961 and determine the
optimum tax liability;

examine the incidence of taxation on mutual concerns.
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|cHaPTER OVERVIEW [} 77

Taxation of companies

- Total income and tax liability
as per normal provisions of
Act including MAT

- Total income and tax liability
as per concessional tax
regimes  under  section
115BAA or 115BAB, as the
case may be

Special provisions relating to
shipping companies

Alternate Minimum Tax for
persons other than
companies

Taxation of firms/LLPs and
their partners

Taxation of Co-operative
Societies (including
concessional tax regimes u/s
115BAE or 115BAD)

Taxation of other entites

- Default Regime u/s 115BAC
- Taxation of Individuals

- Taxation of HUF

- Taxation of AOPs/BOls and
their members

Taxation of Mutual Concerns

Taxation of Local Authority

Tax planning considerations
in relation to business

Taxation of life insurance
business

Tax on income from GDR

Tax on income from transfer
of carbon credits
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ASSESSMENT OF VARIOUS ENTITIES _

(L 9.1 TAXATION OF COMPANIES

| (1) Meaning of ‘Company’ for purposes of income-tax |

Under the Income-tax Act, 1961, the term “Company” has a much wider meaning than what has
been given to it under the Companies Act. The company is considered as a ‘person’ for all
purposes of assessment proceedings [Section 2(31)(iii)].

Section 2(17) of the Income-tax Act, 1961 defines a company for income-tax purposes.
Accordingly, ‘company’ means —

() any Indian company as defined in section 2(26); or

(i)~ any body corporate incorporated by or under the laws of a country outside India, i.e., any
foreign company; or
(iii)y  any institution, association or body which is/was assessable or was assessed as a company

for any assessment year under the Indian Income-tax Act, 1922 or for any assessment year
commencing on or before 1.4.1970 under the present Act; or

(iv)  any institution, association, or body, whether incorporated or not and whether Indian or non-
Indian, which is declared by a general or special order of the CBDT to be a company.

Such institution, association etc. shall be deemed to be a company only for such assessment
year(s) as may be specified in the CBDT's order.

| (2) Classes of Companies

. Domestic and Foreign Company: Companies can be classified into two categories, viz.
(1) Domestic company and (2) Foreign company.

(1)  Domestic company means
- an Indian company or

- any other company, which, in respect of its income liable to tax, has made the
prescribed arrangements for the declaration and payment of the dividends
(including dividends on preferential shares) within India, payable out of such
income [Section 2(22A)].

Indian Company [Section 2(26)] - A company has to satisfy the following two
conditions so that it can be regarded as an Indian company —
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(a)

(b)

the company should have been formed and registered under Companies Act,
19561

the registered office or the principal office of the company should be in India.

The expression ‘Indian Company’ also includes the following provided their
registered or principal office is in India:

(i)

(ii)

a company formed and registered under any law relating to companies
formerly in force in any part of India [except Jammu and Kashmir, Goa?,
Dadra and Nagar Haveli, Daman and Diu and Pondicherry, wherein
companies formed and registered under any law for the time being in force in
the respective union territories are included in the definition];

a corporation established by or under a Central, State or Provincial Act (like
Financial Corporation or a State Road Transport Corporation);

an institution or association or body which is declared by the CBDT to be a
company under section 2(17)(iv);

Prescribed arrangements for the declaration and payment of dividends within
India [Rule 27]: The arrangements referred to in sections 194 and 236 to be made
by a company for declaration and payment of dividends (including dividends on
preference shares) within India are as follows:

(1)

(ii)

The share register of the company concerned for all its shareholders shall be
maintained regularly at its principal place of business within India in respect of
any assessment year from a date not later than 1st April of such year.

The general meeting for passing the accounts of the previous year relevant to
the assessment year and for declaring any dividends in respect thereof shall
be held only at a place within India.

The dividends declared, if any, shall be payable only within India to all the
shareholders.

The Companies Act, 2013

2 Now State of Goa
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ASSESSMENT OF VARIOUS ENTITIES _

It is obligatory for Indian companies to make the prescribed arrangements stated
above; non-Indian companies will be treated as domestic companies only if they make
the prescribed arrangements for the declaration and payment of dividends in India.

(2)  Foreign Company: A company which is not a domestic company is a foreign
company [Section 2(23A)].

Classes of companies

Domestic Company Foreign company
1 L | | I
Indi Company which made arrangement for A company which is
ndian declaring & paying within India, dividend not a domestic
CRliRE out of the income chargeable to tax in company
India.

. Closely held and widely held Company: Domestic companies are again divided into
broad groups, viz

(1) companies in which public are substantially interested - ‘Widely-held companies’
(2)  companies in which public are not substantially interested - ‘Closely held companies’

To determine whether a company is one in which the public are substantially interested,
one has to apply the tests laid down in section 2(18). Briefly, the following companies fall
under this category:

(i) A company owned by the Government (either Central or State but not Foreign) or the
Reserve Bank of India (RBI) or in which not less than 40% of the shares are held by
the Government or the RBI or corporation owned by that bank.

(i) A company which is registered under section 25 of the Companies Act, 19563
(formed for promoting commerce, art, science, sports, education, research, social
welfare, religion, charity, protection of environment or any such other object and
which prohibits payment of dividends to its members).

(i) A company having no share capital which is declared by the CBDT for the specified
assessment years to be a company in which the public are substantially interested.

(iv) A mutual benefit finance company which carries on its principal business of
accepting deposits from its members and which is declared by the Central

3Section 8 of Companies Act, 2013
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Government under section 620A of the Companies Act, 1956 to be Nidhi or a
Mutual Benefit Society.

(v) A company whose equity shares (not being shares entitled to a fixed rate of
dividend) carrying at least 50% of the voting power have been allotted
unconditionally to or acquired unconditionally by and were beneficially held
throughout the relevant previous year by one or more co-operative societies.

(vi) A company which is not a private company as defined in the Companies Act, 19565
and which fulfills any of the following conditions:

- its equity shares should have, as on the last day of the relevant previous year,
been listed in a recognized stock exchange in India; or

- its equity shares carrying at least 50% (40% in case of an Indian company in
ship construction business or in the manufacture or processing of goods or in
mining or in generation or distribution of electricity or any other form of power)
voting power should have been unconditionally allotted to or acquired by and
should have been beneficially held throughout the relevant previous year by

(@)  Government or

(b)  a Statutory Corporation or

(c)  acompany in which public are substantially interested or
(d)  any wholly owned subsidiary of company mentioned in (c).

Thus, all private limited companies will be treated as companies in which public are
not substantially interested.

* Relevance of the above classification:

(1) The distinction between domestic and foreign companies is significant owing to, inter
alia, the rates of tax.

Domestic companies are taxed at

- 25% - where total turnover or gross receipt in the previous year [2021-22 does
not exceed T 400 crore

- 30% - in any other case

4Section 406 of Companies Act, 2013
5 Section 2(68) of Companies Act, 2013
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ASSESSMENT OF VARIOUS ENTITIES _

Foreign companies are be taxed at 40%. However, in respect of specified royalties
and fees for technical services received from Government or an Indian concern in
pursuance of an agreement, approved by the Central Government, made by the
foreign company with the Government or Indian concern between 1.4.1961 and
31.3.1976 (in case of royalties) and between 1.3.1964 and 31.3.1976 (in case of
FTS), the rate of tax is 50%.

Surcharge

Surcharge@7% of the tax payable is leviable in the case of domestic companies and
@ 2% of tax payable in the case of foreign companies if the total income exceeds
T 1 crore but does not exceed T 10 crore.

Surcharge@12% of the tax payable is leviable in the case of domestic companies
and @5% of tax payable in the case of foreign companies if the total income
exceeds ¥ 10 crore.

Option available with domestic companies to opt for concessional rates of tax
specified under section 115BAA or 115BAB

Section 115BAA provides for concessional rate of tax @22% (plus
surcharge@10% and HEC@4%) for domestic companies, subject to certain
conditions, like non-availability of profit-linked deductions and investment-linked tax
deduction under the Act, non-availability of deduction for contribution to research
and development, additional depreciation etc.

Section 115BAB provides for concessional rate of tax @15% (plus
surcharge@10% plus HEC@4%) to new manufacturing or electricity generating
domestic| companies set up and registered on or after 1.10.2019, and
commences manufacturing or generating electricity on or before 31.3.2024|
subject to certain conditions, like non-availability of profit-linked deductions and
investment-linked tax deduction under the Act, non-availability of deduction for
contribution to research and development, additional depreciation etc.

Domestic Companies have to exercise the option to be governed by these special
provisions of the Act. The option for section 115BAB has to be exercised in the very
first year in which the eligible company is set up, failing which it cannot exercise
such option in the future years. However, a company eligible to exercise option u/s
115BAA can defer exercise of such option to a future year, if it is availing sizable
profit-linked or investment-linked deductions or additional depreciation in the relevant
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previous year. However, once the company exercises such option under section
115BAA or 115BAB, as the case may be, in a year, it would continue to be governed
by the special provisions u/s 115BAA or 115BAB, as the case may be, thereafter and
cannot opt for regular provisions in any subsequent year.

It may be noted that companies exercising option under section 115BAA or section
115BAB are not liable to minimum alternate tax under section 115JB.

These two sections, namely sections 115BAA and 115BAB have been detailed in the
upcoming paragraphs.

The question as to whether a company is one in which public are substantially
interested or not is relevant for application of certain provisions which are applicable
only to closely held company.

There are certain special provisions which are applicable only to companies in which
public are not substantially interested. Examples of such special provisions are as
follows:

S. No. Section Provision
1 2(22)(e) | Advance or loan by a closely held company - deemed
dividend
2 56(2)(viib) | Consideration received in excess of FMV of shares issued

by a closely held company to be treated as income of such
company, where shares are issued at a premium

3 68 Taxation of sum received by closely held company as
share application money, share capital, share premium
and the explanation offered by company is not satisfactory

4 79 Carry forward and set-off of losses in case of closely held
companies
5 179 Liability of directors of private company

(3)

115BAB and 115BAA providing for concessional rate of tax in respect of
certain domestic companies

Sections 115BAB and 115BAA provides for concessional rates of tax and exemption from
minimum alternate tax (MAT) in respect of certain domestic companies. The provisions of these
two new sections are tabulated hereunder —

© The Institute of Chartered Accountants of India




ASSESSMENT OF VARIOUS ENTITIES _

(1) (2) 3) (4)
Particulars Section 115BAB Section 115BAA
1. | Applicability Domestic manufacturing Any domestic company
company/Electricity generation
company
Rate of tax 15% 22%
Rate of surcharge 10% 10%
Effective rate of tax 17.16% 25.168%

(including
surcharge & HEC)

[Tax@15% (+)
Surcharge@10% (+)
HEC@4%]

[Tax@22% (+)
Surcharge@10% (+)
HEC@4%)]

Applicability of MAT

Not applicable

Not applicable

Manner of computatio

n of tax liability

Income on which
concessional rate of
tax is applicable

The rate of tax (i.e., 17.16%) is
applicable in respect of income
derived from or incidental to
manufacturing or production of an
article or thing or generation of
electricity.

[Read with point no. 11 below,
wherein the rate of 34.32% (i.e.,
Tax@30% + surcharge@10% +
HEC@4%) would be applicable
in specified circumstance]

The rate of tax (e,
25.168%) is notwithstanding
anything contained in the
Income-tax Act, 1961, but
subject to the provisions of
Chapter XIll, other than
section 115BA and 115BAB.

Rate of tax on
income covered
under Chapter Xl
[For example, long-
term capital gains
chargeable to tax u/s

112 and 112A, short-

term capital gains
chargeable to tax u/s
111A]

Such income would be subject to
tax at the rates mentioned in the
said sections in Chapter XII.
Surcharge@10% would be levied
on tax computed on such income.
HEC@4% would be levied on the
income-tax plus surcharge.

Such income would be
subject to tax at the rates
mentioned in the said
sections in Chapter XII.
Surcharge@10% is leviable
on tax computed on such
income. HEC@4% would
be levied on the income-tax
plus surcharge.
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() (2)

©)

4)

Particulars

Section 115BAB

Section 115BAA

Rate of tax on other
income in respect of
which no specific

rate of tax is
provided in Chapter
Xl

The applicable tax rate is 25.168%
(i.e., tax@22%, plus surcharge
@10% plus HEC@4%), if such
income has neither been derived
from nor is incidental to
manufacturing or production of an
article or thing or generating
electricity (For example, income
from house property and income
from other sources).

In respect of such income, no
deduction or allowance in
respect of any expenditure or
allowance shall be allowed in
computing such income.

The applicable tax rate is
25.168% (i.e., tax@22%
plus surcharge@10% plus
HEC@4%).

There is, however, no
restriction regarding claim
of any deduction or
allowance permissible
under the relevant
provisions of the Act.

Rate of tax on STCG
derived from
transfer of a capital
asset on which no
depreciation is
allowable under the
Act

The applicable rate of tax is
25.168% (i.e., tax@22%, plus
surcharge@10% plus HEC@4%).
There is, however, no restriction
regarding claiming of deduction or
allowance in this regard.

The applicable rate of tax is
25.168% i.e., tax @22%,
plus surcharge @10%
plus cess@4%.

There is no restriction
regarding  claiming  of
deduction or allowance in
this regard.

7. | Conditions to be fulfi
MAT

lled for availing concessional rate

of tax and exemption from

Conditions to be
fulfilled for availing
concessional rate of
tax and exemption
from MAT

(i) | The company should be set-
up and registered on or

after 1.10.2019.

No time limit specified. Both
existing companies and new
companies can avail benefit.

(ii) | It should commence
manufacturing or
production of an article or
thing or business of

generating electricity on
or before

Need not be a
manufacturing or a
production company

(i) | It should not be formed by
splitting up or the
reconstruction of a
business already in
existence (except in case of

a company, business of

No similar condition has
been prescribed
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ASSESSMENT OF VARIOUS ENTITIES _

()

(2)

©)

4)

Particulars

Section 115BAB

Section 115BAA

which is formed as a result of
the re-establishment,
reconstruction or revival by
the person of the business of
any undertaking referred to in
secton 33B in the
circumstances and within the
period specified therein)

(iv)

It does not use any
machinery or plant
previously used for any
purpose [Refer Note at the
end]

No similar condition
been prescribed

has

(v)

It does not use any building
previously used as a hotel or
a convention centre
[meanings  assigned in
section 80-ID(6)] in respect
of which deduction u/s 80-ID
has been claimed and
allowed.

No similar condition
been prescribed

has

(vi)

It should not be engaged in
any business other than the
business of manufacture or
production of any article or
thing and research in
relation to, or distribution of,
such article or thing
manufactured or produced
by it.

Note - Business of
manufacture or production
of any article or thing does
not include business of —

(1)  Development of
computer software in
any form or in any
media

(2)  Mining

(3)  Conversion of marble
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(1) (2) (3) (4)
Particulars Section 115BAB Section 115BAA

blocks or similar items
into slabs

(4) Bottling of gas into
cylinder

(5)  Printing of books or
production of

cinematograph films

(6)  Any other business as
may be notified by the
Central Govt. in this
behalf.

Note - If difficulty arises regarding
fulfilment of conditions listed in (iv)
to (vi) above, the CBDT may, with
the approval of the Central
Government, issue guidelines for
the purpose of removing difficulty
and to promote manufacturing or
production of article or thing using
new plant and machinery.

Every guideline issued by the
CBDT has to be laid before each
House of Parliament, and shall be
binding on the person, and the
income-tax authorities subordinate
to it.

8. | Common conditions | In case of a company opting for either section 115BAA or
for both sections for | 115BAB, the total income should be computed -

availing the (i)

. without providing for deduction under any of the following
concessional rate of

sections:

tax and exemption . —
from MAT Section Provision

10AA | Exemption of profits and gains derived from
export of articles or things or from services by
an assessee, being an entrepreneur from his
Unitin SEZ.

32(1)(iia) | Additional depreciation @20%, as the case may
be, of actual cost of new plant and machinery
acquired and installed by manufacturing
undertakings.
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ASSESSMENT OF VARIOUS ENTITIES _

() (2) ©) (4)

Particulars Section 115BAB Section 115BAA

33AB | Deduction@40% of profits and gains of
business of growing and manufacturing tea,
coffee or rubber in India, to the extent
deposited with NABARD in accordance with
scheme approved by the Tea/Coffee/Rubber
Board.

33ABA | Deduction@20% of the profits of a business of
prospecting for, or extraction or production of,
petroleum or natural gas or both in India, to the
extent deposited with SBI in an approved
scheme or deposited in Site Restoration
Account.

35(1)(ii)/ | Deduction for payment to any research
(iia)/(iii) | association, company, university etc. for
undertaking scientific research or social
science or statistical research.

35(2AA) | Deduction of payment to a National Laboratory
or University or IIT or approved specified
person for scientific research

35(2AB) | Deduction of in-house scientific research
expenditure incurred by a company engaged in
the business of bio-technology or in the
business of manufacture or production of an
article or thing.

35AD | Investment-linked tax deduction for specified
businesses.

35CCC | Deduction of expenditure incurred on notified
agricultural extension project

35CCD | Deduction of expenditure incurred by a
company on notified skill development project.

80C to | Deductions from gross total income under
80U Chapter VI-A other than the provisions of
section 80JJAA or section 80M.

(ii) | without set-off of any loss or allowance for unabsorbed
depreciation deemed so u/s 72A, where such loss or
depreciation is attributable to any of the deductions listed in
(i) above [Such loss and depreciation would be deemed to
have been already given effect to and no further deduction
for such loss shall be allowed for any subsequent year]

© The Institute of Chartered Accountants of India



(1) (2) 3) (4)
Particulars Section 115BAB Section 115BAA

(iii) | by claiming depreciation u/s 32 determined in the
prescribed manner (i.e., in respect of depreciation of any
block of assets entitled to more than 40% shall be
restricted to 40% on the written down value of such block of
assets). However, additional depreciation u/s 32(1)(iia)
cannot be claimed.

Note - Additional points relevant in the context of section

115BAA:

(1) In case of a company opting for section 115BAA, total
income should be computed without set-off of any loss
carried forward or depreciation from any earlier assessment
year, where such loss or depreciation is attributable to any of
the deductions listed in (i) above [Such loss and depreciation
would be deemed to have been already given effect to and
no further deduction for such loss or depreciation shall be
allowed for any subsequent year]

(2) In the case of a person having a Unit in the IFSC, referred to
in section 80LA(1A), which has exercised option for section
115BAA, deduction u/s 80LA would be allowed subject to
fulfilment of the conditions specified in that section.

(3) Since there is no time line within which option under section
115BAA can be exercised, a domestic company having
brought forward losses and depreciation on account of
deductions listed in (i) above may, if it so desires, postpone
exercise the option under section 115BAA to a later
assessment year, after set off of the losses and depreciation
S0 accumulated.

9. | Failure to satisfy | On failure to satisfy the conditions | On failure to satisfy the
conditions mentioned in point no. 7 and 8 | conditions mentioned in point
above in any P.Y., the option | no. 8 above in any P.Y., the

exercised would be invalid in | option exercised would be

respect of the assessment year | invalid in respect of the

relevant to that previous year and | assessment year relevant to

subsequent assessment years; that previous year and

Consequently, the other provisions | subsequent assessment

of the Act would apply to the | years;

person as if the option had not | Consequently, the other

been exercised for the assessment | provisions of the Act would

year relevant to that previous year | apply to the person as if the
and subsequent assessment years. | opton had not been
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ASSESSMENT OF VARIOUS ENTITIES _

(1) (2) 3) (4)
Particulars Section 115BAB Section 115BAA

Note — Where option exercised | exercised for the assessment
under section 115BAB is rendered | year relevant to that previous
invalid due to violation of conditions | year and subsequent
stipulated in point no.7 [(iv) to (vi)] | assessment years.
above, such person may exercise
option under section 115BAA.

10. | Availability of set- | Since it is a new company, there | Brought forward MAT credit
off of MAT credit | would be no brought forward MAT | cannot be set-off against
brought forward | credit income u/s 115BAA.
from earlier years Note - If a company has b/f

MAT credit, it can first
exhaust the MAT credit, and
thereafter opt for section
115BAA in a subsequent
previous year.

11. | Adjustments for | If the Assessing Officer opines that | No such requirement to
transactions  with | the course of business between the | make any adjustment
persons having | company and any other person

close connection

having close connection therewith
is so arranged that the business
transacted between them produces
more than the ordinary profits to the
company, he is empowered to take
into account the amount of profits
as may be reasonably deemed to
have been derived therefrom, while
computing profits and gains of such
company.

In case the arrangement referred
above involves a specified
domestic transaction referred to in
section 92BA, then, the amount of
profits from such transaction would
be determined by considering the
arm’s length price (ALP).

The amount, being profits in
excess of the amount of the
profits determined by the
Assessing Officer, shall be
deemed to be the income of the
person.
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(2)

©)

4)

Particulars

Section 115BAB

Section 115BAA

The income-tax on the income
so deemed shall be subject to
tax @ 34.32% (i.e., tax @ 30% +
surcharge @10% +HEC @ 4%).
Note — The scope of “specified
domestic transaction” referred to in
section 92BA has been expanded
to include within its ambit, any
business transacted between such
persons with close connection,
where one such person is a
company claiming benefit under
section 115BAB.

12.

Exercise of option

by the
within

company
the

prescribed time

The beneficial provisions of this
section would apply only if option
is exercised in the prescribed
manner on or before the due date
u/s 139(1) for furnishing fthe first
of the returns of income for any
previous year relevant to
assessment year or any
subsequent assessment year.

Such option, once exercised, would
apply to subsequent assessment
years.

Further, once the option has been
exercised for any previous year, it
cannot be subsequently
withdrawn for the same or any
other previous year.

Notes - (1) The option has to be
exercised at the time of furnishing
the first of the returns of income
for any previous year. If a person
fails to so exercise such option, it
cannot be exercised thereafter for
any subsequent previous year.

(2) In case of amalgamation, the
option exercised u/s 115BAB shall
remain valid in the case of the
amalgamated company only and if

The beneficial provisions of
this section would apply if
option is exercised in the
prescribed manner on or
before the due date uls
139(1) for furnishing the
return of income for any
previous year relevant to
assessment year or any
subsequent A.Y.

Such option, once
exercised, would apply to
subsequent assessment
years.

Further, once the option has
been exercised for any
previous year, it cannot be
subsequently withdrawn
for the same or any other
previous year.

Note — The option can be
exercised even in a later
year, but once exercised,
cannot be withdrawn
subsequently.
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ASSESSMENT OF VARIOUS ENTITIES _

()

(2) (3) 4)

Particulars Section 115BAB Section 115BAA

the conditions mentioned in point | Further, where the person
no. (7) and (8) are continued to be | exercises  option  under
satisfied by such company. section 115BAA, the option
under section 115BA may
be withdrawn.

Note - For the purpose of point no.7(iv) in column (3) of the above table in relation to a company
exercising option under section 115BAB, any machinery or plant which was used outside India by
any other person shall not be regarded as machinery or plant previously used for any purpose, if
all the following conditions are fulfilled, namely:—

(@)
(b)
(c)

such machinery or plant was not, at any time previous to the date of the installation, used in India;
such machinery or plant is imported into India from any country outside India;

no deduction on account of depreciation in respect of such machinery or plant has been
allowed or is allowable under the provisions of the Income-tax Act, 1961 in computing the
total income of any person for any period prior to the date of installation of the machinery or
plant by the person.

Further, where in the case of a person, any machinery or plant or any part thereof previously used
for any purpose is put to use by the company and the total value of the machinery or plant or part
so transferred does not exceed 20% of the total value of the machinery or plant used by the
company, then, the condition specified that the company does not use any machinery or plant
previously used for any purpose would be deemed to have been complied with.

| (4)

Minimum Alternate Tax on companies [Section 115JB]

(i)

Applicability of MAT

As per section 115JB(1), in case of company (domestic or foreign), if the income-tax
payable on the total income computed under the Income-tax Act, 1961 is less than, of
its book profit, such book profit shall be deemed to be the total income of the assessee and
the tax payable by the assessee on such total income shall be the amount of income-tax at
the rate of (add surcharge, if applicable, i.e., 7% for domestic companies and 2% for
foreign companies, where the total income exceeds ¥ 1 crore but does not exceed ¥ 10
crore, and 12% for domestic companies and 5% for foreign companies where the total
income exceeds I 10 crore). Further, health and education cess @ 4% shall be added on
the aggregate of income-tax and surcharge.
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(ii)

(iii)

Maintenance of statement of profit and loss [Section 115JB(2)]

(a)

Every company other than a company referred to in section 115JB(2)(b) shall for the
purpose of this section, prepare its statement of profit and loss for the relevant
previous year in accordance with the provisions of Schedule Ill to the Companies
Act, 2013 [Section 115JB(2)(a)].

Insurance companies, banking companies, companies engaged in generation or
supply of electricity or any other class of company for which a form of financial
statement has been specified in or under the Act governing such class of company,
shall for the purposes of this section, prepare its statement of profit and loss for the
relevant previous year in accordance with the provisions of the Act governing such
company [Section 115JB(2)(b)].

The section also specifies that the statement of profit and loss for the relevant
previous year has to be drawn in accordance with Schedule Il to the Companies Act,
2013. Further, while preparing the annual accounts-

(i) the accounting policies,

(i) the accounting standards followed for preparing such accounts, including
statement of profit and loss

(i) the method and rates for calculating depreciation

shall be the same as have been adopted for the purpose of preparing such accounts
including statement of profit and loss and laid before the company at its annual
general meeting.

Where the financial year adopted by the company under the Companies Act, 2013 is
different from the previous year under the Income-tax Act, 1961, the accounting
policies, accounting standards and methods and rates adopted for calculating
depreciation shall correspond to the accounting policies followed for preparing such
accounts including statement of profit and loss for the financial year.

Computation of book profit [Explanation 1 below section 115JB(2)]

For computing the book profit, the profit shall be increased by the following amounts, if
the amount referred in (a) to (i) is debited to the statement of profit and loss

(a)

Income-tax: Income-tax paid or payable, and the provision therefor;
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ASSESSMENT OF VARIOUS ENTITIES _

[It may be noted that income-tax includes -
(1) interest;
(2)  surcharge;
(3)  health and education cess (Explanation 2 to section 115JB)].
(b)  Amount carried to Reserves: Amount carried to any reserves, by whatever name called;

(c)  Provisions: Amounts set aside to provisions for meeting liabilities other than
ascertained liabilities;

(d)  Provisions for losses of subsidiary companies: Amount of provision for losses of
subsidiary companies;

(e)  Dividends: Amount of dividends paid or proposed; or

(f) Expenditure relatable to exempt income: Amount of expenditure relatable to any
income to which section 10 or sections 11 or 12 apply;

(fa)  Expenditure relatable to share of an assessee in the income of an AOP or BOI:
Amount of expenditure relatable to income, being share of the assessee in the
income of an AOPs or BOls, on which no income-tax is payable in accordance with
the provisions of section 86;

(tb)  Expenditure relatable to income accruing to foreign company: The amount or
amounts of expenditure relatable to income accruing or arising to an assessee, being
a foreign company, from —

(A)  the capital gains arising on transactions in securities; or

(B)  the interest, dividend, royalty, or fees for technical services chargeable to tax
at the rate or rates specified in Chapter Xll i.e., section 115A

if the income-tax payable thereon in accordance with the provisions of the Act, other
than the provisions of this Chapter, is at a rate less than ;

(fc)  Notional loss on the units of business trust: The amount representing-

- notional loss on transfer of a capital asset, being share of a special purpose
vehicle to a business trust in exchange of units allotted by that trust; or

- notional loss resulting from any change in carrying amount of said units or

- loss on transfer of such units
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(fd)

Amount of expenditure relatable to income referred under section 115BBF: The
amount or amounts of expenditure relatable to income by way of royalty in respect of
patent chargeable to tax under section 115BBF;

Depreciation: The amount of depreciation;
Deferred tax: The amount of deferred tax and provision therefore;

Provision for diminution in the value of any asset: The amount set aside as
provision for diminution in the value of any asset.

Amount standing in the revaluation reserve: The profit shall also be increased by
the amount standing in revaluation reserve relating to the revalued asset on the
retirement or disposal of such asset, in case the same is not credited to the profit
and loss account.

Amount of gain arise on transfer units of business trust: When units of business
trust are actually transferred, the amount of gain on such transfer has to be added to
compute the book profit, since notional gains on transfer of share of a special
purpose vehicle to a business trust in exchange for the units of the business trust
and notional gains resulting from change in carrying amount of such units would
have been deducted to compute book profit. The amount of gain on such transfer, if
any, credited to statement of profit and loss in the year of transfer will also be
reduced.

In a case where the shares are carried at cost: The amount of gain has to be
computed by taking into consideration the cost of shares exchanged with the units of
the business trust.

In a case where the shares are carried at a value other than the cost through
statement of profit and 