1) What conditions must be satisfied for an income to fall under the head of income from profits and gains of business? 
For charging the income under the head 'Profits and Gains of business,' the following conditions should be satisfied: 
· There should be a business or profession.
· The business or profession should be carried on by the assessee.
· The business or profession should have been carried on by the assessee at any time during the previous year.
2) What income will be chargeable to income tax under the head 'Profits and gains of business or profession'? 
The following income would be chargeable under the head 'Profits and gains of business or profession': 
· The profits and gains of any business or profession, which was carried on by the assessee at any time during the previous year;
· Any compensation or other payment, due or received by the following:
· Any person, by whatever name called, managing the whole or substantially the whole of the affairs of an Indian company, at or in connection with the termination of his management or the modification of the terms and conditions relating thereto; 
· Any person, by whatever name called, managing the whole or substantially the whole of the affairs in India of any other company, at or in connection with the termination of his office or the modification of the terms and conditions relating thereto; 
· Any person, by whatever name called, holding an agency in India for any part of the activities relating to the business of any other person, at or in connection with the termination of any agency or the modification of the terms and conditions relating thereto; 
· Any person, for or in connection with the vesting in the Government, or in any corporation owned or controlled by the Government, under any law for the time being in force, of the management of any property or business.
· Income, derived by a trade, professional or similar association from specific services performed for its members; 
· Profits on sale of a license granted under the Imports (Control) Order, 1955, made under the Imports and Exports (Control) Act, 1947;
· Cash assistance (by whatever name called), received or receivable by any person against exports under any scheme of the Government of India;
· Any duty of customs or excise repaid or repayable as drawback to any person against exports under the Customs and Central Excise Duties Drawback Rules, 1971;
· The value of any benefit or perquisite, whether convertible into money or not, arising from business or the exercise of a profession;
· Any interest, salary, bonus, commission or remuneration, by whatever name called, due to, or received by, a partner of a firm from such firm.
However, it is provided that where any interest, salary, bonus, commission or remuneration, by whatever name called, or any part thereof has not been allowed to be deducted under Clause (b) of section 40, the income under this clause shall be adjusted to the extent of the amount not so allowed to be deducted.
3) Would the interest income be assessed as 'business income' or as 'income from other sources'? 
Interest Income is either assessed as 'Business Income' or as 'Income from other sources' depending upon the activities carried on by the assessee. If the investment yielding interest were part of the business of the assessee, the same would be assessable as 'business income' but where the earning of the interest income is incidental to and not the direct outcome of the business carried on by the assessee, the same is assessable as 'Income from other sources'. Business implies some real, substantial and systematic or organized course of activity with a profit motive. Interest generated from such an activity is considered Business Income. Otherwise, it would be interest from other sources.
4) What deductions are allowed in computing income from profits and gains of business or profession? 
A number of other deductions under Section 36 of the Income-Tax Act are allowed while computing income from profits and gains of business or profession:
· S36 (i): The amount of any premium, paid in respect of insurance against risk of damage or destruction of stocks or stores, used for the purposes of the business or profession; 
· (ia) The amount of any premium, paid by a federal milk co-operative society to effect or to keep in force an insurance on the life of the cattle owned by a member of a co-operative society, being a primary society engaged in supplying milk, raised by the members of such federal milk co-operative society; 
· (ib) The amount of any premium, paid by cheque by the assessee as an employer to effect or to keep in force an insurance on the health of his employees under a scheme, framed in this behalf by the General Insurance Corporation of India, formed under section 9 of the General Insurance Business (Nationalization) Act, 1972 (57 of 1972) and approved by the Central Government; 
· (ii) Any sum, paid to an employee as bonus or commission for services rendered, where such sum would not have been payable to him as profits or dividend if it had not been paid as bonus or commission; 
· (iii) The amount of the interest paid in respect of capital borrowed for acquisition of the asset from the date it is put to use for the purposes of the business or profession; 
· (iv) Any sum, paid by the assessee as an employer by way of contribution towards a recognized provident fund or an approved Superannuation fund, subject to such limits as may be prescribed for the purpose of recognizing the provident fund or approving the Superannuation fund, as the case may be; and subject to such conditions as the Board may think fit to specify in cases where the contributions are not in the nature of annual contributions of fixed amounts or annual contributions, fixed on some definite basis by reference to the income chargeable under the head "Salaries" or to the contributions or to the number of members of the fund; 
· (v) Any sum, paid by the assessee as an employer by way of contribution towards an approved gratuity fund created by him for the exclusive benefit of his employees under an irrevocable trust; 
· (va) Any sum, received by the assessee from any of his employees to which the provisions of sub-clause (x) of clause (24) of section 2 apply, if such sum is credited by the assessee to the employee's account in the relevant fund or funds on or before the due date. 
· (vi) In respect of animals which have been used for the purposes of the business or profession, otherwise than as stock-in-trade and have died or become permanently useless for such purposes, the difference between the actual cost to the assessee of the animals and the amount, if any, realized in respect of the carcasses or animals; 
· (vii) Subject to the provisions of sub-section (2), the amount of any bad debt or part thereof which is written off as irrecoverable in the accounts of the assessee for the previous year; 
· (viia) in respect of any provision for bad and doubtful debts made by the following: 
1. A scheduled bank or non -- scheduled bank, an amount not exceeding five per cent of the total income and an amount not exceeding ten per cent of the aggregate average advance made by the rural branches of such bank computed in the prescribed manner; 
2. A bank, being a bank incorporated by or under the laws of a country outside India, an amount not exceeding five per cent of the total income; 
3. Public financial institution or a State financial corporation or a State industrial investment corporation, an amount not exceeding five per cent of the total income. 
· (viii) In respect of any special reserve created by a financial corporation which is engaged in providing long term finance for industrial or agricultural development in India or, by a public company formed and registered in India with the main object of carrying on the business or providing long - term finance for construction or purchase of houses in India for residential purposes, an amount not exceeding forty per cent of the total income can be carried to the reserve account; 
· (ix) Any bona fide expenditure incurred by a company for the purpose of promoting family planning amongst its employees; 
· (x) Any sum, paid by a public financial institution by way of contribution towards any Exchange Risk Administration Fund, set up by public financial institutions, either jointly or separately.
· (xi) Any expenditure, incurred by the assessee on or after the 1st day of April 1999 but before the 1st day of April 2000, wholly and exclusively in respect of a non-Y2K compliant computer system, owned by the assessee and used for the purposes of his business or profession, so as to make such computer system Y2K compliant. 
· (xii) Any expenditure (not being in the nature of capital expenditure) incurred by a corporation or a body corporate, by whatever name called, constituted or established by a Central, State or Provincial Act for the objects and purposes authorized by the Act, under which such corporation or body corporate was constituted or established.
It is important to note that deductions are subject to certain conditions being satisfied. 
5) What deductions are allowable in respect of rent, rates, taxes, repairs and insurance for premises, which are used for the purpose of business or profession? 
S 30: The deductions that are allowed while computing income from 'profits and gains from business or profession' in respect of rent, rates, taxes, repairs and insurance for premises, which are used for the purpose of business or profession while computing income from 'profits and gains from business or profession' are as follows:
· Where the premises are occupied by the assessee: 
1. As a tenant, the rent paid for such premises; and further if he has undertaken to bear the cost of repairs to the premises, the amount paid on account of such repairs; excluding expenditure in the nature of capital expenditure.
2. Otherwise than as a tenant, the amount paid by him on account of current repairs to the premises; excluding expenditure in the nature of capital expenditure.
· Any sums, paid on account of land revenue, local rates or municipal taxes; 
· The amount of any premium, paid in respect of insurance against risk of damage or destruction of the premises.
6) What deductions shall be allowed in respect of repairs and insurance of machinery, plant and furniture? 
S 31: The following deductions shall be allowed in respect of repairs and insurance of machinery, plant and furniture:
1. The amount paid on account of current repairs thereto; excluding expenditure in the nature of capital expenditure.
2. The amount of any premium, paid in respect of insurance against damage or destruction thereof.
7) If a person lets out premises, along with other assets or provides amenities, how will his income be taxed?
Where an owner lets out premises along with other assets or provides amenities, the income in respect of premises would be taxable as income from house property and, the balance would be taxed as income from other sources. The contract, letting out the premises along with other assets and providing amenities, is severable.
8) If an assessee is employed in a company where he is called Managing Agent but is in fact, the Chief Manager of the company, under what head would the remuneration that he is paid be charged? 
Even though he may be called a Managing Agent, the remuneration earned by him will be charged under the head of Salaries and not as Business Income. The fact that he is actually the Chief Manager of the company will make the remuneration earned by him chargeable to tax under the head Salaries. It is the true nature of the contract that will determine the relationship between the assessee and the company. Once it is established that the managing director functions subject to the control and supervision of the Board of Directors, the inevitable corollary is that an employer - employee relationship exists and that being so, his remuneration is assessable under the head 'salary'.
9) Which kinds of business income are not taxable under the head " Profits and gains of business profession"? 
1. RENTAL INCOME: Rent of house, property is taxable U/S 22. It constitutes as stock in trade of the recipient, who is engaged in the business of letting properties on rent.
2. DIVIDEND ON SHARES: Dividend on shares, taxable U/S 56 (2) 91) under the Head ' Income from other sources,' even if the recipient-holds shares as stock in trade, is a dealer in shares
3. WINNINGS FROM LOTTERIES etc: are taxable under head ' Income from Other sources' even if derived as regular business activity.
DUE DATE OF AUDITS, SUBMISSION OF REPORTS AND FORMS
	Different taxpayer 
	Audit form No. 
	Statement particulars 
	Due date for getting book audit 
	Due date for submission of audit report 

	1. In case of a person who carries on business or profession and who is required by or under any law to get his accounts audited 
	Form No 3 CA 
	Form No3 CD 
	Oct 31 of Asst year 
	Oct 31 of Asst Year 

	2.In case of a person, who carries an business or profession but not being a person referred to above 
	Form No. 3 CB 
	Form No. 3 CD 
	Oct 31 of Asst year 
	Oct 31 of Asst Year 


· In case of companies and co-operative societies, if accounts audited under such law before 31st Oct of Asst. year and the assessee obtains before said date a report of audit and report of audit from the chartered accountant to the above forms.
· Tax audit report shall be furnished by Oct 31 of Asst year, irrespective of the fact whether return of income (ROI) is filed or not filed by that date. If return of incomes is submitted after submission of tax audit report, the ROI should be submitted, along with a copy of the tax audit report and the proof of filing the tax audit report before Oct 31 of Asst year.

10) Mention a few instances of losses that are deductible from business income? 
Loss of Stock in trade: - as a result of enemy action, destruction by fire, ravages of white ants, act of theft, failure on part of assessee to accept delivery of goods, advances given to employee welfare co-operative stores. Loss of cash and securities, retained for business purpose, due to theft or dacoity. Depreciation in funds, kept in a foreign country for purchase of stock - in- trade, due to devaluation of foreign currency, devaluation of rupee in foreign country. Loss, incurred by financial corporation, sale of securities, non- realisation of loans. Loss of precious stones, other valuables of dealer, loss, due to burglary in factory premises during or after working hours, , due to negligence or dishonesty , due to amount embezzled by assessee's employees or agents, loss, due to shortage of cash in money- lending business due to insolvency of banks with which current account is maintained. Loss, due to joint borrowings for business purpose. Loss, due to sale of securities under an arrangement sanctioned by court. Loss, due to sale of lands acquired from business debtor in satisfaction of debt. Loss, due to freezing of stock -in-trade, forfeiture of deposits of chit, loss due to breach of contract etc.
11) Mention instances of losses not deductible for business income

12) Loss on account of setting up a new business, which ultimately could not be started.
13) Depreciation of funds, kept in foreign currency for capital purposes.
14) Loss, arising from non- recovery of tax paid by agent on behalf of non resident.
15) Loss, suffered by assessee doing business in distribution of films, amount, advanced to film producer for acquiring distribution rights.
16) Anticipated further losses.
17) Loss, relating to the discontinuation of business/profession before the commencement of the previous year.
18) Loss, due to encashment of cash certificate with bank prematurely in order to pay off its debt to reduce the quantum of bank interest.
19) Loss due to devaluation of Indian rupee in respect of unremitted profit, earned in past on which income tax is already levied.
20) Loss of security deposit made to obtain selling agency.
21) Where assessee is a retired partner of firm and he wrote off an amount owed by firm to him several years after dissolution of firm, it cannot be treated as business loss but as capital loss (if at all treated as loss) as the amount, represented capital contributed to the firm as a result of which the assessee became entitled to the share of profits.
22) Loss, arising due to violation of states or due to infraction of law by assessees, such loss could not be allowed as a deduction.
12)Which expenses are deductible?
1. Tour Expenses: Expenses on travel for business purposes are generally treated as revenue expenditure unless the same is incurred for initiation of a new business;
2. Donation Contribution: If the tax payer is able to establish a nexus between the donation and the business, it would be held to be for the purpose of business e.g. contribution to public welfare fund, and it would be deductible;
3. Advertisement: Advertisement expenses are not deductible if incurred by an assessee while advertising in any souvenir, brochure, tract, pamphlet etc., published by a political party;
4. Gifts: If an assessee- society as a corporate body decides to give presents to its members, the expenditure is allowable.
5. Consultancy fees: Fees, paid to an expert for inspection of machinery, is an allowable deduction.
6. Audit: Expenses incurred on special audit would be allowable, taking into account volume of work done.
7. Puja expenses: Expenses incurred on the occasion of Diwali and Mahurat are in the nature of business and are therefore allowable.
8. Trade mark: Expenses incurred on the registration of trademark are allowable.
9. Research expenditure: Contribution to the cost of research in the assessee's line of manufacture is revenue expenditure.
10. Entertainment expenditure: Deduction is allowable if it is connected with the assessee's business.


