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This Report for the year ended March 2013 has been prepared for submission to 

the President under Artide 151 of the Constitution of ~ndia. 

The Report contains significant resu~ts of the performance audit of Allowance of 

Deprecia~ion and Amortisation of the Department of Revenue - Direct Taxes of· 

the Union Government in 2010 to 2013. 

The instances mentioned in this Report are those, which came to notice in the 

course of test audit for the period 2010 to 2013 conducted during July to 

September 2013. 

The audit has been conducted in conformity with the Auditing Standards issued 

by the Comptroller and Auditor General of ~ndia. 

Audit wishes to acknowledge the cooperation received from the Department of 

Revenue - Central Board of Direct Taxes at each stage of the audit process. 





Report No. 20 of 2014 (Performance Audit) 

Executive Summary 

• Income Tax Act, 1961, (Act) lays down diverse prov1s1ons on 

depreciation and/or amortisation for tax purposes as deduction to an 

assessee/ a company in the course of its business with the intention for 

promoting economic growth within the Country. It is important to ensure 

that these provisions are properly utilised as per the existing tax laws to avoid 

any major revenue loss. The objective of this study was to focus on whether 

the systems and procedures are sufficient and in place to ensure compliance 

with the provisions of the Act/Rules and instructions issued by Central Board 

Direct Taxes (CBDT) in this regard. The study also seeks assurance that 

adequate internal control mechanism exists within the Income Tax 

Department (ITD) for monitoring the allowance of depreciation in general 

and under special circumstances viz ., amalgamation, demerger, 

reconstruction etc. 

• We audited assessments completed during the period FY 10 to FY 13 

and all cases of scrutiny assessments, appeal and rectification cases etc, 

within the selected units. We covered all circles/wards taken up for regular 

audit during the period from July to September 2013. We checked 87,023 

records of the assessees. This report contains 725 cases of deficiencies in the 

implementation of provisions of the Act with tax effect of~ 2,464.06 crore. 

• Rates of depreciation on different assets/ block of assets as provided 

in the Act differ from those prescribed under the Companies Act 1956 for the 

same assets. We found that depreciation as per the Act was higher in 6,267 

cases and lower in 5,926 cases by a difference aggregating~ 57,665.41 crore 

and ~ 11, 754.80 crore respectively. We suggested harmonising these rates as 

assessees and ITD make additional efforts in computation of taxable income. 

The intended purpose for al lowing depreciation in the Act has also not been 

evaluated (paragraph 2.2}. Due to non-existence of proportionate allowance 

of depreciation depending upon the use of assets, assessees have claimed 

unintended benefits. We observed that 986 assessees made additions of 

various assets worth ~ 1,41, 725.45 crore in the month of March and claimed 

depreciation of ~ 15,617.86 crore instead of allowable depreciation of 

~ 2,602.61 crore on pro rata basis for the month of March only, the assets 

being purchased in the month of March itself (paragraph 2.3}. Besides this, 

there are inconsistencies in allowance of depreciation on assets owned by 

Charitable/ Religious Trusts and Association of Persons (paragraph 2.4}. 
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• A number of mistakes were noticed in compliance with the provisions 

of the Act dealing with allowance of depreciation and amortisation and the 

relevant circulars/instructions issued by CBDT I Judicial decisions delivered by 

the Apex court and jurisdictional High Courts. 

);> 20 assessees claimed and were allowed depreciation on assets which 
were not owned by them at all and resulted in under assessment of 
income to that extent involving tax effect of ~ 92.79 crore 
(paragraph 3.2). 

);> Assessing Officers (AOs) allowed depreciation to 35 assessees on 
assets which were not used in the business which resulted in under 
assessment of income to that extent involving tax effect of 
~ 43.96 crore (paragraph 3.3). 

);> We noticed mistakes in determination of actual cost or written down 
value of assets in 29 cases, which resulted in excess allowance of 
depreciation involving tax effect of~ 85.47 crore (paragraph 3.4}. 

);> In 18 cases while calculating depreciation, AOs did not deduct capital 
investment subsidies received from the cost of the assets which 
resulted in under assessment of income to that extent involving tax 
effect of ~ 35.65 crore (paragraph 3.6). 

);> 44 assessees committed mistakes in adoption of correct figure of 
depreciation in computation of income involving tax effect of 
~ 212.97 crore (paragraph 3.8). 

);> In 142 cases, AOs allowed depreciation at the rates which were higher 
than the rates provided in Appendix I to Income Tax Ru les 1962. The 
mistake resulted in excess allowance of depreciation involving tax 
effect of~ 107.85 crore (paragraph 3.9}. 

);> In carrying forward/setting off of depreciation which resulted in under 
assessment of income to that extent, we found that in 87 cases, tax 
effect was ~ 694.65 crore (paragraph 3.11}. 

);> 26 assessees irregularly claimed and was allowed capital expenditure 
as revenue expenditure which resulted in under assessment of 
income to that extent involving tax effect of ~ 344.97 crore 
(paragraph 3.13). 

• The Act also provides for additional depreciation to assessees and 

here also we found mistakes in assessments done by AOs. We found that AOs 

committed mistakes in grant of additional depreciation in 99 cases resulting 

in under assessment of income to that extent involving tax effect of 

~ 656.19 crore (paragraph 3.19). In case of 13 assessees, AOs did not allow 

additional depreciation during tax holiday which resulted in over assessment 

of income to that extent involving tax effect of ~ 3.33 crore (paragraph 3.20). 

iv 
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• Regarding allowance of amortisation to assessees, we found that in 

case of 12 assessees, AOs irregularly allowed amortisation expenses under 

section 350 which resulted in under assessment of income to that extent 

involving tax effect of~ 6.70 crore (paragraph 4.2). We also found that four 

assessees irregularly claimed and were allowed expenses towards 

amortisation under section 35DDA which resulted in under assessment of 

income to that extent involving revenue impact of ~ 5.38 crore 

(paragraph 4.3). 

• We have also highlighted the control issues of the ITD relating to 

allowance of depreciation and amortisation (paragraphs 5.2 to 5.4). 

• The allowance of depreciation and amortisation under the Act is 

intended to promote economic growth within the country but in absence of 

any monitoring mechanism within ITD, the purpose remained to be achieved. 

Besides, AOs committed mistakes in applying provisions relating to 

depreciation and amortisation correctly which resulted in under assessments. 

CBDT needs to improve the quality of assessments and explore the possibility 

of capacity building for AOs for reducing the incidence of mistakes. 

I/ 
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Summary of Recommendations 

Regarding systemic issues of allowance of depreciation 

1. The Ministry may consider providing the rates of depreciation under 
the Act in conformity with the rates of depreciation applicable as per 
the Companies Act. 

{Paragraph 2.2) 

2. The Ministry may consider providing for depreciation on pro-rata 
basis in the Act depending upon usage of the assets during the 
relevant previous year subject to the condition that depreciation at 
50 per cent of the normal depreciation may be allowed only when 
asset is put to use at least for a certain fixed period. 

(Paragraph 2.3} 

3. The Ministry may clarify whether the depreciation is to be allowed in 
addition to capital expenditure on assets towards application of 
income thereon in the case of Charitable/ Religious Trusts. 

{Paragraph 2.4) 

4. CBDT may clarify the applicability of Section 32 (2) of the Act relating 
to carry forward and set-off of unabsorbed depreciation allowance 
pertaining to the period AY 98 to 02. 

(Paragraph 2.5) 

Regarding assessment of allowance of depreciation and 
amortisation 

5. CBDT may devise a mechanism to improve the quality of assessments 
and explore the possibility of capacity building for Assessing Officers 
for reducing the incidence of mistakes. 

(Paragraphs 3.2 to 3.20 and Paragraphs 4.2 to 4.4.) 

Regarding internal control mechanism 

6. CBDT may consider modifying the e-filing of returns so that 
information relating to additions to fixed assets made during the 
relevant previous year is available with AOs at the time of assessment. 

{Paragraph 5.2) 

7. CBDT may make it mandatory for all AOs to obtain a statement of 
unabsorbed depreciation assessment year-wise as per latest 
assessment order and make it a part of the assessment order after 
due verification at the time of finalizing the assessment. 

(Paragraph 5.3} 
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8. CBDT may evolve an effective mechanism to verify and ensure the 
correctness of written down value of the block of assets carried over. 

(Paragraph 5.4} 
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Depreciation is a method of al~ocating cost of a tangible asset over its useful 

life. !11 every business, apart from current costs, the cost of capita! assets 

employed in the business has to be recouped over tile period of productive 

use of the assets. Therefore, most of the businesses depreciate long term 

assets for both accounting and tax purposes. Amortisation is paying· off debt 

in regular instaHments over a period of time. This method measures the 

consumption of value of intangibie asset such as a patent or a copyright. The 

amortisation and depreciation are often used interchangeably and are similar 

accounting concepts which are technically not a correct practice because 

amortisation refers to intangible. assets and depredation refers to tangible 

assets. 

The Income Tax Act, 1961 (Act) provides for depreciation on the assets viz 

buHdings, machinery, plant or furniture, being tangible assets and know-how, 

patents, copyrights, trademarks, licenses, franchises or any other business or 

commercia~ rights of simHar nature, being intangible assets acquired on or 

after the 01 AprH, 1998. 

Paying off of a debt i11 reguiar instaHments or al~owance of deduction of 

capita~ expenses over a specific period of time (usual~y over the asset's life) is 

recorded as amortisation in the finanda~ statements of an entity as a 

reduction in the carrying va~ue of the intangible asset in the balance sheet 

and as an expense in the income statement. 

The entities Hke individuals, Firms, Association of Persons, Trusts etc maintain 

their accounts and claim depreciation as per the Act. However, Companies 

maintain their accounts as per the Companies Act 1956 but for purpose of 

Income Tax, they compute and claim the depreciation as per the Act. 

The Act lays down diverse provisions 011 depredation and/or amortisation for 

tax purposes as deduction to an assessee/a company in the course of its 

business with the intention for promoting economic growth within the 

country. 

Ce11tra~ Board of Direct Taxes (CBDT}, as a part of Department of Revenue, 

Ministry of Finance (Ministry), is the apex body charged with admi11istratio11 

of Direct Taxes. CBDT is headed by the Chairperson and comprises of six 

1 
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Members. In addition to their functions and responsi bilities, the Chairperson 

and Members are responsible for exercising supervisory control over field 

offices of the CBDT, known as Zones. Chief Commissioner of Income Tax 

(CCIT) heads the field office whose jurisdiction is generally co-terminus with 

the state. Each CCIT is assisted by CslT, Additional/Joint CslT, Deputy CslT, 

Assistant CslT and ITOs. 

Graph 1.1: Organogram of CBDT 

1.3 Revenue forgone on account of accelerated depreciation 

The Receipt Budget of Government of India includes a separate Budget 

document titled "Statement of Revenue Forgone", which seeks to enlist the 

revenue impact of tax incentives or tax subsidies being a part of the tax 

system. The rates of depreciation under the Act differ from those provided 

under Companies Act. The revenue forgone, inter alia, on account of 

accelerated depreciation1 where rate under Act is more than Companies Act, 

is worked out by first determining the difference between the 

depreciation/deduction debited to the profits and loss account by the 

1 The word 'accelerated depreciation' has been used in the Receipt Budget of Government of India. 
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Companies and then allowing depreciation/ deduction admissible thereon 

under the Act and applying tax rates on the sum so worked out. 

Revenue forgone figures on account of accelerated depreciation in the 

Receipt Budget for t he years starting from FY 09 to FY 13 are shown in Table 

1.1. 

Table 1.1: Revenue forgone on account of accelerated depreciation 
(~in crore) 

Financial Total Revenue Revenue Forgone on % of Revenue Forgone 

Year Forgone account of on account of 
Accelerated Accelerated 
depreciation depreciation to total 

Revenue Forgone 
FY 09 1,04,471 21,175 20.27 

FY 10 1,18,023 29,308 24.83 

FY 11 94,738 33,243 35.09 

FY 12 1,01,140 34,320 33.93 

FY 13 1,13,466 37,831 33.34 

Note: The revenue forgone figures are as per Receipts Budget. For FY 13, figures 
of revenue forgone are projected. 

The above table indicates that percentage of revenue forgone on account of 

accelerated depreciation to total revenue forgone ranged between 20.27 to 

35.09 per cent during FY 09 and FY 13. 

1.4 Why we chose the topic 

Depreciation/amortisation play a significant role in determining and 

present ing t he financial position and results of operation of an enterprise. In 

capital intensive sectors, the taxable income becomes negative particularly in 

the initial period due to sizeable amount of depreciation. Since the revenue 

forgone on account of accelerated depreciation is more than 30 per cent of 

total revenue forgone during FY 11 to FY 13, we decided to evaluate the 

system of allowance of depreciat ion and amortisation as provided in the 

Income Tax Act , 1961. 

Previously, we had reviewed the Scheme of Depreciation Allowance in t he 

year 19912. We had also examined the applicabil ity of provisions re lating to 

depreciat ion in the year 20043 . Therefore, we decided to review the system 

of allowance of depreciation and amortisation to see whether the 

deficiencies pointed out ea rlier st il l exist. 

2 C&AG Audit Report No. 5of1993 (Para No. 2.01 on the Scheme of Depreciation Allowance) 
3 C&AG Audit Report No. 13 of 2005 (Chapter 2 - Efficiency and effectiveness of administration and 

implementation of Selected Deductions and Allowances under Income Tax Act) 

3 



i 
I· . . , 

IRe[port Nd. 21[D of 2(}14 (?eoiorinaiU'll«:e Am:lit) 
I ., . . -~ : .:::, ..... · ... · ... _·· 

I 
:n..~ .Ail!.llcdlntt (C)ibljiedn\fes 

! 

The Perfbrmance Audit is intended to focus on whether: 

•· t~e systems a_nd procedures are sufficient and in place to ensure 

comphance with the prov1smns of the Act/Ru~es and 1.nstruct~ons 

iJsued by CBDT in this regard; 

lb. · a~equate internal control mechanism exists for monitoring the 
I . 

allowance of depredation in genera~ and under speciai circumstances 
I 

viz., ama~gamation, demerger, reconstruction etc; 

11:. t~ere are lacunae or ambiguities in the provisions of the Act, ff any, in 

tie administration or policy relating to depreciation and amortisation. 

:lL.15 · lieg©J~ ~rnmiew@ll'li< 

Provisio~s relating to aHowance of depreciation and amortisation are 

avaHab~~ in Sections 2(11), 32, 43(1), 43(6),: 43A, 350, 3500, 3SDDA and 72A 

of the A~t and. are briefly described. in Ap!PJiell'ilcdlnx :n.. Besides, the al~owances 
are alsb governed by ~atest judidal . pronouncements as weH as 

I . 
CkcularsVlnstructions issued by the CBDT. Appendix i & ~A to the ~ncome Tax 

i - . 

Ru~es, 1962~ provide for rates of depreciation 011 different assets, owned and 
. I 

used by the assessee in the course of business. 

I 
:lL, fl .A:l!.llcdilltl: St!'.:@!PJl!!l 

I· 
The Perliormance Audit covered assessments comp~eted during the period 

. I 

IFY 10 to :IFY 13 and upto the date of audit. ~n case of major audit observations, 

assessmfnt records of previous assessment years (AYs) were also linked 

wherever found necessary. I . 
I 

:lL,~ §~m!PJ~l!?l Siel~l!!ldll@ll'il 
I 

Ail casesl of scrutiny assessments; appea~ and rectification cases, except cases 

where SilJ~ary was the only source of income and there was no impact of 
I 

depredation on income, within the se~ected units were examined in audit. A~~ 
. I 

cirdes/vJards taken up for regular audit during the period from ·Ju~y to 
I . 

September 2013 were treated as selected units. . I 
I . 

1,9! ffeil!.ll©lntt ~nll'ilcdlilll'ilgs 

We hav~ checked 87,023 records of the assessees pertaining to the period 

FY 10 toj FY 13 induding the period up to the date of. audit. Audit findings 

have been discussed in subsequent Chapters viz; Systemic issues, A!~owances 

of Depr~ciation and Amortisation and lntema~ Co11tro~s. Whi~e making 
I 

comments on any spedfic irregularity/ mistake/ ~acunae in the Act etc in this 

Report, I re~evant Coda~ provision/ Judkia~ pronouncement/ Circu~ar/ 
I 
! 
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~nstruction have been appropriate~y mentioned in the beginning of the 

paragraph. 

:ll..:11.IDJ (l[J)IJilS'itll"alDll'il1i:S 

ffD did not produce al~ the records requisitioned in audit. AJPJJPJtellildlix :l depicts 

the status of the non-production of records in different states aH over India. 

Another hindrance in identifying tile assessees for examination in audit was 

tile non-maintenance of records of the assessees in company drdes availing 

benefit of depreciation and amortisation as welL 

:ll.JL1 Adm(Q)W~tedlgiemtellil'it 

We held an entry conference with CBDT on 04 September 2013 wherein we 

exp~ained the audit objectives, scope and the main focus of audit 

examination. The Indian Audit and Accounts Department acknowledges the 

co-operation of ffD in facilitating the audit by providing the necessary 

records and information in connection with the conduct of this Performance 

Audit. 

We issued draft Performance Report to the Ministry in April 2014 for their 

comments. After receipt of Ministry's rep~y in May 2014, we held exit 

conference on 29 May 2014 to discuss our findings and recommendations 

vis-a-vis Ministry's comments. We again issued draft Performance Report in 

June 2014 containing Ministry's views and audit stand thereon for their 

further comments. We received further comments from the Ministry in June 

2014 which have also been appropriately incorporated in tile report together 

with audit comments thereon. 

5 





Income Tax Act, 1961 (Act) deals with various provisions relating to allowance 

of depreciation. We have come across cases where unintended benefits were 

given to the assessees due to certain provisions of the Act being deficient, 

unclear and ambiguous. This has also led to contradictory judicial 

pronouncements. The present chapter deals with systemic issues relating to 

aHowance of depreciation. 

IRaities @ff dle[pliriedcarll:o(C)ll'!l «llll'll cdlaffi'fieliell'lltl: ais'Sietl:s// iblO«JJ«:lk @ff aissa!tts ais iµim'¥'a<dlietdl Dll'll 1l:lhle 
~ll'll«:«llme lrai>< IRl!.!l~es :il.9)(520 ©laffffeli ffmm tl:itn@se JPllfes«:rralbJetdl QJJll'lltdlelf fl:B'!ie C©lliJilJPl<alll'llDes 
Act 11.956 folf tlhle sailliJile aissettso WlhloOe «:«lllliJil[j).llUltl:DIYilg 1l:lhle 1l:aJll«C!lful0e Dll'll<t:@l!Ylile0 

aicdlidloti«llll'ilaiO effffmi!:s airrie lliJilaicdice li'Dw allasaiaa@woll'ilg alleJPlrreccaaitta«»ITll cais !PJterr !C©lliJilJPlaill'llaes 
A«:tt Cillllil«ll 1tlhliell1l aiOO@woll'ilg ([j]e[plrre!!:oai1ta@ll1l Cills pelf ttltne A©l:o A«:«:eOerraifl:ecdi !die[plrre«:aait!:a«»m:i 
lUJll'lldiie1r ~ll'll!!:@lliJile 'lraix Act cdl@es ll'll@tt gMaiiraill'llttee «:©ll'llSieli"lUarll:o<Qlll'il «llf "fflulllilails ft© lfi!![p)Oai«:e 
!PJ0aill'!l1t aitrncdl macihlOl!'lleifW ais; Dll'll1t<e!iil©lie©l0 Dllil 1tlhle aifr»sell'iltee @f «!lll'il'f IWil©llilDtt@li'DITilg 
mce«:ihl<aill1lOSl!Ylilo 

2.,2 IHlaiirmoll'ilasar\!:a(Q)ll'1l @ff iraites off cdle11:medarita(Q)ll'1l 

The rates of depredation prescribed under the Income Tax Rules, 1962 for 

various assets/block of assets are different from those prescribed under the 

Companies Act, 19564 . The depreciation worked out at the rates prescribed 

under the Companies Act, 1956 is debited to the Profit and loss account of a 

company to determine the true profit or loss of the business or the true cost 

of production etc. and u!timately is avaHable for replacement of capital 

assets. 

~t has been judicially held5 that depreciation is allowed to replace the value of 

an asset to the extent it has depreciated during the relevant period of 

accounting and as the value has, to that extent, been lost, the corresponding 

allowance for depredation takes place. CBDT has also clarified6 that the 

depreciation is provided to enable the industry to conserve sufficient funds 

to replace plant and machinery at the expiry of its useful life. 

The Ke~kar Task Force7, in its Report (December 2002), inter alia, 
recommended that depreciaUon claims under the Act be restricted to those 

charged to the Profit and loss account in accordance with the provisions of 

4 The Companies Act 1956 was repealed by the Companied Act 2013 but during course of audit, the Companies 

Act, 1956 was effective. 
5 P.K. Badiani Vs. Commissioner of Income Tax, Bomb {1976) 4SCC562, 
6 CBDT Circular No. 14/2001 
7 Constituted by Government of India for the study of 'Direct Taxes Reforms including rationalization of tax 

structure'. 
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the Co1panies Act. Tllis was i11te11ded to minimize tile divergence between 

the depredation amounts charged to tile Profit and Loss account and those 

claimed I for tax purposes. Tllo ugh the recommendation was partly 

imp~emented by way of revision of the rates of depredation under the Act, 
I 

effective from AV 07, the disparity between the two Acts continued. 
I 

We compared the data compiled from yarious charges on the depreciation 
I ' debited Ito Profit and loss accounts as p~er the Companies Act vis-a-vis the 

depreciation al~owed by ffD. Tile comparison revealed that depreciation as 

per the 1~ncome Tax Act was higher in 6,267 cases and was ~ower in 5,926 

cases by a difference aggregating ~ 57,665.41 crore and ~ 11,754.80 crore 

respecti~e~y. The depredation aHowed was at par in 10,441 cases i11 both as 

per Co~panies Act and the Income Tax Act. The details of depreciation 
I 

allowed las per both the Acts vis-a-vis difference between them are shown at 
I 
I 

Appiell'itdlix 3A, Appell'lltdlix 31B and A1P1Pe1J'itdlax 3C. 

While domputing tile taxabie income, additional efforts are made by 
I 

disallowing depredation as per Companies Act and then allowing 
. I . 

depreciation as per the Act. There is a need to synchronize the rates 
I 

prescribed under the Income Tax Rules with the objectives of providing 
I 

depreciation with a condition that it is restricted to the corresponding 

amount I debited in tile Profit & loss account avaiiable for replacement of a 

spedfic asset. 
I . 

CBDT mlay consider providing the rates of depreciation under the Act i11 

conform
1

ity with the rates of depreciation appHcab~e as per the Companies 
I 

Act. If apy incentive is intended by way of depreciation, it may be express~y 
given b~ way of incentive instead of depreciation. ffD may carry out a cost 

benefit ana~ysis on the issue to ascertain the effectiveness of this incentive 
I 

mechanism and decide on harmonizing the depredation rates with those 

under t~e Companies Act. 
I 

I 
~m:(l)me !lltJIX Aictt, 19151, dlioes mll'i!: IP'l1'ICl'lfitdie for ai~~(l)Walllil!Ce iof idiepredaittaiollil ICllJ'i 

I 

IP'W raittai lbaisas rciepiell'iltdlall'ilg iollil tlhie 1U1saige of aissets. lMs ~eldl tio 1U1nantell'iltdleldl 
lb1emefu11:sl oif tdleidl1U1di10ll'i ttio ttlhie aissessees for tlhie [periiotdl for wMdn asset wais 
IJ'i!O\t IUISeidJ. 

I 
2.3 · llJll'ilill'itell'itdleidl ib>el!'ilefi1t IClf dle[predarl!:ilClll'il for 'i!:lhie IP'ell'ilCltdl wlhiell'I aisseit is ll'il!ll1!: 

Jsed 
I 

Section 32 of the Act provides for depreciation on actua~ value or written 

down v~lue (WDV) of assets at the rates prescribed in Appendix i of Income 

Tax Ruie~, 1962, if the asset is used for 180 days or more and at 50 per cent of 

8 

I 
I 



IRe[port No. 21[]) of 2014 (1J>eriorma11n1ce A.11.rnlnt} 

the norma~ rate if the asset is used for one day or more but less than 180 

days during the re~evant previous year. 

We observed from compHation of 986 cases from various charges as shown in 

AIPJJPliemiidla~ 4 that assessee made additions of various assets worth 

z 1,41,72S.4S crore in the month of March in different FVs and daimed 

depreciation of z lS,617.86 crore instead of aHowable depredation of 

z 2,602.61 crore on pro rata basis for the month of March only, the assets 

being purchased in tile month of March itself. 

SimHarly, additions worth z 31,621.10 crore were made in 450 cases as 

shown in AJPlJPliemiidlax 4A, in the month of September in different FYs, on which 

depredation was allowed for the whole year. 

Thus, the assessee got unintended benefit of deduction even for the period 

for which asset was not used. 

WhHe there is no concept of allowance of depreciation on pro rata basis in 

proportion to actual period of usage (as prescribed under Companies Act) in 

tile Act, the provisions of the Act allow assessees to claim depreciation even 

for those periods during whkh the assets were neither acquired/kept ready 

for use nor put to actual use. Consequentiy, the purpose of amending the Act 

to reduce the aUowance of depreciation and increase the taxable profits 

remained ~argely unachieved, as the anomaly continued to exist with the 

a~lowance of depreciation at SO per cent even if the asset is purchased on the 

last day of the relevant previous year and put to use only for a day. 

CBDT may consider providing for depreciation on pro-rata basis in the Act 

depending upon usage of the assets during the relevant previous year subject 

to the condition that depreciation at SO per cent of the normal depreciation 

may be allowed only when asset is put to use at least for a certain fixed 

period. 

llhlietrie weire all'll«:rrllmisas1!:iemides ill'il a~~«llwaimice «llf idlieJPlriedaita«llll'il «llll'il ai:s;sets @wmied 
lbl\f Clhlaira1l:ailbl~e/Rie~agam.11s lll'IUlst amid! Ass<>da1!:a«llmi «llf IPiell"s@mis <dlll.11ie tto amlblag1U1aty 
ami ~aiw amid! 1!:1Clllilf~iit1!:allilg ]IUldlada~ dieds;a!Clmis wihlklhl lhladl adlviel!"se ampa«:t «llll'll 'ltaix 
ll"le'Wleli1llUlteS 

. 2.~ ~ll'ilCIOIJ'ilSiastemides; alJ'il a~~IClWall'ilce of dteJPlll"edaiifollil 1Clll11 assets; IClWlliledl lbly · 

Clhlaira1talb~e/ 1Re~agal[l)1UJS lrnsts amJI Ass1Clda1tal[l)IJ'il IClf IP'ell"sl[l)Bils 

Section 11 of the Act provides for exemption to a Charitable or Religious 

Trust, subject to certain conditions, in respect of income from property held 

thereunder, to the extent such income is applied or accumulated for 

9 
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charitable or rel igious purposes. CBDT has clarified8 that for the purpose of 

such exemption, the income of a trust is to be taken in the commercial sense, 

and not as computed under the provisions of the Act. In other words, the 

income that is eligible for exemption is the one that has been determined as 

per the books of account. 

While the Bombay9, Punjab and Haryana10 and Delhi11 High Courts held that 

depreciation would be allowable as a deduction even in such cases where the 

capital expenditure had been allowed as an application of income for 

charitable purposes, Kerala High Court12 had taken a contrary view holding 

that such depreciation should be added back to the income of the trust as 

disclosed in its books of account in view of Apex court' s decision13 that under 

general principles of taxation, double deduction was not intended, unless 

clearly expressed. 

In Karnataka charge, the application of law/court rulings was not uniformly 

followed during assessments of Trusts/ AOPs. While some AOs disallowed the 

depreciation claims on the cost of assets already allowed as application of 

income, others allowed the depreciation claims of the assessees, on the 

strength of varied judicial decisions (including Appellate/Tribunal orders). 

Para 3.15 on 'Irregular claim of depreciation against income fully exempt 

from tax' of this report also describes such cases of double deductions. 

Absence of enabling provisions and often conflicting judicial decisions on 

similar issues had adverse impact on tax revenues as noticed in allowance of 

depreciation in addition to capital expenditure on assets towards application 

of income in the case of Charitable I Religious Trusts. 

Ambiguities in law and contradictory stand taken by judicial authorities on 

the application of significant provisions relating to assessment of the 

Charitable Trusts need to be resolved so as to clarify whether depreciation to 

Trusts is to be allowed or not. This issue having already been highlighted vide 

para 5.2 on 'Inconsistencies in allowance of depreciation ' of Report No.20 of 

2013 of the Comptroller and Auditor General of India on 'Exemptions to 

Charitable Trusts and Institutions' still requires clarification from the Ministry. 

8 CBDT Circular dated 19 June 1968 
• CIT vs Institute of Banking Personnel Selection (264 ITR 110) 
1° CIT vs Market Committee, Pipli (330 ITR 16) 
11 DIT vs. Vishwa Jagriti Mission (73 DTR (Del) 195) 
11 Lissie Medical Institutions vs. CIT (76 DTR (Ker) 372) 

u Escorts Ltd vs. Union of India (199 ITR 43) 

10 
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AV !02 ais rPJieir 1!:1l"ie Ad ail!iltdl aime1nHdlmiellil1!: maudle nllil i!:lhle Act fo[f' AW(())~ IClll'llWiBJ[f'tdls ~etdl 
1!:1Cl ir:IClllilf~air:i!:allilg ]lUltdladai~ dledsnlClllils. llhle nssl!.!le lhlais llilcoii!: yet lbJeellil sett~edl. 

According to section 32(2) as appHcab~e for the AV 98 to AV 02, unabsorbed 

depreciation couid be carried forward and set off against business income for 

a period of eight years only. The brought forward unabsorbed depreciation 

relating to the period prior to AV 98, if any, was to be aggregated with the 

unabsorbed depreciation of AV 98 and was required to be treated as 

unabsorbed depreciation of AV 98. With effect from AV 03, Section 32(2) was 

amended to a~low the carry forward and set off of the unabsorbed 

depreciation for an indefinite period. 

In the case of DCIT vs. Times Guaranty, the ff AT, Mumbai Specia~ Bench held 

that unabsorbed depredation of AV 98 to AV 02 is not eligible for relief 

granted by amendment to Section 32(2) in AV 03 and the same couid be set 

off only against tile business income and for eight years only. However, the 

Gujarat High Court in the case of General Motors India Pvt~ ltd. Vs DCIT 2010 

Taxman 20 (Gujarat) has given ruling that any unabsorbed depredation 

available tQ an assessee on 01 April 2002 wrn be dealt with in accordance 

with the provisions of Section 32(2) as amended by the Finance Act, 2001. 

The ruling of Gujarat High Court has made the statute that existed during tile 

period AV 98 to AV 02 regarding carry forward and set off of unabsorbed 

depredation, redundant and non-existent. However, the decision rendered 

by the Gujarat High Court in the above case was not accepted by the ITD who 

filed Special Leave Petition (SlP) with the Supreme Court. Supreme Court has 

dismissed the SLP on 11 March 2013 stating that question of law is kept 

open. 

The issue has not been seWed yet. The stand taken by ITAT, Mumbai Special 

Bench in the case of DCiT vs. Times Guaranty and by Gujarat High Court in the 

case of General Motors India Pvt. Ltd win stil~ continue to appiy. 

CBDT may clarify the applicability of Section 32 (2) of the Act reiating to carry 

forward and set-off of unabsorbed depreciation allowance pertaining to the 

period AV 98 to AV 02 whether depreciation is to be carried forward for set

off beyond 8 years or not. 

11 

•I ! ~ 



Report No. 20 of 2014 (Performance Audit) 

2.6 Recommendations 

We recommend that 

a. The Ministry may consider providing the rates of depreciation under 

the Act in conformity with the rates of depreciation applicable as per 

the Companies Act. 

The Ministry stated (May 2014} that the Companies Act generally 

provides depreciation on straight line method based on the estimated 

life and residual value of the assets. However, the Income Tax Act 

provides depreciation normally on written down value method to 

certain specified assets for achieving certain economic and social 

objectives. Vide IT {Sixth Amendment) Rules, 2005, the rates of 

depreciation for eligible assets have been rationalised after taking into 

account estimated life and gradual reduction in rates of income tax 

over the years. Further, the rates of depreciation specified under the 

Companies Act are for the purpose of ascertaining the correct amount 

of commercial profit earned by a company whereas the Income Tax 

Act prescribes rates of accelerated depreciation which is more than 

the commercial depreciation for encouraging investment in certain 

sectors/ areas like manufacturing, clean energy, pollution control 

equipment's etc. As the policy objectives are different, the proposal for 

aligning the rate of depreciation under the Income Tax Act on the lines 

of Companies Act is not feasible. 

Audit is of the opinion that though the policy objectives are different, 

there is a need to examine depreciation norms in totality and align 

the rates under the two Acts wherever possible, as the existing 

practice involves preparing different sets of accounts and it also 

deprives t he exchequer of its legitimate tax revenue. 

The Ministry further replied (June 2014} that if the rates of 

depreciation are aligned with the Companies Act, the requirement of 

preparing separate statement of depreciation for income-tax purposes 

will not be eliminated because of the provisions under the Act. 

Audit is of the opinion that the more the al ignment of depreciation 

rates is made, the less will be the chances of errors in calculation of 

depreciation. 

b. The Ministry may consider providing for depreciation on pro-rata 

basis in the Act depending upon usage of the assets during the 

relevant previous year subject to the condition that depreciation at 

SO per cent of the normal depreciation may be allowed only when the 
asset is put to use at least for a certain fixed period. 

12 



The Ministry stated (May 2014) that the Act provides 50 per cent of 

allowable depreciation when the asset is not put to use for not more 

than 180 days. The existing provision is simple and easy to monitor 

administratively. Further, the provision for allowing 50 per cent of 

depreciation on the assets purchased at the fag end of the previous 

year encourages the tax payer to invest its income in productive asset 

instead of distributing the same to the owners. 

Audit is of the view that the Ministry may make prov~s1on for 

aHowance of 50 per cent of aHowable depredation on~y when asset is 

put to use at least for three months with a view to minimise the loss 

to Government exchequer. Further, for easy monitoring the provision 

on depreciation, the Ministry may use existing ff too~s. 

The Ministry further stated (June 2014) that in case condition of three 

months is imposed for claiming depreciation, it is likely that in the last 

quarter of the year, the assessees would postpone the investment in 

assets to the next year and this may not be desirable for the growth 

and development of the country 

Audit is of the opinion that the comments of the Ministry are based 

on presumptions only. 

ic. The Ministry may clarify whether the depreciation is to be allowed i11 

addition to capital expenditure on assets towards app~icatio11 of 

income thereon in the case of Charitable/ Religious Trusts. 

The Ministry stated {May 2014} that in the scheme of Trust taxation, 

first the income has to be computed after deduction of expenses and 

thereafter, exemption is granted to the extent the income is applied. 

There are, therefore, two aspects involved:- one of deduction and the 

other of condition of application. Capital expenditure of the Trust is 

application of income, and to the extent that it is so applied, the 

amount applied is excluded from the income. This may, therefore, not 

be a case of double deduction. Further, the judicial decisions on 

interpretation of current law relating to taxation of the Trusts has 

been of varying nature, the claim of depreciation in the case of Trusts 

in respect of assets for which relief by way of application of income is 

claimed, can only be denied if the law is specifically amended. 

Audit is of the opinion that Ministry may initiate action to make 

requisite amendment i11 the Act with a view to avoid the concept of 

doub~e deduction and contradictory dedsio11s of the Judiciary on the 

same issue. 

13 
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I . . 
~he Ministry stated (June 2014) that the matter will be examined by 

GBDT. 
I . 

di. CJ:BDT may clarify the applicability of Section 32(2) of the Act relating 

t
1o carry forward a~d set-off of unabsorbed depredation' allowance I . . . 
I.· . ... -

pertaining to the period AV 98 to 02. _ 
j - _. - • .·· 
I - .. - . -
~he Ministry stated (May and Jun.e 2014} that the matter has been 

~eferred to Central Technical Committee for forming Departmental 

rew and taking further necessary action, if required. 

lihe Ministry's final stand is awaited. 
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Chapter Ill: Allowance of Depreciation 

3.1 Introduction 

Section 32 of the Act provides for allowance of depreciation on assets for tax 

purposes as deduction to an assessee. Appendix I & IA to the Income Tax 

Rules, 1962 (Rule), provides for rates of depreciation on different assets, 

owned and used by the assessee during the course of business. The present 

chapter deals with audit issues relat ing to deficiencies in applying the 

provisions of the Act and relevant Ru les/Judicial pronouncements by the 

Assessing Office rs (AOs) during assessments. Category wise details of 

mistakes in assessment are shown in Table 3.1. 

Table 3.1: Nature of mistakes with its tax effect 

Nature of Mistakes and Para Number of the Report Cases 

l. Depreciation claimed and allowed on assets not 20 
owned/leased out by the assessee (Para 3.2) 

2. Depreciat ion claimed on assets not used in business 35 
(Para 3.3} 

3. Mistakes in determination of actual cost or written 29 
down va lue of assets (Para 3.4) 

4. Depreciation allowed on assets disposed off (Para 3.5) 9 
5. Capital investment subsidies not deducted from cost 18 

(Para 3.6} 
6. Mistakes in carrying over the written down value of 6 

assets (Para 3. 7) 
7. Mistakes in adoption of correct figure and errors in 44 

computat ion (Para 3.8) 

8. Adoption of incorrect rate of depreciation (Para 3.9) 142 
9. Excess allowance of depreciat ion on assets used for 29 

less than 180 days (Para 3.10) 
10. Mistakes in carry forward/set off of depreciation 87 

(Para 3.11) 
11. Mistake in carry forward and set off of unabsorbed 5 

depreciation relating to amalgamating companies 
(Para 3.21) 

12. Irregular claim of capi tal expenditure as revenue 26 
expenditure (Para 3.13} 

13. Depreciation allowed on ine ligib le items (Para 3.14) 27 
14. Irregular Claim of depreciation aga inst income ful ly 48 

exempt from tax (Para 3.15} 

15. Mistakes in grant of additional depreciation (Para 3.19) 99 
16. Other mistakes (Para 3.16 - 3.18, 3.20} 84 

Total 708 

15 

Tax effect 
(~ in crore) 

92.79 

43.96 

85.47 

1.99 
35.65 

7.15 

212.97 

107.85 
25.03 

694.65 

35.45 

344.97 

34.29 
27.28 

656.19 
30.82 

2436.51 
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3.2 Depreciation claimed and allowed on assets not owned/lease out by 

the assessee 

Section 32 of the Act provides for depreciation at prescribed rate on Written 

Down Value (WDV) of tangible or intangible assets including business or 

commercial right of similar nature subject to fu lfillment of certain conditions. 

Primary condition is that the asset must be owned, who lly or partly, by the 

assessee. In case of co-ownership of the asset, co-owners are entitled to 

claim depreciation to the extent of va lue of the asset owned by each 

co-owner. In case of the Partnership firm, only the firm is entitled to claim 

depreciation on immovable assets brought by the Partners as their capital 

contribution. As regards ownership in case of finance lease, it has been 

judicially held14 that only the lessee can be treated as owner of the asset in 

case of a finance lease. It is he who is entitled to claim depreciation as per 

law. No depreciation can be al lowed to the lessor in such a case of a genuine 

finance lease. Where a building is taken on lease, depreciation is allowable 

only on the capital expenditure incurred on the building by the assessee. 

In Chandigarh UT, Chhattisgarh, Gujarat, Karnataka, Kerala, Maharashtra, 

Rajasthan and Tamil Nadu charges, we found that 20 assessees claimed and 

were allowed depreciation on assets w hich were not owned by them at all. 

Irregular allowance of deprecation on assets not owned by the assessees, 

resulted in under assessment of income to that extent involving tax effect of 

~ 92.79 crore (See Box 3.1). 

Box 3.1: Illustrative cases on assets not owned/leased out by assessees 

a. In Gujarat, CIT II Ahmedabad charge, M/s Mundra International Container 

Terminal Ltd., for AV 08 and AV 09, claimed and was allowed depreciation of 

~ 74.72 crore on 'infrastructure usage facility' @ 25 per cent on WDV treating the 

same as 'intangible asset' which was not in order on t he ground that the 'right to 

use infrastructure facility' was not similar to 'intangible assets' as stated in section 

32 of the Act. Instead, it was deemed right to use a tangible asset i.e. 

infrastructure. Further, the owner of the infrastructure (Mundra Port & SEZ Ltd.) 

also claimed depreciation on the same asset like marine structure and dredging CT 

for the same AV as seen from their Balance Sheet and as such depreciation 

claimed by the assessee shou ld have been disallowed. Omission to do so resulted 

in excess allowance of depreciation of~ 74.72 crore involving short levy of tax of 

~ 25.25 crore. 

ITD did not accept (February 2013) the audit observation stating that the assessee 

claimed and was allowed depreciation on the license to use the infrastructure 

1
• M/s lnduslnd Bank Ltd vs Addi CIT Special Bench of ITAT M umbai, read with Supreme Court decision in the case of 

M/s ASB Ltd. The decision was re-aff irmed by ITAT Bench Pune in the case of M/s Bajaj Auto finance Ltd vs ACIT. 
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facility and not as the owner of the infrastructure. Further, the licenses, 

franchisees etc. are categorized as intangible assets under the block of assets. The 

reply is not tenable as the assessee had claimed the depreciation on Infrastructure 

Usage facility as an intangible asset, which is not in the nature of a business or 

commercial rights as mentioned under the provisions of section 32(1) (ii) of the 

Act. 

b. In Maharashtra, CIT-7, Mumbai charge, M/s Vizag Seaport Pvt. Ltd., for the 

AY 08, claimed and was allowed depreciation of~ 17.53 crore on 'Project berth' at 

the rate of ten per cent treating the same as building which was not in order. The 

'Project berth' belonged to Vishakhapatnam Port Trust and as such the assessee 

was not the owner of the berth and therefore not entitled for depreciation. 

Omission to disallow the depreciation on asset not owned by the assessee 

resulted in under assessment of income of~ 17.53 crore involving potential short 

levy of tax of~ 5.90 crore. ITD accepted t he observation and took remedial action 

(January 2013) under Section 147. 

c. In Maharashtra, CIT-3, Mumbai charge, M/s Reliance Corporate IT Park 

Ltd. for the AY 11, received total lease rent of~ 37.14 crore comprising of principal 

amount of ~ 15.69 crore and finance charge of ~ 21.45 crore during re levant 

previous year. The assessee had offered entire lease rent for taxation and had 

claimed depreciation of~ 34.75 crore on Plant and Machinery given on finance 

lease. As per provisions ibid, the assessee, being lessor, was not entitled for 

depreciation and as a corollary to this, the principal amount of~ 15.69 crore was 

not taxable. Omission to disa llow the depreciation on assets not owned by the 

assessee resulted in under assessment of income of~ 19.06 crore with consequent 

potential short levy of tax of~ 5.89 crore. 

d. In Karnataka, CIT-I Bangalore charge, M/s Cisco Systems Capital (India) Pvt. 

Ltd. for AY 09, claimed depreciation of~ 68.32 crore on networking equipment 

given on 'Finance Lease' by categorising them under 'computers including 

software'. AO while finalizing the assessments disa llowed excess claim of 

depreciation of ~ 51.24 crore categorising the same as Plant and Machinery. 

However, no depreciation was allowable on the 'Finance Lease' assets since the 

assessee being lessor would not be considered as owner in view of the decision 

cited above. Omission to disallow the depreciation resulted in excess allowance of 

~ 17.08 crore involving short levy of tax of~ 9 crore. 

The audit observations indicate that certain AOs are allowing depreciation on 

assets without examining the element of ownership of the assets, as per one 

of the requirements for claiming the depreciation. 

3.3 Depreciation claimed on assets not used in business 

Where the asset is not used for the purpose of business, depreciation under 

section 32 of the Act shall not be allowed. Further, where the asset is not 
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used exclusively for the purpose of business, depreciation shall be allowed 

proportionately with regard to such usage of the asset. 

In Andhra Pradesh, Chandigarh UT, Delhi, Gujarat, Jharkhand, Madhya 

Pradesh, Maharashtra, Rajasthan, Tamil Nadu, Uttar Pradesh and West 

Bengal charges, 35 assessees claimed and were allowed depreciation on 

assets which were not used in the business. Irregular allowance of 

deprecation on assets not used in the business resulted in under assessment 

of income to that extent involving tax effect of~ 43.96 crore (See Box 3.2}. 

Box 3.2: Illust rative cases on depreciation claimed on assets not used in business 

a. In Maharashtra, CIT-5, Mumbai charge, M/s Maharashtra State Road 

Development Corp. Ltd. for AY 08, was allowed depreciation of ~ 333.93 crore 

which included depreciation of~ 46.31 crore on three incomplete projects viz~ 9.15 

crore on Bandra Worl i Sea link Project, ~ 35.23 crore on Nagpur Ahmedabad Sinnar 

Ghoti Mumbai Project, and ~ 1.93 crore on Kalyan Bhiwandi Shilphata. Since these 

projects were not completed by the end of FY 07, allowance of depreciation on 

these projects was irregular. Irregular allowance of depreciation aggregating~ 46.31 

crore involved potential short levy of tax of~ 15.59 crore. ITD accepted (July 2013) 

the observation and took remedial action under Section 147 of the Act. 

b. In West Bengal region, CIT-IV charge, Kolkata, in respect of M/s Durgapur 

Chemicals Ltd. for AY 10, depreciation of n2.83 crore was allowed during 

assessment (December 2011) on new assets which were installed but not put to use 

for production. This resulted in excess allowance of depreciation of identical amount 

involving potential tax effect of ~ 4.36 crore. 

Illustrations above indicate that ITD is allowing depreciation on assets 

without examining of the fact whether the asset was used by the assessee 

during the course of business on which depreciation was claimed. 

3.4 M istakes in determination of actual cost or written down value of 

assets 

Under section 43{1) of the Act, "Actual Cost" of an asset means its actual cost 

to the assessee including the expenses on instal lation etc, if the part of the 

cost is met directly or indirectly by the third person, the cost to the assessee 

will be reduced by such amount borne by that person. 

We noticed mistakes in 29 cases in determination of actual cost or written 

down value of assets in Andhra Pradesh, Chandigarh, Chhattisgarh, Delhi, 

Karnataka, Mad hya Pradesh, Maharashtra, Orissa, Tamil Nadu, Uttar Pradesh, 

Uttarakhand and West Bengal charges, which resu lted in excess allowance of 

depreciation involving tax effect of~ 85.47 crore {See Box 3.3). 
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Box 3.3: Illustrat ive case on Mistakes in determination of act ual cost 

or written down value of assets 

a. In Madhya Pradesh, CIT Bhopal charge, M/s Madhya Kshetra Vidyut 

Vitaran Co. Ltd. added twice the assets available at the beginning of the year to 

the new assets added during the previous year relevant to AY 11. Thus excess 

claim of depreciation amounting to ~ 121.48 crore after setting off the current 

year's losses resulted in short levy of tax of ~ 38.82 crore. 

b. In Ka rnataka, CIT Mysore charge, AO finalized the assessment of 

M/s Chamundeshwari Electricity Supply Company Ltd., fo r AY 10, at loss of 

~ 239.39 crore after disallowing depreciation of ~ 12.49 crore claimed on capital 

subsidy I grant received on account of fixed assets. The assessee filed revised 

depreciation statements for AY 09, showing closing WDV at~ 231.33 crore and 

accordingly the depreciation claim pertaining to AY 10 worked out to~ 35.97 crore 

against which depreciation of ~ 56.64 crore was allowed in assessment. The 

omission resulted in over assessment of loss by ~ 20.66 crore involving potential 

tax effect of ~ 7.02 crore. 

From the above, it is evident that AOs whi le finaliz ing the assessment 

committed mistakes in determining the actual cost of WDV of assets which 

resulted in excess allowance of depreciation. 

3.5 Depreciation allowed on assets disposed of 

As per Section 43(6) of the Act, WDV of any block of assets in respect of any 

previous year means aggregate of the WDV of all the assets fa ll ing within that 

block of assets at the beginning of the previous year and adjusted by increase 

in the actual cost of any asset falling within that block, acquired during the 

previous year and by the reduction of the moneys payable in respect of any 

asset fall ing within that block which is sold or discarded or demolished or 

destroyed during that previous year together with the amount of scrap value, 

so that amount of such reduction does not exceed the WDV as so increased. 

Further, as per explanation below Sub-Section 4 of Section 41, moneys 

payable in respect of any build ing, machinery, plant or furniture include any 

insurance, sa lvage or compensation moneys payable or the price for which 

such assets are sold. 

In Bihar, Chandigarh UT, Gujarat, Jharkhand, Maharashtra, Kerala, Tamil 

Nadu and Uttar Pradesh charges, nine assessees claimed and were allowed 

depreciation on asset s disposed of. Irregular allowance of depreciation on 

assets disposed of resulted in under assessment of income to that extent 

involving tax effect of~ 1.99 crore (See Box 3.4). 

19 



Report No. 20 of 2014 (Performance Audit) 

Box 3.4: Illustrative cases on depreciation allowed on assets disposed of 

a. In Tami l Nadu, CIT-II, Chennai charge, M/s lndowind Energy Ltd, for AY 11, 

had sold energy saving devices for a consideration of ~ 3.13 crore during the 

relevant previous year and irregularly claimed and was allowed depreciation of 

~ 1.25 crore thereon. Irregular allowance of depreciation involved potential tax 

effect of ~ 1.06 crore. 

b. In Maharashtra, CIT-1, Mumbai charge, in the case of a company M/s Spenta 

International Ltd., for AY 07, a fi re broke out at company premises at Palghar in 

December 2004 damaging 38 knitting machines and stock in hand. The company 

filed a cla im of ~ 4.39 crore with insurance company. Initially the company got 

~ 1 crore as advance in FY 06 and thereafter the block of 'Plant and machinery' was 

credited by ~ 3.19 crore in the books of account. However, while calculating 

depreciation, no reduction was made from the WDV of Plant and Machinery 

destroyed by fire. Irregular allowance of depreciation of ~ 87.23 lakh in FY 06 and 

~ 44.35 lakh in FY 07 resulted in short levy of tax of ~ 55.31 lakh including interest . 

The cases mentioned above indicate t hat the AOs allowed depreciation on 

the assets w hich were already disposed of and t he assessees were no longer 

in possession thereof. 

3.6 Capital investment subsidies not deducted from cost 

As per Explanation 10 to Sect ion 43(1) of the Act, where a port ion of t he cost 

of an asset acquired by t he assessee has been met directly or indirect ly by 

t he Cent ral Government or a St ate Government or any authority est abl ished 

under any law or by any other person, in the form of a subsidy or grant or 

reimbursement (by whatever name ca lled), then, so much of the cost as is 

relatable t o such subsidy or grant or reimbursement shall not be included in 

t he actual cost of the asset t o the assessee. 

In Andhra Pradesh, Bihar, Chhat t isgarh, M aharashtra, Ka rnat aka, Tamil Nadu, 

Uttar Pradesh and West Bengal charges, we not iced that 18 assessees whi le 

ca lculat ing the depreciat ion did not deduct capital investment subsidies 

received from t he cost of the assets. Non deduction of capital investment 

subsidies from the cost of t he asset result ed in under assessment of income 

to that extent involving tax effect of~ 35.65 crore (See Box 3.5). 

Box 3.5: Illustrat ive cases on Capital investment subsidies not deducted from cost 

a. In Uttar Pradesh, Lucknow charge, AO for AY 11, wrongly allowed 

depreciation of ~ 86.57 crore to M/ s Madhyanchal Vidyut Vitran Nigam Ltd., as 

aga inst ~ 9.38 crore admissible under t he Act . We noticed that the depreciation 

allowed of ~ 86.57 crore included depreciation on the cost of assets, which was 
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directly met out of the grants received from the Government/APDRP and Public 

contributions. The omission to disallow such claim resulted in excess computation of 

loss of ~ 77.19 crore involving potent ia l tax effect of~ 23.85 crore. 

b. In Maharasht ra, CIT-10 Mumbai charge, M/s Maharashtra State Electricity 

Transmission Company Ltd., for AY 08, received capital subsidy of~ 101.03 crore 

towards cost of fixed assets comprising of ~ 32.45 crore as outright contribution and 

grant of ~ 68.58 crore. However, the AO did not reduce capital subsidy so received 

from the cost of asset and allowed depreciation on full value. The omission resulted 

in excess allowance of depreciation of~ 15.15 crore involving short levy of potential 

tax of ~ 5.15 crore. ITD took remedial action (March 2013) under Section 143(3) read 

with Section 263 of the Act. 

In above cases, capital subsidy/grants/contributions received by the assessee 

from different sources reduced the actual cost/WDV of the assets, even then 

the AOs allowed depreciation on f ul l va lue of the assets. 

3.7 Mistakes in carrying over the written down value of assets 

Written Down Va lue of an asset or block of assets as worked out as per 

provision of Section 43(6) of the Act is required to be carried over correctly to 

the next year as opening WDV to give a true and fair view of the accounts. 

We observed in Andhra Pradesh, Bihar, Maharashtra and Tamil Nadu charges 

that six assessees committed mistakes in carrying over the WDV of assets to 

the next year as opening WDV which resulted in excess allowance of 

depreciation involving tax effect of~ 7.15 crore (See Box 3.6). 

Box 3.6: Illustrative case on mistakes in carrying over the WDV of assets 

In Andhra Pradesh, CIT-Il l Hyderabad charge, M/s Salivahana Green Energy Ltd., 

for AY 11, adopted opening WDV of the block of assets at ~ 69. 70 crore in the 

depreciation schedule for AY 11 as against closing WDV of~ 53.39 crore of the 

assets as on 31 March 2009. Excess carry over of WDV of~ 16.31 crore involved 

short levy of tax of~ 5.95 crore. 

AOs omitted to check the correctness of the written down value of assets 

carried over to the next year by the assessees in above cases. 

3.8 Mistakes in adopt ion of correct figure and errors in co mputat ion 

Section 143(3) of the Act provides that in a scrutiny assessment, the AO is 

required to make a correct assessment of the tota l income or loss of the 

assessee and determine the correct sum payable by him or refundable to him 

on the basis of such assessment. 
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I 

We foJ1d in Andhra Pradesh, Madhya Pradesh, De~hi, Chandigarh, Kerala, 

Gujaratl Uttar !Pradesh, Maharashtra, Orissa; West Benga~ and Tamil Nadu 

charges! that 44 assessees committed mistakes in adoption of correct figure 

of depr
1

eciation in computation of income involving tax effect of Z 212.97 

crore (Siee Box 3.7). 

• ilBox 3. "1: mll.Os1t1rai1tnve cases o~'.mns1t<n~~·5; 001! aiidloJP1tnoriof11:01r1recUign.ore 

I : a~~'e1r1ro1rs 001! «:~Mjpll.01tai1tn~m .· ·; .' ·: :•: ' 
I . , ·.' , · .. ·· .. ···.· ;;: '. , . :'· . . . . . /';';> . : i' , , , 

ai~/... In Madhya P,radesh; CFf_Bl)opal cl)~rge(ihthe C<;J~$:'of M/s M?MKVVNl, A,? 
adopted depredation for the AY'lO at~ 613:81 crore instead of correct.amount of 

~ 99.071 crore as per the 'Act. ·The mist~;ke resulted ·:in, excess allowance of. 

deweciation of~ 514.74 crore involving tax effect of~ 15~.42 crore. : · 
I •. . . .. 

lb;,:·;, 1
1
n DE!lhi,,;c1~7 ,1v Delhi .c::harge, M/sJ~1eai te~~ll.O~ai1r lowerr-s ~D1lif1rai~1t!u.octll.Orr-e Uidl.: . 

for ·,AY jll claim.ed depr_eciatio.n,@15 per cent on passive infrastruF'tµre asse!s' 

tr'e~t,ing·them a~ "Plant and Machinery"; J\'~j c:;onsidered' Plant and i\ti!'lchinery as • 
. •, i . ... ' : ' ' > ·, ' ' ·.. :·· ' ' ' ' ;. . 

building and allowed.depreciation@lO perc,ehtand added back ~11"21 cr<Jre only 

in the ibcome whi~h was correctly wo~ked 6uho ~ ~4.Z2 tro~e to\N~rdssper cent· 

excess !Claimed. 'rhe mistake: resulted in/e~cess · a11ow~~ce of depreciation·. ai 
~ 53';s1jcrore i~vdl~ing pote~tii:Jltax effectpf ~ 21.59 cror~~· . ' 

«:. .,: 1
1n Tami1 1

Nad~, CIT-I Ch~nnai charge; while finalising the assessment of 
. ·.·' • L '· . :. • .• : • . ', :··:. , . . '. ·• . . . .. : . . .·' ·. . 

'MJfs [))ihJ1
aJD1lll.OS leduno~ogoes Uidl., for the A,'f U~ AO disalJowed interest payment of .. 

~ 2.8.5 trore instead of depre~iation of ~ 2.s.:io crore which was requfred to be · 

dis~l,lo~ed. The. ~istake resulted in excess aHowance ofd,~preciatidn tci the extent . 

of~ 25[25 crore, involving short levy of tax or~ 11.ss. crore inclllping interest, 
: I ... , ,. . . '· . . .... ·.. . :: ... 

under s'ectioh 234B. · ·· 
I. 

Therefo~e, AOs committed mistakes in adoption of correct figure of 

depreciation in computation of income which resu~ted in under assessments. 

I 
3,91 Aidld'.llJPl\tn1C>ITTJ IClf nll'ilcmll'ie1Ctt ll'aittie IOlf idlieJPlll'edaiitulClll'il 

I 

Deprecibtion on any block of assets shai~ be calculated at the rates specified 
I 

in App~ndix ~ and i11 respect of any dass of assets relating to power 
I 

generation undertakings at the rates indkated in Appendix ~ A to the Income 

Tax Rul~s, 1962. 

We oblserved i11 Andhra Pradesh, Bihar, Chandigarh, Delhi, Gujarat, 

Jharknahd, Karnataka, Kera~a, Madhya Pradesh, Maharashtra, Orissa, 

Rajasth~n, Tamil Nadu, Uttar Pradesh, Uttarakhand and West Benga~ charges 
I 

that 142. assessees claimed and were. allowed depreciation at rates which 

were hikher than the rates admissib~e under the Act. The mistake resulted in 

excess ~liowance of depreciation invo~ving,tax effect of Z 107.85 crore (See 
I 

Box 3.8). 

I 
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Box 3.8: Illustrative cases on adoption of incorrect rate of depreciation 

a. In Andhra Pradesh, CIT-IV Hyderabad charge, M/s Ushodaya Enterprises, 

for the AV 08 and AV 09, claimed and was allowed depreciation on 

Cinematographic films/TV serials at 25 per cent treating them as intangible assets. 

Since the film library is not in the form of technical knowhow or copyrights but 

merely TV programs contained in CDs/storage media which were being used as 

tools in the business activity and hence the same should have been treated as 

Plant and Machinery, attracting depreciation at 15 per cent. The mistake resulted 

in short computation of income aggregating ~ 116.78 crore involving tax effect of 

~ 52.79 crore. ITD took remedial action (May 2011) under section 263 of the Act 

for the AV 08. 

b. In Kera la, CIT-Trivandrum charge, in the case of M/s Asianet Satcom Ltd. 

for AV 09, AO allowed depreciation on set top boxes and modems supplied to 

Cable TV/Internet subscribers at the rate of 60 per cent applicable to computers 

instead of 15 per cent treating them as Plant and Machinery. Omission resulted in 

excess allowance of depreciation of~ 6.16 crore involving potential tax effect of 

~.2.09 crore. ITD accepted and rectified (August 2013) the mistake under section 

263 of the Act. 

The above cases indicate that AOs allowed depreciation at rates which were 

higher than the rates admissible under the Act. This resu lted in excess 

allowance of depreciation. 

3.10 Excess allowance of depreciation on assets used for less than 180 

days 

Proviso to sect ion 32(1) of the Act provides for depreciation @ SO per cent of 

the normal rate on asset which is acquired and put to use during the relevant 

previous year for the purposes of business or profession for a period of less 

than 180 days. 

In Andhra Pradesh, Bihar, Chandigarh, Karnataka, Maharashtra, Rajasthan, 

Tamil Nadu and West Benga l charges, we observed that 29 assessees while 

ca lcu lating business income claimed depreciation at normal rate of 

depreciation though the assets were used less than 180 days. Excess 

allowance of depreciation resulted in under assessment of income to that 

extent involving tax effect of~ 25.03 crore (See Box 3.9). 

Box 3.9: Illustrative cases on excess allowance of depreciation on assets 

used for less than 180 days 

a. In Andhra Pradesh, CIT-Ill Hyderabad charge, AO, in t he case of M/s Sagar 

Cements Pvt. Ltd., for AV 10, allowed depreciation on Plant and Machinery at 

normal rate though the same were put to use for less than 180 days for the 
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pUrpose of business. The mistake resulteci:in excess allowance of depreciation of. 

: ~ 3?.64! crore involving potential t~x-effect'of.~ 1:2'79 era~:~. ·. : :\i\ · .. 
~/2~ )n Karnat~k(!1 CIT LTLi.B~r;igaluru ch~;~e, AO, in.th~~ case of Mfs)BM ~ndl_ia 
{P} 'ulitor the·J.W 07, disalld~e'd software'e)<penses off.99.36 ctor~\r~ating the_ . 

. ~.-:": -:··1 ·. ··'. - __ -_._··._ ,._,-:.,"-,>~,~- ___ - --_;-_,,-_'.<.' '.,.: '.,°·"_>:!.' -.,:_i_.-'!-~---·-_-'·'. ,_,-.: 

·same .as capital asset, arid thereafter allowed.· depredation of Vs9~62 crore 
. ;.' J . ' •·.• ' '· .. f. ·,' ' ': • •• ·. ' . . • >· ' ·,·· . ~· ··,: . . . ' 
the~eon at full rate of 60 per cent. We observed that the amount on which AO. .: -·_ "--~-, :r ·. ~--· .. - , .. -_. _" .- - . ., :,,.':- . . .· ~- ·_ ~~ ::1:' -::._·· _;. -~:-1 -·. . .. ·-- ·: 
allowed depredation was required t<l be ,bifurcated depending upon:.the use of 

·./ I :' · .. · .. ·':'.:. ;_·;\' · . · . ;.;, . : .. c:,c.r< ··. ·.; 
: assets for more th.an 180 d_ays .~nd the Jes.ser. periocL Consequently; tb.e allowabl_e 

_:, :, ! ' . ,,. ;: ' : ' ' . . ' . . . \i ;·:. • ' : >" ~ ' . ': ' •: '" ' ' ' 
depreciption wor~ed Oljt ,to ~ :47:40 .,crore, a? against ~-59~?2 crore 'all~)N~d by Ao,: 
T~(:'.mirtake r~sul_ted in ex,~~~·s allow_an~~:;,:of depreci~tion of i J~:·22 crore,· 
invqlving short ley,y of tax-of.~, p:38 crore.· .. ·: ;_ /; .• 

,;- I • . - .;: • , 4,'·;, ,_ • ,·,;:;, 

The above cases indicate that AOs allowed normai rate of depreciation 

though the assets were used iess than 180 days. 

3.U. Mns1takes nD'il ca11rriy fol!'waridl/se1t IClff IClf dlepl!'edai!:nOJD'il 

As per provisions of the Act, where for any AV, depredation/unabsorbed 

depreciation cannot be set off against business income or any other income 

in the relevant previous year, it shail be carried forward indefinite~y and set 

off against any income taxable in the succeeding assessment years. Further, 

section 72A(4)(b) of the Act provides that in the case of a demerger where 

the loss and unabsorbed depreciation is not directly relatable to the 

undertakings transferred, the accumulated loss and unabsorbed depreciation 

shall be apportioned between the demerged company and the resulting 

compan¥ in the same proportion in which the assets of the undertakings are 

retained by the demerged company and resulting company and be allowed to 

be carried forward and set off in the hands of the demerged company or the 

resuiting company as the case may be. 

~n And.hra Pradesh, Chandigarh, Delhi, Gujarat, Karnataka, Kerala, 

Mahara~htra, Rajasthan, Tami~ Nadu and West Bengal charges, we observed 

mistakes in carry forward/set off of depreciation in 87 cases which resulted in 

under assessment of income to that extent involving tax effect of ~ 694.65 

crore (See Box 3.10). 

IB~x. 3Irn: mi.is1t.rraith;e·~ases o!'i·mis1takes nri.~(lrrrry forrw<!8'~/se(off of dlep~edatuorr-n 
.. '1·· · .. · . ·· · ·. • :· •·•:P'" ·· ' ·· · .. 

_a. , ·· lh Maharashtra, CIT-3 fYl~rnbai i::harg1( in the case pf M/s ~dle~ ~~~~i.i~arr Udl. 
. . :·. _. ,.. I . . :: . .. . . . .. . ' " :. . . . . . ·:< ... '· . . , . '.·:.· : . . .. 
for!bE! t Y 10, theAO allowed set off of broll.~ht forwarcj u~e~sorbed de9recia~ion o~ 
~Z40;51 crore as against availaple brougb.t forward 'unablsorbed depre,dation of ... 

f13,1.24 crore. D~~ingtheyear:·: demerger·9fJhe corripany:fook place.a~·µ X:3'.98 per~ 
~enf of~he tota!'asset was tr,~QSTerred_ t?,.~d~~ 'Ce~~i.i~a[ ~ow,err ~nfrra~itD".~cti.irre Udl? 

-{~cr~n i;e; resulting company. Therefore, ~- 19:19 C:rore (being.13:9ff:i/)er' cent of', 
. ' ' ·! ' .. ' ·. . . ' ' "'·: .. · ' . ' ' .· .·: '. ' .·-- •. . . .. ,. 
··~·_ 137,.~4 crore) wasrequired to· be 'transfe;?ri"edto the resulting company and as such 

I . ' : ' ' .·, .. ' ;,. ''.;' . . . " ., 
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only 86.02 per cent of unabsorbed depreciation was available for set off. Excess set 

off of unabsorbed depreciation of ~ 622.46 crore resulted in under assessment of 

income to that extent involving short levy of tax of~ 266.08 crore including interest. 

b. In Rajasthan, CIT-2 Jaipur charge, while finalising the assessment of 

M/s Rajasthan Rajya Vidyut Utpadan Nigam Ltd., for AV 11, AO set off brought 

forward unabsorbed depreciation of~ 101.57 crore out of~ 958.06 crore pertaining 

to the period up to AV 03 and the balance of~ 856.49 crore was allowed to carry 

forward to subsequent years. We observed that the unabsorbed depreciation of 

~ 958.06 crore was reduced to~ 733.08 crore during scrutiny assessment for AV 10. 

Thus, there was excess carry forward of unabsorbed depreciation of~ 224.98 crore 

pertaining to earlier periods. Further, while completing scrutiny assessment for the 

AV 11, the unabsorbed depreciation of ~ 134.81 crore pertaining to AV 10 was 

allowed to be carried forward to subsequent years which was not available at al l. 

Excess carry forward of ~ 359.80 crore involved potential tax effect of ~ 122.29 

crore. ITD accepted the observation and issued notice under Section 154 on 24 

September 2013. 

c. In Tamil Nadu CIT-Il l Chennai charge, in the case of M/s Thiru Arooran 

Sugars Ltd, for AV 11, AO set off entire income of~ 97.78 crore towards brought 

forward business loss and unabsorbed depreciation pertaining to earlier years as 

against the available amount of ~ 7.04 crore relating to unabsorbed business loss 

and ~ 34.24 crore pertaining to unabsorbed depreciation. The mistake resulted in 

excess set off of unabsorbed depreciation of~ 56.50 crore involving a tax effect of 

~ 26.42 crore. 

d. In West Bengal, CIT-I Kolkata charge, in the case of M/s West Bengal State 

Electricity Transmission Company Ltd., for AV 10 and AV 11, AO allowed carry 

forward of unabsorbed depreciation of~ 155.37 crore pertaining to AV 08 whereas 

the actual amount of unabsorbed depreciation was ~ 79.00 crore. The mistake 

resulted in excess allowance of carry forwa rd of unabsorbed depreciation of 

~ 76.37 crore involving potential tax effect of~ 25.96 crore 

The above cases indicat e that AOs committed mist akes in carry forward/set 

off of depreciation which resulted in under assessment of income. 

3.12 M istake in carry forward and set off of unabsorbed depreciation 

relating to amalgamating companies 

As per the provisions of section 72A, the brought forward losses of 

amalgamated company will be eligible for set off against t he income of t he 

amalgamating company subject t o fulfillment of cert ain conditions. 

W e found mistakes in carry forward/set off of unabsorbed depreciation 

relating t o amalgamating companies in f ive cases in Andhra Pradesh, Kera la, 

Or issa and Ta mil Nadu charges which resu lted in under assessment of income 

t o t hat ext ent involving t ax effect of ~ 35.45 crore (See Box 3.11). 
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'B~x_~.~1: mustratnve case ioM1111n.s1taii<e nn cairo:Y fl(J)ll'Wairtdl.aui~ se11: off iofiUIIT-ialbsiorbedl 

; ,,: ·: .! .. ·~ejplrecnaitnion:1 re~atnll1lg 1l:io ama,lgamatn1111g c~rtnjplaJll'lijes i . . .. . . . ' . . 
' . 

In Andhra Pradesli, CIT-Ill Hyderabad charge, in the case of'M/s SIHIV IEll'lergy Pvt. Utdl, 
! ' y o; 1 

for AV 10, AO .allowed carr'{ forward and>set .off of unabsorbed depredation of 
•. ! . .J . . ·~. . .. · • .. ' .. · ... . .. '; .;\:, . '. . . . • . . ::·. ··.' . . . ·. :: ·):· . . . . 

. {4Q:51 C:rore relating to amalgamated compahy (M/s SHBJriergy IPG lnJrastructure 

PVt.Ltdb instead·.of correC:t, ~mount of ~Iv:64 crore. B~sides, broJ~ht forward 
- ., ' ·:· '.., • . ~ - f1-. , . - " • ' .: - , ' »';_ ./_,:.,, --.: . ~: >: ' : , . . .- ·:.' ' -- ,. --. > 

business loss of{ 14.18 cr6re (pertaining to:;\Y 01) was also set off though no such 
, -_ '_< > - I . ,. - , -"-~ : .·:- . . .- . - "': -."· - - :' : . -- . >· - ". -, - , 

loss :was available' for set off. Excess sekoff of { 46.05: crore of Unabsorbed 
, _,;_ l· ' . !, , - .. '" ;\ •' .. "·,-:'., - ' . - :''' '._, ' . - , 

depr:etiation/ brought forward:business lossre.sulted .in 1:1h.derstatement·of income 
·•· , -; .• . . I .. ; . . "': ';, . . . - ' ' , ' • . ~ -: : , " .'- ,. «> - . • ' <. . ; 

to,tnat.extent involving potentiaftax effectof{.15.65 crore . 
.. •.·:· .• I . . . : . . . .t.· .. · 

J 

The abo~e cases indicate that AOs committed mistakes in carry forward/set 

off of dbpreciation relating to ama~gamating companies which resulted in 

under a~sessment of income. 
I 

3,13 ~~rreg1UJ~a11r daium IClf 11::aqpi1tai~ ex[plellildloit1U1rre ais rre\fe11i11U1e ex[plellildi1t1U1rre 

Capital Jxpenditure is not ailowab~e whi~e computing taxable income, unless 

the law !expressly so provides. It has been judicia~ly held15 that payment of 
I 

no11-corr\pete fees faHs within the capitai fie~d and therefore deduction 

cannot Be allowed as a revenue expenditure. Instead, depredation is allowed 
I . I 

on Know-how, Patents, Copyrights, Tr.ade marks, Licences, franchise or 
I 

CommeMcia~ rights of similar nature. 
I . . -

During test check in Andhra Pradesh, Chandigarh, Delhi, Gujarat, Karnataka, 
I 

Kerala, Maharashtra, Orissa, Rajasthan and Tamil Nadu charges, we found 
I 

that 26 ~ssessees irregularly daimed and were allowed capital expenditure as 

revenue I expenditure which resulted in under assessment of income to that 

extent irlvoiving tax effect of~ 344.97 crore (See Box 3.12). 
I 
I 
~ox 3.i2: W1UJstrnfo1e cases OB1 ill"l"egn.lilairt~aiijm of caipu1ta~ e){JPlell'lidlufore 
·:. . . 

: . :as:rrevel!1lue e~p~1111dlij1ture . i •.'.; . . . ·.. . . . . 
I ... • , . • . . ,, .. •.. . •. . . . :·· ' .. 

a. In Mahara~htra, CIT~3 Mumbai charge; ir\ the case:of M/s ldleai Cell1UJlair U:dl . 

. fqr' the ~Y 10, AOallowed dedudiori of {.:s43,98 .crore ~n:::a.~C:our1t of non7compete 
·I ... ·'. . ·.. .:· .. :'.,. ·. . . •.. . .•.. · •. . ·: 

'fee •Whi:Ch was: not allowable as revenue expenditUre· in terms' ·:Of judicial 

pron'~un!cement'. Omission to di~allow non7compete fe~ .~s revenue E;!~penditure 
. resulted/ in unde~ .assessmen·t :oi· into me· of ~ 543.98 .· cror~ in\(olving tax effect ot 
·~· 245;9~ crore including interest: H.1rther, during the year under coriside~ation, the 

' .:,> 1 . ,/ . : -~·. ..· , . '. ..~· , : . , ' . . . ,'.r .• · ( 

assessee· had received fixed assets under finarice.lease~ The assessee in .his books of 
·account~ had capitalized { 14,7:62. crore b¢i.~~ principa(~oniponent' p~id to the 

15 Sharp Bu~iness System vs 
I 

Novembe~ 2012) 

i 

i 

Commissioner Of Income Tax (Special Bench I of Delhi High Court - OS 

26 



Report No. 20 of 2014 (Performance Audit) 

lessor under finance lease and claimed as revenue expenditure which was reduced 

to ~ 142.76 crore in the revised return and allowed accordingly. The assessee was 

entitled for depreciation on this amount and was not entitled for deduction of the 

amount as revenue expenditure. This omission resulted in under assessment of 

income of ~ 121.35 crore with consequent short levy of tax of ~ 54.86 crore 

including interest. Total short levy of tax worked out to ~ 300.77 crore including 

interest. 

b. In Tamil Nadu, CIT Sa lem charge, AO allowed M/s Rasi Seeds (P) Ltd., for 

AY 10, ~ 76.16 crore as sub-license fee debited to the Profit and Loss account. 

Audit observed that the assessee had incurred expenditure of~ 76.16 crore for 

entering into sub-licence agreement with M/s Mahyco Monsanto Biotech {I) Ltd. 
for employing the technology for BT Genes and for transfer of technology and use 

of trademark, which was in the nature of capita l expenditure qualifying for 

depreciation @ 25 per cent only. Omission to treat t he same as capital 

expenditure and restricting the deduction to the extent of eligible depreciation 

resulted in excess allowance of deduction of~ 57 .12 crore involving tax effect of 

~ 19.41 crore. The ITD did not accept (August 2013) the audit observation stating 

that it was allowable as revenue expenditure. The reply is not tenable in view of 

coda I provisions of the Act . 

c. In Karnataka, CIT-LTU, Bangalore charge, in the case of M/s Canara Bank, for 

AY 09, AO allowed expenditure of ~ 15.89 crore, charged to its Profit and Loss 

account, towards creation of new logo under brand building initiative undertaken 

with the objective of increasing the customer base. As the expenditure incurred 

involved enduring benefit to the assessee, it should have been treated as capital 

attracting depreciation admissible to an intangible asset. Omission resulted in under 

assessment of income of~ 11.91 crore involving short levy of tax of ~ 5.35 crore. 

The above cases indicat e that AOs irregular ly allowed claim of capit al 

expenditure as revenue expenditure w hich resulted in under assessment of 

income. 

3.14 Depreciation claimed and allowed on ineligible items 

Depreciation is al lowable on capital asset s used for the purpose of business. 

How ever, no depreciat ion is allow able on land though it is a capit al asset . 

Likewise, goodwill is not an intangible asset and hence w ill not qualif y for 

depreciation allowance, as held by the Supreme Court16
. 

W e observed in Andhra Pradesh, Chandiga rh , Delh i, Gujarat, Ka rnat aka, 

Kerala, M adhya Pradesh, M ahara shtra, Rajasthan, Tamil Nadu and W est 

Bengal charges that 27 assessees cla imed and w ere allow ed depreciation on 

items which were not eligible for depreciation. Irregular allow ance of 

16 M/s B.C. Srinivas Setty vs CIT (128 ITR 294) 
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depreciation resulted in under assessment of income to that extent involving 

tax effect of~ 34.29 crore (See Box 3.13). 

~ok3;13: mUJs1trntive cases oD'li dl~1neda1tio~·d~imedl aD'idl ai~~~w.edl en iD'lie~igib~e i1tems. 
.. : '', .· ' . '' ' ' ' ' ··.. ' .·. ,· .····. '. . ' ;, : •. ' ' i,~'. . • .· . 

a; In West Bengal region,'CiT~I Kolkata charge, M/s ~Il'lfi1111n1ty ~1111foled'i'.l?a11rlks IL1tdl., 
'' ' ,. ! ' ' ' ' '' ' " ' ' ' ' ' : : " ' ..:''' "· ' ' ' '.'''" ' ' 
forAVs 08, AV 10 and AV 11, engaged in the business of 'deXielopment of IT Park and 

provi~in~·services relating thereto~ was allo~e,d depreciati~~·an the uns61d buildings 
I. . - ,, .· , · .. ·. , --,_ .. , - - -". , -

built:·by I them leading to allovyanc::e of tjep~eciation on 1t:rading stock' and n'ot on 

'capjtaf iasset' used for the purpose of. business. This '.result.ea in·'t8tal excess 

all~~an~e of depfeciation ~ 16~19 crore invoiving tax effe~~ of~ 5.50 ~lore. ITD did. 

not a.cc~pt (October 2013) the obs~rvation .on the ground'·that the business of the 

assesseJ was to :provide services. and th~ sciid assets were being us~.d for that 

pu,rf?qs~f This is ~o~tenable_cis thj bu~iness .otthe ~sses~e~ ~as 'devel°:p.ment o_f IT,, 
Park amd providing services relating thereto' which included. developing, 

con~trudting. arid selling of building '~nit wise' and 'floor,:space basis'/Hence, the 

asse~se~ was not eligible for depreciation asthe constructeclbuildin& had no use for 
I . . '.. '· . , . • ' 

the purpose ofthe business of the assessee. '! ' ., ' 
lb. 'In Karnataka, CIT-I, Bangalore cha'rge; in' the case of M/s IFilbres .a~dl IFalbtrks 
' '' ,, i ' ,·' ' ' ' ',. ' '., ·. ' '' ' ' ''' 
~nte~mlltiona~ .1Jl>V1J:, Udl., for AV 07 and AV 08~ revealed that the assesseewas allowed 
- :·_ ,, l . . - . - ., - ;·; < - '· ;· -;~- ·-·_ - ' - -': '"- ,. 

·depredation aggregating to ~ 8.61 crore, claimed on godd\11/ill, though it did nof 
' ·• '. ! .• ,' ' ', ' ''' ·, ' ' .. ' '' 

. qualify ~s an intangible as.set: .The mistcike· resulted in under assessment of 

~ 8'.61 c~ore, irivoi\/ing a total tax effect of~ 4.;96 crore. 

The abo~e cases indicate that AOs allowed depreciation on ineligibie items 
I 

which resulted in under assessment of income. 

3.:ll.5 ~~ll"ieg11.1~air daiom IOlf dliepll"iedai1tnm11 aiganll1ls1t nll1lwmie fo~~'\f iexiempit frnm itaix 

No deduction is aliowable against the income which is exempt from tax. 

Further, i in the case of trust/ society whose income is claimed as exempt by 

appHcati:on of income under Section 10 or 11, no depreciation is admissible 

as it wrnjamount to aHowance of double deduction. 

We obs~rved in Bihar, Haryana, Karnataka, Tamil Nadu, Uttar Pradesh and 

Uttarakhand charges that 48 assessees claimed and were allowed 

depreci~tion against income fully exempt from tax which resu~ted in under 

assessm~nt of income to that extent involving tax effect of { 27.28 crore (See 

Box 3.14). 
I 

!Bbx 3.14: mll.llstrrai11:ive cases on ~rrregUJ~all' .daim of dlepredailfoD'll ag~inst 
I ill'llcome fo~~y exempUrdlm 'itax . ..· . 

·1 , -

' i ' ' ' ' ' ' ' ,,·' ' ' ' 
a. . 1\1 Uttarakha_hd, CIT D.ehradun charg~, M/s !D11stitUJte of M.a1111agement · 

SitUJ~ies iwas. registe~ed under. the Societies,Registratio'~;Act 1960 and availed 
' ,,.' ! '. ,' ' ' " ' ' ' ' 

exem'pti
1
on for AV.11 under Section 12AA of the Act wherein the inc?me of the 

assesse~ was exempt. However; AO while finalising the. assessment irregularly~ 
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allowed depreciat ion of~ 10.67 crore which result ed in double deduction to that 

extent involving tax effect of~ 3.30 crore. 

b. In Tamil Nadu, CIT-I I Madurai charge, in the case of M/s Govel Trust, for 

AY 11, AO allowed depreciation of~ 6.75 crore on assets whose cost was already 

claimed as application of income which resulted in allowance of double deduction 

involving tax effect of ~ 2.07 crore. ITD did not accept (August 2013) the 

observat ion stating that the scheme of taxation of Charitable Trust was different 

from taxation of other taxable entities. The deduction of depreciation did not 

amount to double benefit/ double deduction. The reply is not tenable as the case 

law reported in 328 ITR 421 (P&H) mainly dealt with granting of exemption for the 

Profits and Gains from business incidenta l to the objectives of the Trust u/s 11(1), 

(2) and (3) when the exemption contemplated u/s 11(4A) was not applicable, and 

not about the allowing of depreciation to t he Trust. 

Thus, AOs irregularly allowed depreciation against income fu lly exempt from 

tax which resulted in under assessment of income. 

3.16 Allowance of depreciation on non-commercial vehicle 

In case of new commercia l vehicles, acquired on or after the 01 January, 2009 

but before the 01 October 2009 and put to use before the 01 October 2009 

for the purposes of busi ness or profession, depreciation is allowable at the 

rate of 50 per cent. 

We observed in Gujarat, Karnataka, Kerala and Tamil Nadu charges that 29 

assessees was allowed depreciation on non-commercial vehicle at higher rate 

applicable to commercia l vehicles which resulted in under assessment of 

income to that extent involving tax effect of~ 10.91 crore (See Box 3.15). 

Box 3.15: Illustrative case on Allowance of depreciation on non-commercial vehicle 

In Tami l Nadu, CIT-LTU Chennai charge, M/s Sundaram Finance Ltd., a leasing and 

finance company having income from lease, rent, bi lls discounting and service 

charges, leased out motor vehicles either on operating lease or finance lease only to 

its customers. For AY 11, the assessee availed depreciation of ~ 25.72 crore on 

motor cars at the rate of 50 per cent as against~ 7.72 crore at the normal rate of 

15 per cent. Since the company was not using these vehicles in the business and was 

not running them on hire, the allowance of depreciation thereon at higher rate was 

not in order. This resu lted in excess allowance of depreciation of ~ 18.01 crore 

involving short levy of tax of~ 8.26 crore. 

ITD replied (August 2013) that depreciation at 50% is allowable on new commercial 

vehicle as per SI. No.3 (via) of depreciation schedule. The reply is not tenable as the 

motor cars were not used for the purpose of running them on hire, they are not 

required to be treated as commercial vehicles for t he purpose of allowance at higher 

rate of depreciation. 
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Thus, AOs allowed depreciation on non-commercial vehicle at higher rate 

applicable to commercial vehicles which resulted in under assessment of 

income. 

3.17 Depreciation claimed against let out property 

The Act allows 30 per cent standard deduction and interest pa id on borrowed 

capital to cover all expenditure related to the income under the head 

" Income from House Property". Hence, no depreciation is admissible 

thereon. 

In Karnataka, Tamil Nadu, Bihar, Uttarakhand charges, we found that six 

assessees irregularly claimed depreciation against let out property which 

resulted in under assessment of income to that extent involving tax effect of 

t 1.85 crore (See Box 3.16}. 

Box 3.16: Illustrative case on Depreciation claimed against let out property 

In Karnataka, CIT-Ill Bangalore charge, in the case of M/s Renaissance Holdings 

and Developers Pvt. Ltd. for AY 10, AO allowed depreciation of'{ 2.02 crore on 

buildings let out, though its rental income was assessed under the head 'Income 

from House Property'. Omission resulted in under assessment of income to that 

extent, involving tax effect of'{ 85.81 lakh. 

3.18 Other mistakes relating to depreciation 

While computing tonnage income of a tonnage tax company under section 

llSVL, provisions of Section 30 to 43B shall apply as if every loss, allowance 

or deduction had been given full effect to for that previous year itself. 

Assesses/AOs are also required to comply with certain other provisions 

relating to depreciation in their claims for depreciation. 

In Andhra Pradesh, Chandigarh (UT}, Gujarat, Karnataka, Madhya Pradesh, 

Maharashtra, Orissa, Tamil Nadu and West Bengal, we noticed that 36 

assessees had not complied with certain other provisions relating to 

depreciation in their claims for depreciation which involved tax effect 

aggregating'{ 14.73 crore (See Box 3.17). 

Box 3.17: Illustrative case relating t o Tonnage Tax Scheme 

In Andhra Pradesh, CIT-I Vishakhapatnam charge, M/s Eversun Sparkle Maritime 

Services Pvt. Ltd. opted out of Tonnage Tax scheme from AY 11. However, 

unabsorbed depreciation pertaining to the period of tonnage tax scheme i.e., from 

AY 06 to AY 10 was allowed to be carried forward which is in contravention to the 

aforesaid provisions. The mistake resulted in understatement of income of 

'{ 5.44 crore involving tax effect of'{ 1.85 crore. ITD accepted {October 2013) the 

audit observation and took remedial action. 
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3.19 Mistakes in grant of additional depreciation 

Under the Act17
, an assessee engaged in the business of manufacture or 

production of any article or thing is entitled to additional depreciation equal 

to twenty per cent of the actual cost of any new machinery or plant (other 

than ships, land, aircraft etc.), which has been acquired and installed after 31 

March 2005 subject to certain conditions prescribed under Section 32(1)(iia) 

of the Act. From AV 2013-14, assessees engaged in the business of generation 

or generation and distribution of power are also eligible for additional 

depreciation. 

It was noticed in Andhra Pradesh, Bihar, Chandigarh, Chhattisgarh, Delhi, 

Gujarat, Karnataka, Kerala, Maharashtra, Rajasthan, Tamil Nadu, Uttarakhand 

and West Bengal charges that whi le computing additional depreciation, AOs 

committed mistakes in grant of additional depreciation in 99 cases resulting 

in under assessment of income to that extent involving tax effect of~ 656.19 

crore (See Box 3.18). 

Box 3.18: Illustrative cases on mistakes in granting additional depreciation 

a. In West Bengal, CIT-I Kolkata charge, in the case of M/s West Bengal State 

Electricity Distribution Co Ltd., for AV 09 and AV 10, AO allowed additional 

depreciation of ~ 362.47 crore and ~ 46.40 crore respectively on new plant and 

machinery. The assessee was engaged in the business of 'generation and 

distribution of electricity' which did not fa ll in the category of manufacturing of any 

article and things and as such was not eligible for additional depreciation. Irregular 

allowance of additional depreciation of~ 408.87 crore resulted in under assessment 

of income to that extent involving short levy of tax aggregating~ 138.97 crore. 

b. In Tamil Nadu, CIT-LTU Chennai charge, in the case of M/s Neyveli Lignite 

Corporation, for AV 10 and AV 11, AO allowed additiona l depreciation of~ 162.30 

crore and ~ 109.35 crore respectively on dumper, crane, dozer, crawler and pick & 

carry mobile crane, etc. We noticed that the assessee was engaged in coal mining 

and power generation which were not manufacturing activity. Thus, the assessee 

was not eligible for additional depreciation. Omission resulted in short levy of tax 

aggregating~ 92.34 crore for both the AVs. 

On t his being pointed out, ITD replied (August 2013) that Supreme Court held18 that 

the process of extraction of coa l would amount to 'production'. The reply is not 

tenable as new sub-section (29BA) to Section 2, inserted with effect from 01 April 

2009, defined 'Manufacture' to mean a change in non-living physical object or article 

or thing, resulting in transformation of the object or article or thing into a new and 

distinct object or article or thing having a different name, character and use; or 

17 As per provision below Sect ion 32{1)(iia) of the Income Tax Act . 
18 CIT vs SESA Goa Lt d., (271 ITR 331) 
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bringing: intci existence ofa .new and distinct object dr article.· or thing.with a . I . . . ' .• 

diffe~ent chemical composition ·or integral structure. Since 'the trade narfre of coal or: 

phy~icallor cheml~al properties are' not changed in coal mining, the asse~:see was not 
•'• .'\_":· ·i~· .. ·'c- .. -:·::·<,::.• .. -- .-. c ..• :.' .. , · .. -·· ~~~'-:'~; .. ;• ''"_;'

0

,c • 

e~tJt!ed ito claim additional depr~ciation on these etjuipmen,ts; ,' 
i c _--,_ 

! . 

· c; ·In Gujarat, CIT~i · Vatjodara . charge, M/s · ~uJaraifc S1Caite~ IElectl!'udty 
. " I • . . . .. . _,,.,· ·- - .- -", -y - - . - ;, ,:~ -

1Cortp1prai1t~o1r11 Uicl .engaged in generation .. of power, for'.AY 11, ~as allowed. 

depr~ci~tion of ~642.14 cror~ ~hi ch .includ~d addition.al d~preciation ·~f~ 203.43 

. crd~~ o.b new pl~nt. and machinery· purchased and installed . for g~,neration pf 
pm."/'er by the assessee during the relevant previous'' year. Since!'. plant and. 

' • - -_ Cl ! -- . ' ' . -. ' . ' - --" . '' . . ' - ~ ' <- ": . ..- - -
machinery used·.for generation of power was not cdv~f".ed under cl~use (ii) of 

Secf!on 132(1) ?hhe Act, the.a?~essee wasnot ~ligible fo;i~dditionald.~prebation .. 
The·incprrect allowance of additional depreciation of {2Q3.43 crore .r~_sulted in, 

extess ~llowance of MAT credit of~ 69.14 Cfore, , . . . . I . .. . . . . . .. 
I . -

The J\ol_did not ac~ept (Augu:st 2013) the .. <Jbservation ~tating that by virtue of. 

second ~rovisotcYthe Rule 5(1A)ofthe lricom~;Tax Rules; 1962;thecelnpany had. 

'an option to claim depreciation as if the pr~~ision of clause (ii) of ~ecfib~32(1) of! 
' . . . ..,. . .--·-

the ~Ac(were ·applicable subject to the. conditions tHat the s.arrl'e rates of' 

depreci~tion are'1:.o be applied for all the· subs~quent.year~. Since the a~sessee_has 
. _,'·'' -· i ·. : . ~;- -. . - ·.:·-" -_ - . ,, - '· - -::,;,:;",; -- . _· .. -- -/,\' . - . ' 
· bee11 cl~iming depreciation as-.per clause (ii)1the assesse~ had claime(j additional 

dep~eci?tion ub '32(l)(iia) cor~~ctly, The repl~ is not tenable as the Act~pecific;ally' 
excl'udk~ ass,ets uhd,er 'gerieratidn of electrie:fiy C:overed' ~hder: cl a us~ (iror section> 

. . .I . .• . ·.v .·•. , ,. • . . ,· •. • . ,.. . .. . ,.·•·. . ' 
32(1}frbm availing additional .. (lepreciati()n;_10ption give~ .. under Rule ?(lA) of the .. '. 

lnco~e[Tax Rules'for units g'~rierating elettric:ity is rriea~t ·for depreci~tionund~r 
sectiqn !32(1) and. not for additional depreciation covered. under sediq~ 32(l)(iia) .; 

I - - , -· - . ' - , " 

which i~ a separate provision• for promoting mar1ufacturJng units .• RGles framed 

under ~he Act ~annot ovefr.ule fhe provisions of the(:same :Act: Fl:lrther, AO 

disallovJed additional d~precia~ion claini1~d.!:'on power.g~H~rating ·eq~ipments· by 
\~·:.· I. ·· _ ~- · . :> :~~. _ . " ;i,"". - - : , ·-/> --·.· , -:'.~;:,·_· · . 

GujaratfAlkalies 8i Chemicals L:imitedasse.?sed in the sarije C::ircle forAY.11.: .. : .. . : ... ···.· ·.· ...... ··. . r ', ..... · ... ·. ·· ... ;;.; .. ·. . : 
di. . 'r Delhi,' CIT-V Delhi c,harge, M/s NllPIC Saini ~Pvif~R" ComiJ!an'IY: 1Pv1t. Udl., 

eogag'ed in the business of powkr·gene'~ati~ri, for AV 1_.l;'~;;vas allowid ~dditional 
- :: i - '. • . > ' ' ' - ., - - • J'.:--

depreci~tion ·Of~ 853.89 era.re on plant and• machinery partly at20.per cent and,: 

partly at 10 per cent, though\10 additional d~preciation:'Was allowable.· Omission 
' '. ! ·i . . . '' . . . '·''.. ... ' . . '' ' ; ' ' . y' ... ' ..• 

resulteq in exce~s allowance of depreciation of~ 203.17~crore involvii:ig potential , 
.. . . . ·I :•• '· , • , . . ' ,.. . '· . 
tax effe~t of~ 69.06 crore. ·· · 

Thus, A<Ds committed mistakes in grant of additional depreciation resulting in 

under assessment of income. 
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3.20 Non claim of additional depreciation during tax holiday 

From 2002-03 onwards, depreciation is mandatory and shall be allowed or 

deemed to have been allowed irrespective of claim made in the Profit & Loss 

Account or not. In respect of newly established undertakings in Free Trade 

Zones, units established in Special Economic Zones, newly established 

100 per cent export-oriented undertakings etc., the Written Down Value 

(WDV) of the assets used for the purpose of the business of the undertaking 

shal l be computed as if the assessee had claimed and been actually allowed 

the depreciation for the tax holiday period. 

We found in Andhra Pradesh, Chandigarh, Maharashtra and West Bengal 

charges that in case of 13 assessees, AO did not allow addit ional depreciation 

during tax holiday which resulted in over assessment of income to that extent 

involving tax effect of~ 3.33 crore (See Box 3.19). 

Box 3.19: Illustrative case on non claim of additional depreciation during tax 

holiday 

In Maharashtra, CIT-Central Circle 3 Mumbai charge, M/s Elder Pharmaceuticals 

ltd., for AY 09 and AV 10, engaged in manufacturing of pharmaceutical products 

having units at Uttarakhand and Himachal Pradesh being in tax holiday, was 

exempt from tax under section 801C of t he Act. The assessee made additions of 

~ 16.94 crore and ~ 9.96 crore to t he block of asset 'Plant and Machinery' during 

the relevant previous years on which depreciation admissib le was allowed but 

additional depreciation of~ 3.27 crore in AY 09 and~ 1.89 crore in AY 10 was not 

allowed. Omission resulted in overstatement of income to that extent involving 

potential tax effect of~ 1.59 crore. 

3.21 Recommendation 

We recommend that CBDT may devise a mechanism to improve the quality of 

assessments and explore the possibility of capacity bui ld ing for Assessing 

Officers for reducing the incidence of mistakes. 

The Ministry stated (May 2014} that CBDT has taken various administrative 

steps to improve upon the quality of assessments till now which are as 

follows: 

• CBDT has laid emphasis on improving the quality of assessments by 

incorporating the strategy for ensuring quality in scrutiny assessment 

cases in the Central Action Plan (CAP) document. Post-assessment, 

practice of review and inspection has been standardized therein. Each 

CCs/T / DGslT is required to forward analysis of 50 quality assessments 

of his charge along with suggestions for improvement to the 

concerned Zonal Member. Further, quality cases are being compiled 

and published annually which provides valuable guidance to AOs to 

33 



Report No. 20 of 2014 (Performance Audit} 

strive upon to improve quality of orders being framed. These steps 

have been initiated from FY 2011-12 onwards. 

• To discourage AOs from making high-pitched assessments, Member 

{IT} issued a communique to all CCslT /DGslT wherein it was 

emphasized upon that in cases of deliberate omission or commission 

on part of AO in making frivolous additions, the supervisory officer 

may bring the matter to the notice of Competent Authority for 

administrative action. Supervisory officers were also advised to play 

effective role in this regard. 

• Range heads are required to effectively monitor cases during the 

progress of scrutiny assessment and in appropriate cases, they may 

invoke provisions of section 144A of the IT Act to issue suitable 

directions to the AO to enable him to frame a judicious order. 

• System of Review and Inspection by the supervisory officers, post

assessment, is also used as an effective tool to monitor the quality of 

scrutiny-assessments, being framed. 

Further regarding initiatives to be taken to enhance capacity building of AOs 

so as to equip them to handle assessment work, the Ministry (May 2014) also 

stated that specific inputs may kindly be taken from Director General of 

Income Tax (HRD} as this issue is being specifically being dealt by that 

Directorate. 

Audit is of the view that the Ministry should pursue the matter regarding 

enhancement of capacity bui lding with Director General of Income Tax (HRD) 

so that mistakes in assessments are minimised. 

The Ministry while describing the role of Director General of Income Tax 

{HRD) in imparting various training at all levels, emphasized (June 2014} the 

implementation of National Judicial Reference System for enhancement on 

knowledge. 
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Sections 35D, 35DD and 35DDA of the Act provides for amortisation on 

preHminary expenses, expenditure in case of ama~gamation or demerger and 

expenditure incurred under vo~untary retirement scheme respectively. 

Present chapter deals with cases re~ating to amortisation where AOs did not 

apply reievant provisions correct~y. Category wise details bf mistakes in 

assessment are shown in Tab!e 4.1. 

1. Claim of amortisation expenses u/s 350 (Para 4.2) 12 6.70 

2. Claim of amortisation expenses u/s 35DDA (Para 4.3} 4 5.38 

3. Claim of amortisation expense u/s 35ABB (Para 4.4) 1 15.47 

·;/ ,'U' 2.'1055 

~o:l. Mns'!i:ailke 01111 dainm (Qlf aimm1nsai1i:o(Ql1111 expemses IUllTildler sedD(Ql1111 35'1Dl 

Section 350 of the Act provides that where an assessee, being an ~ndian 

company or a person (other than a company) who is resident in India, incurs, 

after the 31 March 1970, any expenditure spedfied in sub-section 

(2) thereunder, before the commencement of his business, or after the 

commencement of his business, in connection with the extension of his 

'industrial undertaking' or in connection with his setting up a new unit, shall 

be a!iowed a deduction of an amount equa~ to one fifth of such expenditure 

for each of the five successive previous years beginning with the previous 

year in which the business commences or the extension is completed or the 

new unit commenced production. The word 'industriai' was omitted by the 

!Finance Act, 2008, from 01 April 2009 thus making the norma~ 'undertaking' 

like service providers eHgib~e for deduction under section 350 for the 

expenses incurred from AV 10 onwards. 

Further, the said expenditure is, inter alia, allowed at five per cent of the 

"capital empioyed" for the purpose of extension/new business, being the 

aggregate of share capitai and long term borrowings (including debentures) 

having a tenure of minimum seven years. 

Test check of assessment records in Andhra Pradesh, Chhattisgarh, Gujarat, 

Karnataka, and Tamil Nadu charges revealed that 12 assessees irregularly 

claimed and were allowed amortisation expenses under section 35D which 

resulted in under assessment of income to that extent invo~ving tax effect of 

z 6.70 crore (See Box 4.1) 
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iR:le!Pll!llllil: B\ibo l(Ql illlf 2l011L4 [fl'eirlf@ll"amJCl01llCI!! AILllldlfi1tD 

I 
. • i .··Box 4.1:~11h.1strative:cases on mist~~es in daim;.ot' amortisation ·· 

. 1h Karnal~~a, CIT-Ill' B~~gal6re cha·:;ge~ M/s'.sub~x ltd., fo;·:'.AY 09, 
,_·,<~~:-~'.l-. -··· ·'·!, _:,_. . _• _ . _ l,_,, •• _ ,7,. . < :•o . .''_:_,·:'. ·_· · • ~,;• .. _,: ___ ·-

acquired twoforeign, subsidiaries af an investment of { 1;420.66 cror~;. by raising•; 
·_ "._·· ·::·· I ~ - -~--' _'... . .:_· -,, .'. . , _·:· - ··.:·:·:· - ' . . ·~ -" ..... ' ·: - ., '":.:<·_· ·_ . - ' - :. 
capital through iisue of Global Depository Re.c~ipts (GDRs)19 arid Foreign Currenc~ 
Coriv~~ible Bo~ds (FCCBs), h~ving a tenui"e of only.¥ive ·years; Jn~/ ~ssessee 

'. .. . ] ' , - - . · · .. ·. ' ·,._, ;: · \;··. .- . . ·. -\ '.L:· :~. ·;:· ~--· ., .-.,_ " ::c: 
incu~req ~57;79:· crore as.expenditure t.her:,eon. and :cl.aimed ... · degyctions. Ao: 

·a1.16wed! deduction of~ 113i:2rore.~0 as a~d;t·i~~tibn; FOr.the. p~rpose:df.~eckoning·· 
' ; ... i' l ; ; .'· .·' ' . '·. . . ;,;: ·; .. ., "<"'" .· .• . .. •.: ......... ' 
·capital employed, only the)/ali.Je of GDIW"was eligible};. since FCCBs~:.had lesser 
' .·. _J.,:,,· .!'·_ - _.· - ._:·:_· "~ ,-·: -. <":1;::_,1 ., · .. . ·;,,{ ~-::-{<'. __ ,.: ' ·,. -,,."'";~,,-·_ .. _---'. ·. '. -~:':;~-· - - :- .• 

ten.u~.e than prescribed in tfie Act. Hence; tile; ~xpenditur~.~ligible for, arnprtisatron 

•worked lout to~!)S.64 lakh, b~lng fivep~rce'nt of~ 11.73;,c~ore~the•valµ~of GDRs 
• >";·,, · I _ _ · · _- ~ .... · _ .· . . ;_ ._" , .-. . . .. _ ·:,. : ",,- ,_ _ . ,_" .. _ ".'(>."- _ ..... -: _ -.... . 0 ~"< . , '. . .. _. 
anc:J,. !h~reby allowable deduction would ·b~ ·.~ 11.73 lak.n(being 20>f?er ·cent of 
; :·".(/; 1· . - _· _ _ · ·-.~" ·, "-.. -, -~~,-~- , ' .- · ;;/ , · · -: · .i·'1L ,'. -. : . ._ -·:, 

rss;,64 i lakh}Jnstead of ~ 11~~7 ;cror~: Excess aJlowanc~ c;>fdeductio~·:re:sulted in•· 

ovef a~sessmenf bf loss. or·~ 11.25 cror;~,. involving'.::.potential .ta~ ':effe~t oh 
; .. ; ,.:_: .:- r - - .- , '. -.. , :~~~ ",. . . .i::- - •. 

~-_3-J~2',crore.-. <":.:_:(: -. ~-',~- ;~"--. 
, . . . ''<'.' 'i: ;<~ ·I-"< 

.b" :,:· 1:n Guj"araJ, CIT~I Ahrrie'dabad charg~/M/s Bhag~·~ti Banquet~ & Hotels;: 
• •'':'<· - --1· -. . - ' j -. • , :' . • '. ·- ~ " •• ' ~. : ' • :- - . - - '.· •. •t " . • - - • ( J-_' ·-· 

engagecil in Hotet.business (service sector),:'..forAY 09 .. tp.AYll, clairn~d and was· 
.. . . . I : ,., . • .... :. ·. . .. : :T:. . ·. . •• \;: . . . : . i• . . . ; :· ;· 

· :allowed
1 

deducti()n :aggregatfng:.~· 351. crtjre~ ;being OQe/fifth ot,.t()tal ··of .. IPQ 
. . ' I . .. . . .· • . ·.· . . ' '« ... . , ... ·.• . . ,.. , . . •· 
:expenses written . .off of~ 5.85 crore,·the p~oceeds of which was used1for putting 

.u;p:·a n~w proj:ectat Surat·:\~ince.the.ps~~sske's busin~
1

s.~was. in t~+.nature;cit' 
proyidi~g service (hospitality): ~nd was n?·t_'epgaged. in ~hY 'ir\dusfricif~(activity. as ; 
·en~!~agfd '.n sect'.6~35D(l)(ii~.bf th~ A:{~~d:the e~p~n~~stlaimed~ere.~elatinK' 
tothe· period pnor to AV. 10, assessee was not. elrgrble for the de.duct1on. The 

·f1hiM~l<~1 reslflteci iri incgggct~ailo~an~e ·of'decJuctiowof~ 3.51 cror.~ involving t~~ 
...•.. :·"·• I ····.>,·:· ;,.-:•c7 .... ·-··. : -.- :,. :· ... : : . ·"··· . • .. : •. ·; •. c: . . . . . . :.: 
eff~citor ~ 1.62 crore including·inferest; AO;~)d nptaccept(September}W12) audit 

observation statirig that no ;d~finition of in9ustrial und~d:aking w~s::-gjyen. in the·: 

p[qY).siqn~ of 351:>'.,The reply.Wf!S:nottenabl.e: as,the worcf';ihdustrial" \N~sremoved 
tror:ri :th~ provisidn with effett-from 01 April:'2009 permi~ting assesse~§.:engaged in 

:)1 .:· j ! .. - ... . ' .: : ·:.... . . . . .. . . . ·"····· . : . · ... ::: ·; . 
. the.business of any'sectorto avail the benefit u/s-35D. ;/': .·1;•t.: 

,· ;':, ;- . I'. - : . , . ~ .. '-- '" . , - ".-. , ;>· ·-' 

I . . 
Thus, Aps allowed irregular amortisation expenses under section 350 which 

resulted in under assessment df income. 
I 
I . 

4.3 Mistakes ill11 daim iof amoirtisation expe1!11ses UJ/s 351Dil!lA 
I . 

Section I 35DDA of the Act provides that where an assessee incurs any 

expenditure by way of payment to an employee under any voluntary 

retirem~nt scheme, he shall be allowed deduction equal to one fifth of such 
. I 

expenditure for a period of five years beginning with the year in which such 
I 

expenditure is incurred" While computing tonnage income of a tonnage tax 

compa~y under section 115VG, provisions of section 30 to 43B shall apply as 

if everyl loss, allowance or deduction had been given full effect to for that 

previous year itself. · . · 
I 

I 
19 Raising clpital in international markets by issuing shares in foreign countries 
20 As again~t one-fifth deduction of'{ll.56 crore 

I 

I 
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During test check in Orissa, Rajasthan and West Bengal charges, we found 

that four assessees irregularly claimed and were allowed expenses towards 

amortisation under section 3SDDA which resulted in under assessment of 

income to that extent involving revenue impact of~ 5.38 crore (See Box 4.2). 

Box 4.2: Illustrative case on mistakes in claim of amortisation u/s 35DDA 

In Rajasthan, CIT Kota charge, M/s Chambal Fertilizers and Chemicals Ltd. claimed 

and was allowed deduction of'{ 60.42 lakh every year from AY 08 to AY 10, being 

one-fifth of'{ 3.02 crore of the expenditure incurred on VRS expenses related to 

ISCL, India Steamship Ltd (shipping division) which was merged (amalgamated) 

with the assessee company from 01 September 2004 and the expenditure of 

'{ 3.02 cro re pertained t o the period prior to merger of ISCL (shipping division) 

under the scheme of voluntary retirement. We observed that assessee company 

(resultant company) opted for tonnage tax scheme under Chapter XI I G of the Act 

in respect of its shipping division from 01 April 2005 and as such the assessee was 

not entitled for amortisation of any expenses incurred on VRS being the income of 

its shipping division computed in the manner laid down under the section of 

115VG. Irregular allowance of amortisation of VRS expenses resulted in under 

assessment of income of'{ 1.81 crore ('{ 60.42 lakh per year from AY 08 to AY 10) 

involving tax effect of'{ 68.38 lakh including interest. ITD accepted the observation 

and stated that remedial action u/s 148 was being taken. 

Thus, AOs al lowed irregular amortisation expenses under section 35DDA 

which resulted in under assessment of income. 

4.4 Other interesting case 

Under section 35ABB of the Act, amortisation is allowed in respect of any 

expenditure of a capital nature, incurred for acquiring any right to operate 

telecommunication services either before the commencement of the 

business or thereafter in equal installments for each of the relevant previous 

years. For this purpose, in a case where the license fee is actually paid before 

the commencement of the business to operate telecommunication services, 

"relevant previous years" means the previous years beginning with the 

previous year in which such business commenced; in any other case, the 

previous years beginning with the previous year in which the licence fee is 

actually paid, and the subsequent year or years during which the licence for 

which the fee is paid, shall be in force (See Box 4.3). 

Box 4.3: Illustrative case on incorrect allowance of amortisation 

In CIT-3, Mumbai charge, scrutiny assessment of a company, M/s Idea Cellular Ltd. 

for the AY 10, had claimed and was allowed deduction of '{ 144.45 crore on 

account of amortisation cost under Section 35ABB in respect of fixed licence fees. 
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This included amortised cost of~ 34.23 crore in respect of licence fee of~ 684.59 

crore paid for circles which had not yet commenced operations. In view of the 

provision ibid, deduction of~ 34.23 crore on account of amortisation of licence 

fees was not an allowable deduction. Omission to disallow the deduction resulted 

in under assessment of income of~ 34.23 crore with consequent short levy of tax 

of~ 15.47 crore including interest of~ 3.84 crore under Section 2348. 

4.5 Recommendation 

We recommend that CBDT may devise a mechanism to improve the quality of 

assessments and explore the possibility of capacity building for Assessing 

Officers for reducing the incidence of mistakes. 

The Ministry reiterated (May 2014} its comments to the recommendations 

made in Para 3.21 of this Report. 
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~ntemal control is necessary to improve policy formu~ation and 

imp~ementation. An effective system of internal controls serves as a means to 

obtain reasonab~e assurance that the steps and action undertaken by the ITD 

meet their established goa~s and objectives. We have tried to highlight the 

control issues of the iTD relating to allowance of depredation and 

amortisation in this Chapter. 

lfihlerre as ll'il@ mea::ihlall'ilnsm al'lUaJDllalbllle Dll'il 1l:lhle mr» 1!:@ W®rrafy 'tl:ihlie '¥'f:rraia::atw @if c.ellaiam ©>tf 
tlhle assessees foir dielplrredai1ta<CJ!lil all'il rreslpled ©>if ardkdlfi1ta©>ll'ils mairlle tt©> 'll:lhl~ rblllliid~ ©if 
assets all'il prre'lHD<CJIUIS weairr. 

s.i N<CJll'il-aivaia~ailbmtt:y IClif idlaitai rre~aiitall'ilg tlCl aiidlidlntnlClll'ils maidle tlCl fi){iedi aissets 

dlmall'ilg tlhlie rre~evall'il1!: 1P>treva1Cl1UJS yeair 

Section 44 AB of the Act requires the assessee to furnish Tax Audit Report 

(TAR) in Form No 3CD vide Ru~e 6G(2) of income Tax Rules, 1962 by an 

accountant along with the return of income. Further, Clause 14(d) of TAR 

requires the assessee to furnish the details of additions to/deletions from the 

fixed assets during the previous year viz., the date of purchase, the date 

when it was put to use, subsidy/ grant/ reimbursement received thereon, 

change in rate of exchange of currency, etc. Verification of ownership and 

usage of assets are important aspects to be examined before allowing 

depreciation. 

The requirement of furnishing details of ownership and usage of assets under 

Section 32(1)· of the Act, along with the return of income, was removed with 

effect from 01 April 1988, with the introduction of the concept of block of 

assets. Further, in the present system of mandatory e-filing of returns, there 

is no provision for furnishing the detaHs of ownership and usage of assets, 

except in respect of those cases which are selected for scrutiny assessments. 

Even in such cases, oniy the basic details of assets are required to be 

furnished in the TAR without attaching documentary evidence thereto. 

We observed in Chhattisgarh_, Karnataka, Madhya Pradesh and West Bengal 

charges, that 165 assessees made additions of ~ 1,038.92 crore to fixed 

assets during the relevant previous year but did not disdose in Form 3CD, 

Clause 14(d), inter alia, the relevant details such as the dates on which 

additions were made and the assets put to use for more I !ess than 180 days 
. . . 

etc, which put a question mark on the correctness of the claim of the 
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assessee with regard to admissibility -of depreciation at full/half rate, on 

the assets acquired, classification thereof under the correct block and 

determination of the cost thereof actually borne by the assessee 

(See Box 5.1). 

a~x 5.1: mll!strraitnve cases 01r1111111C11111-aivain~aibm~v ICl-f dlaitai rre~aitll811g to aidldintno1r11s to 
, ___ -- .-1 ' - - - ---- ._ - - - - ' - - : - -- - - - -- __ '•'·· - --~---- ' - -

I ·_ fixed! aisse1ts IJ'll1IP10ie dim"n11'11g tlhle rrelev~mt prrevno1L1s yeail' · 'i - - ' . . ' "' ., '' 

a·~ 4;' '/ri Madhya Pradesh,.',lndore chcirge, M/s Slhlaii'dlai" S~lve1r11t Ud}'for AV 11,, 
,- -, i - :-:- ' _:_ - - -- - - -< '.' - - -:- - - - - ,- - - - - --

made -additions. of· ~ 26.12 crbr:e and irregularly d~imed arid - \/)las allowed 
-•::- ---- :I. - -, - - ., : - -- - - ;- ,- - _,-.;,-_ - : ,''.- -
depr:eci'ation of ~,:3.,58 crore on .new plant:and maChinery, . .the details thereof were 

' - -- I - -- -_ - • - ·--·- -- - - .. - - -,- -- - - -- -
n~t fu~7ished atthe tirrieof a?sessment stating that it wa.2i:under prep~~atibn. 

. I - - ---_- -- - --- - - - - -- -.: ,; - -
lb. Jr) Chhattisgarh, Bila5J:>ur charge, M/s Ma1D11gail SplJ:l!ll'lge & S1teei,_ ~vt _Udl, /or 

,·,_ 1- ... - , '.· . - ,,_ ,. . ' ,,-· . - . ,' i"l- -

ft:YJ::O, flaimed and was alloyve,d depreciation of~ l.OS:crorE!@ 10Qper cent on 
-- electrostatic pr:ecipitatoras per computation whereas in'~r:mexure Ill forming part 
· . . ·· .~ r t · · " . -• - -· - ~.:: · ·- .- · · - : . : : " '"~ · : ·"' - ·· 

of 3CD :report arid Schedule T .of balance :sheet, the depreciation wmked out to . -, -. _ _.-· . _:- - I : -- -._ . - . -- , - -- ~-- --_ - . . . ·' . -· ·:· ,_,, . . . . '"' --
~ _S 2. S 3 ! la_kh @ 50 per centand ~40.44.la~h @ 15 'p_er: cent resp,eclively. We 

observ~d that no' evidence regar_ding purchas~ ofthe ass_~t and puttiQg the sameh 
to use Jvas available in the assessment records. In the lig_h't of inconsistent claim of' 

depred~tion ·-and_ ;in the· abseri~e of any evid.ence, the Ag~should have':qisallc:iwed 
the.:~nti,re depre~iation. - , - -· 

In resp~ct of cases pertaining to Karnataka charge, ITD stated that the 

required details were thoroughly verified during assessments. In one case; 

AO poi~ted out that the books of accounts, bills and vouchers maintained by 

the ass~ssees often ran into large volume of data which was not practically 
I 

possible~ to check and retain all the available data and as such the books of 
I 

accounts/vouchers were returned to the assessees after a test check. The 
I 

reply is not tenable for the reason that nothing was forthcoming from Form 

3CD or :avaiiable in the assessment records to indicate that the claims of 
I 

depreci~tion had been regulated correctly after test check of the requisite 

details. 

The majority of the cases are summarily processed and not selected for 
I 

scrutiny!by !TD. The TAR did not always provide or keep on record to indicate 

that the! requisite details were called for at the time of assessment by AOs for 

verificat:ion of additions made to the' block of assets during the reievant 
I 

previous year. There is no mechanism available in ITD to verify the veracity of 
I . 

claim of1 the assessees for depreciation in respect of additions made to the 

block of I assets irrespective of the fact that the case was selected for scrutiny 

or not. ' 

In all as~essment cases including those where the books of accounts, bil!s and 

vouchers maintained by the assessees are vo!uminous, AO should ensure that 
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the TAR in the prescribed format conta ins the requisite detai ls and is brought 

on record. CBDT may consider modifying the e-fi ling of returns so that 

requisite information/records are available with ITD. 

ITD does not have any mechanism/database or maintain register/records 
for keeping a watch over the correct status of unabsorbed depreciation 
carried forward for future set off despite CBDT's specific Instruction issued 
in September 2007 in this regard. 

5.3 Non-linking/availability of records relating to unabsorbed 

depreciation of earlier years 

The Act provides for carry forward of unabsorbed depreciation for set off 

against the income of the fol lowing AYs. AST Module, being used by the ITD 

to fu lfill the requirement of summary processing of cases, does not provide 

for automatically picking up data from earlier years to ensure the correctness 

of the claims for set off of unabsorbed depreciation . As regards scrutiny 

assessments, AOs verify the claim made by the assessees from the records 

available with them or accept t he same without any verification. 

CBDT has also issued inst ruction21 in this rega rd for the AOs to carry out 

necessary verificat ions at the t ime of scrutiny assessments with reference to 

physical records and link past assessment records so as to ensure the 

correctness of the claims of brought fo rwa rd losses and depreciation. Audit 

has been regularly point ing out mistakes in al lowing set-off of brought 

forward unabsorbed depreciation even t hen such mistakes persist. 

We observed in Gujarat and West Bengal charges that the AOs allowed set 

off of unabsorbed depreciation in 8 cases without examining the genuineness 

of the assessees claim for wh ich assessees were not elig ible at all or were 

eligible for comparatively more or less amount of unabsorbed depreciation 

(See Box 5.2). In this regard, paragraph 3.11 of this report may also be 

referred to. 

Box 5.2: Illustrative cases on Non-linking/availability of records relating to 

unabsorbed depreciation of earlier years 

a. In West Benga l, CIT-I Kolkata charge, M/s West Bengal State Electricity 

Distribution Co. Ltd, for AV 10 and AV11, was allowed ca rry forward of 

depreciation aggregating~ 817.74 crore perta ining to AV 08 for futu re set off as 

per relevant TARs as against the actua l amount of~ 222 crore available for carry 

forward from the AV 08 as per notification22 issued after restructuring of 

21 lnstruction.9/2007 dated 11 September 2007 
22 Govt of West Bengal Notification 327-PO/ O/ lll /3R-29/2006 dated 13 Oct 2008 
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West Bengal State Electricity Board into transmission and distribution companies. 

Thus, t here was lack of internal control to verify the figures provided by the 

Chartered Accountants in respect of carry forward of unabsorbed depreciation of 

~ 595.74 crore involving potential tax effect of~ 202.49 crore. 

b. In Gujarat, CIT I Vadodara charge, AO disallowed the claim of 

M/s Chemstar Organics India Ltd for depreciation of ~1.66 crore for AY 11 stating 

t hat the company's operation had been suspended for the last 7 years due to bank 

and GllC having taken adverse possession of the units and hence there was no 

business or manufacturing activities by the company. In doing so, the AO did not 

take any action in respect of t he immediate previous six years. This resulted in 

excess allowance of carry fo rward of unabsorbed depreciation of ~ 6.94 crore 

involving short levy of tax of~ 2.36 crore. 

On the issue of availabi lity of any mechanism/ register/ record regarding 

unabsorbed depreciation within the ITD, 35 AOs in respect of Delhi charge 

confirmed the fact that no mechanism/ register/ record was avai lable in ITD 

to verify the genuineness of the claim of unabsorbed depreciation by the 

assessees in the ir return of income. 

ITD does not have any mechanism/ database or maintain register/ records for 

keeping a watch over the correct status of unabsorbed depreciation carried 

forward for future set off despite CBDT's specific instruction issued in 

September 2007 in this regard. AO either rely on the information provided in 

the return of income or the past records, made avai lab le by the assessee 

itself. Similar is the situation in respect of unabsorbed depreciation in the 

case of amalgamation and demerger of a Company. ITD has no mechanism to 

va lidate the data on unabsorbed depreciation relating to earlier years, 

furnished by the assessee in its e-return or AST Module. 

ITD may maintain the records of carry forward of unabsorbed depreciation 

for future set off in respect of each assessee including the amalgamation and 

demerger cases of companies, which would help in assessing and reviewing 

their impacts, from time to time to minimize mistakes in carry forward and 

set off of unabsorbed depreciation pertaining to earlier years at AO's level. 

This can be achieved if ITD introduces a section in Individual Running Ledger 

Account (IRLA) or in profile of assessees in ITD System to keep and maintain 

the data regarding unabsorbed depreciation or loss available to assessee 

which may be linked with the loss determined in the current AV so that the 

data is updated on real time basis and unabsorbed depreciation al lowed set 

off correctly. 

ITD may make it mandatory to all AOs to obtain a statement of unabsorbed 

depreciation assessment year-wise as per latest assessment order and make 
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it part of the assessment order after due verification at the time of finalizing 

the assessment. 

n!!Dl di©lt!!ls 1rmll: · hlai'\i'f! aJll'i'lf ~ffeietl:u'\i'e medi1aiWnusm "li:lbl> iell'ls1UJll'ie ii:hlt!!l iemll'edm~ss lbl>f 
WIDJV ieaill'l!'uiedl ©l'\i'ell' foll' \l:hlie IPJIUlll'!PJ©lse ©lf ai~~lbl>WaJll'iieie ©if dle!PJriedaiii:n©lll'i ior sell: IClff IClf 
IUllJ'laJlblslbl>l!"ibiedl cdle!PJriedaitl:u©lll'i ii:hit!!lre©lll'io ~ll'i ailbiselJ'iiee lbl>f . tMs, AOs .1wmmu\l:i!:iedl 

mus"li:ai/kes ull'i ibaill'll"'lfllll'ilg lbl>'M't!!lr "li:ll'ilie WIDJV" 

s.~ Need! foll' '\i'ell'llfitt::arll:u1C>ll'I 1C>f Wll'utl:'itell'I iDJIOlWll'I Vai~l!.lle 

~n the case of any b!ock of assets, depreciation at prescribed rate is 

admissible on the dosing written down value (WDV). Closing WDV, in the 

case of assets acquired before the previous year, means the actua~ cost to the 

assessee less aH depreciation actuaHy allowed to him under the Act which 

wou~d naturaHy be the ope11i11g WDV of that b!ock of asset for the 

next/current year and so on. The depreciation statement given in the TAR in 

Form 3CD does not take cognizance of change in WDV due to revision or 

appeal effect etc. Further, it is not mandatory for AOs to obtain the 

depreciation statement of eadier years and verify the WDV considering 

aUowance and disa~lowance of depreciation i11 earlier years. 

We noticed mistakes in carrying over the WDV i11 six cases in Andhra Pradesh, 

Bihar, Maharashtra and Tamil Nad1..1. ~n this regard, paragraph 3.7 of this 

report may a~so .be referred to. 

ffD does not have any effective mechanism to ensure the correctness of 

WDV carried over for the purpose of aHowance of depreciation or set off of 

unabsorbed depredation thereon. 

An effective mechanism may be evo~ved to verify and ensure the correctness 

of written down value of the block of assets carried over. 

We recommend that 

ai. CBDT may consider modifying the e-fiiing of returns so that 

information re~ating to additions to fixed assets made d1..1ri11g the 

reievant previous year is avaHab~e with AOs at the time of assessment. 

The Ministry stated (May 2014) that in the return of income of 

assessees having business income (/TR - 4, 5 and 6) the income from 

business is computed in Schedule BP of such returns. Item no. 12 of 

schedule BP allows for deduction on account of depreciation u/s 32 of 

the Act. The computation of such depreciation as per the Act is 

provided in separate schedules DPM (Depreciation on Plant and 

Machinery), DOA (Depreciation on other Assets) and DEP (Summary of 
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Depreciation on Assets) of the return. Schedule DPM and schedule 

DOA under block of assets has separate columns for addition of fixed 

assets for a period of 180 days or more (column 4 in both the 

schedules) and for addition of fixed assets for a period of less than 180 

days (column 7 in both the schedules) for the purpose of computation 

of depreciation. Thus, the information relating to addition to fixed 

assets made during the previous year is duly captured in the returns of 

income for each block of asset separately. In addition, for auditable 

cases, the audit report furnished by the Chartered Accountant has a 

detailed schedule of assets including additions if any, at an individual 

asset level. These audit reports are also e-filed and are available to AO. 

Audit is of the view that despite capturing details of unabsorbed 

depreciat ion in e-filing, mistakes in assessments still persists. The 

Ministry may make efforts to minimize the mistakes in future . 

The Ministry while reiterating its earlier stand, stated (June 2014} that 

the steps taken in annual Central Plan documents for error free 

assessment would reduce/minimize mistakes committed by AOs 

b. CBDT may make it mandatory for all AOs to obtain a statement of 

unabsorbed depreciation assessment year-wise as per latest 

assessment order and make it a part of the assessment order after 

due verification at the time of finalizing the assessment. 

c. CBDT may evolve an effective mechanism to verify and ensure the 

correctness of written down value of the block of assets carried over. 

In respect of recommendations b and c above, the Ministry stated 

(May 2014) that in cases subjected to detailed scrutiny, AOs are 

required to do in-depth examination of all relevant issues which have 

a bearing on the assessment being framed. Allowing proper set-off of 

unabsorbed depreciation, being brought forward from earlier 

assessment years or arriving at correct value of Written-down value 

are amongst the important issues which an AO is required to examine. 

In this regard, AO is expected to refer to documents of the taxpayer 

and more importantly, the records being maintained in the 

Department to arrive at correct figures. Further, the assessments 

being framed are subject to Review and Inspection (though not in all 

cases) by the supervisory authorities. In cases, where any loss of 

revenue due to lapses on part of AO is observed, remedial measures as 

per provisions of the Act are taken to safeguard the interest of 

revenue. Also, CBDT has been repeatedly laying emphasis on passing 

of 'zero error assessments' from audit point of view. Therefore, as the 
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existing me(:hanism is largely satisfactory, no specific intervention is 

needed. 

Audit is of the view that the instructions issued by the CBDT so far are 

not serving the purpose as mistakes in ailowance of depreciation still 

continue to occur. Audit reiterates its stand for making a statement of 

unabsorbed depreciation and written down value of the block of 

assets carried over mandatory as part of latest assessment order after 

due verification. This may also be induded in check list of internal 

Audit Wing of ITD for effective monitoring. 

New IOeiha 
IDlaiii:edl: 3(0l .Jlll.lliy 2(0i:ll.4 

New IDe!ha 
IDJaiii:edl: 31(] .Jlll.ll~Y :Z(!]:ll.4 
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1Prall1ldpai~ IDlnredl[l)r ~IDlared Taixes~ 
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Depreciation is allowed on fixed assets viz buildings, machinery, 
plant or furniture, being tangible assets and know-how, patents, 
copyrights, trademarks, licences, franchises or any other business or 
commercial rights of similar nature, being intangible assets acquired 
on or after the 1st day of April, 1998, subject to fulfillmen! of 
following condition; 

:IL The assets must be owned, wholly or partly, by the assessee, · 

:lo The asset should be actuaHy used for the purpose of 
business or profession of the assessee, 

3o Asset should be used during the relevant previous year 

Depreciation is to be computed at the prescribed percentage 
provided in Appendix-I r.w.r. 5(1) of ITR on the Written Down Value 
(WDV) of the asset, except for power sector, which in turn is 
calculated with reference to actual cost of the assets. 
In case of undertaking engaged in generation or generation and 
distributors of power, the depreciation will be allowed on actual cost 
(i.e., on straight line method) at the rates provided in Appendix IA 
read with Rule S(IA). However assessee can exercise option before 
due date of filing of return u/s 139(1) to claim depreciation on 
Written Down Value Method at the rates provided in Appendix I. 

'Written Down Value' means 

:L In the case of assets acquired in the previous year, the 
aic1t1U1ai~ wst to the assessee. 

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

3o In the case of any lbi~ock of aisseil:s, the WDV shall be 
computed in the following manner: 
(i) The aggregate of all the assets falling within a block 

at the beginning of the year shall be calculated. 
(ii) The aggregate of written down value of the assets 

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

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

(iv) In case, the written down value, of any block is 
reduced to 'Nil', then no depreciation will be 
allowed. 
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Act defines the term "Block of assets" as a group of assets falling 
within a class of assets comprising tangible assets· like being 
buildings, machinery, plant or furniture and intangible assets like 
being know-how, patents, copyrights, trade-marks, licences, 
franchises or any other business or commercial rights of similar 
nature in respect of which the same percentage of depreciation is 
prescribed. 

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

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

.• the acquisition of any asset, the amount of interest related to the 
··. period after the asset has been first put to use, shall not be included 

in the cost of the assets. 

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

Aggregate deduction in respect of depreciation of tangible or 
intangible assets allowable to predecessor and the successor in the 
case of succession or to the amalgamating company and the 
amalgamated company in the case of amalgamation, or to the 
demerged company and the resulting company in the case of 

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

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

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

In case of any new machinery or plant (excluding ships and aircrafts) 
acquired and installed after March 31, 2005 by an assessee engaged 
in the business of manufacture or production of any article or thing 
additional depredation of 20% of actual cost shall be allowed .. 
No such additional deduction wm be allowed in respect of machinery 
or plant if it is used earlier by any other person or where the who~e 
of actual cost of which is allowed as deduction in computing intome 
chargeable under the head profit and gain of business or profession 
of any one previous year. 

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

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

Where an assessee incurs any expenditure specified under 
subsection (2) of section 350 either before the commencement of 
his business or after the commencement of business in connection 
with the extension of industrial undertaking or setting up of new 

. industrial unit, deduction shaH be allowed equal to one-fifth of such 
expenditure for a period of five years beginning with the year in 
which the business commences or extension of the undertaking is 
completed or the new industrial unit commences production or 
operation as the case maybe. 

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

~n case of non-corporate assessee qr a co-operative society, the 
deduction would not be allowed unless the accounts of the assessee 
are audited for the year/s in which such expenditures are incurred 
and a report in prescribed form is furnished along with the return of 
income for the first year in which such deduction is daimed. 
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350(5) & (SA) 

3500 

3500A (1) 

3500A (2) & 
(3) 

3500A (4) 

72A(l) 

72A(4) 

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

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

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

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

In case of partnership firm or proprietary concern is succeeded by 
t he company in reorganizat ion of business, the deduction would be 
allowed to such succeeded company provided conditions laid down 
in provisions of Section 47(xiii) or Section 47(xiv) as applicable are 
adhered to and no further deduction would be allowed to the 
partnership firm or proprietary concerns the case may be. 
in case of a private limited company or unlisted public company 
under reorganization of business is succeeded by a limited liability 
partnership fulfilling the conditions laid down in proviso to clause 
(xiiib) of Section 47, then the deduction shall be allowed to the 
successor limited liability partnership and no further deduction 
would be allowed to private limited company or unlisted public 
company as the case may be. (applicable from A.Y. 2011-12) 

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

In the case of a demerger, where the loss and unabsorbed 
depreciation is directly relatable to the undertaking transferred, the 
accumulated loss and the allowance for unabsorbed depreciation of 

so 



43A 

the undertakings transferred shall be aHowed to resulting company, 
and, where the loss and- unabsorbed depreciation is not directly 
relatable to theundertaking transferred, the loss and unabsorbed 

· depreciation shall be apportioned between the demerged company 
and the resulting company in the same proportion in -which the 
assets of the undertakings have been retained by the demerged 
company and transferred to the resulting company and be allowed 
to be carried forward and set off in the hands of the demerged 
company or the resulting company, as the case may be. 

In case of reorganization of business, whereby, a firm is succeeded 
by a company fulfilling the conditions _laid down in clause (xiii) of 
Section 47 or a proprietary concern is succeeded by a company 
fulfilling the conditions laid down in clause (xiv) of Section 47, then, 
the accumulated loss and t_he unabsorbed depreciation of the 
predecessor firm or the proprietary concern, as the case may be, 
shall be deemed to be the loss or allowance for depreciation of the 
successor company for the purpose of previous year in which 

. business reorganization was effected and other provisions of this Act 
relating to set off and carry forward of loss and allowance for 
depreciation shall apply accordingly. 

~n case where any asset acquired from a country outside India for 
the purpose of business or profession, then any change iri the rate of 
exchange during any previous year after the acquisition of such asset 
at the time of making payment shall be adjusted against the cost of 
that asset. The amount so arrived after the adjustment shall be 
taken as actual cost of the asset. 
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Appendix 3A 
Cases where depreciation as per Income Tax Act is more 

(Refer Para: 2.2) (~ in lakh) 
SI. State Cases where Depreciation Depreciation Depreciation Difference 

No. depreciation as per debited to profit claimed as per allowed as per 
Income Tax Act is & loss account Income Tax Act Income Tax Act 

more 
(1) (2) (3) (4) (5) (6) (6-4) 
1 Andhra Pradesh 636 2, 72,841.69 4,94,561.23 4,87,209.3 2,14,367.61 
2 Assam 90 2,800.29 7,405.58 7,453.16 4,652.87 

3 Bihar 75 10,852.4 19,569.28 18,646.39 7,793.99 
4 Ch hattisga rh 2 59.56 120.31 120.31 60.75 
5 Delhi 705 2,36,217.03 4,97,135.30 4,90,950. 70 2,54,733.67 

6 Gujarat 570 3,15,375.55 98,83,225.65 7,58,898.51 4,43,522.97 
7 Jharkhand 58 13,252.21 32,183.16 32,183.16 18,930.95 
8 Karnataka & Goa 506 2,23, 748.25 8,50,221.02 8,50,221.02 6,26,472.77 

9 Kera la 311 1,16,946.2 1,81,532.35 1,79,827.13 62,880.93 
10 Madhya Pradesh 26 19,967.42 38,982.81 90,456.5 70,489.08 
11 Maharashtra 1,295 25,83,803.22 53,08,372.94 5,308,372.94 27,24,569.7 
12 Orissa 129 69,315.86 1,06,184.79 96,026.76 26,710.9 
13 Punjab, Haryana & HP 180 3,64,482.21 5,66,471.36 5,66,163.49 2,01,681.28 

14 Rajasthan 72 29,759.88 52,168.63 52,166.99 22,407.11 
15 Tamil Nadu 542 3,49,575.79 5,84,767.87 5,77,692.74 2,28,116.95 
16 Uttarakhand 47 5,44,462.61 11,11,152.71 11,11,152.71 5,66,690.10 

17 Uttar Pradesh 486 1,97,609.64 3,32,166.54 3,32,166.54 1,34,556.9 

18 West Bengal 537 2,03,048.91 375922.39 360951.58 157902.67 

Total 6,267 55,54,118.72 2,04,42,143.92 1,13,20,659.93 57,66,541.20 
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Appendix 38 

Cases where depreciation as per Companies Act is more 

(Refer Para: 2.2) (~in lakh) 

SI. State Cases where Depreciation debited to Depreciation Depreciation Difference 
No. depreciation as per profit & loss account claimed as per allowed as per 

Companies Act is Income Tax Act Income Tax Act 
more 

(1) (2) (3) (4) (5) (6) (4-6) 

1 Andhra Pradesh 313 155,788.00 136.44 279.83 1,55,508.17 

2 Assam 135 4,951.01 3,048.54 3,166.34 1,784.67 

3 Bihar 63 2,461.76 2,047.16 2,067.66 394.1 

4 Delhi 832 1,44,565.51 87,148.13 82,764.54 61,800.96 

5 Gujarat 474 2,12,539.90 4,88,553.21 1,68,413.83 44,126.07 

6 Jharkhand 9 65,739.46 50,188.80 50,188.80 15,550.66 

7 Karnataka and Goa 638 2,42,560.81 1,49,478.52 1,49,4 78.52 93,082.29 

8 Kera la 436 1,96,179.19 1, 73,431.80 1,13,581.43 82,597.76 

9 Madhya Pradesh 35 1,066.46 591.98 591.98 474.48 

10 Maharashtra 1,482 21,85,992.11 16,11,994.29 16,11,994.29 5,73,997.82 

11 Orissa 123 1,27,048.33 90,250.95 90,250.95 36,797.38 

12 Rajast han 18 42,480.00 26,621.00 26,621.00 15,859.00 

13 Tamil Nadu 178 2,33,837.70 1,80,089.60 1,79,935.30 53,902.40 

14 Uttarakhand 39 1,546.84 1,150.95 1,264.42 282.42 

15 Uttar Pradesh 646 1,02,080.44 81,176.85 81,176.85 20,903.59 

16 West Bengal 505 68,159.34 50,024.61 49,740.13 18,419.21 

Total 5,926 37,86,996.86 29,95,932.83 26,11,515.87 11,75,480.98 
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Appendix4 

Details of assets purchased during the month of March 
(Refer Para 2.3) 

(tin lakh) 

SI. State Asses sees Total Depreciation (including Allowable depreciation on Excess 

No. additions additional depreciation) pro-rata basis for one allowance of 

made allowed month (for March) depreciation 

(1) (2) (3) (4) (5) (6) (5-6) 

1 Andhra Pradesh 102 1,55,517.10 24,745.98 4,113.83 20,632.15 

2 Assam 4 959.36 360.81 60.65 300.16 

3 Bihar 19 3,603.78 301.34 50.11 251.23 

4 Chhattisgarh 5 100.02 7.50 1.24 6.26 

5 Delhi 24 16,163.60 808.18 134.70 673.48 

6 Gujarat 99 75,896.49 6,254.11 1,041.91 5,212.20 

7 Jharkhand 24 16,273.68 1,285.38 214.08 1,071.30 

8 Karnataka and Goa 200 31,566.09 2,873.10 478.85 2,394.25 

9 Kera la 48 4,693.14 794.27 117.03 677.24 

10 Madhya Pradesh 8 750.69 179.72 29.97 149.75 

11 Maharashtra 163 26,58,945.01 4,06, 736.23 67,778.71 3,38,957.52 

12 Orissa 16 4,651.53 374.45 62.41 312.04 

13 Punjab, Haryana & HP 49 28,718.13 2,635.13 439.15 2,195.98 

14 Rajasthan 14 1,862.10 618.84 103.13 515.71 

15 Tami l Nadu 37 15,408.79 4,323.42 719.85 3,603.57 

16 Uttarakhand 20 685.04 47.54 7.92 39.62 

17 Uttar Pradesh 26 10,603.94 2,791.33 467.52 2,323.81 

18 West Bengal 128 1,11,46,146.59 11,06,648.99 1,84,440.31 9,22,208.68 

Total 985 1,41, 72,545.08 15,61, 786.32 2,60,261.37 13,01,524.95 
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Appendix 4A 

Details of assets purchased during the month of September 
(Refer Para 2.3) 

(~in lakh) SI. State Assessees Total Depreciation (including Allowable depreciation on Excess No. 
additions additional depreciation) pro-rata basis for one allowance of 

made allowed month (for March) depreciation (1) (2) (3) (4) (5) (6) (S-6) 1 Maharashtra 143 7, 79,880.23 2,52,576.81 1,47,336.47 105240.39 2 West Bengal 25 2,878.63 455.42 265.22 190.20 3 Assam 1 115.43 13.08 7.63 5.45 4 Delhi 224 8,467.03 1,333.01 777.59 555.42 5 Bihar 8 453.45 103.42 60.33 43.09 6 Karnataka 13 6,577.43 966.46 563.77 402.69 7 Haryana 1 23,52,007.00 Not available Not available 1,121.00 8 Kera la 22 1,748.92 261.04 152.25 108.74 9 Uttarakhand 5 418.97 90.23 52.64 37.59 10 Uttar Pradesh 8 9,563.24 2,852.46 1,660.69 1,191.77 Total 450 31,62,110.33 
1,08,896.34 
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ACIT 

ACT 

AO 

AOP 

AST 

AV 

BOT 

CBDT 

CCIT 

CIT 

DIT 

FY 

!TAT 

!TD 

ff O 

JOT 

TDS 

UT 

WDV 

Assistant Commissioner of Income Tax 

Income Tax Act, 1961 

Assessing Officer 

Association of Persons 

Assessment module of IT system 

Assessment Year 

Built, Operate and Transfer 

Central Board of Direct Taxes 

Chief Commissioner of ~ncome Tax 

Commissioner of Income Tax 

Directorate of income Tax 

Financial Year 

Income Tax Appellate Tribunal 

Income Tax Department 

Income Tax Officer 

Joint Commissioner of ~ncome Tax 

Tax Deducted at Source 

Union Territory 

Written Down Value 
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