INTRODUCTION TO THE INCOME TAX ACT 
INCOME taxation is one of the various ways of raising revenue for the Government. There is enough evidence to show that taxes on income were levied since ancient times. The great aims of human endeavour (the `purusharthas') have been classified as being dharma, artha, kama and moksha (moral behaviour, wealth, worldly pleasures and salvation). According to Kautilya's Arthashastra - an ancient treatise on the study of economics, the art of governance and foreign policy - artha has a much wide r significance than wealth. An important part of the Arthashastra is the `science of economics', which, inter alia, includes taxation, revenue collections, budget and accounts.

A list of taxes and dues is found in this treatise, which describes the duties of the chancellor and the officials responsible for revenue collection. The treatise also shows that taxes were collected in kind (pratikara) - grains, cattle, gold, forest p roduce, and so on.

Not only were such taxes in vogue, but even the principles behind them were laid down. Manu, the great law giver of the country, in Manusmriti, has described the policy behind taxes thus: ``As the leech, the calf, and the bee take their food little by li ttle, even so must the King draw from his realm moderate annual taxes.'' In Raghuvamsh, Kalidas, eulogizing King Dalip, said...``it was only for the good of his subjects that he collected taxes from them just as the sun draws moisture from the earth to g ive it back a thousand time.''

The reason why Kautilya gave so much importance to public finance and the taxation system in the Arthasastra is not far to seek. According to him, the power of the government depended upon the strength of its treasury. He states: ``From the treasury come s the power of the government, and the earth, whose ornament is the treasury, is acquired by means of the treasury and army.''

However, he regarded revenue and taxes as the earning of the sovereign for the services rendered by him to the people, affording them protection and maintaining law and order. Kautilya emphasised that the King was only a trustee of the land and his duty was to protect and make it more productive so that land revenue could be collected as a principal source of income for the state.

According to him, tax was not a compulsory contribution to be made by the subject to the state. But the relationship was based on dharma, and it was the King's sacred duty to protect its citizens in view of the tax collected. And if the King failed in hi s duty, the subjects had a right to stop paying taxes, and even to demand refund of the taxes paid.

K. B. Sarkar commends the system of taxation in ancient India in his book `Public Finance in Ancient India' (1978 edition) as follows:``Most of the taxes of ancient India were highly productive. The admixture of direct taxes with indirect taxes secured e lasticity in the tax system, although more emphasis was laid on direct tax. The tax structure was a broad-based one and covered most people within its fold. The taxes were varied and the large variety of taxes reflected the life of a large and composite population.''

The history of income-tax

The 19th century saw the establishment of British Rule in India. Following the Mutiny of 1857, the British Government faced an acute financial crisis. To fill up the treasury, the first Income-tax Act was introduced in February, 1860 by James Wilson, who became British-India's first Finance Minister. Thenceforth, there were many developments in the field of taxation. The tax system was modelled largely on the lines of the British system prevailing then.

James Wilson, while introducing the I-T Act in 1860, quoted from Manu for levying income-tax in the country. The Act received the assent of the Governor General on July 24, 1860, and came into effect immediately. It was divided into 21 parts consisting o f no less than 259 sections. The salient features of the Act were:

Income was classified under four schedules: i) income from landed property; ii) income from professions and trade; iii) income from securities, annuities and dividends; and iv) income from salaries and pensions.

This first Act of 1860 yielded about Rs. 1.50 crores of tax revenue. This Act continued for five years before lapsing in 1865. The income-tax receipts in 1860-61 was 1.1 millions, in 1861-62, 2 millions; in 1862-63, 1.9 millions; in 1863-64, 1.5 millions ; and in 1864-65, 1.3 millions.

After the expiry of the Act, the important events in the history of tax laws in India were as follows:

1886 - licence tax converted into the I-T Act (Act 11 of 1886);

1916 - graduated rates of taxation on income above Rs. 2,000 introduced;

1917 - super tax introduced;

1918 - I-T Act of 1918 passed;

1919 - Act X of 1919 imposed duty on excess profits;

1920 - Act X of 1919 abolished;

1922 - Indian I-Tax Act, 1922 passed; 1939 - substantial amendments made to the I-T Act, 1922; and

But it became very complicated .So it was referred to the Central Government for simplification.

So the central government appointed a committee and on the basis of recommendation of this committee the present Income Tax Act 1961 was enacted.
It extends to the whole of India.It has come into force on 1st April 1962.

IMPORTANT CONCEPTS
INCOME 

Section 2(24)

Income is a periodical product of one’s work, business lands or investments or annual periodical receipts accruing to a person or corporation.


According to Section 2(24) income includes the following:

i) Profits and Gains

ii)  Dividend—Dividend is a payment made by a corporation to its shareholders as a distribution of profits.When a corporation earns a profit or surplus it can re invest in the business and pay a fraction of this re investment as dividend to its shareholders.
Dividend declared by an Indian company or a Foreign Company is of 2 types:

1) Dividend declared by an Indian company – Dividend declared, distributed and paid by a domestic company on or after 1 April 2003 except deemed dividend U/S 2(22) is exempted in the hands of shareholder U/S 10(34)

(Section 10 talks about Various Categories of exempted incomes)
2) Dividend declared by a foreign company: Dividend ,declared ,distributed and paid by a foreign company is not exempted under Section 10(34) and hence taxable in the hands of shreholders.
ii a) Voluntary contributions received by a trust:

Taxable income of a trust includes voluntary contributions if :

(i) Received by a  trust,wholly or partly for charitable or religious purpose pr

(ii) Received by a Scientific Research Organisation 

                           OR

(iii) Received by any fund or institution or other educational institutions.

iii) The value of any perquisite or profit in lieue of salary taxable under Section 17(2) and17 (3) .

Examples of Perquisites: Rent free accommodation, Value of concession in rent, Monetary Obligation of employee paid by the employer.

iii a) Any special allowance or benefit other than perquisite under clause iii) specifically granted to assessee to meet the expenses wholly,necessarily and exclusively for the performance of his duties of an office or employment.
(iiib) any allowance granted to the assessee either to meet his personal expenses at the place where the duties of his office or employ- ment of profit are ordinarily performed by him or at a place where he ordinarily resides or to compensate him for the in- creased cost of living ;

iv) the value of any benefit or perquisite15, whether convertible into money or not, obtained from a company either by a director or by a person who has a substantial interest in the company, or by a relative of the director or such person, and any sum paid by any such company in respect of any obligation which, but for such payment, would have been payable by the director or other person aforesaid;
(iva) the value of any benefit or perquisite15, whether convertible into money or not, obtained by any representative assessee men- tioned in clause (iii) or clause (iv) of sub-section (1) of section 160 or by any person on whose behalf or for whose benefit any income is receivable by the representative assessee (such person being hereafter in this sub-clause referred to as the “beneficiary”) and any sum paid by the representative assessee in respect of any obligation which, but for such payment, would have been payable by the beneficiary.
(v) any sum chargeable to income-tax under clauses (ii) and (iii) of section 28 or section 41 or section 59 ;
Section 28 talks about income chargeable to Income Tax under the head ( Profits & Gains of Business & Profession)

1) compensation or other payment due U/S 28.

For Example: Mr A is agent of X & Co.He gets compensation of Rs 2 lacs. at the time of termination of agency.

2)  Income derived from profession U/S 28(iii)

3) Profit generated on sale of licence under Import(Control) Order 1955.

4) Cash assistance received on exports under any scheme of the Government of India.  U/S 28(iii) (b).
 5)  Any duty of customs or excise re paid and drawn back to any person against exports.—U/S 28(iii) (c) .
6) Value of any non-monetary benefit or perquisite arising from business/exercise of profession. 

7) Any interest, salary, bonus, commission or remuneration received by a partner from a firm – U/S 28(5). 

8) Any sum received for not carrying out any activity in relation to business or not to share any patent, trademark, copyright under section 28(v) (a).

(vi) any capital gains chargeable under section 45 ; Any profit arising from transfer of capital asset is taxable income.

(A capital gain is a profit that results from a sale of a capital asset, such as stock, bond or real estate, where the sale price exceeds the purchase price. The gain is the difference between a higher selling price and a lower purchase price.
 (vii) the profits and gains of any business of insurance carried on by a mutual insurance company or by a co-operative society, com puted in accordance with section 44 or any surplus taken to be such profits and gains by virtue of provisions contained in the First Schedule ;
(viia) the profits and gains of any business of banking (including providing credit facilities) carried on by a co-operative society with its members;
[(ix) any winnings from lotteries, crossword puzzles, races including horse races, card games and other games of any sort or from gambling or betting of any form or nature whatsoever.

 [Explanation.—For the purposes of this sub-clause,— (i) “lottery” includes winnings from prizes awarded to any per- son by draw of lots or by chance or in any other manner whatsoever, under any scheme or arrangement by whatever name called ; 
(ii) “card game and other game of any sort” includes any game show, an entertainment programme on television or electronic mode, in which people compete to win prizes or any other similar game ;
(x) any sum received by the assessee from his employees as contributions to any provident fund or superannuation fund or any fund set up under the provisions of the Employees’ State Insurance Act, 1948 (34 of 1948), or any other fund for the welfare of such employees ;
( Provident Fund—It is an investment fund contributed by employees,employers,out   of which lumpsum is provided each employee on retirement.

(xi) any sum received under a Keyman insurance policy including the sum allocated by way of bonus on such policy. Explanation.—For the purposes of this clause*, the expression “Keyman insurance policy” shall have the meaning assigned to it in the Explanation to clause (10D) of section 10.
(Keyman Insurance Policy means a life insurance policy taken by a person on the life of another person who is or was the employee of the first mentioned person or is or was connected with the business of the first mentioned person.
(xi) Any sum referred to in clause (va) of Section 28.

( Section 28(va) -- any sum, whether received or receivable, in cash or kind, under an agreement for— (a) not carrying out any activity in relation to any business; or (b) not sharing any know-how, patent, copyright, trade-mark, licence, franchise or any other business or commercial right of similar nature or information or technique likely to assist in the manufacture or processing of goods or provision for services.

(xii) Any sum referred to in clause (v) of Sub section (2) of 56.

(Section 56(2)(v) -- 

where any sum of money exceeding twenty-five thousand rupees is received without consideration by an individual or a Hindu undivided family from any person on or after the 1st day of September, 2004 but before the 1st day of April, 2006, the whole of such sum : Provided that this clause shall not apply to any sum of money received— 
(a) from any relative; or
 (b) on the occasion of the marriage of the individual; or
 (c) under a will or by way of inheritance; or 
(d) in contemplation of death of the payer; or 
(e) from any local authority as defined in the Explanation to clause (20) of section 10; or
 (f) from any fund or foundation or university or other educational institution or hospital or other medical institution or any trust or institution referred to in clause (23C) of section 10; or
 (g) from any trust or institution registered under section 12AA.

 Explanation.—For the purposes of this clause, “relative” means— (i) spouse of the individual; 
(ii) brother or sister of the individual
(iii) brother or sister of the spouse of the individual; (iv) brother or sister of either of the parents of the individual;
 (v) any lineal ascendant or descendant of the individual; 
(vi) any lineal ascendant or descendant of the spouse of the individual; 
(vii) spouse of the person referred to in clauses (ii) to (vi);
To understand the meaning of the term ,certain judicial pronouncements should be considered and examined. After a study of case laws the following points may be noted:
1) Income may be realized in the form of money or money’s worth. – CIT v. Sunil J. Kinariwala. (AIR 2003 SC 668)
2) For the purpose of taxation, the taint of illegality associated with income is immaterial. Satyanarayan Rangta v. CIT (1979 Tax. L.R. 122

3) Receipt on account of Dharamshala – Receipt on account of dharamshala, gaushala, pathshala is not income and therefore not taxable – CIT v. Om Oil & Oil Seeds Exchange Ltd (1980) 3 Taxman470 Del
4) Pin Money – Any amount saved by a woman out of money given her husband for household expenditure is pin money. Such pin money is not income under the Income Tax Act.  Naidu (RBNJ) v. CIT (1956) 29 ITR.
5) Income must be real : It must be real income and come from outside source.

Kikabhai Premchand v. CIT (1953) 24 ITR 506 SC—A person cant earn income from himself. Similarly a person cant earn profit by trading with himself or transfer of funds from one pocket to another.
6) Revenue/Capital Receipts – Capital receipt is the amount received from sale of assets,shares,debentures.
                        whereas

Revenue Receipt is the amount received from sale of goods and services. 

Generally revenue receipts are chargeable to tax whereas capital receipts are exempted.

In exceptional cases Capital Receipts are taxable too—
1) Income by way of capital gain.(Sec 45) – Profit from sale of property/investment.

2) Compensation for modification or termination of service. Sec 17(3)(i).

3) Compensation or any other sum received by a person U/S 28(ii)

7) Profit on Devaluation of Currency—which is used for business/trading activity.

8) Charges for Services in Future—
( Burden of proof to prove that a particular income is not taxable and comes under exemption lies on the assessee.
