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Introduction
The owner of house property, legal or beneficial, is liable to pay tax under this
section. Mere possession or occupation is not the criteria for charging tax. Here following

Where the property is held under Trust: Tax may be paid cither by the

typical situations deserve attention :
Jl)

Trustee or by the beneficiary.

Where the property is mortgaged: Tax will be paid by the mortgager.

Where the property is leased: If the lease is for long time, the lessee is to

pay tax. Where the lease is for short time. the lessor will be assessed, but not
under this head rather under the head 'other income’.

iv) Co-ownership: Where the house is owned by many persons and share 18

identifiable, each co-owner will be assessed separately for his own share.

In case of insolvency: Where the owner of the house property become
insolvent, the official receiver will be liable for tax.
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: Conditions for Assessment - 7% ©

To be assessable. a house property needs to Tullill the following conditions ;

i) Assessee must be legal owner or beneliciary of the house.

i) Income must come from the house property and its adjacent premises. Vacunt
land having no house will not be taxed.

1) Forassessment, "Annual Value' is to be determined.

ivl  Loss arising from rented house may be set-oll against income from other heads
of imcome.

J3: Annual Value of the House
Scction 24 of the Income Tax Ordinance, 1984 provides that tax on house property
will be charged on the basis of Annual Value, Annual value mey be defined as the sum for
which the property might reasonably be expected o Iét out from year o vear. In this cuse
prevaiiing circumstances such as locality. demand for house ¢te.. need 1o be considered.
Hnwcvci. under section 2(3) of the I. T. Ordinance. the term Annual Value in relation o
house property means the following :

In respect of let out property:
1) The sum of estimated Annual rent

i) The sum of actual annual rent

The higher one,

That is AV = Municipal Value (M. V.)
(Which 1sassumed based on

estimated annual rent)

Qar
Aclual Rental Value (R. V.)
Whichever is higher

It may be noted that previously uil 1992 house occupied by owner for his residential
purpose would also come under taxation. Now, Owner's occupied residential house is
exempied from tax and thus its annual value needs not be computed.

In connection with house rent Tor, let out property. it is to be noted that the expenses
generally need to be borne by the owner such as municipal tax/local tax. repair i paid by
the tenunt will be added with rent 1o determine actual rent, Converselv, expenditure such s
witer Ly and gas generally need to be paid by the tenant. Tt will be deducted fron rent o

determine actual rent if i is paid by the owner.

R sy b

VAR AT TN



Income from House property-129 -

owable Expenditures (Scc. 25) ?;/' ~

ullm\nm expenditures will be allowed as dulnwunx U7S 25 w determane the value
s property subject o lax

Repairs and Collection: A xed wmount of 1ni the anmuat alue of the house

'%I be allowed as repair ui'. W irrespectivg n'r' t.n;';-s!l‘.;t‘ et 1l Fandfl

Lll]d;lhlk»ﬂ Or not. Ihl\ ‘\\H lt]LI lk \.\hf‘ RN ' Uity SRS SRS nel] \k:“j-}.\‘ B
siard. liftman., carctuker and such incident tl th e, bu. For comTilwt il nonses
This rate has been increascd o 30% by F.oA 2004

Land Revenue: Any sum paid (not merely payable) by the assessee as land
revenue is allowable expenditure.

Insurance premium: I[nsurance premium for the house it paid 1y allowable
cxpenditure.

iy) Mortgage interest: Interest on loan received by giving mortgage of the property
for development and renovation of the house w ill be an adlowable expense. Unider
Finance Act. 2002. the interest on loan taken at times of construction of house will.

also he allowed as deduction but it will be divided into first three yvears when tae
projerty comes under taxation.
V) Municipal/Local Authority Tax: Tux payable to Mumwipality or any other
\/7 ocal Authority is culled annual charge and 1t 1s allow ed as deduction Tor Lax.

¢l Ground Rent: The owner of the building assessable tor tux mi) be the lessee of
e land on which it is erected. 1f he has o pay any ground rent in respect of land. it

J is called ground rent and it is an allowable expense.
Aiy  Interest on Borrowed Money: Interest on moagy borrow ed for the purpose of

acquiring, constructing. repairing. renewing ete.. is deductihle. However, under
the provision of sec. 23 {2y ol ITO no deduction shull be allowed in respect of any
interest or annual charges payable outside Bangle idesh on which tix has not been

J paid or deducted
Jfiiiy  Un-realised Rent: Loss on un-realised rent from the tenant is alfowable on
fulfiiment of the Tollowing conditions -
(i) That the hotise was fegally let out.
L (i) That the tenant has vacated the house through properaviion.
(i) That no other house ol the same owner wis in possession of the same
tenant during [mmd of rent detanlted.

(iv) That proper legal action was taken 1o readise the outstanding rent.
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(ix) Vacancy Allowance
It means the house property not hired by a tenant. Part of such rent hccomct ajoss.
[ Soitis allowed as deduction from property income of the owner in proportion Lo
ammml value for vacant period.

Non-allowable Expenses \ )07y -

‘ollowing expenses will not be allowed : )

1) Salary of Gardener (Mali)

i) Cost of appeal against assessment of house property income, 1
Expenses for the house not taxed under the hecad 'Income from House

. Property'. '

-./

Pi‘()peny income of npproved I’GIIgIDUS or charitable institutions 1in Bangladesh
and voluntary contribution to such institutions.

(2) Income from house constructed and used by Refugee

(3) Income of any residential building occupied by owner.

(4} House property used in the business of the owner. if the income of the business
is assessable separately under the head "Income from Business or Professici.”

(3), Income of the property used for Agricultural purpose by the owner.

\{6')/ Income from newly constructed house as follows for a period of five years :

Construction Period Plinth area Extent of Exempiion
iy 1-7-85 to 30-6-90 More than 1,000 sq. ft. Upto A. V. of Tk. 15.000
i) Do Less than 1,000 sq. {1 [Full
1) 1-7-90 to 30-6-95 Any size Upto A. V. of Tk. 30,000
iv) 1-7-95 to 30-6-2000 Do Upto A. V. of Tk. 36.000

(7) Housing Society :
On fulfilment of following conditions Housing Socicty or apariments of Housing
Society will be exempted from tax for 5 years :

Constraction period Unit Number Plinth area
1) 1-7-85to 30-6-90 Not Less than 25 1.000 sq. feet
it) 1-7-90 to 30-6-95 Do Do
iii) 1-7-95 to 30-6-2000 Do Do



Income from House property-131

11.7: Speciman Proforma for Computing Income from House Property
Name Of ASSESSEE I  .iciesieesssscccscteresoniens
INCOME  YEAT  weveveerssisesnonrannssnsisncssaacens
Assessment VAT  coceciceesrasrrserannnsionns

Computation of Income from House Property

Income under the Head House Property Tk TK.

Annual Value of Let-out House :
Municipal Value

or
Rental Value Lag & 7
~ Higherone .~ SRR O XXXX
Less Allowable Deductions : " ;

i) Repair (311- of AV)

XXXX
ii) Land Revenue paid XXXX
iii) Insurance Premium XXXX
iv) Mortgage interest XXXX
v) Municipal tax, etc. XXXX XXXX

XXXX

11.8: Illustrations %

Iliustration-1:

Mr. Bashir lqbai Morshed has a house at Nasirabad, Chittagong. The house is let out
at Tk. 6,000 per month. He spends the following amounts for the house for the year 2003-

2005: ,
a)  White wash of the house ¢ Tk. 5,000
b)  Mosaic ; Tk. 10,000
¢)  Rent collection expense ' Tk. 4,000
d)  City Corporation tax Tk. 5,000
¢) Land revenue paid Tk. 2,000
(Tk. 2,000 still due)
" f)  Salary of guard T 12,000
¢)  Loan repayment o HBFC Tk. 8.000
(In it Tk. 2,000 is interest)
g)  Fire insurance premium - Tk. 2,000

The owner bears the water and gas bill of the tenant which amounted to Tk. 6,000 for

the year. Compute taxable income of Mr. Morshed for the house.
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Solution:

Assessee @ Mr. Bashiv Igbal Morshed

Income year :
Assessment year

2004-2005
1 2005-2006

Computation of income from Jlouse Property

meome under House Property (See. 24-13) [k k.
L. Annual Value @ o
Municipal Value =7
Rental Value =06000 x 12 = 72.000
Less cost ol water and gas
hill need to be borne by the tenant
but paid by the owner 6.000
Aciual Rental Value = 66.000 (6000
Annuad Value (MY or A R V-the higher
one'!
Less allowable deductions 1See. 255
__ T - :
: i Repub =:[ul ALV 16.500
| i1 Citv Corp. Tax 5.000
itt) Lund Revenue 2.000
17 Interest on loan 2.000
V) Fire ansurance preium 2.000 21500
[ncome from House property 8.:00
Notes
1) Repuair crarge includes collecuon charge salary of guard etes White wash s abso
|
mcluded in Pl L.‘[‘I'.ll':'u it is. on the whole. L'\L‘Ii‘.]‘-lcd Up o _ll_ ol AN
i) Mosioe expense is acapia o spenditire and thus not alloswed,

i Land revenue is allowed | 3 ity ent is made.

Ilustration-2

Ronaldo owns four buildings. From the following

income from house property for the year 2004-2005 :

1. First Building:

particulars compute his

1 has been let out at @ monthly rent of TR, 9.000. According to terms of agreement.

oM er 1 1o bear cost of gas bitl and water charge

ad TS 000 yespectively. Sad of e bk
miscrpad sadiie of the Bowse s i P
Nsereppad B TR 2800

Secand Building:

[ has Deen }-" et b ok TEY U(J() T .munlx As |\'!

¢ winch torthe v

B

I';‘R.'I'I]L‘l]

o awmounted o T,

.60

«d by the owoner Tor s husiness, The

lilu fenant iy o pad
L. L0000,
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3. Third Building:

Half of the building is used as residence for Mr. Ronaldo & the rest half of the
building has been let out at Tk. 6,000 per month. It has been erected with a Joan taken from
HBFC & the annual interest on loan Tk. 5.000 is paid regularly. Insurance premiums of
the house is Tk. 4,000 a year.

4. Fourth Building:

It is let out at Tk. 5,000 per month. As per agreement the tenant bears the cost of
repair which amounted to Tk. 2,000 for the year. The house was vacant for two months.
Cost of collection of rent amounted to Tk. 1,200.

Solution:

Assessee : Mr. Ronaldo

Income year : 2004-2005

Assessment year : 2005-2006
Income {rom House Property (Sec. 24-25) Tk. TK. Tk.

Ist Building
Annual Value =
a) Municipal valuc% = 1,00.000
or,
b) Rental value = 1,08,000
Less Gas bill & water bill : 8,600
Actual Rent = N 99400
A. V= Whichever is higher 1,00,000
Less allowable expenses : | )
a) Repair = iof A V= . S
b) Municipal Tax % = 1.600] 26.600 73,400
2nd House
Annual Value:
a) Municipal Value = 90.000
b) Rental Value = 1,20,000
Add Municipal tax 2,000
Actual rent ' 1,22.,000
A.V =Higheroneofa& b= 1,22,000
Less allowable expenses:
a) RepairiofA. V= 30,500
b) Municipal tax 4,000 34.500 87,500
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3rd Building
Annual Value :
&) Municipal Value =?
b) Rental Value =
AV = Higher one =
Less allowable expenses :

a) Repair = _IT of AV =

b) Int. on loan _l)

; I
¢) Ins. premiums 5

4th Building
Annual value=
a) Municipal value = ?
b) Rental value =
plus repair
Actual Rent = _
Annual value = Higher one =
Less allowable expenses :
a) Repair = % of AV =
b) Vacancy allowance = (Q(:%Dig} =
Income from House Properiy

72,000

18,000

o

500

]

.000

72.000

22,500

60,000
12,000

62,000

15,500

10,334

62,000

49,500

36,166

2 14 SRR

Notes:

1) 3

| : ; s ; . .
;rd of Ist house is used for =20 (s 1 will be separately assessed under business

head. Allowable cost for the house i. e. municipal cost is computed forg part of the

house proportionately.

= e 1
i)  Repair is allowed @ T of AV, whether spent or not or spent much than that. [t

includes cost of colicction, salay vr gue, i
i)  For second house actual municipal tax is 2000x2=Tk. 4,000

..... n pte

iv) At present owner's residential house is exempted rom tax. As such for third house
income has not computed on it and expenses like interest on loan and insurance

, , .
premium has been allowed proportianately for 5 of the house.

v)  Vacancy allowance is allowed for vacant period proportionately to its annual value.




Income from House property-i33

Illustration-3:
Mrs. Jahanara purchased a house property at Gulshan for Tk. 6.00,000, wluch wis

let out at a monthly rent of Tk. 8,000.

She paid municipal tax of Tk. 4,000 and urban property tax which was assessed by
the taxation office in July, 2001 for Tk. 3,000. Collection charge of Tk. 4,800 was claimed
in the return. Out of the rent received, she paid Tk. 30,000 towards repayment of ti.» loans
obtained from a bank at the time of the purchase of the house property. Interest of Tk.
5,000 was paid for the loan taken from the House Building Finance Corporation. -

She is an employee of a firm and carries lumpsum salary of Tk. 10,000 per month.
She eamed interest on debenture of Port Trust amounting to Taka 12,000. She malnlams a
Post Office Savings bank account. : -

The Post Office saving bank account shows credit of Tk. 2,500 for the year ending
December, 2004, Life Insurance premium of Tk. 10,000 was paid during the year. Defence
Certificate of Tk. 8,000 and books worth Tk. 2,000 were purchased in November, 2001
hy her. Education allowance of Tk. 1,600 also claimed for one son who is a student of a
Cadet College. Determine her total income and tax credit for the assessment year 2705-
2006. _

(C. A. (Inter), May-1976 (Modified)]
Solution:
Mprs. Jahanara
Total Income & Taxable Income
Assessment Year : 2005-20066
Income Year : 200:-2005

Particulars { Tk. Tk. - Tk.

[. Income from Salary ¢ 1,20,000

2. Income from Securities 12000 x 1
5% 16,000

3. Income from House Property :
a) Annual Rental Value 8,000 x 12 96,000
b) Municipal Value _ _
Annual Value : Higher One = 96.u00
Less : Admissible Expenses :

i) Repair = j{ of A. V. : 24,000

i) Municipal Tax : 4.000

ii1) Urban Property Tax : 3,000

iv) Interest on Loan taken for the purchase

of house property from the H. B. F. C :

|u]
o]
I
1L
=
[
<]
]

60,000




4. Incomie from other Source :

[nterest on Post Gffice Saving Bank Account : 2.500 —-
(Fully Non-Assessable) 1.96.000 |
Total Income
“Tax Credit Income :

A) Investment Allowance ;
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i) Life Insurance Premium 10,000
ii) Defence Certificute - 8.000 i
' 18,000

Tax Credit @ [5% of the 18.000

Lower of the followings:Actial fnvestment or 39,200

20% of Total Income or

Fixed Tk. 2.0 lakh 2.00.000

. Assessee will get tax credit on Tk. [8.000 7460

@15% : o

Nnte :

(1) LEducation allowance is not allowed at present.

{2) Credit of Post Office Savine Bank Account for the year ending December, M0
represents Interest. Such interest is exempted in full.

{3)  From 1992 there is no aon-taxable income. Instead tax rebate from the tax on ot
income will be allowed on tax ciedit incone @ 3%, subject to maximum of 20
T. I. or Tk. 2 lakh.

(4) Collection charge exemption has been merged with repair & treated accordingly.

Questmns @

. What is ‘ne basis of taxation in respect of house property? How is annual value of
house property determined? W[ml exemptions are allowed in determining income
from house property? [N.UL 1994

2. What is meant by Annual Value of house property? Discuss the rules of determining
annual value. What house properties are exempted from taxation?

[ C. U. B. Com. 199} |

3. Discuss the conditions relevant to charging tax on house property. What deductions

are allowed for duv:mmn taxable amount for charging income tax?
[ C. U. B. Com. 1991 ]
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e e e

‘_E‘{ erc i ses

Ex.~1:

Wasim Akram owns a house at Dhanmondi. The municipal value of the housce is TK.
| 20.000. Tt has been let out at Tk. 12,000 per month. As per conditions the tenant is to
bear the cost of repair which amounted 10 TK. 5.000 for the vear. Following were the
expenses for the house for the year 2004-2005 :

a)  City Corporation Tax Tk. 6.000
b)  Fire Insurance Premium Tk. 4.000
¢)  Salary of guard Tk. 8.000
d) Water charge Tk. 5,000
e) Int. on loan from HBEC Tk. 7,000
f) Land Revenue Tk. 2.000
(Tk. 1,000 was paid as arrear)
g) Installation of generator Tk. 25,000

Compute taxable ammount of the house.

Ex.-2: @

Mr. Mahbub Igbal Morshed owns two houses one at Khulshi, Chittagong and
another at Gulshan, Dhaka. Half of the house at Gulshan has been let out at Tk. 9.000 per
month and the rest of the house is used Tor his residential purpose. The house at Nasirabad.
Chittagong has been fully let out at Tk, 8,000 per month. The municipal value of the house
is Tk, 75.000. Mr. Morshed claims the following as expenses for the houses .

1st House 2nd House
tat ?lmmgong} (at Dhaka)
Tk. TK.

i) Repair and maintenance 8.000 7,000
i)  Local Govt. tax 3.000 5.000
iii) Insurance premitim 4.000 5.050
iv)  Salary of guard 12.000 18.000
v) Int. on loan taken

for repair of the house - +4.000
vi) Ground Rent 2.000 =

The house at Chittagong was vacant for 2 months. Compute income from house
property.

Compute taxable income under the head House Property.
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Ex.-3:
Mr. Anwarl Azim Arif owns a house, the municipal value of which is Tk. 1,20,000.
Half of the house has been Jet out at Tk. 9,000 per month. The rest of the house is used by
his son-in-liw who pays nothing for the use. Following were the expenses of the house :

Tl
i) White wash and Repair 6,000
1) Municipal tax 5,000
1) Insurance premium ' 4,000
iv)  Water and sewarge charge 7,000
v)  Interest on mortgage ‘ 4,000
vi)  Service charges 6,000
vii) Land revenue ' 2,000
viil) Cost of alteration 15,000

Compute income from house property.

[Hints: The portion of the house used by his son-in-law will be valued and assessed

in the same way as let out portion, Cost of alteration 1s a capital expenditure and is thus not
)
allowable.] |

o
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12.1: Intreduction

Agriculture is the most important sector in the cconomy of Bangladesh and the
combined contribution of all sub-sectors of agricullure to GDP is about 31.5%. But the tax
contribution of this sector is negligible. Agricultural income used to be faxed under a
separtate Taxing Act called Agriculture Tncome-tax Act, 1944, But for simplicity of 1ax
administration, collection and augmeriation of tax, it was brought under Income tax Act
ibrough Finance Act, 1976. Now it is taxed as a source of income under Income Tax
Ordinanga, 1984.

. Definition of Agricultural Income = .
_As defined U/S 2(1) of I. T. Ordinance, 1984 the term "Agricultural Income™” means
any income derived by cultivator from any land or building in Bangladesh and used for
agricultural purpose on the following prescribed conditions

In respect of Land the income is derived by :

(1) means of agriculture, or

(ii) the performance of ordinary process to make the produce marketable, or
(iii) The sale of produce in un-processed condition ; or

(iv) granting a right to any person to use the land for uny period.
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9y In respect of Building which is:

(i) occupied by the cultivator for processing the produce to maxe it marketable.
(ii) on or in the immediate vicinity ol sueh land,

(iii) required by the cultivator as the dwelling house or store-house or other out-

hotse due to his connection with such land.

Beside the above, section 26 of 1. T. Ordinance also includes the following under the

orbit of agricliural income :

@L\wss of the sale proceeds of Machinery over WDV

Where any machinery or plant ¢ exclusively used by an assessee for dw:uuh:l‘.l
purposes has been disposed of in any income year and the sale proceeds thereol exceeds
the written down value, shall be deemed to be the income of the assessee for that income
year classifiuble under the head Agricultural Income. But the excess amount to be added
<hall be the exceess amount representing the difference between original value & writlen

down value. [Section 19 (17)]

@Dl‘aCdl(lLd value of Machinery over WDV:

Where any insurance, salvage or compensation moneys are received in any imcome
vear in respeet of any machinery or plant which having been used by the assesscee
caclusively tor ugricultural purposes is dl\\_;lfL'LLl demolished or destroyed and the amotint
of such moneys exceeds the written down value of such machinary or plant. shall he
Jdecmed 1o be the income of the assessee for that income year classifiable under the bead
Agricultural Income. However. the excess amount Lo be added shall not exceed the originii
cost over writien down value. [See. 19 (19)]

)/Other income: }
L‘ndcr sub-section 2 and 3 of the section %6 0fL.T.O.,a proportionate income of tea
curden, rubber garden. sugar and tobacco shall be treated as agricultural income to be
cormpuiéd under preseribed rule. '

A
: Partly Ag,,nuxltural and Partly Business Income e | _
Section 26 (2) & (3) provides that part of the income from the loilt)wnw heads will be
treated as agricultural income and that Rules 31 and 32 of I T. Rules provides the
computation procedure of the proportion of agricultural and bu.\.mLss income from thosc

heads. The rules are stated below :

@Incomc from Tea Garden

ncome from tea garden shall be partly agricultural and partly business if the producer
is also the owner of tea factory. In such a case the sale proceeds of tea constitute partly
acricuitural and partly business income. Here 60% of the sale proceeds of tea is to be
reated as agricultural income and the reslt 10% to be treated as business income.



! / Income from Agriculture-141

) Income from Sugar Mill ;
Like income from tea garden, the income from sugar 1i:1ll will also be- partly
agricvlwral and partly business if the owner of sugar cane field is &!so the owner of the mill
or that the mill itself produces sugar cane for its factory. In this casc the market price of
sugar cane is deducted from sale value of sugar. Cost of sugar cane is treate i ns agzriculturs!
income and the difference between sale value of sugar and market value of s var canc is

lre:]lcjﬁ business income.
2 income from Plantation of llubbeéi

[i the rubber produced m Bangladesh is sold after processing than like tea 60% of the
sale ;jrocecds is treated as agricultural income and rest 40% is treated as business income.

) Income from Tobacco,

t a tobacco manufacturer produves tobacco itself and use it in its factory than a part of
ceme from sales proceeds received will be treatec as agricultural income aod part of it wili
~edreated as business income. As the rules 31 and 32 do not provide zuidance (or
deicrnination of proportionate income as to agricultural and busirzss, it is considered
~nioad to follow the rules applied in case of sugar mill. This cost of ras tobbacco will be
wuaied as agricultural income and the difference between the sale procec-i of processed
" ricca and taw tobacco will be treated as business income. .
NN o @S..;\*[

' w..l» Characteristics of Agricultura Incomey\y \PB@% <

swuadysis of definition, nature and case decisions relevant to aguicultural incoe,
follewing may be identified as the characteristics of agricultural iicome :

P

iy fienst come from the agricultural 1and situated in Bangladesh.

i 1t must come from fundamental agricultural woik.

1) Marketing of products used by farmers will be the normal procedure,

v Such income may arise from adjacent agricultural am— \,0\,\,\'\(\?\

v;  Income may also arise from sale or discarded value of agricultural machines or plant

. i ey “z TV = . . R T o

“subject to some ceiling, ,

}4\ Sich income may come from such items which may from partly agricultural and partly
sen-agricultural income.

vty Agiicultural income may also arise in cash i. e. : nnual rental value, ete,

In this connection two case decisions may be refarred as an indication to the aature and
characteristics of income.

[) C.LT.Vs. Raja Binoy Kumar Shaha Roy : In this case it was decided that an income
will not be agricultural income merely because it is related with agricultural land rather
it needs to be arisen from fundamental agricultural work like cultivation, sowing of
sceds etc.

9]
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2) Raja Mostafa Ali Khan Vs. C. 1. T. : 1t has been pointed out in this case that the basic
difference between agricultural income and non-agricultural income is that the former
will be the result of basic agricultural work.

12.5: Allowable Deductions
Following deductions are allowed U/S 27 to compute income from agriculture :

(i) any land development tax or rent paid in respect of the land used for agricultural
purnoses; \

(ii) any tax, local rate or cess paid in respect of the land used for agricultural purpose, if
such tax, rate or cess is not levied on the income arising or accruing, or deum,d Lo
accrue or arise, from agricultural opcrations or is not assessed at a proportion or on the
basis of such income:

(iii) subject to sub-clauses (ii) and (iii), the cost of production, that is to say the
expenditure incurred for the following purposes, namely :-

(a) for cultivating the iand or raising livestock thereon ;

(b) for performing any process ordinarily employed by a cultivator to render
marketable the produce of the land :+

(¢) for travsporting the produce of the land or the livestock raised thereon to the
mark:t; and '

(d) for maintaining agricultural implements and machinery in good repair and lor
providing upk=ep of cattle for tie purpose of cultivation, process or transpaita tion
as aforesaid ;

I is to be noted here that:
where books of accounts in respect of agricultural income derived from the land are

not maintained, the cost of production ¢ be deducted shall, instead of the expendiiure

mentioned in sub-clause (i), be sixty percent of the market value of the produce of ihe land:

(ivk no deduction on account of cost of production shaii be admissible under this clause if
the agricultural income is derived by the owner of the land from the share of the
produce raised through any system of sharing of crop generally known as adhi, barza
or bhag;

(v) any sum paid as premium in order to effect any insurance against :oss of, or dammage
to the land or any ciop to be raised from, or cattle to be reared on the larid;

(vi) any sum paid in respect of the maintenance of any irrigation or protective wurk or
other capital asset; and such maintenance includes current repairs and, in the casc of
protective dykes and embankments, all such work as may be necessary from year to
year for repairing any damage or destruction causcd by flood or other natural causcs;
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(vii) a sum calculated at the-rate as provided in the Third Sche(. ile on accounl of

depreciation in respect of irrigation or protective work or other capital assets
constructed or acquired for the benefit of the land from which agricultural income is
derived or for the purpose of derivinig agricultural income from the land, if the
required particulars are furnished by the assessee;

(viii) where the land is subject to a mortgage or other capital charge for purposes of

(ix)

(X))

(x1)

(xi1)

reclamation or improvement, the amount of any interest paid in 1espect of such
mortgage or charge;
where the land has been acquired, reclaimed or improved by the use of bonow;ci
capital, the amount of any interest paid in respect of such Cdpltal :
where any machinery or plant which has been used by the assessee exclus wely for
agricultural purposes has been discarded, demolished or destroyed in the income
year, the amount actually written off on that account in the books of accounts of the
assessee,— '

(a) subject to the maximum of the amount by which the written down value of the
machinery or plant exceeds the scrap value thereof if no insurance, salvage or
compensation money has been received in respect of such machinery or plant; and-

(b) subject to the maximum of the amount by which the dlffmul(.e between lh(,
written down value and the scrap value exceeds the amount of insurance, salv vage
or compensation money received in respect of such machinery or plant;

where any machinery or plant which has been used by the assessce exclusively for
agricultural purposes has been sold or transferred by way of exchange in the i income
yew, tue oo~ actually written off on that account in the books of accounts of the
assessee, subject to the maximum of ilie amount by = lact the weivon down value of
the machinery or plant exceeds the amount for which it has been actually sold or
transferred; and .

any other expenditure, not being in the nature of capital expenditure or personal
expenditure, laid out wholly and exclusively for the pmpoxe of deriving agrlculturdl

income from the land.
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12.6: Rate of Depreciation

With reference to depreciation the prevailing allowable rates are as follows :

xv) Other machines

Assets Rate
i)  Pucca building 10%
ii) _ Partly pucca and partly kutcha 15%
iit)  Kutcha house 20%
iv) Pucca wall 5%
v)  Tubewell 15%
vi) Pucca irrigation canel 15%
vii) _Kutcha irrigation canel 20%
viii) Iron tools driven by animals 15%
ix) Wooden tools driven by animals- 25%
x)  Tructor ' o i e RS e 15%
xi) Weighing machine- 10%
xii) Power pump 20%
xiii) Cart 20%
xiv) Power driven engines 10%
10%

1/ 12.7: Some Typical Agricultural Income
b Following are some of the typical agricultural income :

i i)  Income from cattle rearing land collected from cowboy.

ii)  Income from cultivation of flower.
iii) Income from cultivation of tobaccoyand palm tree.
iv) Income from park. i

v)  Income from agricultural co-operative related with dairy
vi) Income from land used for processing of agricultural products to make them fit for

" marketing.
viii) Income from land leased for agriculture.
ix) Income from dairy farm provided:
a) Farmers are the owners of cattles.
b) Cattles are reared in cattle rearing field.
c) Milk is processed by the farmers.
x)  Income from poultry farm if they are reared in land.

Vz.s: Some Typical Non-agricultural Income

Following are the examples of typical non agricultural income:
i)  Income from Ferry ghat, fishing, catching and market.

ii)  Sale of soil used for brick field.
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e

i) - Income from rent of the house used for collecting crops.
' iv)” Tncome from royalty of mine.
v)  Income arising from salt production.
vi) Income from house used as godown, factory ctc.

vii) Income from sale of tree, grass, crops grown on land without agricultural work.

viii) Income from sale of water used for irrigation.
ix) Income arising from purchase of crops from other farmers.

12.9: Spec1men Proforma for Computing Agrlcultural Income

Name of ASSESSEE T  .avescsemsansevasenes
Income Yyear : .cccciienicsiiciiieresisiine
ASSesSMent YeAr §  ccasvsssvasamnsavensssss

Computation of Agricultural Income

: Total agn mcome

Income from Agriculture (Sec. 26 and 27) Tk. Tk.
L. Tncome from agricultural Jand :
a) Sale of crops. XX
* b) Lease of agri. land XX XX
2. Income dcrwed from any land or building used by the cultivator
tor agricultural purpose in Bangladesh u/s. 2(1) $ XX
3. Excess of sale proceeds, over the written down value, on :
disposal of agricultural machineries and plants w/s. 19(17) XX
4. Agricultural machinery or Plant being discarded, demolished or
destroyed, if covered by insurance u/s. 19(19):-
{asurance salvaged or compensation money received XX
Less written down value of machineries or plant - XX
! Less scrap value ' XX i
Less Allowable deductions U/S. 27 of ITO :- XXX
i) Land deelopmcnt tax & land revehue, local rates, taxes, cess.
(water 12 ete. ' - XX
ii) Production cost, subject to prescr:bed limit, (Note—l) Lage XX
iii) Insurance premium on Land, Crops or Cattle .. XX
iv) Repalr and mamtamence of capltal assets . g 1mgat10n .
protective work etc. - XX
v) Depreciationi on capital assets at prescnbed rate as per
depreciation schedule XX
vi) Interest on mortgage and capital charges ................ XX
vii) Interest on borrowed capital ........... XX
viii) Any other non-capital and 1mpersonal expenditure relating to
agrlcultural income, if any ..ol XX
Total deductions and al]owances = XXX
' XXX
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Note: ]
Production cost includes the following: TK. ]
1 Cost ol cultivating the land or raising live-stoek. XX
by Cost ol rendering the produce miarketable by ordinary process. XX
¢ Costol transporting the produce or Jivestock to the marset. KX
4y Cost of repair and maintainance of agricultural implements
and machinaries. up-keeping ol cattle for cultivation. X
process or lransportation ol agricultural produce. -
Total production cost (subject to limit) i
- .

12.9: Illustrations
Justration-1:
Following are the agricultural income of Mr. Talukder for the year ended on 30th
June, 2005 :
) Sale of paddy 300 maunds @ Tk. 350.
i) Sale of Jute 100 maunds @ Tk. 300.
i) Sale of Rabi crops. Tk. 40.000.
Expenses incurred for cultivation are as follows -
a)  Labour charge Tk. 70.000
b)  Costof nursing the crops Tk. 15.000
¢)  Cost of Tractor hire Tk. 12,000
dy  Cost ol Pump Nlachine hire Tk. 8.000
e) Costof murkch"ng Tk. 6,000

i) Income from poultry farm Tk. 20,000

v) = Income from lcase of agri. Jand Tk. 35.000
vi)  Income from Ferry ghat (net) TK. 48,000
vit)  Income [rom mooring TK. 30.000

He paid union Parishad tax Tk. 3.000. Land revenue Tk. 2.000 and Life Insurance
premium and Crop Insurance premium Tk. 3.000 and 2.000 respectively. He also
purchased savings certificate of Tk. 3.000. Compute taxable income. tax credit income and
tax to be paid by Mr. Talukder.
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Solution:
Assesseee @ Mr., Talukder
Income vear : 2004-2005
Assessment year @ 2005-2006
Computation of Taxable Income and Tax Credit Income

Income under Agriculture Tke Tk
(Sec. 26 & 27)
1) Income from sale ol agri. crops :
i) Sule of paddy ‘ 300 x 350 1.05,000
bj Sale of jute 100 x 300 30.000
¢) Sale of Rabi crops ' 10.000
1.75.000
Less : Cost of Cultvation and Marketing :
a) Labour Cost 70.000
b) Cost of Nursing 15.000
¢) Cost offhiring Tractor 12.000
d) Costof hiring Puimp 8.000
¢) Cost of marketing 6.000 1.11.000 64,000
1) Income from poultry : 20.000
Less exempted in full 20.000 —
1N Income fronyJease of agri. fand 35.000
Total Agri. Income 99,000
j Non-Agricultural Income
1 Income from Ferry ghat 45.000
i) Income from Mooring 30.000 78.000
Total Income .77.000
Less Allowable Expenses
1) Union Parishad Tax 3.000
1) Land Revenue 2.000
iii) Crop Insurance . 2.000] 7.000
Taxable Income .70.000
Tax-credit Income
1) Life Insurance Premium 3000
h Purchuse of savings cerilicate S.(HI) '
N0 i
Tax credit @ Actual investment or 200 @l 1.200)
Total income or TK. 2.00.000 on the lowesl ‘:
one @ 3% on 8,000
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Tax = on Ist Tk. 1.00,000 = Nil
on rest Tk, 70,000 @ 10% = 7.000

7,000
1.ess tax credit = 1.200

- Tax = Tk. 5,800

1Hustration-2:

From the following particul
paid for the year 2004-2005 :

1) Sale of rice : 200 maunds @

ii)  Sale of rabi crops

i) Yearly lease of agri. land

iv)l- Income from sale of bamboo

v)  Income from Tea garden and tea sale
Income from sale of palm juice

vii) Income from cattle rearing

Mir. Ali does not keep proper books
cost of cultivation. He had a pump machine whic
heeome obsolete and has been discarded at Tk.
charging depreciation
agricultural-loan Tk..50.¢
Revenue Tk, 2,000 and 1,000 respectively.

During the year he paid life insurance premium

company for Tk. 5,000.

Solution @

ars of Mr. Abed Ali compute taxable incoine and tax to be

Tk. 600
Tk. 25,000
Tk. 40,000
Tk. 20,000
Tk. 60,000
Tk. 18,000
Tk. 40,000

of accounts. He. however, claims Tk. {000 5

h was purchased at Tk. 25,000. 1t =
12.000.- The written down value arter

at L. T. O. preseribed rale cstimated at Tk, 10,000, He hastat v o
00 @ 8% interest p. a. and paid Union Parishad tax and Lo

Tk. 4.000 and purchased share 07

Assessee : Mr. Abed Al

Income year : 20
Assesssment  year

Computation of Taxable Income an

Particulars

1) Income from sale of agri. products :

a) Sale of rice : 200x600

b) Sale of rabi ciops
2) Lease of agri. land
3) Sate of bamboo — - —
4) Income from Tea garden 60%
2y Sale of palm juice ¢———

04-200%
2005-2006
d Tax to be paid
Tk. Tk,
1,20,000
25,000 1,45.000]
40,000
e e T 20,000
36,000
18,000
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By bncome from cattle seinn s
T Peonifrom sule of puing el
Costof purchusc s IAAH)
Loss Den. = F3 000
Wratten down value = 10000
Sale value 12000
Toral agri. incone
8. B mess Income
i Foa garden = <40% Business Income)
“Total inconn:
Less allowable deductions :
1 Caetod Cultiviion
vl ks pidesed™ """ = = -

i) Dnterest on loan

AT

e o
>‘. E%F.fﬁ)‘{}

4,000

U Union Parishad 2400
Y bt revenuse [ .00 i
Tas sl cie T T
-SRI LN . o
Tax-eredit fucoae Tk.
e Fade Irsupma. presiins = H GO0
cuichase of shures = 3,000
Tax credit = Actual Tnyvesiment Tk, 9,000
or 20% of total incsme = 63100
or TK. 2 fukb - whicir one s the tow ost
= Tk. 9.000. on it « 157 = _ Lail
On st 1,00.000 = Nt
On next 1,550,000 @ 107 .
idicre on 31,0000 = 13,100
Fogal 1ax = 3100
Less tax-credit 22 VoA
Mt tax payable = R
Wates o (1) Where books al aveonints are not maingaiacd an espeisire G
to 00% of sale is alloned as allowable expenditure,
(1) Income of tea-gurden s heie factory owner is aise owner of sandon i
income s treated as agricuiturd and 40% as business reome,
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Questions

1. Define agricultural income. What are the allow able deductions in case of agricultural

income? P UL B Com. 1992 K. UL 1997 |
> What is agriculiural income? State the features of agricultural income. How does

differ from non-agricattural income? Explain the nature of partly agcricultural and partiy

non-agriculwral income with examiples. What allowanees are obtainable 1 the

computation of agricultural meome? [ €. 1. B. Com. 1994 ]
3. What is agricultural income? How s it computed under Income Tax law?

[ C. U. B. Com. 1995 ]

4. What is meant by income from agriculture? Distinguish it from non-agricultural

income. Examine if the following incomes are agriculural income :

(2) Income from cattle

(b) Income from tea cultivation

(c) Income from paultry farm

(d) Income from tea industry

(¢) Income from forcst resources and fish cultivation. [ R. U. B. Com. 1967 |
5. How would you compute the income from the following sources”?

(1) Income from Ten-Garden

(b) Incoime from Sugar Mili

(¢} Income tionm Rubber Plantation

() Income {rain Tobacco industry. P E B B A& PR

' Exercises

Ex-1

Mr. A. B. Pramunik is a farmer. He had the following income lor the year endod on

30-6-2005 :

1) Income {rom Sale of Paddy Tk. 60.000
iy Income from Dairy furni TK. 40,000
i)~ Income from Salt production Tk 50.000
iv) Income from Sugar production Tk. 50.000
v Income from sale of robi crops Tks 20,000
vi)  Income from sale of forest wood TK. 35.000
vit)  Income from sale of fish from pond Thk. 25.000
viii) Interest on loun given Tk. 10,000
ix) Income from lease of land T 20.000
x)  Income from sale of soil TK. 15.000

He took agricultural foan from BKB for Tk. 60,000 @ 8% interest p. a.. He claims

cost of cultivation Tk. 30.000. He paid land revenuc Tk. 3.000 and chawkidari tax Tk.

4,000. He paid Tk. 4,000 to Zakat fund and spent Tk. 80,000 for family expenditure,
Compuite taxable income and tax to be paid by Mr. Pramanik.
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Ex-2.

Mr. Tarafdar had the following agricultural income. Compute his taxable income

1) Sale of paddy : 150 maunds @ Tk. 300 and jute : 100 maunds @ Tk. 250.

i) Income from building adjacent to agricultural land and used as godown rented at Tk
500 per month.

i) Income from ferry ghat and mooring Tk. 25,000 and Tk. 15,000 respectively.

) Income from sale of trees grown in his outhouse Tk, 35,000 and sale of fish {rom
pond Tk. 30.000.

v) o Income from lease of agricultural Jand Tk, 35,000. He claims the following cost as

expenditure : : - :

a)  Costof labour : 3 labour used for 9 month @ Tk. 3000 per month.

by  Cost of nursing Tk. 30,000
¢)  Costrelevant o transportation for safe ol producis Tk. 4,000
d) Purchuse of Tractor Tk. 30.000
¢y Land revene Tk, 3.000
fy  Treaiment df cattle Tk. 2,500
£)  Mauintanance of cattle Tk.  8.000
h)  Cost ol irrigation Tk, 3.000
1) Donation to co-operative society Tk. 5,000

Ex-3,

Compute agriceliiral income of Mr. Pankaj Udas from the following particulars

Sovant W e veur eeded on 30-6-2005 ¢

v Sade of paddy 100 maunds at Tk, 450 per md. Tk. 45,000
) Sule ol rabi crops Tk. 10.000
i) Income from salt production Tk. 15,000
vy Income derived from mooring Tk. 5,000
vi o Sule of Torest tree Tk. 8,000
vi)  Income from lease of agricultural land Tk.  6.000

As per books ol accounts his agricultural expenditure were as follows:
1) Wages to labourers Tk. 10.000. Expenditure of food supplied to the labourers
estimated at Tk. 18.000). '
) Cost of rearing of cattle Tk, 5.000.
iy Marketing cost The 1.000).
He toek sericulral Toan from BKB amounting to Tk QOO @ 126 interest
annum, He contributed Tuka 1000 1o Zakat fund & Taka 2,090 10 Relie! fund. Te has reo

school going children.
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Income from Business and Professwn {Sechon 28, 29 & 30)
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"~ Questions
Exercises

d: Professwn

13.1: Introductlon

Income recewed by an assessee from his business and profession is laxed under
section 28 of Income Tax Ordinance, 1984, Section 29 of the Ordinance gives a list of
cxpenses that are allowed and section 30 gives the list of expenses that arc not allowed.
This chapter deals with these issues along with related other matters.

13.2: Definition of Business and Profession
a) Business U//

Business in general denotes human activitics directed towards producing or acquiring
wealth through the process of buying and selling of goods. Income Tax Ordinance, 1984
has not defined business. But through an inclusive definition under section 2(14) it states
that business includes any trade, commerce or manufacture or any adventurc or concern in
the nature of trade, commerce or manufacture.
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amerant of such moneys excecd the wnitten down value of such buailding, machinery or
niant. so much of the excess as does not execed the ditterence between the original cost and
the wridten down value less the scrap value shail be deemed o be the income of the
assessee [or that income year.

fat o the sale proceeds referred toin section [9E200, vize,

Where an asset representing espenditure of a capital nature on scientific rescarch
within the meaning ol section 2901 xx) i disposed of during any income year, so much of
the sale proceeds as does not exceed the wnount of the expenditure allowed under the said
ciatse shall be deemed to be the income of the assessee for that income year.

It is to be noted, where speculative transuactions carried on by an assessee are of such
a4 nature as to constitute a business, the business (referred to as "speculation business"s
he deeined to be distinet and separate from any other business.

~
ri

R o For £xAn

¢+ Conditions of Assessibility 1.7

assessment under section Z8. the follow ing conditions nced 1o be satistied

! ! v — " Farvra toy N | T T B PR IR
caesessee shall be encaged  Dusiness or pretession al any peried 5 e ipoaa

Tic husinessiprofessicn shadi be nursios Dby the gesoaee gy his agent.
e ousiness shall be running i mcone yeur.
e The ineome shall be relevant (e inconie ve,
T income shall be a revenue income.
Vo w ncomefreceipt shail not coine from sale of properts @ the tme of dissolution <
wiless or profession.
r profession ﬂﬂ.gg?/\) e(n'[.a"f"”l m(}__
12.0: Allowable Dedurtions e BRIV
Cj‘f\ As per section 29 the following expenses will be allowed as deductions subjects L
(O(LTY\?-_: aditions mentioned against each :

i . ltems Condiuons / Remarks

i s . i . A 3 3

Y Bent of Premise v I the house is partiy used for dwelling and
' artly for hasiness, proportionate amount related o
: ] P

! business

I N - " s .

| DY No deduction will be allowed 1if the house i1s
; / ownaed by the assessee.

P Repuair of hired Premise \/ ar Tor the hoeuse or portion thereof used for
business.
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Y Profession "M/ '

Profession invalves the idea of an occupation requiring cither purely intellectunl skill
or any manual skill where it is controlled by intellectual skill, as distinet from an operaiion
which is substantially the production or sale or arrangements of commaodities. In the
Income Tax Ordinance, 1984, profession has not been defined. But section 2 (49) states
that profession includes vocation. Here vocation can be defined as any type of occupation.
as distinet from employment, pursued for the purpose of carning one's livelihood.

3.3: Scope of Income under the Head Business and Profession
Under section 28 of L. T. Ordinance, the following income of an assessee shall be
classitied and computed under the head income [rom business and profession :
(a) profits and gains of any business or profession carried on, or deemed to be carricd
on, by the assessee at any time during the income year; o
(b) income derived by any trade or professional association or other association of like
nature on account of specific s% vices performed for its members; ¢
(x)  value of any benefit or perquisite, vietier convertible mlo moncy or nol, Qristiiy
from business or the exercise of a profession:
(iy Lhe mlount the value of the benefit 4nd the trading Ildblllty referred in section 10(15¢
A l/
1 receipt in cash or kind any amount in respeet of bad deht, loss or expenditire
previously written off; .
ity receipt in cash or throueh benefit against trading liubiliiy not previously shawsn
as income; _
iil) amount shown as cApendltun, or lability and has not been paid within rise 2
years. .
iv) Interest shown as expenditure under mercantile system and has not been pm.
within last 2 years;

(c) the excess amount referred to in scction 19(16), viz., ]

Where any bmldmg, machinery or plant having been used by an assessee for purposc
of dny business or profession carried on by him is disposed of during any income year and
the sale procceds thereof excecds the written down value, so much of the excess as dees
not exceed the difference between the original cost and the written down value shall be
deemed to be the income of the assessee for that income year.

(Hh the excess amount referred to in section 19(18), viz.,
Where any insurance, salvage or compensation moneys are received in any incone

year in respect of any building, machinery or plant which having been used by the agsesses
for the purpose of busmess or protesslon 1s dlscarded demohshed or deslroycd and the
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3) Interest on Borrowed Capital or | a) If part of it used for non assessable business. it
Loan will not be allowed.
b) If interest paid outside Bangladesh. tax must be
deducted at source for this.
+) Transfer to Special Reserve|a) It will be Govt. approved Financial Institution
account -| b)Y Amount not exceeding 10% of total Income.
5)  Current repair of Machinery, | Subject to limit. if any mentioned in L T,
Plant and Furniture Ordinance.
0} Insurance J a) It will be for Building, Plant and Machinery of
o the business.
7)  Depreciation l\/ a) As per rates of I. T. Ordinance
b) For business assets.
n1 Investment allowance for Ships | a) It will be inland passenger vehicle
b) 10% of ariginal cost
V) Obsolete allowance for Building | a) If amount received is less than W, D. V
and Machinery b) If it exceedsIW. D. V not exceeding original
cost.
(198 Loss i respeet of dead oi|a) Difference hetween original cost and realized
E ____uscless vinimal value.
P Dand development tax or local | a) Relevant to business el prolession.
- o
P17 Nosrfestival bonus or 4) As per general practice i siimilar business
L e DiEunission b) For service rendered to business and profession
i voverable or written off bad | a) To be written off in the books of accounts of the
| do! income year.
b) In case of Banking, the money/loan was given in
_ | the ordinary course of business.
| 14 Additional bad debt a) Shown by assessee carlier but not allowed by 1.
! T. Authority

b) It is now proved irrcceverable )

t5) Bad debt relevant to overdue
Agri. Loan

a) It will be relevant o Commereial Banks.
b) Not exceeding 1% of such over due loan of rural
loan including RKB and BKB.

[&) Exp. for Scientific Research

a) Relevant to business,

i 170 Donation to Research Body

a) It must be approved by Govt.

b) Reseurch is relevant 1o business i profession |

[8) Donation to Hospital and
Educational Institution

a) Hospital is o be estublished for the benefit of
cmployees
bi Educational institution be estubhshed for training

and/or for benefit of children of employees
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19) Expenditure for Training =

' a) Scheme should be (.pproved by NBR for this

clause::

20) Cost of Trade Deligation Abroad.

|e) Tt will, be non- capltal and * impersonal
expendnture

a) Assessee be a mcmber of delegation.
b) It will be sponsored by Govt.

ﬂ [

a} It?wﬂl be! 1eglstered orgamzatlon as pcr Trddc _
Ord, 1961 " . ﬁ.‘i@" il '

‘ogmzid by NBR.

22) Any non? capltal and 1mp :

expenditure.
Besides the above there are som xpe‘r?xd;tﬂfr‘és-v&hm}l are’ a]so ailqwed under [. 1
under certain conditions and up to gt?ﬂ in Ji mit, T'h‘ E afe as folrlcqﬁ;qu S
i) Entertainment Allowance Taied Tie
It will be allowed as follows: -~ + - : , ‘ -
Profit (before chnrgmU such allowance) Allowabic rwee |
| 2) on 1st Ti. 10,00,000 T ' A oo 'a
1) on next of the profit ) ' v 4 2% . .. |
ity Free Sample
It will be allowed as follows © : o
» Amount of sale For General For T‘v‘[cd-f s 2, -|
a) up to Ist Tk. 5 crores - 1.5% 2% I
b) over Tk. 5 crores but less than 10 crores - T5% 1% j
¢) over Tk. 10 crores - 375% S0 __h_]

iiif Foreign Travel of Employees

If an organization sends cmployees abroad for recreation, the expenditure i

will be exempted as follows :

2 :
a) ith of Actual expenditure

or

‘|l\.d

whichever is bigher

h)  Three months salary of employeesr

iv) Embezzlement of Fund
If it occurs at office time and don

i il

e by employcc or if it is related to money lending

business as deficiency in fund at day end, it will be allowed. Such foss 18 to be shown in
ihe books of account. However, if such mmdent occurs lthU“h theft, robber or by

outsider, such Iuss w1ll not be a!lowed
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v) Compensation

[ an employec is to leave job for the benefit of business & re ]Lascd compensation
given for this purpose is allowed. But employees given release under golden handshake do
net fall under this category as the release is otherwise than for the benefit of the
organization,

Qﬂiegal expenses

Legal expenses incurred for protecting interest of the business is allowed. But
expenditure incurred relevant 1o disobey of certain rule, acts subversive to the state and
violation of faw is not allowed. :
Besides following expenses as per accounting principles and prevailing general rules
o also allowed as expenditure : '
0 Contribution to Recognized Provident Fund of employees.
i} Loss of stock due to fire. ;
i11) - Retirement henefit or gratuity paid to cmployccs.f
iv)  Licensc rencwal fees.
v)  Sale tax/value added tax, water & road lax, municipal tax, excise duty ete.
it Legal expenses against users of trade mark illegally, partnership agreement
preparation. vielator of agreement.
i Compeasaiion o employees for accident in the course of service. Perquisites to any
wepoyes can bie given up to Tk. 1.50.000. Any amount exceeding this celing will be
taxable.

Revenue expenditure for advertisement.

Royulty and patent right fecs.

) Cost ol accounting and audit.

4 Commission and brokerage for sale of product.
i) Reward to employees for increased efficiency.

- ;L\m{i )
3.6: Non Allowable Expenses @ 0

Under section 30 of I. T. Ordinance, the following expenses are not allowed :
any payment which is an income of the payee classifiable under the head ' ‘Salaries" if
tax thereon has not been paid in accordance with provisions of Chapger VII;

) any payment by way of interest. salary, commission or remuneration made by a firm
Or an association of persons to any partner of the firm or any member of the
association, as the case may be;

) any payment by way of brokerage or commission made to a person who is not a
restdent in Bangladesh unless ax has been deducted therefrom under section 56;
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iv) any payment to a provident fund or other fund established for the benefit of the
employces unless the employer has made effective arrangements Lo sccure that tax
shall be deducted at source from any payments made {rom the fund which are taxable

_ being income falling under the head "Salaries™;

v)  so much of the cxpenditure by an assessee on the provision of perquisities or other
benefits to any employee as exceeds prescribed limit. if any.

Besides the above as specified in sec. 30 of I T. O. the following expenses are also
not allowed for income tax purpose :

L) Past losses,, if business is changed.

i) Salary, commission and remuneration paid to partners.

i Interest én capital to partner.

iv) Income-tax and super tax. ‘

v)  Legal expenses incurred for income tax and dissolution of enterprise.

vi) Bad debt reserve or reserve for discount.

vii) Contribution to Un-recognized Provident [Fund.

viii) Contingent liability. 7

ix) Preliminery expenses, under-writing commission, writing off share discount.
x) = Loss of speculative business.

xi}  Loss for investment in securities.

xii) Capital cxpenditure for advertisement.

xiit) Legal expenscs related with compensation for sale knowing it defective by selle:
xiv) Brokerage for capital.

xv) Expenses for protecting against competitioh.

xvi) New years day presentation to employee.

xvii) Fund embezzlement by employees after office hour. i

KEEPING OF ACCOUNTS Qbk
13:7: Methods of keeping Accounts
a) Legal Requirement : " .

Section 35 of the Income-Tax Ordinance, 1984 provides that the income under the
head Business and Profession shall.be computed in accordance with the method of
accounting regularly followed by the assessec. Thus the law is found not to prescribe any
method of accounting rather keeps it flexible to the choice of the assessee. However, on
analysis of the sub-sections of section 35 the following guidelings and features are

revealed:

i) Assessee will determine his incomie through his regularly used accounting system.

iy  If assessee does not use any method regularly, the Deputy Commissioner of Taxes
will use a reasonable method to determine the income.

£l
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1v)

V)

vi)
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Income-tax authority will not take any adverse view if the assessee does not maintain
account.
National Board of Revenue, if desires, can give order to the assessee to keep
accounts in a manner specified in the order.
Under sub-scction 2 of section 35, every company having capital not less than Tk. 5
lakh on the Ist day of income year shall submit with income tax return the profit and
loss account and balance sheet certified by Charterred Accountant.
Article 11 of the Income Tax Rules provides principles of accounts and types of
accounts books to be followed and kept by the professionals viz., Doctors, Lawers,
Auditors, Engineers etc. However, assessce on requirement can adjust the pr mc:ples
columns in the book etc. _ 5@‘ .

b) Prevailing Methods of Accounts

i)

There are three systems of accounting :

Cash System : Under the system only the cash receipts and cash payments are
recorded. Accounts are not kept for outstunding and prepaid items.

Mercantile System : Under this system all receipts and payments whether received
in cash or due are recorded. Accounts maintained under this system reveal real picture
of income/loss of an organization.

Mixed system : Under this system, for some items accounts are kept on cash basis
and for some items on mercantile basis.

Assessee, as stated above, may follow any system. But what is required is that the

assessee will regularly follow his choosen method. He cannot change the method at his

will.

!

q
¢) Steps Need to be Taken as Safeguard "

vi)
vil)

For adequacy and transparency, an assessee need Lo take the following steps :

If feasible, mercantile system of accounting need to be adopted.

Keeping proper cash book and bank accounts and this should be reconciled regularly
Maintaining Stock Register to ensure pioper records of stock & stores.

Keeping proper records of purchase and sale.

Preparing final accounts on due date. and see books ui accounts are adequately kat
If gross profit fluctuates, the reason need to be identified and analysed.

Keeping in mind the provisions of income tax while preparing tax return.
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d) Examination of Accounts by Tax Authority
For :xamining accounts of assessee, tax authority can take different steps, Following
are the important steps in this regad
i)  Evaluating valuation of stock
An assessee may follow any prevailing method of stock valuation. But tax authority
will see whether he follows the method regularly. If any method is not regularly
followed and tax auvthority- thinks that valuation is less than actual value, the
difference may be added with profit.

ii) Suspense Account & Reserve
If these items are shown in the account of an assessee, tax authority will examine as
to the genuineness of these items. If tax authority is not satisfied, such items may be
treated as profit.
¥
iii) Source & Nature i

[t assessecifails to explain the source and nature of any receipl, such receipts will be -
deemed as receipts from undisclosed source and be treated as incorne.

iv) Undisclosed investment
If assessee fails to disclose any investment, this invesunent will be teated as income
and be taxed.

'v) Mise. Expenses .
This items will be examined properly as to their genuniness and relevance with
business and income year.
For other items like salary, purchase and sale, rent, interest ete. Tax authority wiil
apply general test based on accepted principles.

e) Tax Audit
Under sec. 35 (2) any company having capital over 5 lakh shall suhasit audited
accounts. Such steps makes the process easy and simple for tax authority. In such a context
auditors need to take into account the following along with his gencrally accepted
techniques of audit :
1) Evaluation of accounting system.
1) Adequacy of Books of Accounts.
i)  Valuation of stock.
iv) Variation in profit or loss and the rcasons.
v)  Nature of depreciation and tax provisions.
vi) Bad debt & Reserve.
vii) Items of final accounts, etc.
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13.8: Specimen Proforma for Computing Income from Business
& Profession

Name oOf ASSeSSee I .oeeererrresancnnens
INCOME YEAT I ereeecesrnnmnsossnscansssnnnes
ASSEeSSMeEeNnt YeaAr ©  ciecerrensenssssancens
Income from Business & Profession
Particulars Tk. Tk.
Income as per P/L Account : XXXX
Add : Non allowable expenses : :
1) ——mmmmmmm oo : XXX
T : XXX
iii) —==mmmmmmmmmm s XXX XXX
Less non business income, if any shown in P/L Account XXXX
1) XXX
i) XXX XXX
Taxable Business Income : KX XX

13.13: Illustrationg @

illustration-1: -
Following is the Profit and Loss Account of Ahmed Salehuddin for the year ended on

30-6-2005:

Particulars Tk. Darticulars Tk.
Salaries 48,000 | Gross Profit i — 1,70.000
Stationeries 9,606 | Int. on Less tax Commercial
int. on loan 2.0001 Securities 2.500
Travelling Exp. 2.500|Income from Sale of 4,000
Fund Embezzlement 4,000 | Machine '
Donation 6,500
Depreciation Reserve 3,700
Fire Insurance 1,500
Legal expenses - 2,500
Commission _ 1,500
Personal Expenses 1,700
Net Profit 93,000

| 1,76.500 1,76,500

Investigation revealed the following :
1) Fund embezzlement occured after office hour.
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i) Legal expenses include Tk. 500 for income tax appeal and Tk. 306 for VAT appea.
i) Old machine was sold at Tk. 29,000, depreciation churged tull now 2,000 & the
purchase price was Tk. 27,000, Machine was purchased in November, 2001,
Compute taxable income and tax to be paid.

Solution:
Assessee : Mr. Ahmed Salehuddin
Income year : 2004-2005
Assessment year : 2005-2006
Computation of Income from Business
Income from Business (Scc. 28-30) Tk, Tk.
Profit as per P/L Account 93.000
Add : Non-allowable Expenses :
i) Fund Embezzlement P ld) 4,00(&
ii) Donation ( (a net- afove o : 6.50(
ii1) Depreciation Reserve 3.700
iv) Legal Expenses (for income tax) 00|
v) Personal Expenses 1,700 16,400
1,09.400
[L.ess : Non-business income :
i) Int. on Less tax commercial securities 2.500
i) Capital Profit on Sale of
Old machine (Note: 1) 2000 4.50)
Business Income ~ 1.03.900
Total Taxable Income :
1) Business income = Tk. 1,04.900
i1)  Int. on commercial security : TkK. 3,234
2500x10
p
i)  Income from sale of machines capital profit ~ Tk. 2.000
{Sec Note-1) 1.10.234
T &
TK.
On Ist Tk. 1.00.000 Nil
On next Tk. 1.50,000 @ 10% 1023
(Here on Tk. 10,234)
’ 1023

But as minimum tax payable is Tk. 1,500 the assessce will have to pay Tk. 1,500 as tax.
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Notes:.'r' e

1 - Calculatson ofproﬁt on ‘:ale of machme e
" a) Purchase price = - Tk 27,000
b) Depreciation charged = o o T]g.' 2,000
¢) Written Down Value= =~ 7 Tk *25,000
-'d)Salepnce—- LI ' Tk.  _29.000
"e) Prof1t- ‘ ) v B ‘_ - Tk.  _:4.000

: 2) ) Revenue proflt on sale of machmc requlres no separate treatment as it is already
1nc1uded with business income. F o - :

3) Asfund embezzlement occmred after office hour, it is not allowed.
4) Int.on less tax commercial securities necd to be grossed up.

5)  Depreciation is allowed as pcr rates plCSC[’lbed in L. T Ordmance But depiecmtlon
reserve is not allowed. - e

6) Legal expenscs relevant to income tax is not an allowable expense. -

~

B Sigi




Income Tax-164
IHustration-2:
From the lollowing particulars compute business & total income ol Mr. Shaha.
Mr. Shaha
Profit and TLoss Account
for the year ended on 30-6-2005

Particulirs Amount Particilurs Amount
(Tk.) (Tk

Salary & Wages - 64000 | Gross Prolit 2.40.000

Office expenses 15.000] Profit from sule of 10.000
investment

Rent of the office 36.000 | Int. on Tax-free Govt, 20.000
Securitics

Bad dcebt 5.000| Bank Interest 2900

Bad bebt provision 6.000 | Bad debt pecovered 3.000

Depreciation 4,000 f

l.egal Expenses 10,000

[Loss of Stock 12.000

Income tax 15.000

Traveling expenses " 10.000

iPleasure trip to Cox's buzar)

Loss on Sale of Security 5.000

Entertainment Exp. 2.000

Accounting Expenses 5.000

Misc. expenses . 3.000

Net Profit 70.000

2.75.000 2.73.000

Investigation disclosed the following

1) Salary & Wages include Tk. 25.000 paid to the proprictor as his remuneration for
service.

1) Depreciation as per Income tax rule allowable Tk, 2.500)

ni)  Legal expensesinclude Tk, 5.000 relevant to violation of tretTic rule and Th. 5.000
for protecting trade nark.

IV STock wvas e itsured.

vio Commussion received & paid Tk, 3.000 & 2.000 has not been recorded.
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" Solution:

Assessee : Mr. Shaha
Income year : 2004-2005
Assessment year : 2005-2006
Computation of Business Income and Total Income
Particulars Tk. Tk.
Profit as per P/L. Account 70,000
Add : Inadmissible Expenses
1) Salary (paid to proprietor) 25.000
11) Bad debt provision 6,000
_ iii) Depreciation (to be treated latter on) 4,000
iy 1v) Legal expenses (for violation of traffic rule) 5,000
v) Loss of Stock 12,000
~vi) Income tax 15,000
vii) Travelling Expenses 10,000
viii) Lass on sale of security 5,000 82,000
1,52.000
Add : Income not shown;
1) Commission received 3,000
1,55,000
Less : Exp. allowed
1) Depreciation as per tax Jaw 2,500
i) Commission paid 2.000 4,500
1,50.500
Less : Non-Business Income |
1) Profit on sale of investment betng capital receipt 10,000
ii) Int. on Tax-free Govt. Security 20,000
ii1) Bank Interest . 2,000 32,000
Business Income 1,18,500

Total Income:

Tk

1) Business Income 1,18,500
11)  Profit on Sale of Investment 10,000
i) Int. on Tax-free Govt. Securities (Non-assessable) _—
iv)  Bank interest 2.000
1.30.500
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Notes :
1) Entertainment allowance is within exemption limit, thus it has been allowed as
CXPENses.
2)  Mics. expenses assumed to be genuine and related to business.

3)  Salary, remuneration, commission eic, paid to proprictor or partner is not allowable.

IHustration-3:
The following is the Income and Expenditure Account of Doctor Hamida Al for the

year ended 30th June, 2005. Ascertain her income from profession and her total income.
Income and Expenditure Account
Taka Tuka
Car purchased 92,000 Visiting fecs 69.000
House hold expenses 48,000 | Consultation fee 92,000
Salaries to chamber staffs 28.000 | Gains on Lottary 10,000
Travelling expenses 24,000 E-Salc proceeds of lLand 1,18,900
(Expenses for attending property
conference abroad) '
Charity and Donation 5,000 Dividend on shares 5.000
(To unrecognised institution)
[ncome-tax 10,700 | Marriage day Gift 6,000
Gitls to Son-in-law 20,000 | Interest from Post Office 1.600
Savings Bank
[nterest on loan 3.100 | Gifts from Father in-law 40.000
(for buying surgical
instrumernts)
Surgical instruments 44,200 Interest on Savings Deposit 2.200
in Bank

Net Surplus 68.700

3.43.700 3.43.700
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Solution :
Assessee : Doctor Hamida Ali
Income year : 2004-2005
Assessment year @ 2005-2006
Computation of Income from Profession and Total Income

Income rom Profession (See. 285-30) Tk. TK.
Surplus shown as per Income and Exp. Account 6700
Add: Non-allowable expenses @

i) Car Purchuse 92.000
i) House hold exps. 48.060
1i1) Travelling exps. 24,000
iv) Charity and Donation 5,000
v) Income-tlax 10.700
vi) Gifts to Son-1n law 20.000
vii) Surgical instruments 44.200 2.43.900
3.12.600
Less : Non-professional Income :
i) Sale of Land [.18.900
i) Gain on Lottery 10.006
111) Dividend 5.000
iv) Marriage day Gilt 6.000
v) Int. on Post office Savings Account 1.600
vi) Gift from Father-in law 40.000
vii) Int. on Bank Deposit 2,200 1.83.700
Professional Income . 1,25.900
Total Income : ‘
1) Professional Income 1.28.900
i1) Dividend (Assumed to have receive from 5.000
pvL. company '
ii1) Int. on Bank deposit 2,200
iv) Gain from lottery 10.000
1.46.100
Notes :
i) Lottery income is assessed separately. But it is added with total income and adjusted

thercafter.

i) Dividend assumed to be received from private ltd. company and thus no exemption has
been allowed.

i) Interest on bank deposit is not exempted now. But interest on postal account 1s

exempted in full.
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iv} Lo.pense of Govi. sponsored delegaiton abroad is exempted. I is asswined not such cnse
in this regard and thus not exempted.

Depnuatmn |
13.9: Definition of Bepieuahon

Therce is no definition of depreciation in Income Tax Ordinance, 1984, However,
: accduntdmy it means the permanent reduction in value of fixed assets due to wear and tear,
fapse of time, cte. In income tax, in such a condition given emphasis on this accounting
‘sense and it has prescribed different rates of depreciation for difterent types of assets.
Section 29(1) VII provides that in respect depreciation of building, machinery, plant or
furniture, being the property of the asscsse and used for the purpose of business or
“profession, the allowance is admissible under the Third Schedule.

13.10: Conditions to be Fulfilled
Accmdmo to the Rule 2 of thud schedule of 1. T. Ordinance, depreciation will be
_a]Iowcd on building, machinery, pldn;i and furniture of the assessee for his business if the

following conditions are satisficd :
i) at the time of filing return, such particulars as may be prescribed and such other

: information as the D. C. T. requires, are furnished:
1y such bmidmg, machinery, plant and furniture have been used mlnne the income year
' In this connection following peints, worlii remembering :

a}  Fixed assefs may not contincously be used, they may be used sometimes.

by  Depreciation cannot be claimed in the year in which assets are sold, discarded or

 ruined, - '

¢) Amount of depreciation shall not exceed original value of asset.

d) - Assets having life time less than a year will not be entitled to depreciation altowance.
¢) . Depreciation will be allowed as per rates prescribed in thlrd schedu}e of 1. T.
- :Oidmance -

13 11' Bas;s af Lhargmg Deprematwn

- the wr{tten down value of the asset excep{ for occan going u.hips in whxch casé it is to be
‘ ‘charged on thc or;gmal cost of the assct to the assessec.
_‘Wr;tten Down Value
. "Rule 11(5) of the Third Schedure of L. T. Ordinance defines written down value as:
: ) Where the as';e{s were acqulrcd n thc income yem t}u, actual cost. [hcrwf to the
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In this connectlon some explanatlons relevcnt to actual cost and written down value

are essential to be noted :

Actual Cost

(i)

(ii)

(iii)

(iv)

in computing the actual cost of an asset the amount of any grant, subsidv, rebate or
commission and the value of any assistance received by an assessce from
Government or any other authorities or persons and any deduction or allowance
admissible shall be excluded.

Where, any asset used by any person and aquired by assessee the actual cost shall be
deemed not to exceed the fair market value.

Where any assessee has succeeded another person by inheritance the written down
value of an asset shall be treated as actual cost.

Where the assets have been imported for business on foreign loan or deferred
payment basis, the adjustment for currency fluctuation shall be made with the actual
cost of the assets installed in Bangladesh.

Written Down Value

(1)

(ii)

(iii)

Where the assets are acquired before the accounting year the written-down value
means the actual cost to the assessee less all depreciation allowed (and not merely
allowable) to him in past year.

Where assets which had once belonged to the assessee and had ceased to be his
property by reason of transfer or otherwise, are re-acquired by the assessee, the
actual cost of the asset shall be taken to be the actual cost of the first acquisition to the
assessce less all depreciation actually allowed to him.

Where before the date of acquisition by the assessee, the assets were used at any time
by any other person for the purposes of his business }md the Income-tax Officer is
satisfied that the main purpose of transfer is to reduce the tax liability, such an amount
as fair should be taken as actual cost.

13.12: Types of Depreciation Allowance allowed under Income-tax

(US T o6 I

4
2
1

Following five types of deplncmnon are allowed under Income-tax Ordinance, 1984 :
Normal Depreciation

Initial Depreciation

Special Depreciation for Ships

Accelerated Depreciation and

Balancing Depreciation

Normal Depreciation Allowance (NDA)

It is allowed only in respect of such buildings, machinery, plant and furniture as are

used for the purpose of the assessee's business or profession which are being charged.
Here following conditions need to be satisfied :
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(a) The assessee must be the owner of the property and he would not be entitled to
depreciation allowance if he is not the owner but has only the right to use them. If the
assessee acquires any property by hire-purchase, he would not be entitled 1o
depreciation for such property.

(b) The business for which assets are used must be running one. If the business has been
discontinued earlier, depreciation will not be allowed.

(¢) Full depreciation is allowed even if the assets arc used only for a parl of the year
during the relevant accounting year.

Rates of Normal Depreciation:

Class of assets ' Rate in %

a) Building (general) 12
b) Factory Building 24
¢) Furniture and Fittings 10
d) Machinery and Plant :— ; 20
e) Ships :(— _ _ 10
i) Ocean-going ships (new) (To be calculated on
ii) Ocean-going ships (second hand), ' the original cost).
age at the time-of purchase: ' 12
less than 10 years 24
10 years or more
iii) Inland ships including steamers, motor vessels, 24

sails, tug-boats, iron or steel flats for cargo,
wooden cargo boats, motor launches and speed boats.
f) Batleries, X-ray and electro—therapeutic 20
apparatus accessories thercto.

) Machinery used in the production and 20
exhibition of cinematograpic films.
h) Motor vehicle : 1) Not for hire 20
ii) For hire 2
i) Professional and reference books 30
i) Aircraft, aero-engines and aerial photograpic aparatus. 30
k) Moulds used in the manufacturer of glass or plastic goods 30
Or concerete pipe.
I) Mineral oil concerns—
100

i) Below ground installations.
ii) Above ground installations, that is to say. 30

portable boilers, drilling tools, well head tunks and rigs.
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2. Intial Depreciation:
Where any building has been newly constructed or any machinery or plant has been
installed in Bangladesh after 30th June, 2002 and that such machinery or plant is used by
the assee for the first time for business purpose initial depreciation will be allowed. It \\'ii]
be allowed as per following rate in the year when commercial production conimences:

(a) For Building = 10% on the cost.

(b) For machinery = 20% of the cost. plant other than ship or motor vehicle.

3. Special Depreciation for Ships (SDS)

Passenger vehicle plying in inland water of Bangladesh or Fishing Troller registerred
in Bangladesh which were brought in Bangladesh for the first time within July, 1982 to
June 30th, 1995 will be eligible for special depreciation as follows ;

a)  First year= 40%

b) Second year = 30%

¢y Third year = 30%

Conditions:

i) The Ship or Trawler be according to design specificd by GOB for this purpose.

i) Assessee shall apply to the tax authority with particulars to enjoy this depreciation.

I is important to mention here that the assets enjoving special depreciation will not be
eligible for any other depreciation uader the Income tax ordinance.
4. Accelerated Depreciation Allowance (ADA)

[tis allowed in respect of any machinery or plant (other than office appliances and
road transport vehicles) which has been or is first used in an industrial undertaking set up
in Bangladesh. It was introduced in 1982 for 5 years thereafter the benefit was extended for
further years. Through Finance Act, 2002 the benefit has been extended up to 2005. This is
an alternative to tax holiday facilities. However. through Finance Act, 1993, the new unit
of industrial undertaking enjoying tax holiday was also permitted (o enjoy the benefit.

Rate :
It will be allowed @ 100% in the first year of operation.

Conditions for availing this depreciation

(a)  that the industrial undertaking is owned and managed by a Bangladeshi Company, or
a body corporate formed in pursuance of an Act of Parliament, having its registered
office in Bangladesh.

(b)  that it belongs to such class of industries as the NRR may specify.

) that the particulars required for the purpose of entitlement to. or claiming ADA have
‘been Turnished.
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(d; that the application in the prescribed form and verified in the preseribed manner is
made to the Board within four months from the end of the month ol commencement
of its commercial production. Tt shall be accompanied by a declaration in writing that
the undertaking has not been approved for before, and that no application in respect
of the undertuking has been made or shall be made to the Bourd u/s. 45 of 1TO for
any period.

(¢)  The machinery or plant for which ADA has been once allowed, shall not be entitled to
any other depreciation allowance. It for paucity of profit this depreciation cannot be
fully charged. the unabsorbed portion can be carry forwarded.

5. Balancing Depreciation Allowance (BDA)

If building, plant or machinery is sold, discarded or compulsorily being acquired by
competent authority, and disposed price is less than written down valuc of the asset; this
difference will be treated as loss and can be allowed as balancing depregiation. This
allowance is, however, not allowed for furniture. V

Balancing Charge:
On the otherhand if disposed value exceed written down value. this will be weated ws
profit. Where sale/disposal value exceeds original price the excess will be treated as capital

profit and rest of the amount will be revenue profit.

Unubsorbed Depreciation:

Depreciation admissible under income tax is charged against profit provided sufticient
profit is available. It the proflits of a particular business are insutficient to absorb the
deprectation allowance. the allowance can be set-off under this section against the profits ol
any other-business. If there are no profits chargeable under business head or if the profits
chargeable under this section arc insufticient to cover the depreciation allowance, such
allowance may be set-off under Section 24(1) against profits chargeable under any other
head for that year. Even if some amount is left unabsorbed, it may be carried forward to the
following vear lor set-off against the profits. When profits fall short of the amount of
depreciation, the entire amount of depreciation should not be charged, as unabsorbed
depreciation should not be converted into business loss. Because business loss can be
carried forward for six years but unabsorked depreciation can be carried forward for

indelinite period for the purpose of setting of T against future profits.

Investment Allowance:

In connection with depreciation it can be mentioned that an investment allowance @
259 for special Zone & @ 20% for other zones will be allowed on plant & machinery on
original cost in the 1§t year to encourage industrialization. For ships also investment
allowance will be available @ 20% in the first year.
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Illustrations:
Illustration-1:

Mr. Azad purchased a machine for his factory in Nov. 2001 for Tk. 4,50,000. In
June, 2004 the machine was sold. Compute depreciation and written down value of the
plant for the concerned years if the machine was sold at (a) Tk. 3,20,000; (b) Tk. 3,90,000
& (c) 4,75,000. Normal dep. rate is 10%

Solution :
Income year : 2001-2002
Assessment year : 2002-2003

Original Cost of Machine = Tk. 4.50,000
Less Depreciation @ 10% = : _45.000
Written down value = 4.05.000

Income year : 2002-2003
Assessment year : 2003-2004

Written down value = Tk. 4,05,000
Depreciation @ 10% = 40.500
Written down value = 3.64.500

Income year : 2003-2004
Assessment year : 2004-2005

Wrilten down value = Tk. 3,64,5@0
Depreciaton @ 10% = Tk. 36.450
Written down value = Tk. 3.28.050

Income year 2004-2005
Assessment year 20035-2006

(Case : a) Written down value = Tk. 3,28,050
Sale price = Tk. 3.20.050
Balancing Depreciation = Tk. 8.000

[Note : No Depreciation will be allowed in the year of sale. Balancing dep. will be treated
as loss.]
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(Case : b) Written down value = Tk. .3.28.050
Sale Value Tk. = Tk. 3.90.000
Balancing charge = __61.950
This will be treated as mconme

(Casc : ¢) Written down value = Tk. 3.28,050
Sale price = Tk. 4.75.000

_ Profit _1.46.950
Here Tk. 25,000 (4,75,000-4,50,000) will be treated as capital profit (excess over
original cost is capital gain) & rest of the profit (1.46.950-25.000) = Tk. 1.21.950 will be
treated as revenue profit.

Illustration-2

A factory bmldm0 was u)nsuuuui in the year 2003 having a total cost of Tk.
2.00,000. Tt was insured for Tk. 2,10,000. In the month of Fapmuy 2003, 1t was
destroyed by fire. Thé scrap was sold at Tk, 10,000. Till the year 2004-2005 assessment
year, depreciation of the building was charged at Tk. 60,000. Under the following
~ conditions find out balancing depreciation:
(i) If 1009% insured amount could be recovered from Insurance Co.
(i1) If 75% of insured wmount could be recovered from Insurance Co.

(i) If 50% of insured amount could be recovered from Insurance €.

Solution:
Income year = 2004 - 2005
Assessment year = 2005 - 2006
Taka
Cost of the Building 2.00,000
Less Dep. written off 60.000
W.D. V 1.40,000
Sale of scrap : 10.000
1.30.000
Case-1:

Loss due to fire 1.20.000
Amount Received from Insurance Co. 2.10.000
Total profit £0.000
In this figure : capital gain 10.000

Revenue gains 70.000



Income from Business and profession-175

Case-2:

Loss due to fire 1,30,000
Amount received from Insurance Co. (75% of 2,10,000) 1.57,500
Profit 27,500

No question of balancing depreciation arises rather revenue profit arises at Tk. 27.500

Case-3:

Less due to fire 1,30,000
Amount Received from Insurnace Co. (509 ol 2,10,000) 1.05.000
Balancing Dep. 25,000

Here balancing depreciation computed at Tk. 25,000 which can be deducted from profit.

EQuestion?l

. (a) What is meant by 'Business' and "Profession’ under income tax law?
(b) Determine the scope of income from business head. What are the conditions for

taxability of income?
(¢) Give 5 examples of admissible and inadmissible expenses under this hc,ad

(a) What is meant by Written Down Value and Actual Cost under income tax rule.
(b) What is accelerated depreciation? Discuss provision of income tax ordinance

|

relevant to this. _
(¢) What is Balancing and Unabsorbed Depreciation? Discuss pxonsmns of income
tax rule relevant to these. -
Discuss in detail whether the following expenses be considered admissible or not in
the ascertainment of business income: i
(i) Bad debts and doubtful debts; (i1) Embezzlement by employecj (iii) Legal
expenses; (iv) Contribution to Provident Fund; (v) Subscription to Businéss
Association, [ 8L LWL B Com (1, 1993 )
4. (a) Discuss the provisions relating to the assessees’ methods of accounting under thc
Income Tax Ordinance, 1984. Do you think that these provisions are adequate? =~
(b) Give a list of allowable expenses under the head business and profession as per

LS ]

Income Tax Law. .

5. What is Depreciation? State the various kinds of depreciation al[owances applovcd by
the Income Tax Authority. Mention the relevant rates where possible. :

[ R. U. B. Com. 68, C. U. 1973]

6.  Discuss the admissible depreciation allowances as per Income Tax Law.
7. State the rules relating to depreciation allowances for income tax assessment. What
additional previliges are granted to newly established industrial concerns?

[ C. U. B. Com (H), 1976, N. U. 1994 ]
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| Exercises |
K%, Ik
Mr. S. Alam is a businessman. Following is the Profit and Loss Account of his
business for the year ended on 30-6-2005. Compute his business and total income ;

Dr. Cr.
Particulars Tk. Particulars Tk.

Salaries 48,000 | Gross Profit 2,50.000
Rent of premises ~ 30,000 | Bank interest 5.000
General Expenses 15,000 | Conimission 10,000
Bad debt 7,000 '
Insurance 6,000
Advertising o 18,000
Income-tax 10,000
Fund Embezzlement 5,000
Depriciation of furniture E
Int. on capital - 4,000 :
General Reserve ' 10,000
Net Profit - = 1.12,000

: 2,65,000 2,65.000

Investigation disclosed the following :

1) Salaries include Tk. 24,000 paid to the owner for his service.
1)  Int on capital was paid to the owner.

i)  Depreciation allowable as per tax rule is Tk. 2,000

. 2 ; :
v) -31‘d of the advertisement relates to revenue expenditure.
vl Past loss Tk. 2,000 has been included with bad debit.

Ex.-2:
Following is the profit and loss account of Mr. Dipu Sarker for the year ended on 30-
6-2005.
Profit and Loss Account

Particulars Tk. Particulars Tl

Salary and Wages 50,000 | Gross Profit [.80.000

Office expenses 20,000 Int. on Tax-free Govl. 15.000
Securities

Advertisement 10000 Int. on less tax commercial [8.000
securities

Donation to charitable 15,000 | Income from sale of 10,000

Hospital Investment

Loss on sale of investment 5,000 | Bad debt recovered 5,000

Loss of stock due to fire 8,000
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Bad debt 6,000
Bad debt provision 4,000
Travelling expenses 12,000
Net Profit 93.000
2.28.000 2.28.000

Additional Information :

i)  Salary and wages include Taka 8,000 paid as arrear for last year.

ii)  Travelling expenses include Tk. 8,000 incurred for pleasure tiip of employees and
their family at Cox's bazar.

ii1)  Adveriisement cost included Taka 6,000 spent for permanent signboard.

Ex.-3¢
From the following Profit and Loss A/C of Mr. Shabbir Ahmed Chowdhury, find out
his taxable income for the year ended on 31 Dec., 2004.
Profit and Loss Account
For the year ended on 3[st Dec. 2004,

Dr. Cr,
Particulars Tk. Particulars Tk
Office salary 16.470| Gross profit 42,202
General charges 6,550 | Commission 3,205
Bad debts 2,100 | Discount 751
Reserve for B/D 3,000 | Sundry receipts 552
Fire insurance premium 1,000 | B/D recovered 650
Advertising expenscs 2,500 Interest on govt. securities 4,650
Income tax 2,375 | Profit on sale of machinery 1-‘«L.OOO
Interest on capital 1,000 P
Loss on building by fire 2,500
(uninsured)

Depreciation 1.200
Net profit 70,305

75,000 75.000

Other information :
(1) General charges include Tk. 1,000 donation to an institution not approved under

Income Tax Act.

(2) Advertising expenses include Tk. 2,000 for fixing permanent signboard on the shop.
(3) Depreciation approved under Income Tax Rule amounts to Tk. 800 only.
(4)  Govt. securities should be assumed as less tax securitics.
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Mr. S. Rahman is a Chartered Accountant. Following is his Income and Expenditure
Account for the year ended on 30th June, 2005 :

Income and Expenditure Account

Dr ct.
8 Particulars Tk Particulars Tk
Honoarium to article clerk 2,00,000] Profession fees':

Salary to staff 1,20,000| From Audit 3.00.000
Office Expenses 48.000 | From Tax account 2.00,000
Rent of Premise 80,000 | From Accounts preparation 1.30,000
Entertainment 10.000| Dividend from private Iid. 50.000

C()ET]I’)Z\IT}"
Loan to client 40.000| Int. on tax-free Govt 40.000
Securities

Purchasc of books and 12,000 Rent from sub-let of premise 36.000
periodicals

Travelling Expenses 25,000 i

Fines for breaking custom 20,000

rle

Loss on investment in shares 18,000

Misc. Expenses 10,000

Surplus of income over 1.93,000

expenditure

7.76.000 7.76.000

Compute Professional Income and tax to be paid.

Ex.-3:

Mr. Noor Hossain built his factory building in Dec. 2003 at Tk. 2,10,000. Tt was
insured. In January, 2003 and was destroyed by fire is Dee. 2004, Scrap value could be
sold at Tk. 10.000. Till the day of destruction depreciation charged on the building
accumnulated at Tk. 60,000,

Findout balancing depreciation or balancing charge for the building if :

a) Insurance company pays 100% of the loss.

b) Insurance company pays 75% of the loss.

¢) Insurance company pays 50% of the loss.

Ex.-6:

A machine was purchased by Habibullah Enterprise at Tk. 2,00.000 as on 31s1
\March. 2004. The Normal Depreciation is allowed @ 20% p. a. The Co. closes its book on
30th June each year.

In the assessment year 2003-2006 the machine was sold.

What would be the position as to balancing depreciation if the machine is sold at Tk.
1.00,000, Tk. 1,50,000, Tk. 1,80,000 and Tk. 2.25,000?
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14.1: Introduction ,

Income Tax Actin general intends to tax revenue income/profit. But like some other
countries of the World, income tax law in Bangladesh brings under its orbit some capital
gain for charging income tax. Thus section 31 of the 1. T. Ordinance, 1984 provides that
the tax shall be payable by an assessce under the head "Capital Gains" in respect of any
profits and gains arising from the transfer of a capital asset and such profits and gains sholl
¢ degmed to be the income of the income year in which the transfer took place.

.2: Definition of Capital Assets

Section 2 (15) of I. T. Ordinance defines "capital asset" as property of ahy kind held
by an assessee whether or not connected with his business or profession, but does not
include—

(a) any stock-in-trade (not being stocks and shares). consumuble stores or raw materials

held for the purpose of his business or profession:

(b) personal effects, that is to say, movable property (including wearing apparel,
jewellery, furniture, fixture, equipment and vehicles), which are held exclusively for
personal use by, and are not used for purpose ui the business or profession of the
assessee or any member of his family dependent on him; and

e



(c)

condiilons ;

i)
i)

11}

V)

Income Tax-180
agricultural land in Bangladesh, not being land situated—
(i) in any area which is comprised within the jurisdiction of a municipality (whether
known as a municipality, municipal corporation, town, or by any other name) or
2 cantonment board and which has a population of not less than ten thousand.
(i) in any arca within such distance, not being more than five miles (8. k. m.) from
the local limits of any municipality or cantonment board.

-

Conditions to be Taxable | 7
To be assessable under section 31, “EAMMELLLMM
it shil arise from sale or transfer of capital asset,

titic of the property must be transferred to the purchaser,

it shall be taxable in the year of transfer unless it has been re-invested in approved
fields,

capital loan, if any, be cligible for treatment under sec. 40 as set off and carry

forward ol losses,

14.4: Tax-Exempted Transfer of Capital Assets

Section 2 (0&) of . T, Ordinance, 1984 provides that transfer in relation to capital

Jsset inclndes the sale, exchange or relinquishment of asscts or the extinguishment of any

right therein, but does not include :

&)

any transfer of the capital asset under a gift, bequest, will or an irrevocable trust:

any distribution of the assets of a company to its shareholders on its liquidation: and
any distribution of capital assets on the dissolution of a firm or othe¢ association of
persons or on the paitition of 4 Hindu undivided family.

Further, it has also been provided through amendment that transfer of holding
company’s assets Lo subsidiary company will also be exempted from charging capite! .
aains subject to the following :

total share capital of subsidiary company shall remain under the control of holding
company, ‘

the subsidiary company will be situated in taxable territory (i. e. Bangladesh); and

the subsidiary company will be registered under Companies Act of Bangladesh.
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14.5: Computation of Capital Gains

The income under the head "Capital gains” shall be compiited after making the
following deductions from the full value of the consideration received or accruing from the
transfer of the capital usset or the fair niarket value thereofl, whichever is higher, namely :

(@) any expenditure incurred solely in connection with the transfer of the capital asset: or

(b)  the cost ol acquisition of the capital asset and any capital expenditure incurred for any
improvements thereto but excluding any expenditure in respect of which any
allowance is admissible under any provisions of section 23 (deductions from interest
on sccurities, section 29 (deductions from income arising from business or
profession) and section 34 (deduction from income of other sources).

In this connection 'cost of acquisiton, means :

(i) where it was acquired by the assessee by purchase. the actual cost of acquisition; and

(i) where it became property by succession, inheritance, bequest, gift, irrevocable trust,
dissolution of company or firm, the actual cost of acquisition to the previous owner
of the capital asset as reduced by the amount of depreciation, if any, allowed to th
previous owner; and where the actual cost of acquisition to the previcus owner cannot
be ascertained, the fair market value at the date on which the capital asset became the
property of the previous owner.

Fair Market value in this connection will be taken as the price determined through
bargaining of purchaser and seller taking into consideration the demand, supply and
environment,

[n this connection it is to be noted that, if in the opinion of D. C. T, transfer price has
been shown less than market value than he can take following action ;

i) If price shown seems (o be at least 15% less than market value, he with the
permission of Inspecting Joint Commissioner of Taxes compute fair market value.

) I price seems o be less atleast 256¢. hL can arrange purchasc of the capital asset by
the Govt.

14.6: Tax Rate
A prescribed rate under second schedule of ITO, 1984 is given for Capital Gain.
Accordingly, gain tax shall be charged as follows -~

(@) On disposal of capital assets within five years of acquisition. capital gain shall be
included with the total income and be tuxed accordingly.

24
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(b) On disposal of capital assets after 5 years of acquisition, tax payable shall be as

follows —
(1) In the case of company : Tk.
Tax applicable to total income excluding capital gains, XX
Add. tax at the rate of 15% on capital gain XX
Total tax = XX
(i1) In other cases : Rate of tax

Time of disposal of capital assets
after the date of acquisition : .
After 5 years Rate applicable to total

income including the capital
gain or 15% of capital gains
which ever js lower.

14.7: Tax Exemption on Re-investment of Capital Gain
section 32 (5) provides some exemption from capital gain if the sum is re-invested.
Following are the heads and conditions for such exemptions :

1) For assets used in Business and Profession:
Sale proceeds of capital assets of business or profession will be exempted from

capital gain tax if :

i)
i)

it is used to pay value of asscts purchased on credit one year before such sale;

it is kept for purchase of new assets after one year and in this regard assessec
applies to the tax authority for such exemption. In this case following provisions
will be applicable : |

If capital profit exceeds the value of new assets : i

Excess of capital profit over the value of new asset will be taxable,

No depreciation will be allowed on new assct and at the time of sale of this assel
in future value of sale and W. D. V. will be treated as nil for the computation of
capital profit.

If capital profit becomes equal or less than value ol new asset :

no tax will be charged on capital profit,

no depreciation will be allowed on new asset & at the time of sale of this assct in
future value of sale.and W. D. V. will be treated as nil for the purposc of

computing capital profit.
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2) For House Property:
Sale proceeds of House property and Buildings used for residential purposc at least
for two years will be exempted from capital profit tax if :
1) itis used for purchase of house property one year before and after the sale,
1) it is used for purchase of capital asset of industrial enterprise, construction of
new house, purchase of appartment, purchase of sharc and securitics registerred
in Stock Exchange, purchase of investment bond issued by the Govt, within 2
years. In such a case application shall have to be made to tax anthori ty for such
exemption.

3) For Securities, Stock and Shares:

Where a capital gain arises from the transfer of a capital asset being Government
Securities and Stocks and Shares of public companies which fulfil the conditiotss laid down
in paragraph 8 of Part B of the Sixth Schedule, then no tax shall be charged under section
31 if the sale proceeds are reinvested within a period of two years in the acquisition of
similar sccurities, stocks and shares.

4) Capital gain used for Investment in New Industrial Enterprises:

A capital gain arising from the transfer of a capital asset which, within a period of two
vears immediately following the date on which the transfer took place, is invested in the
acquisition of new capital asset or an industrial undertaking, then, instead of the capital gain
being charged to tax as income of the income year in which the transfer took place, it shall,
if the assessee so elects in writing before the assessment is made, be dealt with in
accordance with the provisions of sale of assets of business or profession.

5) Capital gain arising from Bonus shares:
Capital gain arising from sale of bonus shares be exempted from charging capital
profit tax applicable under section 31 of the I. T. Ordinance, 1984, :

14.8: Capital Loss

If capital loss arises, such loss will be set-off and carry forward as per section 40 of
the I T. Ordinance, 1984. In such a case if losses arise in this head in an income year it can
be set off against income of other capital profit head. If there is no other head it can be carry
forward for next year/ycars o set-off. But if losses is not more than Tk. 5,000 it can not be
carry forwarded and if it exceeds Tk. 5,000, the excess amount is eligible for carry
forward.
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Specimen Proforma of Computation of
Tax under the Head Capital Gain

Name of ASSeSE6E f.osaisrisenssie
Income year i......... AR S
Assessment Year .e.ceceeee Cereeenaeinees .
Computation of Capital Profit
Income Tk. Tk.
Profit and gains on transfer of capital assets (being XX

value on transfer received or fair market value which is
higher shall be shown here).

Less admissible deductions :-

Expenses on transfer of capital assets. XX
Cost of acquisition of capital assets and any other capital
expenditure incurred for inprovement thereof excluding
any expenditure admissible u/s. 23, 29, 34. XX XX
Total Capital Gaing -------- XX

14.9: TIllustrations
IlTustration-1:

X & Co. purchased a machine at Tk. 1,60,000 on Ist July, 1999. In 2001, an
amount of Tk. 25,000 was spent Lo increase its capacity. On 30th June 2005 its wrilten
down value stood at Tk. 80,000. This machine was sold on the same date at Tk. 2.15,000
and the cost incurred for this sale amounted to Taka 5,000.

Compute capital gain and tax to be paid on the same,

i
Selution: ‘
Assessee : X & Company
. Income year : 2004-2005
Assessment year : 2005-2006
Computation of Capital Gain and tax thereon
Particulars Tk.
Cost of the Machine C1,60,000
Add : Development cost 25,000
| 1,85,000
Less : Depreciation to date (B F) 1,05,000
Written Down Value 80,000
Sale value of the Muchine 2,15,000
Total profit ©1,35,000
Less Cost of sales 5,000
Net Profit 1,30,000
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Total gains = 1,30,000
i) Capital gain = (2,15,000-1,60,000)= Tk. 55,000
ii)  Revenue profit = 1,30,000-55,000 = Tk. 75.000
Revenue profit will be added with normal income and be taxed accordingly.
Capital profit, as arisen after 5 years of purchase, will be taxed @ 15%
Thus Capital profit Tax = 8,250 taka.

Iustration-2:

Mr. Azam Khan purchased a machine for his workshop on 1st August, 1999 at Tk.
1,80,000. on 31st March, 2005 it was sold. Till that date taka 1.20,000 was charged as
depreciation. Find out capital gain and tax if the sale value is (a) Tk. 1,50,000, (b) Tk.
2,10,000, and (¢) Tk. 2,60,000. Mr. Khan had income of Tk. 1,50,000 from other heads
of income. Findeut tax on capital gains if any. )

t
Solution :
Assessee @ Mr. Azam Khan
Income year : 2004-2005
Assessment vear : 2005-2006

Particulars Case-(a) Case-(b) Case-(c)
1) Written down value : Tk. - Tk. Tk.
Purchase price 1,80.000 1,880,000 1,880,060
Less : Depreciation 1.20,000 1,20.000 1,20,000
. W.D.V= 60,000 60.000 60,000
2) Sale Value 1,50,000 2.10,000 2,60,000
Total gain from sale 90,000 1.50.,000 2.00.,000
3) Capital profit =
(Exceess of sale value over Nil 30,000 30,000

purchase cost) ;
4) Revenue profit 90,000 1,20,000 1,20.000

5) Total income :

1) Income from other head 1.50,000 1,50,000 1,50.000

i) Revenue income {rom '
sale of machines 90.000 1.20.000 1.20.000
11i) Capital profit from sale of machine Nil 3(.000 50,000
2.40,000 3,00.000 3,50.000

As capital gain has arisen after 5 years, rates on it will be 15% on capital gain or at the

average tax rate on the total income of the assessee, whichever is less.
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Computation of Tax:

Computation of tax on total income :

Case-(a) Case-(b) Case-(c)
On Ist Tk. 1,00.000 Nil _ Nil Nil
On next Tk, 2.00.000 @ 10% 14.000 20,000 20.000
(For (a) on Tk.40,000 and for (b) & (¢) Tk.
2.00,000)
On next Tk. 2,50,000 @ 15% 7,500
[For (c) on Tk. 50,000] :
Tax 14,000 20,000 27,500
Average tax rate . 5.83% 6.66% 7.86%
Flat rate 15% 15% 15%
Tax on capital gain will be lower of the two.
Thus here capital gain will be taxed at the
average tax rate,
Thus tax on capital gain = Nil 1,998 6.288

Note: (1) As there is no capital gain for case (a), the assessee will not have to pay

capital gain tax.

(2) Income of (b) capital gain tax is Tk. 1999. His tax on Tk. 2,770,000 i.e.

(1,20,000+1,50,000) will be charged as per rate applicable. In case of (¢) capital gaines tax
is Tk. 6,288. Bresides this he will be taxed on Tk. 27,000 as per rate applicable

R

(8]

" Question Eﬁ
Explain what is meant by 'Capital gains' and 'Capital assets' in the Income Tax Act.
State the mode of computation of tax on capital gains.
(a) Whatis Capital gain?
(b) How is capital gain determined? Explain the assessment procedure of capital gain
tax. [ R. U, B. Com (H), 1977 ]
(a) What is meant by 'Capital Gain'? |
(b) What capital assets are tax-exempted under sec. 2(66) al times of transfer?
(c) Discuss the capital gains that are exempted for investment under section 32.
(d) State the rate of tax relevent to capital gain. [ C. U, B. Com (H), 1980 ]
(@) What is meant by capital gain?
(b) What are the conditions of taxability of capital gain?
(c) Give a list of assets that are exempted on transfer from capital gains and that are
exempled on re-invest of capital gain. [ C. U, B. Com (H), 1991 ]




Income from Capital gain-187

5. (a) What is capital gain and capital assets?
(b) How capital gain is determined?
(c) State the procedure of treatment of capital loss. [ R. U, B. Com (H), 1977 ]

Exercises

Ex.s12 :

Mr. Lalmia purchased a machine on Ist March, 2003 for Tk. 3,50,000. On 31st
December; 2004 he sold the machine at Tk. 4,00,000. The normal rate of deprecition is
10%. Lalmia close his books of account on 30th June each year.

Compute Capital and Revenue profit from sale of machine for the year 2004-2005.

Ex.-2:

XYZ Company purchased a machine at Tk. 3 lakh on Ist April, 2001. On 31st
December 2004, the machine was sold and till that date depreciation charged on the
machine was Tk. 1,20,000. Compute capital gain if it was sold at Tk. 1,80,000, Tk.
2,50,000 & Tk. 3,25,000.

Ex.=3:

Mr. Al-Hilaly is the owner of a residential house, constructed in 1999 at a cost of Tk.
8,00,000. On 3-4-05 he sold his house at Tk. 10,00,000. Then on 3-6-2005 he purchased
another house for Taka 5,00,600. This purchased house was again sold at Taka 7.00.000
on 30-6-2005.

Ascertain his capital gain for the assessment year 2004-2005.

Ex.-4:

From the following particulars compute total income, capital gain and tax liabili[y of

Mrs. Fairy :

1) She purchased a machine for her business on Ist July 2000 at Tk. 5,00,000 and sold
it on 3ist March 2005 at Tk. 6,00,000. Depreciation of the machine amounted to Tk.
2,00,000 and she spent Tk. 50,000 in 2001 to increase the capacity of the machine.

11)  She sold her residential house in April, 2005 at Tk. 8,00,000. It \hlS disclosed

- during investigation that the house was constructed in December, 2003 at Tk.
6,00,000. She claimed tax exemption as she intends to construct a new house with
the sale proceed of the house sold.

Her other transactions for the year 2004-05 were as follows:

ni)  She sold shares of a public Itd. co. for Tk. 60,000 the purchase price was Tk.
50,000.

1v) ~ She runs a business where income for the year 2004-2005 was Tk. 1,50,000.
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15.1: Introduction ‘
Section 20 of the Income Tax Ordinance, 1984 identifies seven heads under which

the income of an assessee will be classified, computed and taxed. Among these heads the
last one is "Income from Other Sources”. Generally incomes which do not fall in other six

categdries are gi'ouped under this head for tax purpose.
P //‘ R

: Income from Other Sources [Sec. 33] L ;
The followng income of an assessce shall be classified and computed under the head
“Income from Other Sources”, namely -

(a) dividend and interest; j

(b) royalties and fees for technical services;

(c) income from letting of machinery, plants or furniture belonging to the assessee, and

® also of buildings belonging to him if the letting of buildings is inseparable from the

letting of the machinery, plant or furniture; '

(d) any other income of any kind from any source which is not classifiable under any of
the other heads specified in section 20;

{J any income to which section 19(1), €2), 13}, ¢4), (3), (8), (9, (10), (1 1) (12), or
(13) applies.

f hese are as follows :
w Section 19 (1)
A sum credited in the books of an assessce maintained for any income year and the

asscssee offers no explanation or the explanation offered is not satisfactory, the sum so

credited;
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Section 19 (2)

Where, in any income year, the assessee has made investments or is [ound 1o be the
owner of any bullion. jewellery or other valuable article. and the Deputy Commissioner of
Taxes finds that the amount expended exceeds the amount recorded in this behalf in the
books of account and the assessee offers no explanation or the explanation offered is not
satisfactory, the excess amount;

Section 19(3)

Where the assessee has incurred any expenditure and he offers no explanation about
the nature and source of the money or the explanation offered is not satisfactory, the
amount of the expenditure;

Section 19(4)

Where the assessee has made investiuents which are not recorded in the books of
account, it any. maintained by him and the assessee offers no explanation about the nature
and source of fund or the explanation ofsered is not satisfactory. the value of the
tnvestments.

Section 19(3)

The assessee is found to be the owner of any money, bullion, jewellery or other
valuable article which is not recorded in the hooks of account, and the assessee ofters no
explanation oi the explanation offered is not satisfactory, the money or the value of the
oullion. jeweilery or other valuable article shall be deemed to be the income of the assessee;

Section 19(8)

Where any assets not being stock-in-trade or shares are purchased by an asscssee
irom any company and the Deputy Commissioner of Taxes has reason to believe that the
rrice paid by the assessee 1s less than the fair market value thereof, the difference between
the price so paid and the fair market value.

Section 19(9)

Where any lump sum amount is received or receivable by an assesse¢ during any
incame year on account of salami or premia receipts by virtue of any lease, such amount
shall be deemed to be income of the ussessee:

Section 19(11)

Where any benelit or advantage. whether convertible into money or not is derived hy
an assessee during any income vear on account ol cuncellation of indebtedness which

makes any debtor taxable. the money value of such advantage:
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Section 19(12) A e ‘ ¥ o T

~ Any amount received by an a%ecssee during any income year by way of winnings

from lotteries, crossword puzzles, ca:d gdmc<; and other games of any sort or from

gambling or betting in any form or of any nature whatsover shall be decmed to be his
income for that income year classifiable under the head "Income from Other Sources”.

Sec 19B
Investment made in the purchase of Building or Appartment will not be questioned il

tax is paid as follows:

Plivth area I
(1) 200 Sq. metre Tk. 200 per sq. metre J
(i) Above 200 Sq. metre Tk. 300 per sq. metre

Sec 19BB '

Investment made is purchase of land will not be quesllonud it tax @ 5% on Deed

value is paid.

Sec 19 BBB
Investment made in the purchase of motor car not used for rent or hire will not be

questioned if tax is paid as follows:

Particulars of car Tax rate
(1) upto 1,500 cc 5% on purchase price
over 1,500 cc 7.5% on purchase price

. Besides the above, following have begn added te be the income under the head other
sources through Finance Act, 1993 : .
f)  If an assessec receives any loan from any financial institution or person ¢xcept
* through cross cheque & it remains unpaid for three years then after three years it will
be treated as income. However, if such amount is paid latter on, then in that year such
amount will be deducted from his income.

g)  If an owner of a house receives any amount from his tenant which is not related with
monthly rent then such amount will be treated as income. But if the assessee allows it
to be apportined within 4 yecars he can do it. If such amount is refunded latter on, it

-will be deducted from income of the assessee.

h)  If any exporter of garment transfer his alloted quota to others then a portion of such
alloted quota will be treated as income of the assessee.
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i) Further following incomes, which do not fall in any six other categorics of income, in
general are treated as income under other income head :

i) Amount received {rom other enterpriscs not-bein,g, his employer, by virtue ol his
position or service, it will be treated as income from other sources. Such as
directors fees. :

i) Income received from vacant land adjacent to his house.

- iil)  Honorarium from wriling articles in news paper, Journal elc.

1v) - Remuneration as examiner

v)  Royalty [rom mines elc.

vi) Income from Ferry ghat,

vil) Income from black-marketing, 1fc&n be xdent:fled

viii) Income from agriculture received from abroad. ‘

1X)  Income from underwriting commission for sale Of shares, securitics, tc

x)  Income received from foreign govt. as salary or pengion.

xi)  Income from non-resident husband/wife. ¥

xii) Income from patent of licence. =E '

xiii) Income from Television/Radio for Proglamnnng

xiv) Income from non- d“ll(,ull'.l.[l{.. 1. e. sale of forebt wood sale of fru1t5 like Bandnd

T cte. ; ' % :

xv) Income from wharf, shipyard, rent ofboa[ ete.

15.3: Deductions from Income from Other Sources [Sec. 34]
(1)  Any expenditure, not being in the nature of capxtdl expenditure or personal e\pensu
of the assessee, incurred solely for the purpose of makmo or eammg the 1clevant

Income. F ; ) : 'i

123 The amount of interest paid in respect ot money, bOl‘l"OWLd for the purpose ot
acquisition of shares of a company. : sy gyl !
(3)  Where the income is derived from lettmg on h1re of machinery, plant or furmture
+ belonging to the assessee and also of building’ belongmg to him if the*letting of the!
building is inseparable from the letting of such machmery p]ant or furniture, the
same relevent allowances as are admissible under secuon 29 viz, (a) LUI’I’CI’][ rc,pau'
(b) insurance preniium, (¢) depreciation. .

But the following expenses will not be allowed : _ :

(a) any interest chargeable under 1. T. Ordinance which is payable outside

Bangladesh on which tax has not been paid and frorn which tax has not been
deducted at source under section 56; or : R

(b) any payment which is chargeable under the head "Salanes if tax has nol been
paid thereon or dcducted Lherefrom under 5ect10n 30
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15.4: Tax-Rate for Some Specific Items

Income under this head will be added with total income of the assessee & will be
taxed accordingly as per rates applicable. But for certain items, viz.. Income from lottery.
crossword competition. card playing, gambling & beting will be taxed at a rate specilied
below :

) The tax rate applicable to total income including these inconie. or

iy 20%.a fal e,

whichever s less.

Specimen proforma of computing income under the head "Income from Other Sources™.

Name of the Assessee @ ...
INCome YBAT 2  sosoraessarsssconscerehs
Assessment year @ ... O —

’ Income Tk. Tk.
Dividend (as share of profit of a company) XX
Interest (other than on securities) XX
Royalties and fees for technical service XX
Combined income from letting of machinery, plant, or
furniture with building. XX
Income not classifiable under any other heads u/s. 20 XX

Other investment or gains u/s. 19 arising out of :—

(1) Explanation found unsatisfactory by the DCT about
the nature and source of (vide sec. 19) such as

a2) Sum credited in the books of assessee. XX

b) Under stated value of bullion, Jewellery or other XX

valuable articles owned by the assessee. elc.

(2) Value of assets purchased from a Co. (other than stock

in trade, or stock and shares) understated than XK
fair market value
(3)  Sum of salami or premia received on any h’iusc. XX

(4) Goodwill or compensation money or damage for XX
the cancellation or termination of contract and licence.

(5) Any benifit or advantage on the cancellation XX
of in-debtness.

(6] Managing agency commission including
compensation for the termination, or modification XX
of the terms and conditions thereof.

(7) Sum received on winning from lotteries. cross word
puzzles, card playing. gambling or betting elc.

(except prize bond which is exempted.) XX XX
Less admissible deduction u/s-34 of ITO, 1984 : X
i) Current repair, depreciation and insurance of combined

letting of building with plant and machinery. XX
i) Interest on borrowed money for the acquisition of
shares of a company. XX
iii) Non-capital and impersonal expenditure for earning the
relevant income. XX XX

Total income from other sources. XX




Income trom others sources-193

15.5: Tllustrations &—\
[lusiration-1:
Mr. Ashish had the foll6wing income for the year 2004-2005 -

Tk.
1) Income from salary 2,20,000
2)  Income from house property 40,000
3)  Income from Get A-word compelition > o 3 o alerta=-10,000
4)  Income from vacant land ’ < 5.000
5)  Prize from lottery 25,000
6)  Prize from prize-bond : 20,000
7)  Interest from bank account 10,000
8) Remuneration as examiner 23,000

Investigation disclosed that he invested in bullion Taka 20,000 the source of this

could not be satisfactorily given.
Compute taxable income and tax to be paid by Mr. Ashish.

|

Assessee : Mr. Ashish
Income year : 2004-2005
Assessment year : 2005-2006
Computation of Total Income and Tax thereon

Solution:

| Average tax rate = 7.92%

Particulars Tk. Lk,
i) Income from Salary 2,20,000
2) Income from House property
{Assumed to be net) 40,000
3) Income from Other Sources. :
1) Income from Get-a-Word 10,000
11) Income from Vacant Land 5,000
u1) Income from lottery 25,000
iv) Income from Prize bond —
(Exempted in full)
v) Interest from Bank Account 10,000
v1) Income as examiner 23,000
vii) Income from unexplained 20.000 93.000
source (Investment in bullion)
Total Income 3.53.000
Computation of Tax :
1) On Ist Tk. 1,00,000 of income = Nil
i1) On next Tk. 2,00,000 @ 10% = 20,000
i) On next Tk, 2,50.000 @ 159 =
(Here on Tk. 53,000)= 7.950
Total tax 27,950
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Note : Tax rate on specific items 1. e. Get-A-word and lottery is = 20% or Average tax
cate, whichever is less. As average tax rate is less it will be applicable and hence no
separate calculation is necessary for those items.

—~lustration-2:
From the following particulars compute Income from Other Sources of Mr. Surja Sen
lor the year ended on 30-6-2005 and tax to be paid thereon :
l. (1) Basic salary Tk. 6,000 p. m.
(by D. A @ 30% of B. S.
(¢) Cash house rent monthly @ 40% of B. S.
(d) Employer's contribution to P. F. @ 10% of B. S.

2. (a) Interest on bank fixed deposit Tk. 4,000
(b) Interest from savings bank account 2.000
(¢) Interest from loan given to his friend Mr. Sagar 3.000
() Honorarium from writing articles in paper 3.004

(¢) Examination remuneration in connection with examining
Boaid Exam. Scripts 10,000
(f)  Rentreceived from letting out one of his licence 3,006
(g) Income from playing cards 3,000
(h)  Undertaking commission 4,000
(i)  Prize trom "Get-A-Word" 4,500
(1)  Dividznd income | 20.000

(From  Co. establighed in 1984 and registered in Stock Exchange)
(k) Income from sale of old furniture 3.000
(I)  Income from postal savings account 1,000
«  Mr. Sen claims the following expenses relevant to the above income :

(a) Bank charge for collection of dividend income 200
(b) Expensces for renewal of licence 500
(¢) Levy on interest from fixed deposit ) 400
(d) Family expenscs 36.000
(¢)  Subscription to public library ' 1.000
(f)  Donation to poor 2.000

Solve the problem as per 1. T. prescribed proforma.
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Solution:
Assessee @ Surja Sen

Income tax year : 2005-20006
Nddress ¥ s ?
Residential Status : Resident
T. I. N. NO. oo,
| -

E{\_R_l -AJ

Computation of Total Income for the year ended on 30-6-2005

Tk.
1.00.800

Description ol Income

I. | Income from Salary-Sec. 21

| Details given in Note-1]

2. | Income from Other Sources-Sce. 33
[Details given in Note-21] -

58.900

3. | Total hcome
4. | Gross Tax (as per Note-3) 5.

5. | Tax credit (As per Note-4) 2,160
6. | Tax (Note-5) 3810}
PART-B’

T credit income on which rebate @ 15% will be allowed
Tk.
I. Employec & employer's contribution to Recognised Provident Fund 14,400
14400
Note-1 ¢ Income from Saiaiy
Tk.
(a) Basic Salary 6,000 X 12 = 72,000
(by D. A.30% of 72,000 = “21.600
(c) House rent subsidy = 28.800 '
Less @ exempted up 1o 50% of B. S, or Tk, 15.000
per month whichever is less = 36,000 B
Lot}

(d)y  Emplover's contribution to P F it
1.00 500
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Note-2 : Income from Other Sources

(2) Interest from fixed deposit account 4,000
Less : levy imposed 400 3,600
(b) Interest [rom savings bank A/c 2,000
(c) Interest on loan given to friends 4,500
(d) Income from writing articles 3,000
e} Exa. remuneration 10,000
() Income form letting out licence 3,000
Less : licence renewal fees | 500 2,500
(g) Income from playing cards 5,000
(h) Income from Get-A Word competition ~ 4,500
(i) Dividend income 20,000
(j): Undertaking commission 4.000
59,100
Less: Bank cgarge for collection 200
58,900
Note-3 : Tax = on Ist Tk. 1,00,000 = Nil
on next Tk. 59,700 @ 10% = 5.970
Gross tax = 2,970
Average tax rate = %3—?@ x 100 = 3.74%
Note-4 : Computation of tax credit :
1) Investment tax credit @ 15% :ion
Investment allowance as per settion 44 (3) 14,400
(Employer & Employers contr. to . 1
. or,
i)  20% of Total Income 2.160
Tk. 1,32,700 (i. e., Tk. 1,39,900-7,200) 26,540
or Tk. 2 lakh : 2.00.000
Whichever is lower 14,400

~. Total exemption from tax would be : Tk. = 14,400 @ 15% = 2,160

. Net tax = 5,970 - 2,160 = 3,810
Notes:
(1) Income from playing card and Get-A-Word will be taxed at different rates as
prescribed for them instead of the rates applicable to taxable income of the asscssee.
But these items will be added with total income; tax to be computed separately al
average rate and (hen be adjusted to find out tax payable. However, here average tax
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rate is 3.74% which is lower than fixed flat rate 20%. Thus tax will be paid at average
rate. Thus no separate tax calculation is required.

(7 Expenses for houschold purpose is not allowable

(3)  Income from postal savings account is exempted in full.

(4)  Dividend income is now fully taxable in the hand of assessee (F. A. 2003).

Pl g )
Questions |

. What incomes are included in "Income from Other Sources” under the Incoine Tax
law? What are the allowable expenses under this head? Is there any exception to the
apphication of tax rate on income under this head? If so. state that,

2. Prepare, in brict, a schedule of incomes that are included in 'Income from Other
Sources' under section 33 of the Income Tax Ordinance, 1984, \-}’]1&1 are the
admissible and inadmissible expenses under this head? {

3. {a) Give alist of income, receipts & assets that are taxed under the head income from

other sources as per section 19 in the relevant sub-section.
(h) State the deductions allowable from income under other head & state those which
-are non-illegible too.
Exercises |
Fx.-l: a : -

from the following particulars compute Total Income and Tax Pa ‘able by
g ] ) N

Mohammad Al for the year-2004-2005 :

Tk.

tncome from salary 1,44.000
[ncome from tax-free Govt. Security 20,000
Tncome from less tax commercial security 45:000
[nterest on Bank deposit 15,000
' Receipts from cross-word 10.000
[ncome from sale of trees 12.000
Income from wharf 20,000
Director's fees 25,000
Income from sub-let of machinery 22.000
Income from dividend 30.000
Income from sale of fish of his pond 20,000

During the year he invested Tk. 5,000 for purchase of share and Tk. 5,000 was paid

for Lite Insurance.

H
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Fx.-2: , _
Mr. Joy is a businessman. He had the following income :
Tk
. Income from business o : 1.50.000
2. Income from house property 60.000
3. Income from bank interest:
on fixed deposit ~ L 6,000
on savings account 7 4,000
-7 “on postal savings B ' _ : 3,000
4. .Income-from vacant land o o 5,000
5. . Income from lottery - Ry _ 20,0060
6. Prize from Prizebond 10,000
7. Income from letting patent - 12,000
8.  Income from ferry ghat _ _ 20,000
9.  Selami from sub-let of premise ) 25,000

* Investigation revealed that he invested Taka 20,000 for purchase of Bond bul cantét
cxplain the source. During the year he paid life insurance premium Tk, 10,000 for seif and
Tk. 5,000 for his wife. '

Compute Total Income and tax to be paid by Mr. Joy.
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16.1: Introduction ,
An individual having total income over minimum taxable limit i is required to submll

income tax return U/S 75 of ITO. In such a case income under different heads as specified
in Section 20 viz, salaries, interest on securities, income from house property, agricultural
income, income from business or profession, capital gains and income from other -;burce's
are lumped together in accordance with provisions apphmbk, in income year. and taxed in
accordance with tax rate of assessment year. Thereafter tax 1ebate @ 15% is allowed on
tax-credit income. Advance tax paid. if any, is also deducted to '1rr1\e al nel t_I\ p wable

{Thus following 5 steps are found to be involved in the '1ssessmen[ of tdx ‘ 5
]
1) Determination of Total Income : First, incomes undel d1 t‘uc,m huld‘; of
income are determined and then total of these heads is computed .
el A TITRAN

ii)  Determination of Tax-Credit Income : Tax credit 1ncome (Investmenl) as
per second part of Schedule Six of ITO umuped together and total of such
amount is computed. - ,

i)  Determination of Tax Credit Allowance : Tax rebate @ 5% on (a)
actual tax-credit income (investment) or (b) 20% total income excluding
employers contribution to provident fund, if any and (c) Taka 2 lakh—whichever
of these three is less, is determined.

iv) Determination of Gross Tax : Rate of tax under slab system is applicd on
total income and Gross tax is computed. ' '

v)  Determination of Net Tax : From total tax, tax-credit (investment)
allowance and advance tax, if any paid, are deducted to arrive at net tax payable.



