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lNTRODUCTION 

I, the Chairman of the Public Accounts Committee, as authorised 
by the Committee, do present on their behalf this 5,th lleport on action 
taken by Government on the recommendations/observations of the 
Committee contained in their 206th Report (7th Lot Sabba) relatiq 
to Incorrect deduction in respect of intercorporate dividend. 

2. Noticing that tbere were certain controversies over the 
determination of expenses incurred in earning dividend income, the 
Committee had in their earlier report desired the Government to 
consider linking the deduction to the gross dividend and to reduce the 
percentage of deduction. The Ministry of Finance did not accept the 
said recommendation. The Committee still hold the opinion that cbanle 
in tbe present law is necessary. Section 200)(ii) of the Income Tax 
Act, 1961 provides for a formula regarding deduction to be allowed 
from interest on securities in the case of a banking company. Inter-
corporate dividend recdved by a company stands on the same footins as 
interest from securities rC\:eived by a Bankins Company. The 
Committee bave, therefore, desired tbe Government to consider aMend-
ment of Section 80M on tbe lines of Section 20 of the Income Tax Act 
1961. 

• 
3. The Committee considered and adopted tbe ff"port at their 

sittins beld On 29 August, 1986. The Minutes of the siUina form Part 
II of tbe Report. 

4. For facility of reference and convenience. tbe reCOllllMnda-
tions and observations of tbe Committee have been printed in thick type 
in tbe body of the report and have also been reproduced in Appendix to 
tbe Report. 

5. The Committee pJace on record their appreciation of the 
assistance rendered to them in this matter by thc 0JIlce of the Comptroller 
• Auditor Gencral of India. 

Naw DELHI; 
.§tpttmbt, 8, 1986 
BhGdr" 11, 1908 (SGka). 

( v) 

E. AYYAPU REDDY. 
Chat,.".... 

Public ACCOllftt8 Comml"". 



PART I 

CHAPTER I 

REPORT 

This Report of the Committee deals witb the action taken by Govem-
ment on the Committee's recommendations/observations contained iD 
their Two hundred and Sixth Report (Seventh Lot Sabha) on paralraph 
2.20 (iii) of Report of the Comptroller and Auditor General of I.odia 
for the year 1981-82, Union Government (Civil), Rev.::r:ue R.eceiptJ yol. 
II Direct Taxes relating to 'ir:correct deduction in respect of inter-
Corporate dividends.' 

1.2 The Committee's 206th Report was presented to Lot Sabha 
on 30 April, 1984· It contained 9 recommendations and observations. 
Action taken notes have been received in resp!ct of all the recommen-
dations/observations. These bave been broadly cateaorised as follows: 

(i) Recommendations and Observations which have been accepted 
by Government ; 

SI. Nos. 1-3. 6 and 7. 

(ii) Recommendations and Observ.atiolis  which the Committee do 
not desire to pursue in view of the replies of Go\,ernment ; 

Nil. 

(iii) Recommendations and ubservations replies to Which require 
reiteration ; 

Sl. Nos. ~  S, 8 and 9. 

(iv) Recommendations and Obsenations in respect of whicla 
Government have furnished interim reply; 

Nil. 

1.3 The Committee will now deal with the action taken by Oovem-
ment on some of the reccmmendations : 

Computation of d,ductlon allowabl, on inter·Corporatt dhidend. 
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1.4 In paragraphs 65, 69 and 70 of the 206th Report (7th Lot 
Sabha), tbe PubJic Accounts Committee made the following recommen-

dations: 

"The Committee were informed in evidence that the Department 
had consulted the Additional Sol:citor General on the question 
whether they should appeal against the decision of the Calcutta High 
Court. They were advised against appeal by the Additional 
Solicitor G.cneral who was of the opinion that the Calcutta High 
Court had correctly enunciated the law. In reply to a question 
whether the decision of the Calcutta High Court was in accordance 
with the intention of ~  the representative of the Central 
Board of Direct Taxes stated, "our intention was not so". As to 
the remedial measures, he stated that the only course now open to 
Government was to amend the law on the subject. However, Govern-
ment were yet to take a decision in the matter. 

The Committee regret to observe that although a period of 
more than three years has elapsed .since Government had obtained 
the opinion of the Additional Solicitor General they are yet to take 
a decision on the follow-up action  to be taken. This shows how 
alSual the Ministry· of Finance are in their approach in the 
matter." (Para 65) 

''The Committee have been informed that ~ Income-tax Depart-
ment have not made ar.y studies on the pattern of taxation on 
inter-corporate dividend incomes in other countries. During 
evidence, a Member of the Board promised to consider the sugges-
tion. The Committee desire that the Board should conduct such a 
study at an early date with a view to introducing, if necessary, 
suitable structural ("hange in our own system." [Para 69] 

"(n view of the foregoing as also considering the controversy 
attendant on the allocation of expenses in case of inter-corporate 
dividend incomes as in the present case, the Committee feel tbat in 
the interest of proper administration of relief OD inlcr-corporate 
dividends, Government should consider relating the ded\Jction ~  

gross divider.d which is specific amount, instead of net dividend 
income as at present and fo limit the concession by reducing tbe 
percentage of deduction suitably. During evidence, the representa-
tive of the Board promised to consider the suggestion. The 
Committee desire that the m:ttter should be examined and necessary 
follow-up action taken at an early date." . (Para 70] 

I.S In their action taken nOles, lhe Ministry of Finance have 



stated as follows: 

Para 65 "10 C I.T. Vs. New India Investment Corporation Ltd. (1978) 
113 ITR 718 refem:d to in the Report, the Calcutta Higll Court 
observed as under : 

"In the iristant case it has been found by the Tribunal as 
foUows : 

(a) The assessee held. the shares and securities .. its 
stock-in-trade. 

(b) The dividend was received by the assessee from 
its stock-in-trade. 

( c) None of the holdings of the assessee were shown 
to be held by way of investment only. 

• 
It is not disputed that the assessee had incurred expenditure 

to earn its income. The Tribunal has also found that dividend 
earned by the assessee though assessable under a particular head is 
really a pari of the business income of the assessee. 

In view of the law as laid down by the Supreme Court, it 
appears to us that the expenditure in the instant case hat &cen shown 
to be referable to the business activity carried on by the assessee 
and must be allowable under the head "Business income." 

. The decision in the aforesaid case is based on the fMIII of 
the case. If a person carried on business in purchase and sale of 
shares, expenditure incurred by him in the course of carryinl Oil of 
such business is allowable and deduction in computing _ iooome 
under the head 'Profits and gains of business or profcsaion'. 
Amendment of the provisioDs of the Income-tax Act to provide that 
such expenditure shall not be allowed as deduction in computing the 
iDc:ome uDdcr tbe head 'Proils.and gaios of business or professioD' 
but under the head "Other Sources" will not be in conformity with 
the Scheme of the Act. Moreover, only such income u is nin 
chargeable to income-tax under any of the hea.cls specified ot 
section 14, Item A to E namely Salaries, Interest OD Securities, 
Income from Hvule Property, Profits and gains of business or 
profession and Capital gains, is liable to be taxed undcr the head 
'Income from Other Sources'. Therefore, where a taxpayer carries 
on business in shares the ir.comc derived from such business after 
deduction of expenses is liable to be taxed under the bead 'Profits 
and gains of business or profession'. However, dividend c ~ is 
liable to be taxed as· income under the head 'Income froin Other 
Sourcea.' No amendment of the law is considered nccessary to 



nullify the decision of the Calcutta High Court in the case of CIt 
Va New India Investment Corporation Ltd., which is based on the 
facts of that case. II 

Para 69-"ln pursuance of the above ncommendations, the Central 
Board of Direct Taxes ~ d the study suggested by the P.A.C. 
to tbe Directorate of OclM Services (IT). . 

In their Report, the Directorate bf OclM Services (IT) made 
tbe foUowin8 recommendations: 

(i) In the light of the study of assessment of inter-corporate 
dividends of olher. countries it is seen that no structural 
cbanges are required in the Indian system. 

(ii) The present system of allowing relief as a percentage of net 
dividend may be continued. 

( iii) "If companies whicb hold sbares as stock-in-trade are denied 
deduction uls 80M it may lead to a slowing down of indus-
trial growth. 

(iv) The only action required is to have the pr(lvisions of the Act 
so drafted that the intention of the L'!gislature to restrict the 
deduction on inter-corporate dividends to the net dividend 
may be carried throu8h. 

Thus on the basis of this study, the only action required is to 
amend the law so that the intention of the Legislature to restrict 
the deduction on inter-corporate dividends to the net dividend may 
be carried through. It may be mentioned that at the time when the 
Itudy was carried out by the Directorate of O&M Services (IT), 
Ule judgement of the Supreme Court dated 1.'.85 in the case of 
Di.trjbutors (Baroda) Private Limited Vs. Union of India and two 
others (W P. No. 2043 of 1931) was f.ot available. As mentioned 
in our Action Taken N.>te relating to P.:ra 70 of this Report of. the 
~ ~  ~ ~ ~ ~ ~  \i\ \\\e C'a.':.t ~ U\ ... til\)uton ~ 'Raroda ) 
'Prl.vate Limited have vverrukd their earlier judgement in the case 
oiC\oth 1:n .. ~  Ltd. Vs. A.ddi\iona\ Comm;,ssioner of Income-tax 
(118 iTR 243) holdir.g that section 80AA of the Income-tax act 
is declaratory in nature and merely declales what the correct 
position has always been. Accordingly, no amendment of law has 
. be.!D c d~ :d to ~ necessary. Further, on the a : ~ of tbc; 5tudy 

I ma.dtl lIft tlID. d ~ f!( 0/£.11 ~ If[}. ~  .. i. .. ",e(m_{ ~  ~~ .. be 

_ .1/Jh"ff/ 1I4J Ilt'CI/COIIJ'idcft'd /0 be necessory. 

Section 80AA and ~ c  80M (I) are reproduced bdow : 

",OAA. Where any deduction is' required to be allowed under 
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Section 80M in respect or any income by way of dividends 
from a d\lmestic company which is c ~d d in tbe ~  total 
income of the assessee, then notwithstanding anything con-
tained in that section, the deduction under that section shall 
be computed with reference to the income by way of such 
dividends as computed in accordance with the provisions of 
this Act (before making any deduction under this Cbapter) 
and not with reference to the gross amount of such dividends." 

"8()M( I) Where the gross total income of an assessee, being a 
domestic company, includes any income by way of dividends 
from a domestic company, there shaU, in accordance with 
and subject to tbe provisions of the Section, be allowed, 
in computing the total income of the assessee, a deduction 
from such income by way of dividends of an amount equal to 
sixty per cent of such income." 

Para 7D-The suggestion of the PAC that the amount of deduction 
UDder Section 80-M may be linked with gross dividend 
income and concession may be limited by reducing the percen-
tage of deduction is not acceptable for thereasons that it would 
amount to acceptance of decision of the Supreme Court 
in the case of Cloth Traders LimIted y". Additional 
Commissioner of Income-tax (118 ITR 243) which ,oes 
apinst the intention of the Legislature particularly a{tel. the 
judgement of tbe Supreme Court in the case of Distributors 
(Baroda) Private Ltd. in Writ-petition No. 2043 of 1981, 
overruling their earlier judgement in the case of Cloth Traders 
Private Ltd. and holding that Section 80-AA of the Income 
Tax Act is declaratory in nature and merely declares what 
the correct position bas a ~  'been. ' 

As per Section SOoAA inserted by Finance (No.2). Act, . 1980 
with rdr()spective etIect from 1.4·1968, the deduction under St:CiioJ:L 
BOM is to be computed with reference to net and not gross divid,epd •. ; 
Apart from this, certain legal complications, would also arise ill .Uu: .. 
implementation of sections SON, so-a, 80-R, etc. In any case, the· 
income fromothet sources has to be computed in accerda:ncc with 
the provisions of the Income Tax Act. For the computation of$lch 
incoDlc, ~ ~~  ~ ~  tliJ imcrcu on lJorrowQd ~  ~~~ ~  

lJjf flU Q§§E§6!! to earn ~  inliiom<; will llll.,(t \\) \)t \It\\\\t\t,\\.-

If the law is amended to provide tbat tbe gross div,idend less 
a statutory percentage thereof for expenses (instead of the actual' 
expenses) wj)) be considered for the deduction under ~  

it will lead to inequitable consequences. }o'or instance, if the 



statutory percentase of deduction is fixed at 50% in a case where the 
entire investment is made with borrowed capital and tbe interest 
thereon works out to say 90% of the gross dividend, it will be 
inequitable to restrict the deduction to 50%. LikeWise, if the 
investment in shares is made with the company's own funds, and 
consequently co intereitt is payable tbereon, it would be inequitable 
to allow a deduction of ~  for expenditure althoup none is 
incuncd. 

It sh<'uld "e possible for the assessing omcer to determi.ae the 
iDleRst incurred on ia.vestment by ascertain inS the source of funds 
Cor aequirins tbe shares. The other expense incurred for earninl' 
the dividend income would normally be a relatively insisnificant 
&IDOUDt and is unlikely to generate controversy or litilation in 
det.cIIllination. A reasonably precise determination of net dividend 
income is possible and is preferable to lintinl the relief under 
section 80M to the Iross dividend less a statutory percentaae for 
~  

As clarified by the Supreme Court in the case of Distributors 
(Baroda) Private Ltd., (W.P. No. 2043 of 81) while overrulins the 
cadier decision in the case of Cloth Traders Ltd., the main object 
of the relief under section 80M is to avoid taxation once apin in 
the hi.nds of the receiving company of the amount wbich bas already 
~  full tax in the hands of the payin, company. The amount of 
diyiifend "Which would otherwiSe suffer tax in the hands of receiving 
~ a  would not be the full amount but the amount computed in 
accordance witb tbe Incomc-tn: Act. Hence, the legislature "could 
certainly be attributed, the intention to prevent double taxation but 
Dot to provide an additional benefit which would go beyond what 
is required for saving the amount of dividend from taxation once 
.. in in the hands of the assessee." 

" ... , Section. t of the Income Tax Act 1961 deals with the deduc:-
~ from interest on securities ard Sectkn 20 cf thai Act deals with 
dte,lfttadions Iffm interest on securities in tt'e case (If banking '-"Cmpa1ly. 
Tbae ~  rr ad as under : 

II J ,. JAdud;ons from ir,ltr( ~  on 5(curities-Subjcct to tbe pro-
""'onlof S((:licn 2 t. the iOCClT,e (baratable under the head 

c ~ I; curilies" 'hall be computed after matins the follow-

'" tsdrMioas --
(i} aDY rusonable sum elpt'nded by the assessee for the purpose 

01 realising such interests ; 

(is) at" Mitnest payable on mJn('ys borrowed for the purpote of 
bw._ent in the S(curitics by the U5CSSee. 



, 
10.. Deductions from interest on securities in the case of a banking 
GOlDJl8ny--( 1) In the case of a banking company-

(i) 

(ii) 

the sum to ~ regarded as a sum reasonably expended for 
the purpose referred to in c1ausz (i) of ~ :c  19 shall be an 
amount bearirg to the aggreralc of i/s lxper.s;;s as are 
admissible under the pru'VisiC'r.s of s_ctior.s ::-0, 3l, 36 and 37 
[other than clauses (iii), (vi), (vii) and (viia) of sub-
section (1) of section 36] the same proportion as the gross 
receipts from interest on securities (incJusive of tax deducted 
at sou1'Ce) cbargeable to income-tax under section II bear to 
tbe gross receipts of the company from aJJ sources which are 
included in the profit and loss account of the company ; 

tbe amount to be regarded as interest payable on all moneys 
borrowed for tbe purpose referred to in clause (ii) of acetion 
.9 sball be an amount which bears to tbe amour,t of interest 
payable on all moneys borrowed by the company tbe same 
proportion as the gross receipts from interest on securities 
(inclusive of tax deducted at source) cbargeable to income-
tax under seclion 18 bear to the gross receipts from all 
sources wbicb are included in tbe profit and loss account of 
the Company. 

(2) TIle expenses deducted under clauses (i) and (ii) of sub-
secaiDn (I) shaU not spin form part of the deductions admissible 
under sections 30 to 37 for tbe purp<lses of computing the income 
of the company under the head "Profits and gains of business or 
profession" • 

Explanation: Por the purposes of this section, "moneys borrowed" 
_lades money received by 'Way of deposits." 

1.'7 I. "Ir earUer re,ort, tile COII_ttee wMlt euslRrlaa .. 
....... • , Wad'o. la respect of latucolJon'e did._s, atl desired t. 
c;. •• _ t ....... r relMt .......... elioa to &nil dhi", ...... .f 
ad tll,I""" aad alae '0 redace die perceatap of tle4actfoa .. Ita • ., witt a 
, .. to settla •• 1I.lt to t. coaceuloa. At prest.t. * ded.ctI_ allowed 
.... r Seed .. IBM of tile laeo .. Tu Act, IMI Is ~ ~ o'I.CHI •• , way .r 
.. fld.... TIle Mlalltry of flauce llate aot .ecepted the recoaateiMlad .. 
of tile C_ .... ee .. tile pia dial tile •••• dlHllt or ,lie edstfD' prom ... 
oa abe II ....... t ... , tile Co •• lttee ".,.ld It ad to laeqaltable c ..... 
.... ceI. 

t.. ..... ne .. • .... U ...... .., t. Co •• lttee ... I. tIte ceatnt., 
c_rota, ...... , oa die dehral •• loa of expeasesl.carrH .. -11IbIa 
d"WI •• fp me. ...... to luorreet .... ctlo ... ,.,.a of tat.ROrfOrat. 



• 
dfndellCls aDd rejectioll thereof ill appeals. III order to set at rest aU the 
cODtrotersles on the .bled, chlDle iD the preseDt II. is all the more 
HCessal'J. 1. this cODDedioD, the Committee would Hile to refer to tile 
prorisioDs of SectioD 20 (l)(ii) of tbe IDcome Tax Act. 1961 which profldes 
for a formula regardiDg the dedactloD to be allowed from iDlerest OD 
secarlties iD the case or. bukiDI compaDY· 

TIle seetioD ibid raM as ..... er : 

"10. OedawoBS Croat i.teresa oa leearilit'S ia tile cae >of a lluklq cua,..,-
(1) bl tile cae of a bukilll c ... ,..,-

• • • • • • 
(Ii) tile amoaat to be repnled as taterest payable OD all mOBeYS 

borrowed for tile parpose referred to iD clause (ii) of seetloD 19 
sIIall be U "OIIllt which bears to the amoaDI of bterest 
,.,able 011 aU .OMYS "rrowed by die eom,...y tbe _e 
propordo. as tile 11'011 receipts from laterat OD seearltl. 
(aduhe of to dedacted at IOtIrce) cbal'leable to IDcome-to 
... r sectloa 11 __ to tile 1I'0Il receipt. fro. all IOIII'ceI 

widell are ladaded .. tile ,rolt uti 1011 accout or tile 
e .. ,..,." 

TIle ComalUee reel dlat later corporate dlridelld reeebed by • co .... , 
I1ealiIll in .res at.... OIl .. me food .. as .. iaterest fro. securities 
tecehed '" a Baakiq eo.,..,. TIley, tlIerefore, desire that Gonrameat 
IIIlo1dd colllider a.ead.eDt of SectIOD 80M OD tile liDes of SeetloD 20 of tile 
laeOBle Tu Act. 1961. 

Teata for determining whether the asselSee company wa, dealer in .hare. 
or not. 

[SI. No.5, Para 66) 

1·9. The Public Accounts Committee in paragraph 66 of their 
206th Report (Seventh Lok Sabha) recommended as follows: 

"From a comparison of tbe scbedule of investments of the assessee 
company as on 31·3./977 with the list of 38 companies of the same 
sroup furnished to the Committee in repJy to a question, the 
Committee observe that the shares of companies of the same group 



t, 

comprised as much ?s Rs. J 6ft.3 S lakhs out of a total inv'estntent 
of Rs. 1·81 crores of the company for the assessment year J917-78. 
As aJready mentioned, even though tbe view of tbe Department all 
along was that the a ~  company were not deaLTs in shares, the 
Income-tax f,ppel/ate Tribur.al hd held a ~  c :~  The 
Committee desire the Ministry of Finance to examine whether the 
tests at present applied for treating an assessee as a trader-in-shares 
are objective, unambiguous and uniform in the whole country and 
also in accordance "'ith the intention of Government. In case they 
are not, the Committee would like the Ministry to examine whether 
any amendment in law is called for to achieve this end. 

~  The Ministry of Financt" (Department of Revenue) have in 
their action taken note stated as follows: 

"The question as to whether a particular assessee is a trader 
in shares or an investor is esst'ntially a questi('n of fact to be 
determined C'n lh-:: fpets of each case. Tl}e presence C'f commercial 
motive h: a primary leg:11 c ~ of trade. The intention of aD 
assessee as reflected by his actions would enable the assessing 
officer to determine whether or not an assessee is a trader or 
investClf in share. 

It is not practicable to make any provision in law laying 
down tests for this determination because, such provision cannot 
possibly cover all ~  situations that may arise. It is prefer-
able to leave the-matter to the assessing dlicer to determine as to 
whether or not the shares acquired by a tax payer represent his 
d· .  " tra JOg nsset or IDveslmcnt. 

1.11 The StatDS of tbe assessee If be was a dealer iD sharfS "'. riewetl 
dUrereDtl, b, Ceatral Board of Direct Tases aDd tbe IDcome Tax Appellate 
TrlbDDaI. Wblle tbe Bo.rd bad .11 aloDg beld tbe view that tbe co .. ,.., 
"15 Bot a dealer In sbares, tbe IDcoDle Tax AppeUate TribaDallJad lleld dlat 
it w.s. The CCDlDlIUee in their earlier Report, llad desired tht the MiDfstry 
of Fiaaace should examine wbetber tbe tests applied by tIJem lor determillu, 
the Datare of the eomp'DY were objective, uniforDl and in accerdan« witb 
their inteotioo and if they were not, suUable changes iB la ... SbODld be 
cODllidered. The Ministry of finance hale BOt favoured aDY cbaDge iB the 
existing provisions of law. 

1.12 The ~  reitente their earlier recommendation keepblg 

In ,je ... the diOleoltin that may arise in the course of deciding the nture 
of bUSiness of the nsusee. To say that the existilll ptsition may cODtinDe 
does Dot appeal to reasoD. SIDce the Board coud have tlaelr ow. reatIOU 
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tor boldlnl that tbe assessee company WI5 not dealer iD shares, It is 
inlperatife for tbe Board to examine as to wby tbeir stand was Dot accepted 
hy the Iacome To Appellate Tribunal. Tbe Committee bope that the 
Ministry of Finance (Department of Revenue) would reconsider their 
stand Oil the recommendation and initiate suitable legislative ~  or 
issue necessary guidelines for oflicers of tbe Department in order to avoid 
.. y confusion or doubts over the nature of the asseaee's busl ... or 

tNde. 



CHAPTER II 

RBCOMMENDATIONS/OBSERVATIONS WHICH HAVE 
BEEN ACCEPTED BY GOVERNMENT 

Under the lncom;:-"Tax Act. 196 \. the deduction on accout of 
Inter-corporate dividends IS governed by tbe pro"isions of ~ a 

80M. In Cloth Trad(;rs (P) Ltd. Vs. Additional Commissioner of 
Income-Tax, Gujarat (118 1TR 243), the Supreme Court considered the 
question whether the deduction was allowable as a perccntage of tbe 
actual gross amout of dividend or it was confined to the net dividead 
income as, computed in accordance with the provisions of tbe Act, i.e •• 
after making the deduction specified in Section 57 including deductiOD 
on interest paid on borrowings for making the ~  In their 
Judgement delivered on 4 may, 1979, th: Supreme Court held that the 
deduction was allowable with reference to the gross amount of dividends 
and not with reference to the net dividend income. Thereupon. Section 
80AA was inserted in the Act by Finance (No.2) Act, 1910 
retrospectively from 1-4-1968 to provide specifically that deduction 
under Section 10M would be calculated with reference to the net 
amount of dividends. The Central Board of Direct Taxes clarified in a 
Circular dated 22-9-1980 that the intention all along was to grant 
deduction on the net dividend income and not on gross dividends. 

In the assessment Oi" an Indian domestic company MJs Karam 
Chand Thapar and Bros. Ltd. for the assessment year 1977-78 comple-
ted in September, 1980, deduction was allowed with reference to the 
amount of gross dividend income instead of the aet dividend income. 
Even after the amendment of law in 1980. the mistake was not rectified 
by the assessing officer. As a result, according to Audit, an excess 
allowance of deduction of Rs. 10.54.045 with an under-assessment of 
income by the same amount and under-charge of tax of Rs. 7.29.386 
persisted. 

The audit objection was not accepted by tbe Ministry of Finance 
who, in their rtply dated 31-1-1983 to Audit stated that tbe expenses 

towards collection charles were negligible. Also. it would not be 
correct to apportion tbe expenses shown in the profit and lou account 

11 



12 

on the income ratio and in the present case there was no deductible 
expenditure against dividend income. In a further reply to Audit on 
21,.3-1983, the Ministry of Finance reiterated that there were hardly 
any outgoings or collection charges attributable to the dividend income. 
In a written reply to the Con1mittee, the Ministry have again clarified 
that there were no deductions permissible under Section 57 in the case 
and deductions under that Section cannot be computed on an ad-hoc or 
pro rata basis. (para 62) 

The Committee find it difticult to appreciate the above explanation 
of the Ministry in view of tbe fact tbat under Section 57 of the Income-
tax Act, apart from collection charges, interest, if any, paid on loans 
utilised for the purpose of shares, management expenses etc hav! to be 
deducted from the gross dividend income. Considering the fact that out 
of the total income of Rs. 110.36 lakhs, the dividend income accounted 
for Rs. 6S.96 lakhs as against business income of Rs. 4.86 lakbs only· 
and also keeping in view th: huge expenditure of over Rs. t crore, 
including expenditure of Rs. 2 J·8 5 lakhs on interest and financing, the 
Ministry's contention tbat there Were no deductible cxpens("s ascribable 
to intercorporate dividend income does not appzal to reason. Nor does 
it stand to reason that for earning a business income of only Rs. 4.86 
lakhs, the whole or even a major porticn of expenditure of over a crore 
of ruppes could have been incurred. The Committee find no ostensible 
reason why the amount paid as interest on loans taken for investment 
in shares 'with the resultant dividend income at least should not have 
been considered as an 'outgoing' under Section 57. (Para 63) 

Apparently, in rejecting the Audit objection, tbe Department had 
relied on the decision (28-2-1978) of the Calcutta High Court in C.I.T. 
Vs. New Delhi Investment Corporation Ltd. (J J 3 ITR 77 8). In that case 
the Calcutta High Court had held that where shares constitute stock-in-
trade of the assessee, the dividend income is in the nature of business 
income and the entire expenses relating thereto could be allowed in the 
coumputation of busilless income without allocating anything specifically 
to the dividend income. Prior to this judgement, there was another High 
Court judgement in the case of Madras Motors and General Insurance 
Company (99 ITR 243) holding that no part of the business expenses 
can be alienated to dividend income· In this case, the Dapartment had 
filed a Special Leave Petition to the Supreme Court which was refused. 
The Committee have been informed during evidence that the Depart-
ment had all along held that the assessee company were not dealers in 
shares. But the Income Tal{ Appellate Tribunal had upheld the assessee's 
claim that they were dealer in shares. The Chairman, Central Board of 
Direct Taxes informed the Committee in ("xtenuation that "findir.g of 
facts rests with the Tribunal" and "tbat unless there is a feelins that 



the decision is perverse, the Department cannot even go to the High 
Court". (Para 64) 

[So No. 1 to 3 (Paras 62 to 64) of the Appendix of the l06th 
Report of the P.A.C. (1983-84) (7th Lok Sabha)]. 

Paras 62 to 64 broadly deal with the general background on the 
application of Section 80M of the I.T. Act and on the facts of the case 
of MIs K. C. Thapar & Sons. These are commentative in nature and 
have been noted by the Ministry. 

[M/o Finance (Deptt. of Revenue) OM. No ~  

dated 26.2.1986] 

The Committee find that there are a number of Court decisions on 
aross and net dividend income: In these judgments, certain criteria have 
bten laid down to find who are 'dealers in shares'. The Committee have 
been informed that the case reports are supplied to the nos and the 
Board does not issue guidelines. In the opinion of the Committee. thi' 
is not enough. They ieel that once Government  have taken a view' on 
a contentious matter, it should be the duty of the Board to issue suitable 
guidelines to the assessir;g omcers, otherwise there is a risk of dift'eren-
tial treatment being meted out to different assessees by dift'erent 
assessing omcers. The Committee desire that, pending examination of 
the matter as suggested in the preceding paragraph, the Central Board of 
Direct Taxes should issue necessary guidelines to the field formations on 
the tests to be applied to determine who are dealers-in-shares. They 
shOUld also issue instructions to lower formations to take special care to 
scrutinise the balance sheets and profit and loss accounts of such 
assessee companies as claim to be 'dealers-in-shares'. 

lSI. NO.6 (Para 67) of the Appendix of the 206th Report of the 
P.A.C. (1983-84) (7th Lok Sabha)] 

The matter has been considered. It does not sppear practicable 
to lay down guidelines for the field formations on the tests to be applied 
to determine who are dealers in shares. However, instructions have been 
issued that the assessing officers should examine all aspects of the matter 
and determine whether or ,not the shares acquired by the tax-payer 
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represent his trading assets or investments. He would also be required 
to take special care to scrutinise the balance-sheets and pToftt and tMS 
accounts of such assessee companies as claim to be 'dealers-in-shares." 

(M/o Finance (Deptt. of Revenue) OM. No. 241!6/84-A&PAC-II 
dated 30.4.1986] 

Recommendation 

The Committee observe that the Departmem's intention all aloog has 
been to grant deduction on the net dividend income and not on gross divi-
dend income. In their judgem!nt delivered on 4.5.1979, the Supreme Court 
held that the deduction was allowable with reference to the gross amount of 
dividends and not with reference to ~ net dividend income. To get over 
the Supreme Courl's decision, a new Section 80AA was inserted in the tax 
Act, 1961 by the Finance (No.2) Act, 1980 retrosiJectivdy from 1-4-1968 to 

specify that deduction under Section 80M w.luld be calculated with reference 
to the net dividend income as computed in accordance with the provisions 
of the Income-tax Act and not with reference to the gross amount of 
dividends. Finarce (No.2) Act, 1980 was brought into force on 21.8.1980. 
Apparently, it can be safely inferred that in almost all the cases decided by 
the assessil?g officers between 4.5.\979 and 21.8.1980 relief has been given 
on the gross amount of d d d~ and his fact was also c ~ d d by a 
Member of the Board during evidence. The Committee regret to observe that 
although Section 80AA has been brought into furce with retrospective effect 
more than three and a half years back no review has yet been ordered by the 
Board. In order that the purpose behind the retrospective effect is not lost, 
the Committee desire that the Board should order an immediate time-bound 
review of all cases assessed upto 21.8. 1980 for appropriate rectificatory 
action. The Committee would like to be informed of the action taken in 
the matter, together with the outcome thereof. 

[SI. No.7 (Para 68) of the Appendix of the 206th Report of the 
P.A.C. (1983·84) (7th Lot Sabha)] 

Action Taken 

Para 68 deals with the provision of Section 8Q-AA read with Section 
80'M' regarding the admissibility of deduction under Section 80'M' on net 
dividend. This matter has been examined and the issue of instruction has 
been kept pending till the Judgement of Supreme Court in the case of 
MIs Cloth Traders (P) Ltd. vs. Commissioner of Income-tax, Gujarat is 
delivered on .he Writ Petition Challenging the valid;ty of retrospective 
amendment. 

(Vide MIO Finance OM. No. 241/6/84-A&PAC-1I da~ d 30-10-1984) 
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Kind attention of the Hon'ttle Committee is invited to the Office 
Memorandum of' even number dated the 30th October, 1984 wherein an 
Action f..ten ·Note on para 6& of 206th Report was submitted. 

Suitable instructions have already been issued to the Field Officers in 
this matter. 

This issues witb tbe approval of the Additional Secretary to the Govern-
ment of India. 

(M/o Finance (Deptt. of Revenue) OM No. 241/6/84-A & PAC-II 
dated 15.7.1986] 



CHAPTER III 

RECOMMENDATIONS/OBSERVATIONS WHICH THB 
COMMITIEE DO NOT DESIRE TO PURSUE 

IN THE LIGHT OF THE REPLIES 
RECEIVED FROM 

GOVERNMENT 

-NIL-

It 



CHAPtER IV 

RECOMMENDATIONS/OBSERVATIONS THE REPLIES 
. TO WHICH HAVE NOT BEEN ACCEPTED 
BY THE COMMITTEE AND WHICH 

REQUIRE REITERATION 

Reco .. meadatloa 

The Committee were informed in evidence that the Department had 
consulted the Additional Solicitor General on the questi..>n whether they 
should appeal against the decision of the Calcutta High Court. They were 
advised against appeal by the Additional Solicitor General who was of the 
opinion that the Calcutta High Court has correctly enunciated the law. In 
reply to a question whether the decision of the Calcutta High Court was in 
accordance with the intention of Government, the representative of the 
Central Board of Direct Taxes stated, "our intention was not so". As to the 
remedial a ~  he stated that the only course now open to Governmeot 

was to amend the law on the subject. However. Government were yet to 
take a decision in the matter. 

The Committee regret to observe that although a period of more than 
three years has elapsed since Government had obtained the opinion of the 
Additional Solicitor General they are yet to take a decision on the follow-
up action to be taken. This shows how casual the Ministry of Finance are 
in their approach in the matter. 

[S, No.4 (Para 65) of the Appendix of the 206th Report of the P.A.C. 
(1983-84) (7th Lok Sabha»). 

Acdoa tUea 

In C.I.T. Va. New India Investment Corporation Ltd. (1978) 113 ITR. 

778 referred to in. the Report. the Calcutta HiSh Court observed as 
under :-

"In tbe instant case it bas been found by the Tribunal as follows :-

(a) The assessee held the shares and securities as its stock-in-trude. 

(b) Tbe dividend was received by the assessee froOl its stock-in-trade. 
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(c) None of the holdings of the assessee were shown to be held by way 
of investment only. 

It is not disputed that the assessee had incurred expenditure to earn its 
~  _ The Tribunal has also found that dividend earned by the assessee 

though assessable under a particular bead is really a part of the business 
income of the assessee. 

In view of the law as laid down by -the Supreme Court, it appears to us 
that the expenditure in the instant case has been shown to be referable to 
the business activity carried on by the assessee and must be allowable under 
the head "Business income." 

l"he decision in the aforesaid case is based on the facts of the case. If a 
person carries on busines> in purchase and sale of shares, expenditure incur-
red by him in the course of carrying on of such business is allowable as 
~ c  in computing income under the head 'Profits and gains of business 
or . profession' • AmendID:ent of the provisions of tbe Income-tax Act to 
pFovide that such expenditure shall not be allowed as deduction in compu-
ting the income under the head 'Profit.> aod gdins of business or profession' 
but under the head "Other Sources" will not be in conformity with the 
scheme of the Act. Moreover, only such income as is oot chargeable to 
income-tax under any of the heads specified io section 14, Item A to E 
namely Salaries, Interest 00 Securities, Income from House Property, Profits 
and gains of business or profession and Capital gain5, is liable to be taxed 
under the head 'Income from Other Sources'. Therefore, where a taxpayer 
carries on business in shares th:: io;;ome derived from such business afler 
deduction of expenses is liable to be a ~d under the head 'Profits and gains 
of bus"iness or profession'. However, dividl!nd income is liable to be taxed 
as income under the head 'Income from Other Sources'. No amendment of 
the law is considered necessary to nUllify the decision of the Calcutta High 
Court in the case of CIT Va. New India Investment CorpJration Ltd., which 
is based on the facts of that case. 

[M/o Finance (Deptt. of Revenue) OM No. 241/6/84-A & PAC-II 

. dated 26.7.86] 

Recommendations 

From a comparison of tbe schedule -of investments of the assessee com-
pany as on 31.3.1977 with the list of 38 companies of the same group fur-
nished to the Committee in rC"ply to a question, the Committee observe that 
the shares of companies of the same group comprised as much as Rs. 168.35 
lakhs out of a total investment of Rs. 1.81 crores of the company for the 
assessment year 1917-78. As already mentioned, even though the view of the 



Department all along was that the assessee company were DOt dealen in 
shares, the Income-tax Appellate Tribunal had held that lbey were. The 
Committee desire the Mini:.try of Finance to examine whether the tests at 
present applied for treating an assessee as a trader-in-shares are objective, , 

a ~ and (',liform in the whole country and also in accordance with 
the intention of G,)Vernment.  In case they are not, the Committee would 
like the ~  to eHmine whether any amendml!nt in law is called for to 
achieve this eno. (Para 66) , 

The Committee have been informed that the Incometax Department 
have not made any studies on the pattern of taxation on inter-corporate 
diVidend incomes in other countries. During evidence, a Member of the 
Board promised to consider the suggestion. The Committee desire that the 
Board should conduct such a study at an early date with a view to intro-
ducing, if necessary, suitable structural changes in our own system. 
(para 69) 

In view of the foregoing as also considering the controveray attendant 
on the allocation of expenses in case of inter-corporate dividend incomes as 
in the present case, the Committee feel that in the interest of proper 
administration of relief on inter-corporate dividends, Government should 
consider relating the deduction to gross dividend which is a specific amount, 
instead of net dividend income as at present and . to limit the concession br 
reducing the percentage of deduction suitably. During evidence, &he 
representative of the Board promised to consider the ~  The 
Committee desire that the matter should be examined and necessary foUow-
up aciion taken at an early date. (Para 70) 

[SI. No. S,8 and 9 (Para 66,69 and 70) of the d ~ of the 206th 
Report of the P.A.C. (1983-84) (7th Lot Sabha)] 

Actio. TakeB 

Para 66 The question as to whether a particular assessee is a trader in 
shares or an investor is essentially a question of fact to be determined on 
the facts of each case. The presence of commercial motive is a primary legal 
requisite of trade. The intention of an assessee as reflected by his actions 
would enable tbeassessillg officer to determine whether or not an assessee 
is a trader or investor in share. 

It is not practicable to make any provIsion in law laying down tests 
for this determination because, such provision cannot possibly cover all 
possible situations that may arise. It is preferable to leave the matter to 
the assessing officer to determine as to whether or not the sbares acquired 
by a taxpayer represent his trading asscst or investment. 
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Para 69 In pursuance of the above recommendations, the Central Board 
of Direct Taxes entrusted the' study suggested by the P.A.C. to the 
Directorate of OctM Services (IT). 

2. In their Report. the Directorate of o&M Services (IT) made the 

following recommendations :-

(i) In the light of the study of assessment of intercorporate dividends 

of other countries it is seen that no structural changes are required in the 

Indian system. 

(ii) The present system of allowing relief as a percentage of net dividend 

may be continued. 

(iii) If companies which hold shares as stock-in-trade are denied deduc-
tion uls 80M it may lead to a slowing down of industrial growth. 

(iv) The only action required is to have the provisions of the Act so 

drafted that the intention of the Legislature to restrict the deduction on 

inter-corporate dividends to the net dividend m!ly be carried through. 

3. Thu'! on the 1asis of this study, the only action required is to amend 
the law so that the intention of the Legislature to restrict the deduction on 
inter-corporate dividends to the net dividend may be carried through. It 
may be mentioned that at the time when the study was carried out by the 
Directorate of O&M Services (IT), the judgement of the Supreme Court 
dated 1-7-S5 in the case of Distributors (Baroda) Private Limited v. Union 
of India and two .olhers (W.P. No. 20B of 1981) was not available. As 
mentioned in our Action Takeo Note relating to Para 70 of this Report of 
tbe PA.C .• tbe Supreme Court in the case of Distributors (Baroda) Private 
Limited have overruled their earlier judgement in the case of Cloth Traders 

Ltd. v. Additional Commissioner of Income-tax (lIS lTR 243) holding 
that section 80AA of the Income tax Act is declaratory in nature and merely 
declares what the correct position has always been. Accordingly, no 
amendment of law has ~  con'iidered to be necessary. Further. on the 
basis of'the study made by the Directorate of OctM (IT), no structural 
changes in the sY6tem has been considered to be necessary. 

4. Section SOAA and Section SOM(I) are reproduced below: 

"SOAA. Where any deduction is required to be allowed under section 

80M in respect of any inc0me by way of dividends from a 
domestic company which is included in the gro!)s total income of 
the assessee, then, notwithstanding anything contained in t.hat 
section, the deduction under that section shall be computed with 

reference to tbe income by way of such dividends as computed 
in accordance with the provisions of this Act (before making any 
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deduction under tbis Chapter) and not witb referenCe to tbe 
gross amount of sucb dividends." 

"IOM{l) Where tbe gross total income of an assessee, being a domestic 
company, includes any income by way of dividends from a 
domestic company, there sball, in accordance witb and subject 
to tbe provisions of tbis section, be allowed. in computing the 
total income of tbe assessee, a deduction from sucb income by 
way of dividends of an amount equal to sixty per cent of sucb 
income." 

PtII'tI 70 The suggestion of tbe PAC that tbe amount of deduction under 
section 8O-M may be linked with gross dividend income and concession may 
be limited by reducing tbe pencentage of deduction is not acceptable for 
the reuoDl tbat it would amount to acceptance of decision of tbe Supreme 
Court in the case of Cloth Traders Limited" Additional Commissioner of 
Income-tax (l18 ITR 243) wbicb goes against the intention of tbe Legislature 
panicularly after tbe judgement of the Supreme Coun in the case of 
Distributors (Baroda) Pnvate Ltd. in Writ-petition No. 2043 of 1981, 
overruling their earlier judgement in the case of Cloth Traders Private Ltd. 
and bolding tbat section SO-AA of tbe Income tax Act is declaratory in 
nature and merely declares what tbe correct position bas always been. 

As per Section So-AA inserted by Finance (No.2) Act, 1980 with 
retrospective effect from 1·4-1968, tbe deduction under section 8o-M i8 
to be computed witb reference to net and not gross dividends. Apart from 
this. certain legal complications. would also arise in tbe implementation of 
sections so-N, SO-O. So-R, etc., 10 any case, tbe income from other sources 
... to be computed in· accordance with the provisions of tbe Income tax 
Act. For tbe computation of such income, expenses such as interest on 
borrowed capital, etc. incurred by an assessee to earn sucb income will 
have to ~ deducted. 

If tbe law is amended to provide tbat tbe gross dividend less a statutory 
percentage thereof for expenses (instead of the aclual expenses) will be 
considered for tbe deduction under section 80M, it wiu lead to inequitable 
conseqaencea. For instance, if the statutory percentage of deduction is 
fixed at SO%, in a case where the entire investment is made witb borrowed 
capital and the. interest thereon works out to say 9()01o of the gross dividend, 
it will be inequitable to restrict the deduction to 50%. Likewise, if the 
investment in shares is made witb the company's own fUDds, and conse-
quently no interest is payable thereon, it would be inequitable to allow a 
deduction of SO% for expenditure although none is incurred. 

It ahoald be pouible for the allelSing ofticer to determine tbe interest 



~  

incurred on investment by ascertaining the sQurceof funds for . acquiring 
the shares. The other expenses incurred. for earning ,the d d ~d income 
would normally be a relatively insignificant amount and is unlikely to 
generate controversy or litigation in determination. A reason_ly , ~ 
determination of net dividend income is p-Jssible and is pre fcrable to linking 
the relief under secti.>i] 80M to the gruss dividend less a statu tory percen-
tage for expenses. 

As clarified by tile Supreme Court in the case of DistributorS (Baroda) 
Private Ltd.-(W.P.No 2043 of 81) while overruling the earlier decision in 
the case of Cloth Traders Ltd. The main object of the relief under section 
80M is to avoid taution once again in thehandi of tbe receivin, company_; 
of the amount which has already borne filII tax in tbe bands of the ~ : 

company. The amount of dividend which would otherwise suffer lax in tbe ~  

hands of ~  c<)mpany would not be the full amount but tbe amount 
computed in accordance with the Income-tax Act. Hence, the legislature 
"could certainly be attributed, the intention to prevent double taxation but . 
not to provide an additional benefit which would go beyond what ~  

required for saving tbe amount of dividend from  taxation once again in the 
haods of the assessee." ., ' . 

[VIde Mlo Finance (Deptt. of R.evenue) OM No. 241/6184-0 : 
A&PAC-II dated 19-U-l'SS} 
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PART II 

MINUTES OF THB ISTH SIlTING OF THE PUBLIC ACXOrnrrs 
COMMITTEE HBLD ON 29 AUGUST. 19" 

The Public Accounts Committee sat from ISOO bours to 1640 boon on 
29th August. 1986 in Committee Room cB'. Parliament House Annese. 
New Delbi. Tbe following were present : 

CHAIRYAN 

Sbri E. Ayyapu Reddy 

MENBERS 

2. Sbri Amal Datta 

3. Sbrimati Prabbawati Gupta 

4. Sbri G.S. Nisbra 

S. Sbri Ramesbwar Neetbra 

6. Sbri Rajmangal Pande 

7. Sbri H. M. Patel 

8. Sbrimati Jayanti Patnait 

9. Sbri Simon  Tigga 

10. Sbri Girdbari Lal Vyaa 

II. Sbri Bbuvncsb Cbaturvedi 

12. Sbri Gbulam Rasool Kar 

13. Sbri A.K. Antony 

14. Shri Ninnal Chatterjee 

IS. Sbri Virendra Verma 

Rl!PusENTATlVI!S OF THE OmCE OF THE c&:AG 

I. Sbri T. M. George -Addl. Deputy Comptroller and Auditor 
General of India (Reports-Ceotral) 

2. . Sbri P. C. Althana -Add!. Deputy ~ a d ~ d  

, .,' General of India (RaHways) , ' 
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3. Shri M. Parthasarthy - Director of Audit (Defence Services) 
4. Shri A. K. Jain-Director of Audit, Central Revenue-II 
5. Shri Baldev Rai-Director of Audit, Receipt Audit-I 
iJ. Shri C. V. Srinivasan - Director of Audit (Air Force and Navy) 

·7. Sbri K. Thyagrajan - Director of Audit (P&T) 
8. Shri Gopal Singh - Joint DireCtor (P&T) 
9. Shri N. R. Rayalu .- Joint Director (Reports-central) 

10. Shri- P. N. Misra - Joint Director (Railways) 
11. Shri N. L. Chopra - Joint Director (Defence Services) 
12. Shri P. K. lena - Joint Director (Air Force and Navy) 
13. Sbri K. Krishnan - Joint Director of Receipt Audit-I 

SECRETARIAT 

t. Shri K. H. Chhaya - Chief Financial Committee Officer 

2. x x x x 

3. The Committee then took up consideration of the following draft 
Reports: 

(i) Action Taken on 206th Report (7th Lok Sabha) Relating to 
incorrect deduction in respect of intercorporate dividends. 

(ii) x x x x 

4. The Committee adopted these Reports subject to certain modifications 
as shown in Annexure 1. 

5. The Committee authortsed the Chairman to incorporate in the Reports 
certain other minor mooificalions/amendments arising out of factual veri-
fication o( the same by Audit. The Committee also authorised the Chairman 
to persent these Reports in the House. 

The Committee then abjourned. 



ANNEXURE-I 

ModiJkation/Amendments made 'by the Public Aceo""ts Committee in the 
Report on Action taken by Government on Recommendations Co"tained 206th 
Report (Seventh Lok· Sabha) Relating to Incorrect Deductions in Respect 
of Inter-Corporate Dividends. 

Pate 
12 

14 

Para 

1.8 

1.12 

LtH ModifteatiUl/ AaeaUI .... 

5 from For 'similar lines' 
bottom 

13 

Read 'same rooting' 

, After 'measures' 

IJUJert 'or issue necessary guidelines for 
officers of the Department' 
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a 
li
mi
t 
t
o 
t
he
 c
o
nc
es
si
o
n.
 
At
 
pr
es
e
nt
, 
t
he
 d
e
d
uc
ti
o
n 
al
l
o
we
d 

u
n
de
r 
Se
ct
i
o
n 
80
M 
of
 t
he
 I
nc
o
me
 T
a
x 
Ac
t 
19
61
 
is
 6
0
% 
of
 i
nc
o
me
 b
y 
wa
y 
of
 

di
vi
de
n
d.
 
T
he
 
Mi
ni
st
r
y 
of
 F
i
na
nc
e 
ha
ve
 
n
ot
 
ac
ce
pt
e
d 
t
he
 r
ec
o
m
me
n
da
ti
o
n 
of
 

t
he
 C
o
m
mi
tt
ee
 
o
n 
t
he
 p
le
a 
t
h
at
 t
he
 a
me
n
d
me
nt
 
of
 
t
he
 e
xi
st
i
n
g 
pr
o
vi
si
o
ns
 
o
n 

t
he
 

~
 s
u
g
ge
st
e
d 
by
 
t
he
 C
o
m
mi
tt
ee
 
w
o
ul
d 
le
a
d 
t
o 
i
nc
q
ui
ta
b
o 
c
o
ns
e
q
ue
nc
es
. 

T
h
e 
re
c
o
m
me
n
da
ti
o
n 
ma
de
 
by
 
t
he
 
C
o
m
mi
tt
ee
 
wa
s 
i
n 
t
he
 c
o
nt
e
xt
 
of
 

c
o
nt
r
o
ve
rs
ie
s 
at
te
n
de
nt
 o
n 
t
he
 d
et
er
mi
na
ti
o
n 
of
 e
x
pe
ns
es
 
i
nc
ur
re
d 
in
 e
ar
ni
n
g 

di
vi
de
n
d 
i
nc
o
me
 l
ea
di
n
g 
t
o 
i
nc
or
re
ct
 d
e
d
uc
ti
o
n 
i
n 
re
s
pe
ct
 o
f 
i
nt
er
c
or
p
or
at
e·
 

di
vi
de
n
ds
 
a
n
d 
re
je
ct
i
o
n 
t
he
re
of
 
i
n 
a
p
pe
al
s.
 
I
n 
or
de
r 
t
o 
se
t 
at
 r
es
t 
al
l 
t
h
e 

c
o
nt
r
o
ve
rs
je
s 
o
p 

~
 
.
u
bj
cc
t.
 
c
a
a
~
 
in
 

~
 p
r
Q8
{p
t 
la
w 
ia
 a
ll 
th
e 
m
On
t 
.. 

!:i
 



1 
2 

·
3 

--
--
--
--
--
--
--
--
-

4 

ne
ce
ss
ar
y. 
I
n 
t
hi
s 
c
o
n
ne
ct
i
o
n.
 
t
he
 
C
o
m
mi
tt
ee
 
w
o
ul
d 
li
ke
 t
o 
re
fe
r 
t
o 
t
he
 

pr
o
vi
si
o
ns
 
of
 S
ec
ti
o
n 
20
(1
)(
ii
) 
of
 t
he
 
I
nc
o
me
 T
a
x 
Ac
t. 
19
61
 
wh
ic
h 
pr
o
vi
de
s 

f
or
 a
 
f
or
m
ul
a 
re
ga
r
di
n
g 
t
he
 
de
d
uc
ti
o
n 
t
o 
be
 
al
l
o
we
d 
fr
o
m 
i
nt
ef
es
t 
o
n 

se
c
ur
it
ie
s 
in
 
t
he
 
ca
se
 
of
 
a 
ba
n
ki
n
g 
c
o
m
pa
n
y.
 
T
he
 
se
ct
i
o
n 
I
bi
d 
re
a
ds
 a
s 

u
n
d
er
: 

"
2
0.
 
De
d
uc
ti
o
ns
 
fr
o
m 
i
nt
er
es
t 
o
n 
se
c
ur
it
ie
s 
in
 t
he
 c
as
e 
of
 a
 
ba
n
ki
ns
 

c
o
m
p
a
n
y-

(I
) 
I
n 
t
he
 c
as
e 
of
 a
 
ba
n
ki
n
g 
c
o
m
p
a
n
y-

x 
x 

x 
x 

x 

(i
i)
 
t
he
 
a
m
o
u
nt
 
t
o 
be
 
re
ga
r
de
d 
as
 
i
nt
er
es
t 
pa
ya
bl
e 
o
n 
al
l 
mo
ne
ys
 

b
or
r
o
we
d 
f
or
 
t
he
 
p
ur
p
os
e 
re
fe
rr
e
d 
t
o 
in
 
cl
a
us
e 
(i
i)
 o
f 
se
ct
i
o
n 

19
 
s
ha
ll
 
be
 
an
 
a
m
o
u
nt
 
wh
ic
h 
be
ar
s 
t
o 
t
he
 
a
m
o
u
nt
 
of
 
i
nt
er
es
t 

pa
ya
bl
e 
on
 
al
l 
mo
ne
ys
 
b
or
r
o
we
d 
by
 
t
he
 c
o
m
pa
n
y 
t
he
 s
a
me
 
pr
o
p
or
-

ti
on
 a
s 
t
he
 g
ro
ss
 
re
ce
i
pt
s 
fr
o
m 
i
nt
er
es
t 
o
n 
se
c
ur
it
ie
s 
(i
nc
l
us
i
ve
 o
f 

ta
x 
de
d
uc
te
d 
at
 

~
c

 
ch
a"
rg
ea
bl
e 
t
o 
i
nc
o
me
-t
a
x 
u
n
de
r 
se
ct
i
o
n"
 

18
 
be
ar
 
t
o 
th
e 
gr
os
s 
re
ce
i
pt
s 
fr
o
m 
al
l 
s
o
ur
ce
s 
wh
ic
h 
ar
e 
i
nc
l
u
de
d 

i
nt
h
e 
pr
of
it
 
a
n
d 
lo
ss
 
ac
c
o
u
nt
 
of
 t
he
 c
o
m
pa
n
y.
" 

T
he
 
C
o
m
mi
tt
ee
 
fe
el 
t
ha
t 
i
nt
er
-c
or
p
or
at
e 
di
vi
de
n
d 
re
ce
iv
ed
 b
y 
a 
c
o
m
pa
n
y 

de
al
i
n
g 
in
 
s
ha
re
s 
st
a
n
ds
 
on
 
sa
me
 
f
o
ot
i
n
g 
as
 
t
he
 
i
nt
er
es
t 
ft
o
m 
se
c
ur
it
ie
s 

re
ce
iv
ed
 b
y 
a 
Ba
n
ki
n
g 
C
o
m
pa
n
y.
 
T
he
y, 
t
he
re
f
or
e,
 d
es
ir
e 
t
ha
t 
G
o
ve
r
n
me
nt
 

s
h
o
ul
d 
c
o
ns
i
de
r 
a
me
n
d
me
nt
 
of
 
Se
ct
i
o
n 
80
M 
o
n 
t
he
 l
in
es
 o
f 
Se
ct
i
o
n 
20
 
of
 

t
he
 I
nc
o
me
 T
a
x 
Ac
t, 
19
61
. 

~
 .. 



11
 

1.
1
1 

4 
1.
12
 

Fi
n
a
n
e.
 

(
R
ne
n
ue
) 

-
d
o
-

Th
e 
st
at
uI
 
of
 t
he
 
as
se
ss
ee
 
if
 
he
 
wa
s 
a 
de
al
er
 
in
 s
ha
re
s 
wa
s 
vi
e
we
d 

di
ff
er
en
tl
y 
by
 
Ce
nt
ra
l 
Bo
ar
d 
of
 D
ir
ec
t 
Ta
xe
s 
a
n
d 
t
he
 I
nc
o
me
 T
a
x 
A
p
pe
ll
at
e 

Tr
i
b
u
na
l.
 
Wh
il
e 
t
he
 B
oa
r
d 
ha
d 
al
l 
al
o
n
g 
he
ld
 
t
he
 v
ie
w 
t
ha
t 
t
he
 
c
o
m
pa
n
y 

wa
s 
n
ot
 
a 
de
al
er
 
in
 
s
ha
re
s,
 t
he
 
I
nc
o
me
 
Ta
x 
A
p
pe
ll
at
e 
Tr
i
b
u
na
l 
ha
d 
he
l
d 

t
ha
t 
it
 w
as
. 
T
he
 
C
o
m
mi
tt
ee
 
in
 
t
he
ir
 
ea
rl
ie
r 
Re
p
or
t,
 
ha
d 
de
si
re
d 
t
ha
t 
t
he
 

Mi
ni
st
ry
 
of
 F
i
na
nc
e 
sh
ou
ld
 e
xa
mi
ne
 
wh
et
he
r 
t
he
 t
es
ts
 a
p
pl
ie
d 
by
 
t
he
m 
(
or
 

de
te
r
mi
ni
ng
 
t
be
 
na
t
ur
e 
of
 
t
be
 
c
o
m
pa
n
y 
we
re
 
ob
je
ct
iv
e, 
u
ni
f
or
m 
a
n
d 
in
 

ac
c
or
da
nc
e 
wi
th
 
t
be
ir
 i
nt
e
nt
i
o
n 
an
d 
if
 t
be
y 
we
re
 
n
ot
, 
s
ui
ta
bl
e 
ch
an
ge
s 
i
n 
la
w 

sh
ou
ld
 
be
 
co
ns
id
er
ed
. 
T
he
 
Mi
ni
st
r
y 
of
 
Fi
na
nc
e 
ha
ve
 
n
ot
 
fa
vo
ur
ed
 
a
n
y 

ch
an
ge
 
in
 t
be
 e
xi
st
in
g 
pr
o
vi
si
o
ns
 
of
 l
a
w. 

T
he
 
C
o
m
mi
tt
ee
 
re
it
er
at
e 
t
he
ir
 .
ar
li
er
 r
ec
o
m
me
n
da
ti
o
n 
ke
ep
in
g 
in
 v
ie
w 

t
he
 d
if
fi
cu
lt
ie
s 
t
ba
t 
ma
y 
ar
is
e 
in
 
tb
e 
c
o
ur
se
 
of
 
de
ci
di
n
g 
tb
e 
na
t
ur
e 
of
 

bu
si
ne
ss
 
of
 t
he
 
as
se
ss
ee
. 
T
o 
sa
y 
t
ha
t 
t
he
 
ex
is
ti
ng
 
p
os
it
i
o
n 
ma
y 
c
o
nt
i
n
ue
 

do
es
 
n
ot
 
a
p
pe
al
 
t
o 
re
as
on
. 
Si
nc
e 
t
he
 B
oa
rd
 
c
o
ul
d 
ha
ve
 
t
be
ir
 o
wn
 
re
as
o
ns
 f
or
 

h
ol
di
n
g 
t
ba
t 
t
be
 a
ss
es
se
e 
c
o
m
pa
n
y 
wa
s 
n
ot
 
de
al
er
 
in
 s
ha
re
s,
 
it
 i
s 
i
m
pe
ra
ti
ve
 

fo
r 
t
he
 B
oa
rd
 
t
o 
ex
a
mi
ne
 
as
 
t
o 
wh
y 
t
be
ir
 
st
a
n
d 
wa
s 
n
ot
 
ac
ce
pt
e
d 
by
 
t
he
 

I
nc
o
me
 T
a
x 
A
p
pe
ll
at
e 
Tr
i
b
u
na
l.
 
T
he
 

~
 
h
o
pe
 
t
ha
t 
t
he
 
Mi
ni
st
r
y 

of
 F
i
na
nc
e 
(
De
pa
rt
me
nt
 o
f 
Re
ve
nu
e)
 
wo
ul
d 
re
c
o
ns
i
de
r 
t
he
ir
 
st
a
n
d 
on
 
t
he
 

re
c
O
m
me
nd
at
io
n 
an
d 
i
ni
ti
at
e 
s
ui
ta
bl
e 
le
gi
sl
at
iv
e 
me
as
ur
es
 
or
 
is
su
e 
ne
ce
ss
ar
y 

l
ui
de
li
ne
s 
f
or
 o
ff
ic
er
s 
of
 
t
be
 D
e
pa
rt
me
nt
 
in
 o
r
de
r 
t
o 
av
oi
d 
a
n
y 
c
o
nf
us
i
o
n 

or
 d
o
u
bt
s 
o
ve
r 
t
he
 n
at
ur
e 
of
 t
be
 a
ss
es
se
e'
s 
bu
si
ne
ss
 
or
 
tr
a
de
. 

-

S
hr
i 
.
D
ur
la
 P
ri
nt
i
q 
Pr
es
s, 
De
l
hi
 

.... • 
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