Updates on Direct Taxes
1. Acquisition of two adjacent residential houses eligible for exemption under section 54 :

In CIT v. Syed Ali Adil (2013) 352 ITR 418 (AP) the assessee sold an inherited ancestral house and acquired two adjacent residential flats. The claim of exemption under section 54 for the twin acquisition was restricted to one fl at by the Assessing Officer on the reasoning that the purchases were from two different vendors under two separate sale deeds and the exemption could be allowed only in respect of one fl at. The court relied on CIT v. D.Ananda Basappa (2009) 309 ITR 329 wherein the expression ‘a residential house’ mentioned in section 54 was held as reference to building of residential nature and ‘a’ should not be understood to indicate a singular number. Factually, the flats had adjacent kitchens and toilets with a common meeting point. The court applied the interpretation in D.Ananda Basappa’s case and held that the assessee is eligible for exemption to the extent of investment in two adjacent residential flats and held the action of Assessing Officer as not tenable in law.
2. Sales tax return of the taxpayer is binding on income-tax authorities in the absence of contrary evidence :

In CIT v. Smt. Sakuntala Devi Khetan (2013) 352 ITR 484 (Mad) consequent to a search in the premises of a third party with whom the assessee had discounted drafts and cheques, the Assessing

Officer initiated reassessment proceedings for taxing income from the alleged suppression of sales. The assessee had filed sales tax returns and substantiated her ground by holding that the sales tax authorities had verified purchases, sales, closing stock in respect of each year and accepted the sales tax returns filed before them. The Assessing Officer rejected the contention of the assessee and computed the alleged suppressed sales and applied the gross profit ratio accepted by the assessee in respect of disclosed turnover. The court held that the addition to the income cannot be made solely based on the information received in the course of search of a third party by ignoring the sales

tax returns filed by the assessee and accepted by the relevant authority. The court held that the Assessing Officer is bound by the sales tax returns accepted by the Commercial Tax Department

and in the absence of variation in closing stock of the assessee, the income-tax authority has no power to scrutinize the return submitted by the assessee to the Commercial Tax Department which was accepted by the said authority.
3. Interest on non-performing assets of NBFC cannot be spared from tax unless uncertainty in realization is established :

In CIT v. Sakthi Finance Ltd (2013) 352 ITR 102 (Mad) the assessee classifi ed certain advances as non-performing assets and did not offer unrealized accrued interest on those advances for income-tax. The assessee relied on precedent viz. CIT v. Elgi Finance Ltd (2007) 293 ITR 357 (Mad) and the tribunal accepted the contention of the assessee that no addition could be made in respect of unrealized accrued interest on loans classified as nonperforming assets. The Revenue relied on Southern Technologies Ltd v. Joint CIT (2010) 320 ITR 577 (SC) to hold that the collectability of interest is different from accrual and the assessee has to prove that an item of interest income is not recognized due to uncertainty in collection of the same. The court held that the onus of proof is on the assessee to prove that interest is not recognized due to uncertainty in collection and it is for the Assessing Officer to examine facts of each individual case. The Assessing Officer had not recorded whether there was any uncertainty in collection of income. Accordingly, the matter was remitted to Assessing Officer for examining the same and to decide afresh.
4. Provision for warranty without any scientific basis and past experience is not deductible :
In CIT v. Forbes Campbell Finance Ltd (2013) 352 ITR 602 (Mad) the assessee engaged in trading of office equipments like typewriters, duplicator papers etc made provision for one year warranty and free service period. Payments towards warranty services were payable to service dealers, as and when the claims were preferred by them. The Revenue held that in the absence of a claim being made, the provision was more in the nature of contingent liability and hence is not deductible. The court made reference to apex court decision in the case of Rotork Controls India P Ltd v. CIT (2009) 314 ITR 62 (SC) where it was held that the said provision must be based on reliable estimation of the

obligations. The court found that the assessee had made the provision on adhoc basis - a fact recorded by the tribunal. As the provision was not based on historical analysis of the facts relating to sales and service charges payable during the warranty period and the past events, the claim of deduction was held as not tenable in law.
5. Family arrangement to settle disputes amongst members will not attract capital gains :

In CIT v. R.Nagaraja Rao (2013) 352 ITR 565 (Karn) there was a family arrangement between the assessee and other family members by which the assessee retired from a partnership firm and transferred his capital to another family member. In return, the assessee got transfer of shares in a company from the other family member. The assessee submitted that each of the parties in the family were holding apart from personal properties, the family properties and shares in different business concerns and each of the family business was independently managed by one of the parties. As a result of dispute between the parties, the arbitrator suggested a settlement amongst the parties which resulted in transfer of assets inter se amongst the members. The assessee claimed that there was no capital gain chargeable to tax. The tribunal held that the word ‘transfer’ does not include partition or family settlement. What is recorded in a family settlement is nothing but a partition. Every member having anterior title resorted to adjustment of rights in the family property and as there was no transfer, there could be no capital gains chargeable to tax. The court affirmed the order of the tribunal which was in favour of the assessee.
6. Information found in income-tax return need not be disclosed under RTI Act unless disclosure is necessitated by public interest :
In Girish Ramchandra Deshpande v. Central Information Commissioner & Others (2013) 351 ITR 472 (SC) it was held that the information contained in the return of income are personal information, the disclosure of which has no relationship to any public activity or public interest. Disclosure of such details would amount to unwarranted invasion of privacy of that individual. Such personal information disclosure is to be made only where it involves larger public interest and the Chief Public Information Officer or the State Public Information Officer or the appellate authority is satisfied that the larger public interest justifies disclosure of the same.
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