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UNIT1 -INTRODUCTION PRINCIPLES OF AUDITING
AND AUDIT PROCESS

KEY POINTS

* Auditing: Meaning, Objectives, Principles, Scope.

* Errors and Frauds in Auditing: Types of error, Location of error,
Types of Fraud, Difference between Fraud and error.

* Advantages of Auditing.
* Limitation of Auditing.
*» Types of Audit.

* Audit Process.

¢ Internal control, Internal check and Internal Audit.



MEANING

Auditing is a systematic examination of the books of records of
business.

Meaning of Audit is a thorough inspection of the books of accounts
of the organization. The person who carries out an audit is the
auditor

Audit is the examination or inspection of various books of accounts
by an auditor followed by physical checking of inventory to make
sure that all departments are following documented system of
recording transactions. It is done to ascertain the accuracy of
financial statements provided by the organization



OBJECTIVES OF
AUDITING
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PRINCIPLES

“ Principles of competency.

** Principles of Independence

“ Principles of Integrity.

¢ Principles of Confidentiality.

¢ Principles of Objectivity.

¢ Principles of Documentation.

¢ Principles of Planning.

¢ Principles of Audit Evidence.

¢ Principles of Accounting system and Internal control.

¢ Audit conclusions and Report.



SCOPE

The amount of time and documents which are
involved in an audit, is an important factor in

all auditing. The audit scope, ultimately, establishes
how deeply an audit is performed. It can range from
simple to complete, including all company
documents



ERRORS AND FRAUDS IN AUDITING

TYPES OF ERRORS
i /\ .
Clerical Errors Errors of Principle Compensating Exrrors Erxrors of Duplication

ERROR OF COMMISSION

ERROR OF OMISSION

PARTIAL OMISSION

COMPLETE OMISSION



TYPES OF FRAUD

TYPES OF fraud
Employee Fraud Management Fraud
Embezzlement of cash Manipulation of accounts.
Misappropriation of goods Omission of events.

Misapplication of accounting policies.

Internal control system overridden



ADVANTAGES OF AUDITING

¢ Audit Helps to Detect and Prevent Errors and Frauds.
¢ Audit Helps to Maintain Account Regularly.

*» Audit Helps to Get Compensation.

¢ Audit Helps to Obtain Loan.

¢+ Audit Facilitates the Sale of Business.

¢ Audit Helps to Assess Tax.

*» Audit Facilitates to Compare.

¢ Audit Helps to Adjust Account of Deceased Partner.



LIMITATION OF AUDITING

‘*Rely on Experts

‘v»Efficiency of Management
‘*Checking of All Transactions
‘v»Additional Financial burden

‘*Not Easy to Detect Some Frauds



TYPES OF AUDIT

Ownership Periodicity Objectives Scope of Audit | Employer of Auditor Manner of Checking
Private Audit Continuous Financial Complete Internal Standard
Government Audit| Annual Operational Partial External Balance Sheet
Statutory Audit Interim Cash Audit Post & Vouch Audit
Occasional Management
Concurrent Tax
Social

Environment




AUDIT PROCESS

The Audit process is a well-defined methodology for organizing an
audit and is adopted to accomplish audit objectives.

An audit process may consist of the following steps:

Define Audit Objectives
Audit Announcement
Planning
Fieldwork

Reporting



AUDIT PROGRAM

1.Audit program is nothing but a list of examination and verification steps to be

applied and set out in such a way that the inter-relationship of one step to
another is clearly shown and designed.

2.An audit program consists of a series of verification procedures to be applied
to the financial statements and accounts of a given company for the purpose of
obtaining sufficient evidence to enable the auditor to express an informed
opinion on such statements.

3.An audit program covers various steps of auditing in an audit program like
the assessment of internal control, ascertaining accuracy and reliability of
books of accounts, inspection, vouching and verification, valuation of assets and
liabilities, scrutiny of accounts, presentation of financial statements.



WORKING PAPER

1.The audit working papers constitute the link between the auditor’s report and the
client’s records.

2.The objects of an auditor’s working papers are to record and demonstrate the audit
work from one year to another

3. Working papers are varied in nature. They may be recorded on paper or on
electronic or other media. Examples include:

Audit programmes.

Analyses.

Issues memoranda.

Summaries of significant matters.

Letters of confirmation and representation.
Checklists.



INTERNAL CONTROL

Internal controls are the mechanisms, rules, and procedures
implemented by a company to ensure the integrity of financial
and accounting information, promote accountability, and
prevent fraud. Besides complying with laws and regulations
and preventing employees from stealing assets or committing
fraud, internal controls can help improve operational efficiency
by improving the accuracy and timeliness of financial
reporting.



INTERNAL CHECK

Internal Check is an integral function of
the internal control system. It is an
arrangement of duties of the staff
members 1n such a way that the work
performed by one person is automatically
and independently checked by the other.



INTERNAL AUDIT

Internal Audit 1s a department or an
organization of people within a company that
1s tasked with providing unbiased,
iIndependent reviews of systems, business
organizations, and processes.



UNIT 2 - CHECKING , VOUCHING AND AUDIT
REPORT

KEY POINTS
¢ Test Checking

*+ Voucher

¢ Vouching

¢ Vouching of cash book.
*» Audit report

* ARudit certificate

¢ Auditing and Assurance standard



A

TEST CHECKING

It 1s the examination of few
transaction of business, instead ot
checking all transaction.



VOUCHER

It i1s a documentary evidence supporting a business transaction. It may
include:

¢ A receipt.
¢ An invoice.
¢+ Bank Paying slip.
*+ Debit note.
¢ Credit note.
** Gatekeeper’s books of entry.
% Wage book.
“* Order book.



TYPES OF VOUCHER
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VOUCHING

Vouching can be described as the essence or
backbone of auditing. Vouching is defined as the
"verification of entries in the books of account by
examination of documentary evidence or vouchers,

such as invoices, debit and credit notes, statements,
recelpts, etc.
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VOUCHING OF CASH BOOK

=

In a business concern, cash book is maintained to account for
receipts and payments of cash. It is an important

financial book for a business concern. Hence the auditor should
see whether all receipts have been recorded in cash book and no
fictitious payment appears on the payment side of cash book.To
ensure this an auditor should check debit side of cash book which
represents as receipts and credit side which contains payment
details.



VOUCHING AND VERIFICATION

Both are considered to be same thing but there are lots of difference
between vouching and verification.

Vouching relates to confirmation of the correctness and authenticity of
accounting entries as appeared in the books of accounts whereas
verification confirms the existence, ownership and valuation of assets as
appears in the balance sheet. The Auditor’s duty is not only vouching the
entries appearing in the books because vouching cannot prove the
existence of the related asset or liabilities at the balance sheet date



OBJECTIVES OF VERIFICATION

Following are the objectives of Verification —

Confirmation about the existence of assets through physical
verification.

Legal and official documents relating to assets are checked
to confirm the ownership of assets.

It 1s confirmed that assets are free from any charge of lien.
Proof regarding proper valuation of assets.

To confirm that assets are properly accounted for in the
books of accounts .



AUDIT REPORT

An audit report should be clear, specific and complete, in order that anyone
who has an occasion to read it may know exactly what is wrong with the
company. The auditor should review and assess the conclusions drawn from
the audit evidence obtained as the basis for the expression of an opinion on
the financial statements. This review and assessment involve considering
whether the financial statements have been prepared in accordance with an
acceptable financial reporting framework applicable to the entity under
audit. It is also necessary to consider whether the financial statements
comply with the relevant statutory requirements.



TYPES OF AUDIT REPORT

/l\ -

UNQUALIFIED REPORT QUALIFIED REPORT DISCLAIMER REPORT ADVERSE REPORT




DAC

Y UNQUALIFIED REPORT

=

An unqualified opinion should be expressed when
the auditor concludes that the financial statements

give a true and fair view in REPORT presentation of
the financial statements.



QUALIFIED REPORT

The auditor shall express a qualified opinion when:

The auditor, having obtained sufficient appropriate audit evidence,
concludes that misstatements, individually or in the aggregate, are material,
but not pervasive, to the financial statements

The auditor is unable to obtain sufficient appropriate audit evidence on
which to base the opinion, but the auditor concludes that the possible effects
on the financial statements of undetected misstatements, if any, could be
material but not pervasive.
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¢ DISCLAIMER REPORT

“~

The auditor shall disclaim an opinion when the auditor is unable
to obtain sufficient appropriate audit evidence on which to base
the opinion

the auditor concludes that the possible effects on the financial
statements of undetected misstatements, if any, could be both
material and pervasive.

Thus, disclaimer report is issued when there is insufficient
evidence to form an opinion.
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pA. ADVERSE REPORT

The auditor shall express an adverse opinion when
the auditor, having obtained sufficient appropriate
audit evidence, concludes that financial statement
do not give a true and fair view, and the matter of

disagreement with management is material and
pervasive.
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AUDIT CERTIFICATE

<

An Auditor's certificate I1s a written
confirmation of the accuracy of the facts

relating to the accounts for a particular time
or to a specific matter.



AUDITING AND ASSURANCE STANDARD1
(SA200)

*» Integrity, objectivity and independence
s Confidentiality

¢ Skill and Competence

*» Work Performed by Others

¢ Documentation

¢ Planning

¢ Audit Evidence

¢ Accounting System and Internal Control

¢ Audit Conclusions and Reporting
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vy AUDIT EVIDENCE UNDER AAS - 5 (SAS500)

“+» Inspection

“* Observation

** Inquiries and Confirmation
+» Computation.

*» Analytical Reviews



UNIT3 - COMPANY AUDITOR

KEY POINTS

+» Auditors Qualification.

*» Disqualification.

*+ Appointment of auditor

*+ Removal of an auditor.

** Rights and duties of a company auditor

+» Liabilities of a company auditor



AUDITORS QUALIFICATION

Qualification of a Company Auditor

According to Section 226(1) and 226(2) of the Companies Act, the prescribed qualifications of an
auditor are as follows:

Qualification [sec226 (1)]
1. The auditor of a co. may be either, an individual or a firm

2.In the case of an individual, he should be a Chartered Accountant within the meaning of Chartered
Accountants Act 1949 i.e. he should be holding certificate of practice.

3. In the case of firm of auditor’s all the partners of a firm shall be chartered accountants practicing in
India within chartered accountants Act1949.

Qualification [Sec 226(2)]

A person holding a certificate issued by central govt. under restricted state auditors rules prior to the
enactment of part B state laws 1951 can also be auditor of the co.

The central government in empowered to frame rules relating to granting renewals, suspension or
cancellation of such certificates.



DISQUALIFICATION OF A COMPANY AUDITOR

According to section 226(3) of the Companies Act, the following persons shall
not be appointed as auditors of a company:

1. A body corporate. A company cannot audit any other company,
2. An officer or employee of the company.

3. A person who is either a partner or employee of an officer or employee of
the company.

4. A person who has taken debt from the company for amount exceeding Rs.
1,000.

5. A person who has taken guarantee of another person who has taken a loan
exceeding Rs. 1,000 from the company.

6. A person who holds shares or debentures of the company cannot audit that
company.



REMOVAL OF AN AUDITOR

Removal of first auditor: The company can remove the first auditor
appointed by the directors, in a general meeting. The central government’s
approval is not needed for the removal of first auditor’s .

Removal of subsequent auditor: Any subsequent auditor can be removed
from the office before the expiry of his term only by the company in its
general meeting , after obtaining the prior approval of the central
government and following the same procedure as laid down for appointment
of an auditor in the place of a retiring auditor.



RIGHTS OF A COMPANY AUDITOR

“* Rights to access the books and records

“* Right to get explanations from company staff
** Right to receive notice of general meetings
** Right to visit branches

“* Right to seek legal and technical advises

*» Right to claim remuneration

“* Right to refuse to commence the audit

** Right to question the board

** Right to qualify his report

** Right of indemnity
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DUTIES OF A COMPANY AUDITOR

. Report shareholders about true and fair state of affairs of the company
. State that balance sheet and profit and loss a/c give all information required by law
. State that balance sheet and profit and loss a/c agree with the books of account

. State that balance sheet and profit and loss a/c agree with accounting standards

State that he has obtained all the necessary information

. State whether the company has maintained all books as required by law;
. State the reasons of qualification in his report

. State that he has received the audit report on the branch accounts audited by other

auditor and how he has dealt with the same in preparing his report



LIABILITIES OF A COMPANY AUDITOR

I | I
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UNIT4 -TAX AUDIT

KEY POINTS
‘*Meaning.

‘*Scope of auditor’s role under the income
tax act.

‘+Certificate of claiming exemptions.

+*Selective tax audit.



MEANING

A tax audit is a formal examination conducted by the IRS to verify information or uncover fraud and inaccurate tax
returns. The IRS selects tax returns to examine both randomly and intentionally. If the audit is selected randomly, the
IRS will simply take a closer look to make sure all information are accurate. The IRS will intentionally audit certain tax

returns if there are issues, errors, or possible frauds in reporting the tax return. Tax audits can be broken down into
four different types

Correspondence Audit: This is the least serious type of tax audit. A correspondence audit refers to the IRS request
of additional information to verify the accuracy or details of your tax return.

Office Audit: An office audit refers to the in-person interview with an IRS manager to process your audit. To avoid

making statements that can be used against you, it's highly advisable to consult with an attorney or a tax professional
before you attend the interview.

Field Audit: This is the most serious type of audit because the IRS agents will visit you at home or business. They
may ask to see things that are related to the tax you've reported.

Random Audit: As mentioned above, tax returns can be randomly selected for an audit. A random audit is made

without any particular reason. The IRS auditor will review the entire tax return to make sure the information was
entered correctly.



https://dictionary.findlaw.com/definition/audit.html

Category of person

Carrying on business (not opting for
presumptive taxation scheme*)

SCOPE OF AUDITOR’S ROLE UNDER THE INCOME TAX ACT.

Threshold
Business

Total sales, turnover or gross receipts exceed Rs 1 crore in the FY

Carrying on business eligible for presumptive
taxation under Section 44AE, 44BB or 44BBB

Claims profits or gains lower than the prescribed limit under presumptive taxation
scheme

Carrying on business eligible for presumptive
taxation under Section 44AD

Declares taxable income below the limits prescribed under the presumptive tax scheme
and has income exceeding the basic threshold limit

Carrying on the business and is not eligible to
claim presumptive taxation under Section
44AD due to opting out for presumptive
taxation in any one financial year of the lock-
in period i.e. 5 consecutive years from when

the presumptive tax scheme was opted

If income exceeds the maximum amount not chargeable to tax in the subsequent 5
consecutive tax years from the financial year when the presumptive taxation was not
opted for

Carrying on business which is declaring
profits as per presumptive taxation scheme
under Section 44AD

If the total sales, turnover or gross receipts does not exceed Rs 2 crore in the financial
year, then tax audit will not apply to such businesses.



Carrying on profession

Profession

Total gross receipts exceed Rs 50 lakh in the FY

Carrying on the profession eligible for
presumptive taxation under Section 44ADA

1. Claims profits or gains lower than the
prescribed limit under the presumptive taxation
scheme

2. Income exceeds the maximum amount not
chargeable to income tax



CERTIFICATE OF CLAIMING
EXEMPTIONS

CA certificate in case of exemption or deduction claim by
the assesse. CBDT Should make it mandatory to obtain
the CA certificate in case of exemption or

deduction claim by the assessees is in excess of certain
amount for other than audit and salaried assessees for
verifying the correctness and genuineness of claim.



UNITS -AUDIT OF COMPUTERIZED SYSTEM

KEY POINTS

** Meaning.

** Types of EDP accounting system.

*+ Problems of EDP environment.

*+ Controls in an EDP environment.

*+ Audit approach in an EDP environment

*» Computer Assisted Audit techniques
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pA. MEANING

<

It 1s the audit of all information system assets, to ensure
that they are adequately safeguarded against vulneraries
of natural and manmade disasters. The type is identified
with reference to the risk exposure. It is performed by
qualified information system auditors. The detection of
frauds and errors are by ensuring various safeguards
prescribed by the systems men, internal and external
auditors qualified to perform systems audit.



TYPES OF EDP ACCOUNTING SYSTEM

Some of the most popular methods of electronic data processing are explained below:
% Time-sharing
% Real-time processing
% Online processing
¢ Multiprocessing
% Multitasking
% Interactive processing
¢ Batch processing

¢ Distributed processing



PROBLEMS OF EDP ENVIRONMENT.

1.Theft of Computer Time: Information created by one person may be easily copied by another
person who can claim that the data is his own and he is the actual creator. In computers there is
nothing like original copy and duplicate copy.

2. Manipulation of Programs: An intruder, rival or competitor can manipulate, modify or delete one
or more programs of a company making the complete software unusable

3.Theft of Data: Data stored in a computer can be copied into floppies and could be delivered to
competitors. With modern communication networks available, insiders of the company may send
confidential information of a company to another. Hackers can connect to network and steal data.

4. Stealing Software: An intruder, rival or competitor can manipulate, modify or delete one or more
programs of a company making the complete software unusable.

5. Controlling Access: Controlling of hardware and software should be the first system security.
The system should be under lock and key to prevent hardware theft. Physical and electronic access
control techniques including keyboard locks, automatic logs, restricted access to systems and
limited after-hour use.

6. Passwords: Passwords should be provided at all levels of system. They should be changed
frequently or as and when needed so that unauthorized users cannot enter into the system.



CONTROLS IN AN EDP ENVIRONMENT

Internal Control in an Electronic Data Processing
system

Internal controls in computer-based accounting system are
of two basic types:

1) General controls or organization controls
2) Application or procedural controls



GENERAL CONTROLS OR ORGANIZATION
CONTROLS

SYSTEMS DEVELOPMENT AND CONTROL ADMINISTRATIVE CONTROLS



SYSTEMS DEVELOPMENT AND CONTROL

“ Standards: There should be standard procedures to be followed
anytime an application is introduced. This will include adequate
feasibility studies, covering investigation, fact recording and
analysis of gathered facts.

< Documentation: There should be proper documentation using
flow charts, decision tables, structured English etc and all these
should be incorporated in a manual for use.

“ Testing: The new system should be fully tested before being used
operationally.
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SYSTEMS DEVELOPMENT AND CONTROL

=

File conversion: Before the new system becomes operational, master files

should be set up completely and accurately. This process is referred to as
conversion checks.

Authorization: Each system development stage should be reviewed by a
responsible officer in the EDP department and it must be approved by the
steering committee or board of directors

Conclusion: It is important to consult with auditors because they would want to
ensure that sufficient control is present in the new system to maintain reliable
accounting records.



ADMINISTRATIVE CONTROLS

a) Division or segregation of duties: Data processing staff should not
initiate transactions or authorize normal transactions while users should
not operate the computer by self to process transactions.

b) Control over computer operators: There should be control over
computer operators using manual with details of standard procedures to be
followed always. There should be frequent and independent review of
computer usage by references to clerical and machine logs.

There should be rotation of operators’ duty and a minimum of two operators
per shift.
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COMPUTER ASSISTED AUDIT TECHNIQUES.

Computer Assisted Audit Techniques (CAATS) is the tool
which Is used by the auditors. This tool facilitates them to
make search from the irregularities from the given data.
With the help of this tool, the internal accounting
department of any firm will be able to provide more
analytical results



e ADVANTAGES OF CAATS

*» Independently access the data stored on a computer system
without dependence on the client.

*» Test the reliablility of client software, I1.e. the IT application controls
(the results of which can then be used to assess control risk and
design further audit procedures).

** Increase the accuracy of audit tests and

“* Perform audit tests more efficiently, which in the long-term will
result in a more cost effective audit.
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DISADVANTAGES OF CAATS

“ CAATSs can be expensive and time consuming to set up, the software must
either be purchased or designed (in which case specialist IT staff will be
needed).

¢ Client permission and cooperation may be difficult to obtain.
¢ Potential incompatibility with the client's computer system.

¢ The audit team may not have sufficient IT skills and knowledge to create
the complex data extracts and programming required.

% The audit team may not have the knowledge or training needed to
understand the results of the CAATS.

*+ Data may be corrupted or lost during the application of CAATS.






UNIT1 -INCOME TAX ACT-1961(MEANING, CONCEPT AND
DEFINITIONS)

KEY POINTS
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Income

Person

Assessee

Assessment year

Pervious year

Agricultural Income

Exempted Income

Residential Status of an Assessee
Fringe benefit Tax

Tax deducted at Source
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INCOME [SEC.2(24)]

INCOME IS A PERIODICALLY MONETARY RETURN WITH SOME SORT OF REGULARITY. IT
MAY BE RECURRING IN NATURE. IT MAY BE BROADLY DEFINED AS THE TRUE INCREASE

IN THE AMOUNT OF INCOME WHICH COMES TO A PERSON DURING A FIXED PERIOD OF
TIME. INCOME INCLUDES ALL THE RECEIPTS IN THE FORM OF CASH /ANY KIND.

Profits & Gains,
Dividends,

Voluntary contributions received by a
trust,

Perquisites in the hand of employee
special allowance or benefit

City compensatory allowance/dearness
allowance

Any benefits or perquisites to a Director

Capital Gains

Any benefits or perquisite to a
representative assessee

Any sum chargeable
Insurance profit
Winnings from lottery

Employees contribution towards
provident fund

As per definition the given list is not
exhaustive. All sorts of receipts other
than above mentioned comes under the
meaning of income.



PERSON

¢ The term “Person” Includes

¢ An individual

¢ A Hindu Undivided family(HUF)

* A company

A firm

¢ An association of persons (AOP) or

¢ a body of individuals (BOI), whether incorporated or not
¢ A local authority; and

s Every artificial juridical person



T ASSESSEE

T,

<

“Assessee’” means a person by whom income tax or any
other sum of money is payable under the Act. It includes
every person in respect of whom any proceeding under
the Act has been taken for the assessment of his income
or loss or the amount of refund due to him or a person
who Is assessable in respect of income or loss of another
person or who it deemed to an assessee, Or an assessee
in default under any provision of the Act.
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ASSESSMENT YEAR

Assessment Year means the period of 12 months
commencing on the 15t of April iImmediately after the
previous year [P.Y] Assessment is the year in which
the income of the previous year Is assessed to tax.
The Income earned during a particular year Is
assessed to tax In the following year
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PREVIOUS YEAR

Previous Year means the Financial Year immediately
preceding the Assessment Year. But in some cases
Previous Year may not be of 12 months period as in the
case of business or profession, newly setup or source of
Income newly coming into existence. The Previous Year
shall be the year beginning the date of setting up of the
business of quotation or the date on which the new source
of Income comes Into existence.



RESIDENTIAL STATUS OF AN ASSESSEE

R/Siw ntiax
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BASIC CONDITIONS

An individual is Resident:

u/s 6(1) an individual is said to be resident in India in any Previous Year, if he satisfies at least one of the following
basic conditions:

1)He 1s in India in the Previous Year for a period 1f182 days or
more

or
2)He 1s in India for a period of 60 days or more during the
Previous Year and
365 days or more during 4 years immediately preceding the
Previous Year.



ADDITIONAL CONDITIONS

Individual is ordinarily resident in India

if he satisfies the following 2 additional conditions:

1) He has been resident in India in at least 2 out of 10
Previous Year immediately preceding the relevant
Previous Year.

2)He has been in India for a period of 730 days or more
during 7 years immediately preceding the relevant
Previous Year.



UNIT2 —-COMPUTATION OF TAXABLE INCOME UNDER THE DIFFERENT
HEADS OF INCOME

KEY POINTS

*+ Income from Salary — Salient features, meaning of salary, Allowances and tax
Liability, Perquisites and their Valuation, Deductions from salary.

*+ Income from House Property -Basis of Chargeability, Annual Value, Self
occupied and let out property, Deductions allowed .

s Profits and Gains of Business and Professions-Definitions, Deductions
expressly allowed and disallowed.

* Capital Gains-Chargeability-definitions-Cost of Improvement Short term and
long term gains-deductions.

¢ Income from other sources-Chargeability - deductions - Amounts not
deductible.



INCOME FROM SALARY

*» Wages

o A 1t 1

» Any annuity or pension

¢ Any gratuity

¢ Any fees

s Commission

¢ Perquisites or profits in lieu of or in addition to any salary or wages
¢ Any advance of salary

*» Any payment received by an employee in respect of any period of
leave not availed by him



ALLOWANCES

Allowances is defined as a fixed quantity of money or other
substance given regularly in addition to salary for the
purpose of meeting some particular requirement connected
with the services rendered by the employee or as
compensation for unusual conditions of that service. Under
the Act, it 1s taxable under Section 15 on ‘due’ or ‘receipt’
basis, irrespective of the fact that it is paid in addition to or in
lieu of salary.



THE TAXABILITY OF VARIOUS SALARY ALLOWANCES ARE
GIVEN BELOW

\4

TAXABLE ALLOWANCES PARTLY TAXABLE ALLOWANCES FULLY EXEMPT ALLOWANCES



TAXABLE ALLOWANCES

Dearness Allowance (DA): DA is provided for converse the inflationary effect from the cost of living of the
people. Income Tax Act does not provide any exemption on DA.

City Compensation Allowance: It is offered to the employees for meeting the highly inflated costs in the
large or metro cities.

Entertainment Allowance: It is an amount given to the employees for achieving the expenses incurred
towards the meal, beverages, hotels, etc. for the business clients of the company. An exemption u/s 16(ii)
can be claimed for entertainment allowance by the Government employees. Non-government employees
are taxed entirely.

Overtime Allowance: It is provided to the employees for working more than the regular working hours.
Tiffin Allowance: It is provided to meet the food expenses.

Cash Allowance: Any cash allowance provided by the employer becomes taxable. For instance, marriage
allowance, holiday allowance, etc.

Project Allowance: Allowance provided to bear the expenses relating to the project.

Servant/helper Allowance: Amount provided for hiring a servant is fully taxable in the hands of an
employee.



PARTLY TAXABLE ALLOWANCES

 House Rent Allowance: HRA is offered to meet the residential rent expenses of the employee for its
accommodation. It is partially exempt u/s 10(13A), and the remaining amount after deduction is
taxable.

* Leave Travel Allowance: LTA is offered for travelling anywhere in India. Deduction on the fare cost is
provided to some extent, and the balance is taxable.

 Conveyance Allowance: An amount of Rs. 1600 per month is offered to the employees for
commuting from home to office and vice-versa. Any expense over and above that is taxable.

* Medical Bills Reimbursement Allowance: A token of Rs. 15000 is given by the employer for meeting
the treatment costs in case the employee or its family falls ill. Any expenditure incurred above Rs.
15000 is taxable.

 Education Allowance: Employees are given a certain amount to educate their children in India. Any
sum spent more than the provided limit of Rs. 100 per month per child for maximum two children, is
taxable.

* Hostel Allowance: Per Child Rs. 300 per month for maximum two children is allowed as a deduction.



vy FULLY EXEMPT ALLOWANCES

<

* Allowance to Government Employees: Any amount
paid as a provision for rendering services outside
India by the Government Employees is exempt.

* Allowances to Judges of Supreme Court or High
Court are not taxable.

* Benefits received by the people working in United
Nations Organisation (UNO) are fully exempt



HOUSE RENT ALLOWANCE

You may claim the least of the following as HRA
exemption.

a). Total HRA received from your employer

b). Rent paid less 10% of (Basic salary +DA)

c).40% of salary (Basic + DA) for non-metros
and 50% of salary (Basic + DA) for metros



GRATUITY

eceivable at the time of your retirement or when you have resigned from an organization. In either case,

a gratuity is receivable only after working continuously for 5 years.

GOVERNMENT NON GOVERNMENT

FULL EXEMPT COVERED UNDER GRATUITY ACT
Least of the following exempt

!

a)Rs 20lakh; or
b) Actual gratuity received; or
c) Amount of gratuity an employee is eligible to receive, i.e.,

(15 days salary based on the last drawn salary
for each completed year of service or part thereof in
excess of six months.)

NON GOVERNMENT

NOT COVERED UNDER GRATUITY ACT
Least of the following exempt

}

a) Rs 20 lakh; or

b) Actual gratuity limit; or

c) Half month's average salary for each.
completed year of service



PENSION [SEC. 17(1)(I)]

Pension means a periodical payment
received by an employee after his
retirement. On certain occasions, employer
allows to withdraw a lump sum amount as
the present value of periodical pension.
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PERQUISITIES

The word ‘Perquisites’ in the ordinary sense
means any casual emolument attached to an
office. Or position in addition to salary or wages.
It may take various forms. It 1s a gain or profit
which incidentally arises from employment in
addition to regular salary or wages.



" INCOME FROM
HOUSE
PROPERTY




INCOME CHARGEABLE TO TAX UNDER THE
HEAD “HOUSE PROPERTY” RENTAL INCOME
FROM A PROPERTY BEING BUILDING OR LAND
APPURTENANT THERETO OF WHICH THE
TAXPAYER IS OWNER IS CHARGED TO TAX

UNDER THE HEAD “INCOME FROM HOUSE
PROPERTY”.



RENTAL INCOME FROM SUB-LETTING RENTAL INCOME IN THE
HANDS OF OWNER IS CHARGED TO TAX UNDER THE HEAD
“INCOME FROM HOUSE PROPERTY". RENTAL INCOME OF A
PERSON OTHER THAN THE OWNER CANNOT BE CHARGED TO
TAX UNDER THE HEAD “INCOME FROM HOUSE PROPERTY".
HENCE, RENTAL INCOME RECEIVED BY A TENANT FROM SUB-
LETTING CANNOT BE CHARGED TO TAX UNDER THE HEAD
“INCOME FROM HOUSE PROPERTY”. SUCH INCOME IS TAXABLE
UNDER THE HEAD “INCOME FROM OTHER SOURCES” OR

PROFITS AND GAINS FROM BUSINESS OR PROFESSION, AS THE
CASE MAY BE.



FORMAT

Gross annual value

Less:- Municipal taxes paid during the year

Net Annual Value (NAV)

Less:- Deduction under section 24

¢ Deduction under section 24(a) @ 30% of NAV (Standard Deduction)
¢ Deduction under section 24(b) on account of interest on borrowed capital

XXXXXX

XXX

XXXX

XX

XX



GROSS ANNUAL VALUE

Computation of gross annual value of a let out property Gross annual value of a
property which is let-out throughout the year is determined in the following manner:

Step 1:Compute reasonable expected rent of the property (manner of computation is
discussed in later part)

Step 2:Compute actual rent of the property (manner of computation is discussed in later
part).

Step 3:Compute gross annual value (manner of computation is discussed in later part).
Computation of reasonable expected rent of a let out property (i.e. step 1).
Reasonable expected rent will be higher of the following:

* Municipal value of the property

« Falir rent of the property

« |f a property is covered under Rent Control Act, then the reasonable expected rent
cannot exceed standard rent .



INCOME FROM
PROFITS AND GAINS
FROM BUSINESS AND

PROFESSION




PROFITS AND GAINS FROM BUSINESS AND PROFESSION

Sec. 2(13) defines “business” to include any trade,
commerce or manufacture or any adventure or
concern in the nature of trade, commerce or
manufacture.

Sec. 2(36) defines “profession” to include vocation.
1.e. iIncome earned not on the basis of professional
degree but also on the basis of inborn talent.



CHARGEABILITY SEC. 28

1. Profits or gains of any business or profession carried on by the assesses at
any time during the previous year.

2. Profit on sale of import entitlements or EXIM Scrip.

3. Any profit on transfer of duty entitlement pass book scheme/replenishment
certificate.

4. Any interest salary, bonus due to or received by a partner of a firm from such
firm.

5. Any compensation or other payment due to or received by a person in
connection with :- Termination or modification of contract




DEDUCTIONS

DEDUCTIONS NOT ADMISSIBLE
Which are not connected with business. -

Which are related to capital asset -

Loss on sale of shares held as investmen. -

Advance money, being paid for set up a new business which has not commenced.
Anticipated future losses. -

Loss due to illegal trade practices (infringement of law) -

3
2.
33
4.
5,
6.
i

Not in nature of trading loss unless specific provisions made.



UNIT3: COMPUTATION OF TOTAL TAXABLE INCOME
OF AN INDIVIDUAL

KEY POINTS
+*Gross total Income
‘*Deductions u/s- 80C, 80cccto 80U
‘*Income Tax calculation
“*Rates applicable for respective Assessment year

+*Education cess.



INCOME TAX SLAB RATE FOR AY 2020-21
FOR INDIVIDUALS

Individual (resident or non-resident), who is of the age of less than 60 years on the
last day of the relevant previous year

Net income range Income-Tax
rate
Up to Rs. 2,50,000 Nil
Rs. 2,50,000- Rs. 5,00,000 5%
Rs. 5,00,000- Rs. 10,00,000 20%

Above Rs. 10,00,000 30%



INCOME TAX SLAB RATE FOR AY 2020-21
FOR INDIVIDUALS

Resident senior citizen, i.e., every individual, being a resident in India, who is of the age of 60

years or more but less than 80 years at any time during the previous year:

Net income range Income-Tax
rate
Up to Rs. 3,00,000 Nil
Rs. 3,00,000 - Rs. 5,00,000 5%
Rs. 5,00,000- Rs. 10,000,000 20%

Above Rs. 10,00,000 30%



INCOME TAX SLAB RATE FOR AY 2020-21
FOR INDIVIDUALS

Resident super senior citizen, 1.e., every individual, being a resident in India,
who is of the age of 80 years or more at any time during the previous year:

Net income range Income-Tax
rate
Up to Rs. 5,00,000 Nil
Rs. 5,00,000- Rs. 10,00,000 20%

Above Rs. 10,00,000 30%



Surcharge: - 10% of income tax where total income exceeds Rs. 50,00,000.

15% of income tax where total income exceeds Rs. 1,00,00,000.

Health and Education cess : - 4% of income tax and surcharge.

Note: - A resident individual is entitled for rebate under section 87A if his
total income does not exceed Rs. 5,00,000. The amount of rebate shall be
100% of income-tax or Rs. 12,500, whichever is less.



UNIT4: MISCELLANEOUS

KEY POINTS
‘s Tax deducted at source
‘*Return of Income
*Advance payment of Tax
*Methods of payment of tax
*Forms of Return
‘*Refund of Tax (Theory)



TAX DEDUCTED AT SOURCE

Deduction in respect of interest income to senior citizen [Sec.194A]

It is proposed to amend section 194A so as to raise the threshold for deduction of tax at source on
interest income for senior citizens from Rs 10,000/- to Rs 50,000/-. This amendment will take
effect, from 1st April, 2018.

TDS on 7.75% GOI Savings (Taxable) Bonds, 2018 [Sec.193]

Government has decided to discontinue the existing 8% Savings (Taxable) Bonds, 2003 with a
new 1.75% GOI Savings (Taxable) Bonds, 2018.The interest received under the new bonds will
continue to be taxable like in the case of the 2003 bonds.



FORM ITR-1

Also known as the Sahaj Form, ITR-1 has to be filed by individual taxpayers alone. ITR-1 is filed by taxpayer’s
having income up to Rs 50,00,000 from below mentioned sources:-

If the source of Income is Salary or Pension .

If the source of income is from one housing property(the case where losses of previous years are carried
forward are not included in this ITR).

Individuals with income sources like fixed Deposits, Investments, Shares etc
ITR-1 can not be filed if taxpayer is a joint owner in House Property.
Individuals whose net agriculture income is less than Rs 5,000.

Income from other sources (excluding winning from lottery and income from race horses, income tax under
section 115BBDA or Income of nature referred to in section 115BBE)

If the clubbed income of minor or wife is shown, then ITR-1 can be filed only in case their source of income as
mentioned in the above points.

ITR-1 is not valid for assessee who has deposited more than Rs 1 Crore in Bank Account or has incurred Rs 2
Lakh/ Rs 1 Lakh in foreign travel/ electricity expenses.



FORM ITR-2

This form was introduced during the assessment year 2015-16 for use by Hindu
Undivided Family (HUF) or any individual. The following individuals/taxpayers
can file ITR-2 Form.

Those individuals who is not eligible to file ITR-1 and

Those taxpayer having no income under the head “profits or gains of business or
profession”.


https://blog.saginfotech.com/file-itr-2-online

FORM ITR-3

ITR 3 Form is for use by a Hindu Undivided Family or an individual
Who claims income under the head *“profits or gains of business or profession”
Who work as a partner in a firm.
claims income under the head “profits or gains of business or profession”.

Who has presumptive income of greater than Rs 50,00,000



FORM ITR-4

Also known as Sugam, ITR 4 Form is for use by HUF/ individual / Partnership
Firm whose total income consist of :-

Business income evaluated in reference with special provisions mentioned in
section 44AD and section 44AE of the Act for computation of business income; or

Professional income evaluated in reference to special provisions of sections
44ADA; or

ITR-4 can not be filed if taxpayer is a joint owner in House Property.



ADVANCE PAYMENT OF TAX

Advance tax means income tax should be paid in

advance instead of lump sum payment at year end. It
1s also known as pay as you earn tax. These payments
have to be made in instalments as per due dates
provided by the income tax department.


https://cleartax.in/s/income-tax

WHO SHOULD PAY ADVANCE TAX?

Due Date Advance Tax Payable

On or before 15th June 15% of advance tax

On or before 15th 45% of advance tax less advance tax
September already paid
On or before 15th 75% of advance tax less advance tax
December already paid

On or before 15th March |[100% of advance tax less advance tax
already paid




INCOME TAX AUTHORITIES

KEY POINTS

“*Income Tax Authorities.
** Organization structure of Income Tax Authorities
*» Administrative and Judicial Originations.
“ Central board of direct tax.

“* Functions and powers various Income Tax Authorities



ORGANIZATION STRUCTURE OF INCOME TAX
AUTHORITIES

Administrative [ Income Tax Authorities] [ Sec. 116]

The Central Board of Direct Taxes constituted under the Central Boards of
Revenue Act, 1963 (54 of 1963),

Directors-General of Income-tax or Chief Commissioners of Income-tax,

Directors of Income-tax or Commissioners of Income-tax or Commissioners of
Income-tax (Appeals),



% INCOME TAX AUTHORITIES

There are seven income tax authorities, namely,
(1) Central Board of Direct Tax

(2) Directors of Inspection

(3) Commissioners and Additional Commissioners
(4) Appellate Assistant Commissioners

(5) Inspecting Assistant Commissioners

(6) Income-tax Officers

(7) Income-tax Inspectors



FUNCTIONS AND POWERS VARIOUS INCOME TAX
AUTHORITIES

An Assessing Officer is a person who has the jurisdiction (rights) to make assessment of

an Assessee, who is liable under the Income-tax Act. An Assessing Officer is an individual

person appointed by the Income-tax department. He performs all powers and functions as
assigned to him under the Income-tax Act.

Collection of information.
Power of survey.
Power to call for information.
Power to possess book of accounts.
Power of search and seizure.

Power related to discover and produce evidences.



