Chapter 111
Taxes on Agricultural Income



The levy and collection of taxes on agricultural income is governed by The Kerala
Agricultural Income Tax (KAIT) Act, 1991 and is administered by Commissioner
of Commercial Taxes (CCT). The assessment, levy and collection are done by
Inspecting Assistant Commissioners (IAC), Agricultural Income Tax and
Commercial Tax Officers (AIT & CTO). The Commercial Taxes Department is
under the control of the Secretary to Government (Taxes) at the Government
level.

The Companies and persons, who derive agricultural income within the State are
liable to pay Agricultural Income Tax (AIT). In respect of Companies, tax is
chargeable at the rates prescribed in the Schedule to the KAIT Act, 1991. From
April 2000, persons holding landed property upto 500 hectares may opt to pay tax
at compounded rate. No tax is payable on first five hectares.

The details on working of internal audit wing, though called for (June 2015) have
not been furnished by the Department (January 2016).

In 2014-15, test check of the records of 32 Agricultural Income Tax and
Commercial Tax Offices' relating to agricultural income tax assessments showed
underassessment of tax and other irregularities involving I 48 crore in 77 cases
which fall under the following categories as given in Table -3.1.

Table — 3.1

Income escaped assessment 34 15.55

2. | Inadmissible expenses 36 19.86
3. | Other irregularities 7 12.59
Total 77 48.00

During the course of the year, the Department accepted underassessment and
other deficiencies of ¥ 54.21 lakh in three cases which were pointed out in audit

' This includes 10 offices of Inspecting Assistant Commissioner (AIT) where only AIT

assessments are being done and 22 Agricultural Income Tax and Commercial Tax Offices
where both sales tax and agricultural income tax assessments are being done.
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during the earlier years. An amount of X 3.69 lakh was realised in two cases
during the year 2014-15, which were pointed out during previous years.

On being asked about the reason for non/short realisation of amounts even in
accepted cases, the Department stated (December 2015) that the short realisation
was due to the amount being adjusted towards loss which was carried forward
from the previous year.

A few illustrative audit observations involving ¥ 4.93 crore are mentioned in the
following paragraphs.

N
The non finalisation of assessment within the stipulated time resulted in
escape of income from assessment and consequent loss of revenue.

/

Explanation IT below Section 5 of KAIT, Act, 1991 stipulates that in case of
any deduction towards gratuity or bonus, the deduction shall be allowed in
the year in which the actual payment is made to the employee or to any fund
recognised in this behalf by the Government irrespective of the method of
accounting. As per Section 2(1) (a) of KAIT Act, 1991 any rent or revenue
derived from land which is used for agricultural purposes is agricultural
income. As per Section 39(6) of the KAIT Act, 1991 AIT assessment should
be completed within a period of two years from the date of filing of returns.

° IAC (AIT), Kattappana

> M/s. Kannan Devan Hills Plantations Company Private Limited, Munnar,
conceded agricultural income of ¥ 15.35 crore and X 5.28 crore for assessment
years 2010-11 and 2011-12 respectively. As per Note 20 forming part of annual
accounts ¥ 805.12 lakh and ¥ 845.90 lakh were charged to the P&L account of the
respective years on account of Defined Contribution Benefits. Audit found that
% 2.48 crore and X 1.57 crore being amount paid towards gratuity during 2009-10
and 2010-11 respectively were also deducted from total income in agricultural
income tax computation statement of respective years. Allowance of both
expenditure as deduction in AIT computation is against the provisions of KAIT
Act. This resulted in short computation of agricultural income of ¥ 2.43 crore and
consequent short payment of AIT. As the assessing authority had not finalised the
assessment within the stipulated time, the short levy could not be demanded from
the assessee. The loss of revenue due to non-finalisation of assessment within the
stipulated time worked out to X 1.22 crore.

Government stated (September 2015) that as the assessing authorities failed to
complete the provisional assessment within the time prescribed, the assessments
became time barred by limitation and as such assessment of escaped income could
not be possible. It was also stated that disciplinary action had already been
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initiated in respect of the delinquent officers in this case. Further report had not
been received (January 2016).

> M/s. Kannan Devan Hills Plantations Company Private Limited, Munnar,
conceded agricultural income of ¥ 15.35 crore and ¥ 5.28 crore while filing
annual return for assessment years 2010-11 and 2011-12 respectively. They
received I 242.72 lakh and X 123.66 lakh towards income from lease of properties
during the years which was credited to the P&L account. However, while
computing agricultural income tax, only 60 per cent of the income from lease was
reckoned as agricultural income. Hence 40 per cent of the above income
amounting to I 146.55 lakh escaped from assessment. As the assessing authority
had not finalised the assessment within the stipulated time, the short levy could
not be demanded from the assessee. The loss of revenue due to non-finalisation
of assessment within the stipulated time worked out to ¥ 73.28 lakh.

Government stated (September 2015) that as the assessing authorities failed to
complete the provisional assessment within the time prescribed, the assessments
became barred by limitation and as such assessment of escaped income was not
possible in this case and short levy could not be made good. It was also stated
that disciplinary action had been initiated against the officers responsible in this
case. Further report had not been received (January 2016).

There should be a mechanism in the Department to ensure that all the assessments
are completed within a prescribed time period so that the assessments do not
become time barred.

—

N
[The assessing officer allowed replantation allowance in excess of

admissibility as per the statute.

/

As per Section 5(m) of KAIT Act, 1991, agricultural income of a person shall
be computed after deducting replantation allowance, subject to such limits,
conditions or restrictions as may be prescribed. As per Rule 3 of KAIT
Rules, 1991, replantation allowance for rubber and tea shall be limited to
actual expenses incurred and not exceeding 2.5 per cent and 1.5 per cent
respectively of the agricultural income of the previous year.

. IAC (AIT), Mattanchery

M/s The Cochin Malabar Estates and Industries Ltd., Kochi, a domestic company
claimed deduction of X 1.23 crore and X 1.24 crore towards replantation allowance
for rubber and ¥ 99.58 lakh and ¥ 1.67 crore towards replantation allowance for
tea during 2009-10 and 2010-11 respectively. The assessing authority finalised
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the assessments (December 2012 and December 2013) allowing the above
deduction. Audit found that admissible replantation allowance during the years
for rubber were ¥ 29.61 lakh and X 40.41 lakh and that for tea were X 4.63 lakh
and X 2.90 lakh respectively. Excess deduction of replantation allowance resulted
in short levy of AIT ofX 1.35 crore.

Government stated (September 2015) that the Commissioner of Commercial
Taxes had issued direction to the Deputy Commissioner, Mattancherry to revise
the assessment based on the audit objection. Further report had not been received
(January 2016).

4 A
The assessing authority allowed inadmissible deductions from total

agricultural income.
& _

Under Section 5(I) of the KAIT Act, 1991, the agricultural income of a person
shall be computed after making deduction towards any expenditure wholly
and exclusively for the purpose of deriving the agricultural income. The fee
paid for RPG License will not come under the above category. As per proviso
(1) to Section 39(6) of KAIT Act, 1991, in the case of assessment of
agricultural income derived from rubber, coffee and manufactured tea, if the
assessment under the Income Tax Act, 1961 (Central Act 43 of 1961), is not
completed when the Agricultural Income Tax officer proceeds to complete
the assessment, he may provisionally accept the agricultural income as per
the return filed by him and revise such assessment in accordance with the
order of the Income tax authority. Any sum paid to an employee as bonus
and gratuity during the previous year are allowable deductions as per
Section 5(i) and 5(k) of the Act. Provision for bonus and gratuity are not
allowable deduction as per Section 5 of the Act. Employee’s contribution
towards provident fund is not an expenditure incurred by the company and
hence not an allowable expenditure.

Audit noticed in December 2014 that in three cases, the assessee companies had
claimed exemption/deduction from the taxable agricultural income, some
expenses which were not admissible as per KAIT Act, 1991. The assessing
authority while finalising assessments admitted these expenses. This resulted in
short levy of AIT of X 1.54 crore as given in following paragraphs.

. IAC (AIT), Mattancherry

M/s. Harrisons Malayalam Ltd., Cochin, an assessee company filed their annual
return for the assessment year 2010-11 conceding a loss of ¥ 2.63 crore. In
arriving at the taxable agricultural income, the assessee claimed exemption
towards RPG license fee in respect of manufactured tea and rubber for ¥ 1.35
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crore and X 97.64 lakh respectively. The claim for exemption was allowed by the
assessing authority while completing the assessment. Though the income tax
authorities disallowed these deductions while finalising income tax assessment,
the assessing authority failed to revise the assessment based on the Income Tax
assessment orders. This resulted in incorrect allowance of expenditure to the tune
ofX 2.32 crore and consequent short levy of tax of ¥ 72.12 lakh.

The Commissioner of Commercial Taxes had issued direction to the Deputy
Commissioner, Mattancherry to complete the final assessment immediately.
Further report had not been received (January 2016).

. IAC (AIT), Kattappana

> M/s. Hope Plantations, Peermade, an assessee company while furnishing
their annual return for the assessment year 2010-11 claimed I 35.14 lakh and
% 47.30 lakh towards provision for bonus and gratuity respectively, as deduction
from total agricultural income in the income computation statement which were
not allowable as per KAIT Act, 1991. Audit found that the net income arrived at
was after charging the above expenditure in the P&L account. The TAC (AIT),
Kattappana while completing the assessment (March 2013) allowed the above
deductions, instead of adding back the same, being ineligible expenditure.
Incorrect computation of income resulted in escape of agricultural income to the
tune of X 98.93 lakh and consequent short levy of tax of I 49.46 lakh.

Government stated (September 2015) that assessment under Section 41(1) of
KAIT Act, 1991 had been completed (August 2015) with total demand of X 75.29
lakh incorporating other defects pointed out by Audit also and demand notice had
been issued to the dealer. Further report had not been received (January 2016).

> M/s. Hope Plantations, Peermade, an assessee company furnished their
annual return for the assessment year 2010-11, claiming deductions of ¥ 54.69
lakh and ¥ 53.38 lakh towards employer’s contribution to provident fund and
employee’s contribution to provident fund respectively from agricultural income.
The assessing authority completed the assessment allowing the deductions
claimed by the assessee. Audit found that the P&L account of the assessee had
already been debited with ¥ 59.55 lakh being expenditure incurred towards
employer’s contribution to provident fund. Hence the deduction of ¥ 54.69 lakh
claimed from the net income towards employer’s contribution was not admissible.
Further, deduction of ¥ 53.38 lakh claimed by the assessee towards employee’s
contribution was not an expenditure incurred by the assessee and hence should
have been disallowed. The failure of assessing authority to disallow above
deductions resulted in escape of agricultural income to the tune of ¥ 64.84 lakh
being 60 per cent of the above inadmissible deductions and consequent short levy
of tax of X 32.42 lakh.

Government stated (September 2015) that assessment under Section 41(1) of the
KAIT Act, 1991 had been completed (August 2015) with total demand of X 75.29
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lakh incorporating other defects pointed out by Audit also and demand notice had
been issued to the dealer. Further report had not been received (January 2016).

: R
Interest for belated payment of advance tax was not levied and payment

received were not appropriated first towards interest due.
\ /

° IAC (AIT), Kattappana

As per Section 37(1) of KAIT Act, 1991, every person liable to furnish a
return under the Act shall pay tax of previous year on or before the end of
February of the previous year on the estimated total agricultural income
which shall not be less than eighty per cent of the total agricultural income as
per return. As per Section 37(4) of the Act, any person who fails to pay tax,
under the Section is liable to pay interest at the rate of 12 per cent per annum
for every month of delay or part thereof, on the unpaid balance tax. As per
Section 91 A of the Act, where any tax or any other amount due or demanded
is paid by an assessee, the payment so made shall be appropriated first
towards interest accrued on such tax or other amount on such date of
payment and the balance available shall be appropriated towards principal
outstanding.

M/s. Kannan Devan Hills Plantations Company Private Limited, Munnar, filed
(February 2012) annual return for the year 2010-11 conceding total agricultural
income of ¥ 15.35 crore and AIT due as ¥ 7.26 crore. Against the advance tax
payable of ¥ 5.80 crore (being 80 per cent of admitted tax) the assessee paid
X 5.75 crore only. Non-payment of advance tax attracts levy of interest at 12 per
cent per annum. Audit found that interest was not levied on unpaid advance tax.
Further, payments made by the assessee amounting to I 1.50 crore subsequently
were not appropriated first towards interest. Non levy of interest and non
appropriation of payments resulted in loss of revenue of ¥ 8.96 lakh.

Government stated (August 2015) that there was an excess payment of ¥ 44.06
lakh for the year 2009-10 and that amount could have been adjusted for the
interest dues for the year 2010-11. It was also stated that the assessments for the
years 2010-11 and 2011-12 had not been completed under Section 39(3) of the
KAIT Act, 1991 and that became barred by limitation. Since the assessment is
time barred the amount could not be realised. But Government did not inform as
to why no action had been taken against the delinquent officer for allowing
assessment to become time barred causing loss to Government.

Though similar observations were made in the previous Audit Reports, such
lapses still recur. Government/Department had not evolved an effective system to
ensure that the AIT assessments are completed in a timely manner.

84




<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /None
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Error
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.0000
  /ColorConversionStrategy /CMYK
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments true
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /CreateJDFFile false
  /Description <<

    /BGR <>
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e9ad88d2891cf76845370524d53705237300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc9ad854c18cea76845370524d5370523786557406300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /CZE <>
    /DAN <>
    /DEU <>
    /ESP <>
    /ETI <>
    /FRA <>
    /GRE <>

    /HRV (Za stvaranje Adobe PDF dokumenata najpogodnijih za visokokvalitetni ispis prije tiskanja koristite ove postavke.  Stvoreni PDF dokumenti mogu se otvoriti Acrobat i Adobe Reader 5.0 i kasnijim verzijama.)
    /HUN <>
    /ITA <>
    /JPN <FEFF9ad854c18cea306a30d730ea30d730ec30b951fa529b7528002000410064006f0062006500200050004400460020658766f8306e4f5c6210306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103055308c305f0020005000440046002030d530a130a430eb306f3001004100630072006f0062006100740020304a30883073002000410064006f00620065002000520065006100640065007200200035002e003000204ee5964d3067958b304f30533068304c3067304d307e305930023053306e8a2d5b9a306b306f30d530a930f330c8306e57cb30818fbc307f304c5fc59808306730593002>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020ace0d488c9c80020c2dcd5d80020c778c1c4c5d00020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /LTH <>
    /LVI <>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken die zijn geoptimaliseerd voor prepress-afdrukken van hoge kwaliteit. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /POL <>
    /PTB <>
    /RUM <>
    /RUS <>
    /SKY <>
    /SLV <>
    /SUO <>
    /SVE <>
    /TUR <>
    /UKR <>
    /ENU (Use these settings to create Adobe PDF documents best suited for high-quality prepress printing.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /ConvertColors /ConvertToCMYK
      /DestinationProfileName ()
      /DestinationProfileSelector /DocumentCMYK
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure false
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles false
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /DocumentCMYK
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /UseDocumentProfile
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice




