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Depreciation (S U 38

Definition: A reduction in the value of an asset over
time, due in particular to wear and tear
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HOW DOES THE CAR VALUE
DEPRECIATE OVER YEARS

100% The sharpestdipinthe car value
| IS in the first year of purchase
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Written-down value s d/f

Written-down value is also called book value . It is
calculated by subtracting depreciation of the asset.
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Division Il
Deductions: Special Provisions
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22. Depreciation.— (1) Subject to this section, a person shall be allowed a

deduction for the depreciation of the person’'s depreciable assets used in the
person’'s business in the tax year.

(2)  Subjectto '[sub-section] (3) 4 ], the depreciation deduction for a tax year

shall be computed by applying the rate specified in Part | of the Third Schedule against
the written down value of the asset at the beginning of the year [

Provided that where a depreciable asset is used in the person’s
business for the first time in a tax year commencing on or after the 1st day of July,
2020, the depreciation deduction shall be reduced by fifty percent ]

(3) Where a depreciable asset is used in a tax year partly in deriving
income from business chargeable to tax and partly for another use, the deduction
allowed under this section for that year shall be restricted to the fair proportional
part of the amount that would be allowed if the asset 4[was] wholly used to °[derive]
income from business chargeable to tax.
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(5)  The written down value of a depreciable asset of a person at the
beginning of the tax year shall be —

(a) where the asset was acquired in the tax year, the cost of the
asset to the person as reduced by any initial allowance in
respect of the asset under section 23; or

(b) Inany other case, the cost of the asset to the person as reduced
by the total depreciation deductions (including any initial
allowance under section 23) allowed to the person in respect of
the asset in previous tax years.

(6) Where sub-section (3) applies to a depreciable asset for a tax year,
the written down value of the asset shall be computed on the basis that the asset
has been solely used to derive income from business chargeable to tax.
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(7) The total deductions allowed to a person during the period of
ownership of a depreciable asset under this section and section 23 shall not
exceed the cost of the asset.

(8) Where, in any tax year, a person disposes of a depreciable asset, no
depreciation deduction shall be allowed under this section for that year and —

(a) if the consideration received exceeds the written down value of
the asset at the time of disposal, the excess shall be chargeable
to tax in that year under the head “Income from Business”; or

(b) if the consideration received is less than the written down value of
the asset at the time of disposal, the difference shall be allowed as
a deduction in computing the person’s income chargeable under
the head “Income from Business” for that year <[

Provided that where a depreciable asset is used in the
person’s business for the first time in a tax year commencing on or
after the 1st day of July, 2020, depreciation deduction equal to fifty

percent of the rate specified in Part | of the Third Schedule shall be
allowed in the year of disposal.]

(9) Where sub-section (3) applies, the written down value of the asset for
the purposes of sub-section (8) shall be increased by the amount that is not
allowed as a deduction as a result of the application of sub-section (3).
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Buying Cost = 30,00000

Amount treated as (Tax) cost

For deprecation purposes = 2500000




The Cost of Passenger Transport Vehicle (Not Plying for Hire) shall not
exceed Rs 2,500,000

Consideration Received on disposal (Sale) of such vehicle shall be:

A X B/C

A: Amount Received on Disposal
B: Amount treated as (Tax) cost
C: Actual Cost of Acquisition

A: Amount Received on Disposal of van Rs = 2 Million
B: Tax Cost Rs = 2.5 Million
C: Actual Cost Rs = 3 Million

Consideration Received : A X B/C =Rs= 1.6Million
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