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CHAPTER 4 - PROFITS & GAINS OF BUSINESS OR PROFESSION 

 

Question 1                                   (☆☆☆☆) 

Examine critically the following cases in the context of provisions contained in the Income-tax Act, 

1961 relevant for Assessment Year 2026-27. Support the answers with relevant case laws and 

workings.  

(a) Mr. Manak is proprietor of M/s. Chopra Texnit which is engaged in garment manufacturing 

business. The entire block of Plant & Machinery chargeable to depreciation @ 15%, has 20 

different machinery items as at 31-03-2026. One of the machineries used for packing had 

become obsolete and was discarded by Mr. Manak in July’ 25. 

Assessee filed its return for A.Y. 2026-27 claiming total depreciation of Rs. 40 lacs which 

includes Rs. 4 lacs being the depreciation claimed on the machinery item discarded by Mr. 

Manak. The A.O. disallowed the claim of depreciation of Rs. 4 lacs during the course of 

scrutiny assessment.                (See after Capital Gains Chapter)          

Comment on the validity of action taken by A.O. 

(b) X. Ltd. issued debentures in the previous year 2025-26, which were to be matured at the end of 

5 years. The debenture holder was given an option of one time upfront payment of Rs. 60 per 

debenture on account of interest which was to be immediately paid by the company. As per 

the option exercised by the debenture holders, company paid interest upfront to them in the 

first year itself and the same was claimed as deduction in the return of the company. But in the 

accounts, the interest expenditure was shown as deferred expenditure to be written off over a 

period of 5 years. During the course of assessment, the Assessing Officer spread the upfront 

interest paid over a period of five year term of debentures and allowed only one-fifth of the 

amount in the previous year 2025-26. Examine the correctness of the action of Assessing 

Officer. 

Answer 

(a) The issue under consideration is whether disallowance of depreciation made by the Assessing 

Officer with regard to the discarded asset, in arriving at the written down value of the block of 

assets, is justified. 

One of the conditions for claim of depreciation under section 32 is that the eligible asset must 

have been put to use for the purpose of business or profession. 

The other aspect to consider is whether merely discarding an obsolete machinery, which is 

physically available, will attract the expression “moneys payable” appearing in section 43(6), 

so as to deduct its value from the written down value of the block. 

The facts in the present case are similar to facts in the case of CIT v. Yamaha Motor India 

Pvt. Ltd. (2010), wherein the Delhi High Court observed that the expression "used for the 

purposes of the business" in section 32 when used with respect to discarded machinery would 

mean the use in the business, not only in the relevant financial year/previous year, but also in 

the earlier financial years. 

The discarded machinery may not be actually used in the relevant previous year but 

depreciation can be claimed as long as it was used for the purposes of business in the earlier 

years provided the block continues to exist in the relevant previous year. Therefore, the 

condition for claiming depreciation in respect of the discarded machine would be satisfied if it 

was used in the earlier previous years for the business. 

For the purpose of section 43(6), “moneys payable” means the sale price, in case of sale, or the 

insurance, salvage or compensation moneys payable in respect of the asset. In this case, the 

machinery has not been sold as machinery or scrap or disposed off, and it continues to exist. 

Hence, there is no “moneys payable” in this case, which alone is deductible while computing 

the WDV of the block to which it belongs. 

Applying the rationale of the above case, the action of the Assessing Officer in disallowing Rs. 

4 lakhs, being the depreciation claim attributable to discarded machinery, on the ground that 


