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Para 1111 Basic Concepts

Income-tax is all about concepts & practice

1
 The Government needs money to meet expenditure for growth and development of nation. Tax is the major source of revenue for the 

Government.
2
 Law cannot remain static. Changes are made in the Act to take care of emerging needs by way of annual Finance Act.

3
 The Government needs a machinery to administer the law.

4
 Where to prescribe procedures? It is cumbersome to provide for each and every thing in the Act itself and for Parliament to make 

frequent changes to the procedures. Income Tax Rules take care of this aspect.
5
 What about guidance, instructions or directions required for effective administration of the Act? Circulars and Notifications address this 

aspect.
6
 Courts interpret the law in case of a dispute.

7
 Assessee and tax authority should not be allowed to interpret terms and words as per their convenience. Hence, terms are defined.

8
 Tax cannot be levied without a charge. No charge, no tax!

9
 Income cannot be earned and assessed in parallel. Further, unit of time needs to be fixed and made uniform for everyone and for all 

sources of income. Hence, need for concept of AY and PY.
10

 What if income is not earned throughout the PY? Will it not be charged to tax?
11

 There may be situations where the assessee is not available or does not exist in the AY. Will no tax be levied in such cases?
12

 Income cannot be charged on an imaginative character. Hence, charge of tax is on every 'Person'. There is also a need to categorize 

persons so that rules can be differently formulated.
13

 To prevent a claim that such entity is not a 'person' under the Act if it is not supposed to have any income/profits/gains and, hence, it is 

not taxable. 
14

 Since every 'person' is not taxable, there is a need to categorize persons who would come within the ambit of the Act. Some provisions 

apply to all persons while most provisions apply only to an assessee.
15

 Since charge of tax can only be on income, its meaning needs to be specified. What is not 'income', cannot be taxed.
16

 Act keeps changing. Law as on which date would be relevant in computing total income?
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