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To

The Pt Ctwe! Commissioner of Income Tax
Karnataka and Goa Region

Bengaluru

Madam,

Sut Clanfication on lax deducton on stipend 10 post graduate
students = regarding

Rel Pr CCIT, Kornataka and Goa.Bengaluru, letter F No 142
I PrCC I Tech! 201617 dated 30 1.2017

Please refer 1o your lefter under reference on the subject mentoned above

| have gone through the loftter of the Principal. Mysore Medical College. seeking

clarfication as 1o whether, stipend pad 1o students domng post-graduaton 1S lable
for deduction of tax al SOurce of 1s i exempled ws 10( 16) of the Income Tax Act

| have examined the issue and | am ol the opmion that the stipend would be in

the nature of scholarship granted to meet the cost ol education and shall therefore

be exempt ws 10(16) of the | T Act  That being SO there 18 no hahhty 1O deduct tax
al source from such stipend pad 10 the students doing pos! graduation n the
medical college  There have been vanous Gourt decisions on thes ssue al of which

aAre UNanMmous in holding that such stipends are exempimd w's 10016) of the | T ACt

rage 100)
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) The Board has also from time to time issued a large number of clanfications
claritying  specific scholarship | stipend as exemptgd from income lax

However,
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there 15 no specilic provision in the Act to approach the Board lor such clarification

every ime  The Hon ble Madras High Court in the case of CIT Vs V K Balachandran

147 ITR 4 (Mad) has not only clearly held that such scholarships have 1o be treated

as exempl income u/s 10(16), but has went on lo pass stncture against the

department for pursuing such matters before the High Court wheh the CBDT  has

e and agan clanfied thal such stpends are exempl. The Court further went on to

award cost ol Rs 500 on the CIT in that case

reproducing the observation of the Court below -

“Before closing the judgment, it is necessary [0 point
out that the interpretation we have placed on Section
10(16) is the way in which it has been understood and is
being applied in several cases by the highest revenue
authority under the i T Act, namely, the CBDT. Our
attestion has been drawn to a few circulars where the
Board have issued instruction to the subordinale
officers as to how they have got (o deal with the
scholarship, remuneration, malntenance grants and
other receipts which are received by foreign scholars in
Indian Institutions of higher learning like the Council of
Industrial and Scientific Research. The Board, we may
observe, has proceeded on a liberal understanding of
the provisions of Section 10(16) and have accordingly
given Instructions to the departmental officials at the
assossment level to grant exemption from ftax fo
scholarships apparently without making much fuss
about the precise nature of the receipts so long as the
receipts of the scholars can be broadly brought under
the heading “Scholarship” and so long as the terms of
the scholarship do not contain any purpose extraneous
to education. In the face of these circulars, we are at a
loss to understand why the present reference is being
pressed (o a decision by the Department in the Madras
Charge. There cannot be one rule for foreign students
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| am. therefore, of the considered
tudents by the Medical College shall be of t
(16) of the | T Act and accordingly exemp
of the Medical College 10 deducl tax from such payments.

iection 10
o liability on

receiving scholarships in India and the tax treatment of
such scholarships under the | T Act and quite a
different rule or a contrary application of the same rule,
so far as the Indian scholars in foreign parts are
concerned. The nature of the scholar or a foreigner
whether he be white, brown or black, whether he
receives the scholarship from an Indian insytution or
from a Western institution. The essence of scholarship
is that it should pay for the educational enterprises of a
man's pursuit after knowledge. I scholarship are
given for such a purpose. it cannot matter whether the
recipient is of Indian origin of is of a foreign origin. We
hope that there would be even handed justice from the
CBDT and all the subordinate officials of the Income-tax
Department in the matter of applying the exemption for
scholarship irrespective of to whom and by whom these
scholarships are meted out
Far the reasons which we have earlier rendered on the
facts of this case and cn a true construction of the
statutory provisions, our answer to the question of law
must be in favour of the assessee and against the
Department. We dispose of the reference accordingly.

The Commissioner of Income-fax will pay the costs of

the assessee in this case Counsel's fee Rs.500".

Yours faithfully—
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opinion that stipend paid to post-graduation
he nature of scholarship mentioned in

There Is

Chief Commissioner of Income Tax(T DS).Bengalury
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