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WELCOME
Warm Greetings.

It is with a great pleasure to welcome you as a student of Institute of Distance
Education, University of Madras. It is a proud moment for the Institute of Distance education
as you are entering into a cafeteria system of learning process as envisaged by the University
Grants Commission. Yes, we have framed and introduced Choice Based Credit
System(CBCS) in Semester pattern from the academic year 2018-19. You are free to
choose courses, as per the Regulations, to attain the target of total number of credits set
for each course and also each degree programme. What is a credit? To earn one credit in
a semester you have to spend 30 hours of learning process. Each course has a weightage
in terms of credits. Credits are assigned by taking into account of its level of subject content.
For instance, if one particular course or paper has 4 credits then you have to spend 120
hours of self-learning in a semester. You are advised to plan the strategy to devote hours of
self-study in the learning process. You will be assessed periodically by means of tests,
assignments and quizzes either in class room or laboratory or field work. In the case of PG
(UG), Continuous Internal Assessment for 20(25) percentage and End Semester University
Examination for 80 (75) percentage of the maximum score for a course / paper. The theory
paper in the end semester examination will bring out your various skills: namely basic
knowledge about subject, memory recall, application, analysis, comprehension and
descriptive writing. We will always have in mind while training you in conducting experiments,
analyzing the performance during laboratory work, and observing the outcomes to bring
out the truth from the experiment, and we measure these skills in the end semester
examination.  You will be guided by well experienced faculty.

I invite you to join the CBCS in Semester System to gain rich knowledge leisurely at
your will and wish. Choose the right courses at right times so as to erect your flag of
success. We always encourage and enlighten to excel and empower. We are the cross
bearers to make you a torch bearer to have a bright future.

With best wishes from mind and heart,

DIRECTOR
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Lesson - 1
INCOME TAX LAW: CONCEPTS & TYPES

Learning Objectives

After reading this lesson, you will be able to :

 highlight the prevalence of income tax in other countries.

 differentiate the direct tax from indirect tax

 evaluate the components of Income Tax Law

 Conceptualize the Income as per Income Tax Act.

Structure

1.1 Introduction

1.2 Tax Management

1.3 Status of Income Tax in Other Countries

1.4 Types of Taxes

1.4.1 Direct Taxes

1.4.2 Indirect Taxes

1.4.3 Other Taxes

1.5 Components of Income Tax Law

1.6 Constitution and Tax Law

1.7 Basic Concept of Income Tax Act

1.7.1 Concept of Income

1.7.2 Features of Income

1.7.3 Tax treatment of Income

1.7.4 Gross Total Income and Total Income

1.7.5 Inclusion of Income

1.8 Summary
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1.9 Keywords

1.10 Review Questions

1.1 Introduction

Tax is the compulsory financial charge levy by the government on income, commodity,
services, activities or transaction. The word ‘tax’ derived from the Latin word ‘Taxo’. Taxes are
the basic source of revenue for the government, which are utilized for the welfare of the people
of the country through government policies, provisions and practices. In India, Income Tax was
first time introduced in the year 1860 by Sir James Wilson in order to meet the loss caused on
account of ‘military mutiny’ in 1857.

In the year 1886, a separate Income Tax Act was passed, this act was in force for a long
time, subject to the various amendments from time to time. In the year 1918, a new Income Tax
Act was passed, but again, it was replaced by another new act of 1992. The Act of 1922 became
very complicated due to various amendments. This act remains in force to the assessment year
1961-62. In the year 1956, the Government of India referred to the Law Commission in order to
simplify the law and also to prevent the evasion of Tax.

The Law Commission submitted its report in September 1958 in consultation with the
Ministry of Law. At present, this law is governed by the Act of 1961 which is commonly known as
Income Tax Act, 1961 which came into force on and from 1st April 1962. It applies to the whole
of India, including the state of Jammu & Kashmir.

Any law is in itself is not complete unless the gaps are being filled. The law of Income Tax
in India governed by the Income Tax Act of 1961 and the gaps are being filled by the Income Tax
Rules, Notifications, Circulars and judicial pronouncement including rulings by the Tribunal.

1.2 Tax Management

Tax Management is now an integral part of business management. It involves not only
due compliance of law in timely and regular manner, but also arranging the affairs in such a
manner that it reduces the tax liability burden. Specifics are :

 Filling of Return
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 Maintenance of Accounts

 Getting the Accounts Audited.

 Complying with the notices of Income Tax Department.

 Payment of Advance Tax

 Timely deduction of Tax at Source and its payment.

1.3 Status of Income Tax in other Countries
1. Income Tax in Australia: Income Tax is the most significant and prime source of revenue

for the government of Australia within the Australian taxation system. It consists of three
main pillars i.e., personal earnings, business earnings, and capital gains. The progressive
approach of the tax system is being followed up by Australia, which means that the more
you earn, the more tax you need to pay. The tax is imposed by the federal government on
the taxable income of individuals and corporations.

2. Income Tax in America: The progressive approach of the tax system is being followed
up by the United States of America, which means that the more you earn, the more tax
you need to pay. The Internal Revenue Service (IRS) in the USA is responsible for levy
and collection of income tax. The United States tax system is set up on both a federal and
state level. Both are altogether separate and each has its own authority to charge taxes.
The federal government does not possess any right to interfere with the state taxation.
Each state has its own tax system and different from the other states. The U.S. tax system
is quite complex in nature.

3. Income Tax in China: All individuals working in China either Chinese or foreigner are
required to pay ‘Individual Income Tax (IIT) on their earnings. IIT is a complicated tax
framework. It is a residence – based tax. In order to determine that whether a person is
liable to individual income tax, and the extent to which he or she is liable, are

a) whether the person is living in China;

b) in case a person is expatriate, in that case, how long that person is living in China;

c) the source of the income; and

d) who bears the salary cost for this person.

4. Income Tax in the United Kingdom: Taxes are levied according to the payer’s ability to
pay- higher income persons are assumed to be able to pay at higher rates. The major
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taxes include income taxes, property taxes, capital gains, UK inheritance taxes, and Value
Added Taxes. Taxes are the main source of revenue for the government.

1.4 Types of Taxes

Taxes are levied by the government on the taxpayer. Taxes are broadly divided into two
parts namely, Direct Tax and Indirect Tax. Direct Tax is levied directly on the income of the
person. Income Tax and Wealth Tax are the part of Direct Tax. Whereas, in indirect taxes, the
person who pays the tax, shifts the burden to the person who consumes the goods or services.
Before 2017 the Indirect Tax comprises of various taxes and duties like Service Tax, Sales Tax,
Value Added Tax, Customs Duty, Excise Duty and etc. From July 1st, 2017 all such Indirect
Taxes are submerged in one tax law which was named as ‘The Goods and Services Tax Act,
2017".

1.4.1 Direct Taxes

These types of taxes are directly imposed & paid to Government of India. There has been
a steady rise in the net Direct Tax collections in India over the years, which is healthy signal.
Direct taxes, which are imposed by the Government of India, are:

1. Income Tax: Income tax, this tax is mostly known to everyone. Every individual whose
total income exceeds taxable limit has to pay income tax based on prevailing rates
applicable time to time. By doing investment in certain scheme you can save Income Tax.
For FY 2019-20 Income tax rates / Income Tax Slabs are
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2. Capital Gains Tax: Capital Gain tax as name suggests it is tax on gain in capital. If you
sale property, shares, bonds & precious material etc. and earn profit on it within predefined
time frame you are supposed to pay capital gain tax. The capital gain is the difference
between the money received from selling the asset and the price paid for it. Capital gain
tax is categorized into short-term gains and long-term gains. The Long-term Capital Gains
Tax is charged if the capital assets are kept for more than certain period 1 year in case of
share and 3 years in case of property. Short-term Capital Gains Tax is applicable if these
assets are held for less than the above-mentioned period.

Example:- If you purchase share at say 1000 Rs/- (per share) and after two months this
price increased to 1200 Rs/-(per share) you decide to sale this stock and earn profit of 200 Rs/
- per share. If you do so you have to pay Short term CGT (capital gain tax) @ 10% +Education
cess on profit as it is short term capital gain. If you hold same share for 1 year or above it is
considered as long term capital gain and you need not to pay capital gain tax.it is considered as
tax free.

Similarly if you purchase property after two year if you find that property price in which
you invested has increased and you decide to sale it you need to pay short term capital gain
tax. For property it is considered as long term capital gain if you hold property for 3 years or
above.

3. Securities Transaction Tax: A lot of people do not declare their profit and avoid paying
capital gain tax, as government can only tax those profits, which have been declared by
people. To fight with this situation Government has introduced STT (Securities Transaction
Tax ) which is applicable on every transaction done at stock exchange. That means if you
buy or sell equity shares, derivative instruments, equity oriented Mutual Funds this tax is
applicable. This tax is added to the price of security during the transaction itself, hence
you cannot avoid (save) it. As this tax amount is very low people do not notice it much.
Current STT Rates are:-
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4. Perquisite Tax: Earlier to Perquisite Tax we had tax called FBT (Fringe Benefit Tax)
which was abolished in 2009, this tax is on benefit given by employer to employee. E.g If
your company provides you non-monetary benefits like car with driver, club membership,
ESOP etc. All this benefit is taxable under perquisite Tax. In case of ESOP The employee
will have to pay tax on the difference between the Fair Market Value (FMV) of the shares
on the date of exercise and the price paid by him/her.

5. Corporate Tax: Corporate Taxes are annual taxes payable on the income of a corporate
operating in India. For the purpose of taxation companies in India are broadly classified
into domestic companies and foreign companies.

1.4.2 Indirect Taxes

1. Sales Tax : Sales tax charged on the sales of movable goods. Sale tax on Inter State sale
is charged by Union Government, while sales tax on intra-State sale (sale within State)
(now termed as VAT) is charged by State Government. Sales can be broadly classified in
three categories. (a) Inter-State Sale (b) Sale during import/export (c) Intra-State (i.e.
within the State) sale. State Government can impose sales tax only on sale within the
State. CST is payable on inter-State sales is @ 2%, if C form is obtained. Even if CST is
charged by Union Government, the revenue goes to State Government. State from which
movement of goods commences gets revenue. CST Act is administered by State
Government.

2. Service Tax: Most of the paid services you take you have to pay service tax on those
services. This tax is called service tax.  Over the past few years, service tax been expanded
to cover new services. Few of the major service which comes under vicinity of service tax
are telephone, tour operator, architect, interior decorator, advertising, beauty parlor, health
center, banking and financial service, event management, maintenance service,
consultancy service Current rate of interest on service tax is 14.5%. This tax is passed on
to us by service provider.
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3. Value Added Tax: The Sales Tax is the most important source of revenue of the state
governments; every state has their respective Sales Tax Act. The tax rates are also different
for respective states. Tax imposed by Central government on sale of goods is called as
Sales tax same is called as Value added tax by state government.VAT is additional to the
price of goods and passed on to us as buyer (end user). Around 220+ Items are covered
with VAT.VAT rates vary based on nature of item and state. Government is planning to
merge service tax and sales tax in form of Goods service tax (GST).

4. Custom duty & Octroi (On Goods): Custom Duty is a type of indirect tax charged on
goods imported into India. One has to pay this duty , on goods that are imported from a
foreign country into India. This duty is often payable at the port of entry (like the airport).
This duty rate varies based on nature of items. Octroi is tax applicable on goods entering
in to municipality or any other jurisdiction for use, consumption or sale. In simple terms
one can call it as Entry Tax.

5. Excise Duty: An excise or excise duty is a type of tax charged on goods produced within
the country. This is opposite to custom duty which is charged on bringing goods from
outside of country. Another name of this tax is CENVAT (Central Value Added Tax). If you
are producer / manufacturer of goods or you hire labor to manufacture goods you are
liable to pay excise duty.

6. Anti Dumping Duty: Dumping is said to occur when the goods are exported by a country
to another country at a price lower than its normal value. This is an unfair trade practice
which can have a distortive effect on international trade. In order to rectify this situation
Central Govt. imposes an anti dumping duty not exceeding the margin of dumping in
relation to such goods.

1.4.3 Other Taxes

1. Professional Tax: If you are earning professional you need to pay professional tax.
Professional tax is imposed by respective Municipal Corporations. Most of the States in
India charge this tax. This tax is paid by every employee working in Private organizations.
The tax is deducted by the Employer every month and remitted to the Municipal Corporation
and it is mandatory like income tax.

2. Dividend distribution Tax: Dividend distribution tax is the tax imposed by the Indian
Government on  companies  according  to  the dividend paid  to  a  company’s  investors.
Dividend amount to investor is tax free. At present dividend distribution tax is 15%.
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3. Municipal Tax: Municipal Corporation in every city imposed tax in terms of property tax.
Owner of every property has to pay this tax. This tax rate varies in every city.

4. Entertainment Tax: Tax is also applicable on Entertainment; this tax is imposed by state
government on every financial transaction that is related to entertainment such as movie
tickets, major commercial shows exhibition, broadcasting service, DTH service and cable
service.

5. Stamp Duty, Registration Fees, Transfer Tax: If you decide to purchase property than
in addition to cost paid to seller. You must consider additional cost to transfer that property
on your name. That cost include registration fees, stamp duty and transfer tax. This is
required for preparing legal document of property. In simple sense this tax is imposed on
the handing over of the title of property ownership by one person to another. It incorporates
a legal transaction fee & stamp duty. This amount varies from property to property based
on cost.

6. Education Cess , Surcharge: Education cess is deducted and used for Education of
poor people in INDIA. All taxes in India are subject to an education cess, which is 3% of
the total tax payable. The education cess is mainly applicable on Income tax, excise duty
and service tax. Surcharge is an extra tax or fees that added to your existing tax calculation.
This tax is applied on tax amount.

7. Gift Tax: If you receive gift from someone it is clubbed with your income and you need to
pay tax on it. This tax is called as gift tax. Gift tax is not applicable if Gift is received from
relatives. This tax is applicable if gift amount or value is more than 50000 Rs/- in a year.

8. Wealth Tax: Wealth tax is a direct tax, which is charged on the net wealth of the assessee.
Wealth tax is chargeable in respect of Net wealth corresponding to Valuation date.Net
wealth means all assets less loans taken to acquire those assets. Wealth tax is 1% on net
wealth exceeding 30 Lakhs (Rs 3,000,000). So if you have more money, assets you are
liable to pay tax. Note:- Wealth tax is abolished by government in budget 2015.Now onwards
surcharge of 12% is applicable on individual earning 1 crore and above.

9. Toll Tax: At some of places you need to pay tax in order to use infrastructure (road,
bridge etc.) build from your money given to government as Tax. This tax is called as toll
tax. This tax amount is very small amount but, to be paid for maintenance work and good
up keeping.
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10. Swachh Bharat Cess:- Swacch Bharat Cess is recently being imposed by the government
of India. This tax is applicable on all taxable services from 15thNovemeber, 2015. The
effective rate of Swachh Bharat Cess is 0.5%. After this tax we need to pay 14.5% service
tax.

11. Krishi Kalyan Cess: In budget 2016 finance minister has introduced new tax namely
Krishi Kalyan Cess. This cess is introduced in order to extend welfare to the farmers. The
effective rate of Krishi Kalyan Cess is 0.5%. This tax will be imposed on all taxable services.
Krishi Kalyan Cess would come in force with effect from June, 1, 2016. Once this cess is
applied we need to pay service tax @ 15%.

12. Dividend Tax: In budget 2016 finance minister has introduced a new tax on the dividend
amount. It is proposed that 10% additional tax will be imposed on dividend income above
10 Lac from 1st April 2016 onwards.

13. Infrastructure Cess: New Infrastructure cess on car and utility vehicle imposed recently
in budget 2016. 1% infrastructure cess is applicable on petrol/LPG/CNG-driven motor
vehicles of length not exceeding 4 meters and engine capacity not exceeding 1200cc.
2.5% cess on diesel motor vehicles of length not exceeding 4 meters and engine capacity
not exceeding 1500cc and 4% cess is applicable on big sedans and SUVs.

14. Entry Tax: This entry tax is imposed by Gujarat, Madhya Pradesh, Assam, Delhi and
Uttarakhand state government recently. The tax rate is variable 5.5-10% depending upon
the state. All items entering in the state boundaries ordered via E-commerce are under
this tax boundary.

15. GST: By Introduction of GST on 1st July,2017 all indirect taxes are subsumed in GST.
Total 15 different taxes are abolished by introduction of single tax GST (Goods and Service
Tax). Taxes removed by introduction of GST are Central Excise Duty, Service Tax, Value
Added Tax, Countervailing duty, Custom Duty, Entertainment Tax, Luxury Tax, Lottery
Tax, State Surcharge, Sales Tax, Antidumping duty, Swacch Bharat Cess, Krishi Kalyan
Cess, Infrastructure Cess & Education Cess.

16. LTCG: LTCG tax on the stock market and mutual fund investment in reintroduced in
budget 2018. As per new rule any person who sells shares after April 1, 2018, will pay a
long-term capital gains tax at the rate of 10 percent on gains of more than Rs 1 lakh. For
such shares, the cost of acquisition will be price as on Jan. 31, 2018. If a person who has
held shares for more than one year sells them before March 31, 2018, there will be no
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long-term capital gains tax. No changes are made in short-term capital gain tax. Short-
term capital gain would be taxed @15%.

1.5 Components of Income Tax Law
1. Income Tax Act, 1961: The Act contains the major provisions related to Income Tax in

India. The Income-tax Act, 1961 is the changing Statute of Income Tax in India. It provides
for levy, administration, collection and recovery of Income Tax. The Government of
India brought a draft statute called the “Direct Taxes Code” intended to replace the Income
Tax Act,1961 and the Wealth Tax Act, 1957. However the bill was later scrapped.

2. Income Tax Rules, 1962: Central Board of Direct Taxes (CBDT) is the body which looks
after the administration of Direct Tax. The CBDT is empowered to make rules for carrying
out the purpose of this Act.

3. Finance Act: Every year Finance Minister of Government of India presents the budget to
the parliament. Once the finance bill is approved by the parliament and get the clearance
from President of India, it became the Finance Act.

4. Circulars and Notifications: Sometimes the provisions of an act may need clarification
and that clarification usually in a form of circulars and notifications which has been issued
by the CBDT from time to time. It includes clarifying the doubts regarding the scope and
meaning of the provisions.

1.6 Constitution and Tax Law

Every statute gains sanction from the law of land, i.e.,the Constitution of India. Similarly,
the government is authorised by the Constitution to collect the taxes. According to Article 265 of
the Constitution of India, no tax shall be levied or collected except by authority of law. Thus, the
tax levied and collected must be within the competency of authority authorised by the legislature.

Entry 82 of List I of Seventh Schedule of the Constitution of India confer power on
Parliament to levy taxes on income other than agricultural income. Thus, Income Tax is under
the Union list and henceforth Central Government is authorised and responsible for the collection
of income tax.

The Central Government enjoys the power to collect taxes on income except for the tax
on agricultural income, which is being enjoyed by the State Government. Entry 46 of List II of
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Seventh Schedule of the Constitution of India provides that the State Government has the
power to collect taxes on agricultural income.

1.7 Basic Concept of Income Tax Act

“Income Tax is levied on the total income of the previous year of every person”. To
understand the basic concept. It is very important to know the various other concepts.

1.7.1 Concept of Income

In common parlance, Income is known as a regular periodic return to a person from his
activities. However, the Income has broader classified in Income Tax law. The Income Tax Act,
even take consideration of income which has not arisen regularly and periodically. For instance,
winning from lotteries, crossword puzzles, income from winning of shows is also subject to tax
as per income tax.

1.7.2 Features of “Income’

The following features of income can help a person to understand the concept of income.

 Definite Source: Income has been compared with a fruit of a tree or a crop from the
field. Fruit comes from a tree and crop from fields. Thus the source of income is definite
in both cases. The existence of a source for income is somewhat essential to bring a
receipt under the charge of tax.

 Income must come from Outside: No one can earn income from himself. There can be
no income from transaction between head office and branch office. Contributions made
by members for the mutual benefit and found surplus cannot be termed as income of
such group.

 Tainted Income: Income earned legally or illegally remains income and it will be taxed
according to the provisions of the Act. Assessment of illegal income of a person does not
grant him immunity from the applicability of the provisions of other Act. Any expenditure
incurred to earn such illegal income is allowed to be deducted out of such income only.

 Temporary or Permanent: Whether the income is permanent or temporary, it is immaterial
from the tax point of view.

 Voluntary Receipt: The receipts which do not arise from the exercise of a profession or
business or do not amount to remuneration and are made for reasons purely of personal
nature are not included in the scope of total income.
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Dispute regarding the Title: In case a person is receiving some income but his title to
such receipts is disputed, it will not free him from tax liability. The receipt of such income
has to pay tax.

 Income in Money or Money’s worth: The income may be in Cash or in kind. It is taxable
in both cases.

1.7.3 Tax treatment of “Income’

For the purposes of treatment of income for tax purposes it can be divided into 3 categories:

A. Taxable Income : These incomes form part of total income and are fully taxable. These
are treated u/s 14 to 69 of the Act. These are Salaries, Rent, Business Profits, Professional
Gain, Capital Gain, Interest, Dividend, Winning from Lotteries, Races etc.

B. Exempted Incomes : These incomes do not from part of total income either fully or
partially . hence, No Tax is payable on such incomes. These incomes are given u/s 10(1) to
10(32) of the Act.

C. Rebateable ( Tax Free) Incomes : These incomes form part of total income and are
fully taxable. Tax is calculated on total income out of which a Rebate of Tax at average Rate is
allowed . The Rebateable incomes given u/s 86 of the Act are :

 Share of income received by a member of an association of persons provided the
total income of such AOP is assessed to tax at the rates applicable to an individual.

 Share of income received by a partner of a firm assessed as an association of
persons (PFAOP) provided the total income of such PFAOP is assessed to tax at
the rates applicable to an individual.

1.7.4 Gross Total Income (GTI) & Total Income

U/s 14 the term “Gross Total Income” [ GTI ] means aggregate of incomes computed
under the following Five heads :

 Income under the head “Salaries”

 Income under the head “ House Property”

 Income under the head “Profit and Gains of Business or Profession”.

 Income under the head “Capital Gain”.
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 Income under the head “ Other Sources”.

After aggregating income under various heads, losses are adjusted and the resultant
figure is called “ Gross Total Income” [ GTI ]. From Gross Total Income , Deductions u/s 80 are
allowed. The resultant figure is called “Total Income “ on which Rates of Taxes are applied

1.7.5 The Income includes income from

a) Cash or Kind: Income in terms of Cash is not the only way to receive income, it can also
be received in terms of a kind. The calculation of income from kind is subject to different
treatments in both Direct and Indirect Tax. When the income is received in kind, its valuation
will be made.

b) Legal or Illegal Income: A man of ordinary prudence may think that the illegal income
may not be falling under the concept of income, but income tax does not make any
distinction between the income received from a legal or illegal source. In CIT v. Piara
Singh, the Supreme Court held that the loss of business of smuggling shall be allowed for
deduction under Income Tax. The rationale behind the decision was that the smuggling
activity is also regarded as a business. Therefore, the confiscation of currency notes
employed in smuggling activity is a loss which arises directly from the carrying on of the
business.

c) Temporary or Permanent: As per Income Tax Act, there is no distinction in computing
income whether nature is temporary or permanent.

d) Receipt basis or Accrual basis: Income arises either on receipt basis or accrual basis.
It may accrue to a taxpayer without its actual receipt. The income in some cases is deemed
to accrue or arise to a person without its actual accrual or receipt. Income accrues where
the right to receive arises.

e) Gifts: Gifts up to Rs. 50,000 received in Cash do not constitute tax liability. Gifts in kind
having the fair value maximum up to Rs. 50,000 is not liable to tax. However, the whole
amount will be taxed if the value exceeds the prescribed limit. Moreover, the treatment of
valuation of the gift is different in the different situation especially gifts received on occasion
of marriage.

f) Lump sum or Instalments: Income Tax does not make any distinction in computing
income, whether it receive in lump sum or instalment. Moreover, the income is defined in
Section 2(24) of the Act.
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g) Person: Income tax is levied on the total income of the previous year of every person. In
general terms, the meaning of a person can be interpreted in a short term. Whereas, as
per Section 2 (31), Person includes:

o an individual,

o a Hindu undivided family (HUF),

o a company,

o a firm,

o an association of persons (AOP) or a body of individuals (BOI), whether incorporated
or not,

o a local authority, and

o every artificial juridical person (AJP), not falling within any of the preceding sub-
clauses.

o The definition of Person starts with the word includes, therefore, the list is inclusive,
not exhaustive.

h) Assessee: An assessee is a taxpayer means a person who under the income tax act is
subject to pay taxes or any other sum of money, as defined under section 2 (7) of the Act.
The expression ‘any other sum of money’ includes other such obligations payable, for
instance fine, interest, penalty and other tax etc.

i) Assessment Year: “Assessment Year” means the year in which income of the previous
year of an assessee is taxed. The timed lap of assessment year is of twelve months
beginning from the 1st April every year. The period starts from 1st April of one year and
ending on 31st March of next year. Broadly, assessment year is defined under section 2
(9) of the Act.

j) Previous Year: Income earned during the year is taxable in the next year. The definition
of “Previous Year” is given under section 3 of the Act. Previous Year is the year in which
income is earned. Previous year is the financial year immediately preceding the relevant
assessment year. From 1989-90 onwards, every taxpayer is obliged to follow financial
year (i.e., April 1st of one year to March 31st of next year) as the previous year. For a
newly set up business or profession, the first previous year will start from the day from
which that business or profession has commenced, but the period of ending will remains
same (i.e., 31st March).
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1.8 Summary

Tax is the compulsory financial charge levy by the government on income, commodity,
services, activities or transaction. The word ‘tax’ derived from the Latin word ‘Taxo’. Taxes are
the basic source of revenue for the government, which are utilized for the welfare of the people
of the country through government policies, provisions and practices. In India, Income Tax was
first time introduced in the year 1860 by Sir James Wilson in order to meet the loss caused on
account of ‘military mutiny’ in 1857.

In the year 1886, a separate Income Tax Act was passed, this act was in force for a long
time, subject to the various amendments from time to time. In the year 1918, a new Income Tax
Act was passed, but again, it was replaced by another new act of 1992. The Act of 1922 became
very complicated due to various amendments. This act remains in force to the assessment year
1961-62. In the year 1956, the Government of India referred to the Law Commission in order to
simplify the law and also to prevent the evasion of Tax.

1.9 Keywords
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1.10 Review Questions
1. Explain the different types of Tax.

2. Evaluate the Components of Income Tax Law.

3. Narrate the features of Income.

4. Write a note on a) Assessment Year b) Previous Year.

5. Differentiate Total Income from Gross Total Income.
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LESSON - 2

SCHEME OF TAXATION
Learning Objectives

After reading this lesson, you will be able to :

 understand the scheme of taxation in India

 spell out the objectives of taxation

 define tax planning and exercise tax planning

Structure

2.1 Introduction

2.2 Clubbing of Income

2.3 Objectives of Taxation

2.4 Meaning of Tax Planning

2.5 Exercise of Tax Planning

2.6 Methods of Tax Planning

2.7 Factors to be Considered for Tax Planning

2.8 Summary

2.9 Keywords

2.10 Review Questions

2.1 Introduction

Income tax is charged under the Indian Income Tax Act, 1961, It is an annual tax on
income levied by the Central Government. Tax is charged in respect of the income of the
financial year (known as previous year) in the next financial year (known as assessment year)
at the rates fixed for such assessment year in the Finance Act passed each year by the Parliament.

Generally speaking, the word ‘income’ covers receipts in the shape of money or money’s
worth which arise with certain regularity or expected regularity from a definite source. It is not all
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receipt that form the basis of taxation under the Act. Broadly, an analogy is drawn of a tree and
the fruits of that tree. The tree symbolises the source from which one gets fruits which symbolise
‘income’. The receipt arising from the sale of tree itself is, therefore, considered a capital receipt
which is not income; but the receipts flowing from this source viz., fruits is income. On application
of this analogy, it can be said that while the receipt arising from the sale of a house is not
income, the receipt arising from the realisation of rent is income. In the same way, receipt from
the sale of a machine is not income but from the sale of produce brought out from the machine
is income. In these cases, however, if a person deals in purchase and sale of house properties
or machines, these assets do not remain a source and the profit derived from activities of
purchase and sale become income. The source need not necessarily be tangible as the return
for human exertion is also income.

The above is a broad generalisation. While a distinction is generally made between the
capital receipt and revenue receipts, as illustrated above, the Act has widened the scope of
income by expressly including within the meaning of ‘income’ the receipts which do not fall
under the broad concept explained above. For instance, the Act specifically makes the profit
arising from the sale of certain capital assets also subject to tax under certain circumstance.
The winnings from lotteries, cross-word puzzles, races, card games etc. which do not arise
from any definite source and do not have the element of regularity have also been specifically
clarified to be ‘income’ under the Act.

It is not the gross receipts but only the net receipts arrived at after deducting the related
expenses incurred in connection with earning such receipts that are made the basis of taxation.

The tax is charged in respect of the income of the previous year and the same is chargeable
in the assessment year. “Previous year” means the financial year i.e. the period beginning on
1st April and ending on 31st March. The return of income for this period is due in the next
financial year called the Assessment Year in which the proceedings for assessment commence
either by filing of return voluntarily by the income earner or by the Income Tax Department
initiating action for calling the return. The income earned in the period beginning on 1st April
1995 and ending on 31st March 1996 will, for instance, be assessable earliest in the next
financial year i.e. the year 1996-97.

The Act categorises the income of a person under different heads and provides for the
manner of computation of taxable income of each head. These heads of income are:-
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i. Salaries

ii. Income from house property,

iii. Profits and gains of business or profession,

iv. Capital gains, and

v. Income from other sources

The total of the income under each head as worked out in accordance with the provisions
of the Act is termed as ‘gross total income. The act provides for certain deduction from such
gross total income. These deductions which are discussed in Chapter V, are not referable to
any particular head of income, but are allowed from the aggregate of income under all the
heads and are in the nature of incentive provisions of different kinds. For example, deductions
are allowed for promotion of charitable activities, promoting exports and other activities resulting
in the inflow of foreign exchange, for development of industries and for other socio-economic
objectives. Incentives for promotion of savings are provided in the form of deduction in tax
liability by grant of rebate at certain percentage on certain savings made out of taxable income.

After reducing the ‘gross total income’ by the amount of incentives deductions mentioned
in the preceding paragraph. What is left is the amount on which tax is to be calculated at the
rates prescribed by the relevant Finance Act. This amount is termed as Total income and is the
base for taxation. For certain categories of tax payers, a basic exemption limit is provided and
tax is calculated only on that part of the total income which is in excess of such exemption limit.
If such ‘Total income’ is below the basic exemption limit, no tax is chargeable. For instance,
under the Finance Act, 2000, no tax is payable by an individual if his total income is below Rs.
50,000/-. The rates of taxation and the exemption limit applicable to different categories of
Assessees are given in Chapter XIII.

2.2 Clubbing of Income

The total income of an individual also includes certain income of other persons. These
are:-

a. income of spouse from,

i. remuneration derived from the concern in which the individual is substantially
interested unless the remuneration is by virtue of the application of technical or
professional skill possessed by him or her;
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ii. assets transferred by the individual to the spouse or to any other person for the
benefit of the spouse unless the transfer is for adequate consideration or in
consideration of an agreement to live apart.

b. income of son’s wife from assets transferred by the individual to her or to any other
person for her benefit unless the transfer is for adequate consideration.

c. income of his minor child - other than the minor child suffering from disability specified in
section 80-U, referred to in para 5.3.9 except when such income arises to the child on
account of any manual work done by him or on account of any activity which involves
application of any skill, talent or specialised knowledge and experience.

The individual in whose income the income of other spouse as mentioned in (a) (i)
above is to be included will be the husband or wife whose total income - before including such
remuneration income - is greater. Similarly the income of minor child is to be included in the
income of the parent having greater income. If the marriage of the parents does not subsist, it
will be parent who maintains the child.

2.3 Objectives of Taxation

The primary purpose of taxation is to raise revenue to meet huge public expenditure.
Most governmental activities must be financed by taxation. But it is not the only goal. In other
words, taxation policy has some non-revenue objectives. Truly speaking, in the modern world,
taxation is used as an instrument of economic policy. It affects the total volume of production,
consumption, investment, choice of industrial location and techniques, balance of payments,
distribution of income, etc.

a) Control of Cyclical Fluctuations: Fourthly, control of cyclical fluctuations—periods of
boom and depression is considered to be another objective of taxation. During depression,
taxes are lowered down while during boom taxes are increased so that cyclical fluctuations
are tamed.

b) Economic Development: One of the important objectives of taxation is economic
development. Economic development of any country is largely conditioned by the growth
of capital formation. It is said that capital formation is the kingpin of economic development.
But LDCs usually suffer from the shortage of capital. To overcome the scarcity of capital,
governments of these countries mobilize resources so that a rapid capital accumulation
takes place. To step up both public and private investment, government taps tax revenues.
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Through proper tax planning, the ratio of savings to national income can be raised.

By raising the existing rate of taxes or by imposing new taxes, the process of capital
formation can be made smooth. One of the important elements of economic development is the
raising of savings- income ratio which can be effectively raised through taxation policy.

However, proper care has to be taken, regarding investment. If financial resources or
investments  are  channelized  in  the  un­productive  sectors  of  the  economy  the  economic
development may be jeopardized, even if savings and investment rates are increased. Thus,
the tax policy has to be employed in such a way that investment occurs in the productive
sectors of the economy, including the infrastructural sectors.

c) Full Employment: Second objective is the full employment. Since the level of employment
depends on effective demand, a country desirous of achieving the goal of full employment
must cut down the rate of taxes. Consequently, disposable income will rise and, hence,
demand for goods and services will rise. Increased demand will stimulate investment
leading to a rise in income and employment through the multiplier mechanism.

d) Price Stability: Thirdly, taxation can be used to ensure price stability—a short run objective
of taxation. Taxes are regarded as an effective means of controlling inflation. By raising
the rate of direct taxes, private spending can be controlled. Naturally, the pressure on the
commodity market is reduced. But indirect taxes imposed on commodities fuel inflationary
tendencies. High commodity prices, on the one hand, discourage consumption and, on
the other hand, encourage saving. Opposite effect will occur when taxes are lowered
down during deflation.

e) Reduction of BOP Difficulties: Fifthly, taxes like custom duties are also used to control
imports of certain goods with the objective of reducing the intensity of balance of payments
difficulties and encouraging domestic production of import substitutes.

f) Non-Revenue Objective: Finally, another extra-revenue or non-revenue objective of
taxation is the reduction of inequalities in income and wealth. This can be done by taxing
the rich at higher rate than the poor or by introducing a system of progressive taxation.

2.4 Meaning of Tax Planning

Tax Planning involves planning in order to avail all exemptions, deductions and rebates
provided in Act. The Income Tax law itself provides for various methods for Tax Planning,
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Generally it is provided under exemptions u/s 10, deductions u/s 80C to 80U and rebates and
relief’s. Some of the provisions are enumerated below :

 Investment in securities provided u/s 10(15) . Interest on such securities is fully
exempt from tax.

 Exemptions u/s 10A, 10B, and 10BA

 Residential Status of the person

 Choice of accounting system

 Choice of organization.

For availing benefits, one should resort to bonafide means by complying with the provisions
of law in letter and in spirit. Where a person buys a machinery instead of hiring it, he is availing
the benefit of depreciation. If is his exclusive right either to buy or lease it . In the same manner
to choice the form of organization, capital structure, buy or make products are the assesse’s
exclusive right. One may look for various tax incentives in the above said transactions provided
in this Act, for reduction of tax liability. All this transaction involves tax planning.

2.5 Exercise of Tax Planning

Tax Planning should be done by keeping in mind the following factors :

 The Planning should be done before the accrual of income. Any planning done after
the accrual income is known as Application of Income and it may lead to a conclusion
of that there is a fraud.

 Tax Planning should be resorted at the source of income.

 The Choice of an organization, i.e. Taxable Entity. Business may be done through a
Proprietorship concern or Firm or through a Company.

 The choice of location of business , undertaking, or division also play a very important
role.

 Residential Status of a person. Therefore, a person should arranged his stay in
India such a way that he is treated as NR in India.

 Choice to Buy or Lease the Assets. Where the assets are bought, depreciation is
allowed and when asset is leased, lease rental is allowed as deduction.
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2.6 Methods of Tax Planning

Various methods of Tax Planning may be classified as follows :

1. Short Term Tax Planning: Short range Tax Planning means the planning thought of and
executed at the end of the income year to reduce taxable income in a legal way.

Example : Suppose , at the end of the income year, an assessee finds his taxes have
been too high in comparison with last year and he intends to reduce it. Now, he may do that, to
a great extent by making proper arrangements to get the maximum tax rebate u/s 88. Such
plan does not involve any long term commitment, yet it results in substantial savings in tax.

2. Long Term Tax Planning: Long  range  tax planning means a plan chaled out at  the
beginning or the income year to be followed around the year. This type of planning does
not help immediately as in the case of short range planning but is likely to help in the long
run ;

e.g. If an assessee transferred shares held by him to his minor son or spouse, though the
income from such transferred shares will be clubbed with his income u/s 64, yet is the income
is invested by the son or spouse, then the income from such investment will be treated as
income of the son or spouse. Moreover, if the company issue any bonus shards for the shares
transferred , that will also be treated as income in the hands of the son or spouse.

3. Permissive Tax Planning: Permissive Tax Planning means making plans which are
permissible under different provisions of the law, such as planning of earning income
covered by Sec.10, specially by Sec. 10(1) , Planning of taking advantage of different
incentives and deductions, planning for availing different tax concessions etc.

4. Purposive Tax Planning: It means making plans with specific purpose to ensure the
availability of maximum benefits to the assessee through correct selection of investment,
making suitable programme for replacement of assets, varying the residential status and
diversifying business activities and income etc.

2.7 Factors to be considered for tax Planning
a. Taxable Income: The federal tax system is progressive, meaning that generally your tax

rate increases as your income increases. The amount of taxable income you have
determines what your tax bill will be. income taxes are divided up into different ranges
known as tax brackets. Income in each bracket is then taxed at a specific rate.
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b. Filing Status: Besides income, the taxes you pay depend on your filing status. So whether
you file as single, married filing separately, married filing jointly or head of household will
affect how much income tax you owe. For tax year 2015, single filers with taxable income
of up to $9,225 and married couples filing jointly with taxable income of up to $18,450 are
taxed at a rate of 10%.

c. Adjustments: To determine your total amount of taxable income, you must first add up all
of your earned income (from salaries, wages and tips) and unearned income (from sources
like Social Security, other retirement accounts and dividend payments). Then, you subtract
your adjustments to find your adjusted gross income (AGI). Adjustments to income include
student loan interest payments, IRA contributions and moving expenses.

d. Exemptions: After you’ve accounted for your adjustments, you’ll arrive at your taxable
income amount by subtracting your deductions and your exemptions. There are personal
exemptions that you can claim for yourself and your spouse. And then there are dependency
exemptions that you can claim for your dependents.

e. Tax Deductions: Deductions can get a bit more complicated. Many taxpayers claim the
standard deduction, which depends on your age, your income and your filing status. You
can also itemize your deductions by adding up all of your eligible expenses. Some
deductible expenses include mortgage interest, charitable contributions and medical
expenses. Depending on what gives you the larger deduction, you’ll need to either take
the standard deduction or itemize your deductions.

f. Tax Credits: Unlike adjustments, exemptions and deductions, tax credits apply to your
final tax bill instead of your taxable income. Tax credits are only available to taxpayers in
certain circumstances, like those who earn below a certain amount, individuals with
childcare expenses and those who have adopted a child. There are also tax credits
associated with getting a post-secondary education, installing energy-efficient equipment
at home and enrolling in a government health insurance plan.

2.8 Summary

Income tax is charged under the Indian Income Tax Act, 1961, It is an annual tax on
income levied by the Central Government. Tax is charged in respect of the income of the
financial year (known as previous year) in the next financial year (known as assessment year)
at the rates fixed for such assessment year in the Finance Act passed each year by the Parliament.
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2.9 Keywords
Tax Planning

Short Term Tax Planning

Permissive Tax Planning

Purposive Tax Planning

Exemptions

2.10 Review Questions
1. Explain the scheme of Income Tax in India.

2. How is Income Clubbed under IT Act.?

3. Bring out the Objectives of Taxation.

4. Define Tax Planning. Enumerate its Methods.

5. What are the factors affecting Tax Planning?
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LESSON - 3
FILING OF INCOME TAX RETURNS

Learning Objectives

After reading this lesson, you will be able to:

 know filing of return as per latest provisions.

 figure out income tax slabs available for various categories of income.

 be aware of due date for filing of return

 discuss various forms of Income Tax Return

Structure

3.1 Introduction

3.2 Provisions related to Income Tax Returns

3.3 Income Tax Slabs for FY 2019-20

3.4 Due Date for Filing of Return

3.5 Penalty on Late Filing of ITR

3.6 Various Forms of ITR

3.7 Notice and Assessment with respect to Income Tax Returns

3.8 Summary

3.9 Keywords

3.10 Review Questions

3.1 Introduction

Income Tax Return is the form in which assessee files information about his Income and
tax thereon to Income Tax Department. Various forms are ITR 1, ITR 2, ITR 3, ITR 4, ITR 5, ITR
6 and ITR 7. When you file a belated return, you are not allowed to carry forward certain losses.
The Income Tax Act, 1961, and the Income Tax Rules, 1962, obligates citizens to file returns
with the Income Tax Department at the end of every financial year. These returns should be
filed before the specified due date. Every Income Tax Return Form is applicable to a certain
section of the Assessees.
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Only those Forms which are filed by the eligible Assessees are processed by the Income
Tax Department of India. It is therefore imperative to know which particular form is appropriate
in each case. Income Tax Return Forms vary depending on the criteria of the source of income
of the Assessee and the category of the Assessee.

3.2 Provisions related to Income Tax Returns

It is mandatory for every taxpayer to communicate the details of his income to the Income-
tax Department. These details are to be furnished in the prescribed form known as return of
income. In this part, you can gain knowledge about the various provisions relating to return of
income.

The provisions relating to filing of return of income depend upon the status of the taxpayer.
The position in this regard is given below:

1. In the case of companies: Every person, being a company, has to file its return of
income compulsorily, irrespective of its income being profit or loss. In other words, it is
mandatory for every company to file the return of income irrespective of its income or
loss.

2. In the case of partnership firms:  Every person, being a partnership f irm
(including Limited Liability Partnership), has to file its return of income compulsorily,
irrespective of its income being profit or loss. In other words, it is mandatory for every
partnership firm to file the return of income irrespective of its income or loss.

3. In the case of an Individual/HUF/AOP/BOI/Artificial Juridical Person: Every individual/
HUF/AOP/BOI/artificial juridical person has to file the return of income if his total income
(including income of any other person in respect of which he is assessable) without giving
effect to the provisions of section 10(38), 10A, 10B, 10BA 54, 54B, 54D, 54EC, 54F, 54G,
54GA, or 54GB or Chapter VIA (i.e., deduction under section 80C to 80U), exceeds the
maximum amount which is not chargeable to tax i.e. exceeds the exemption limit.

4. In the case of charitable or religious trusts: Every person in receipt of income derived
from property held under charitable or religious trusts/legal obligations or in receipt of
income being voluntary contributions referred to in section 2(24)(iia), has to file the return
of income if its total income without giving effect to the provisions of sections 11 and 12
exceeds the maximum amount not chargeable to income-tax.
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5. In the case of political parties: The Chief Executive Officer of every political party has to
file the return of income of the party if the total income of the party without giving effect to
the provisions of section 13A exceeds the maximum amount not chargeable to income-
tax.

6. In the case of certain associations : Following entities are liable to file the return of
income if their total income without giving effect to the provisions of section 10 exceeds
the maximum amount not chargeable to tax:

 Research association referred to in section 10(21)

 News agency referred to in section 10(22B)

 Association or institution referred to in section 10(23A)

 Person referred to in clause (23AAA) of section 10.

 Institution referred to in section 10(23B)

 Fund/institution/trust/university/other educational institution/any hospital/medical
institution referred to in sub-clause (iiiac), (iiiab), (iiiad), (iiiae), (iv), (v), (vi) or (via)
of section 10(23C)

 Mutual Fund referred to in clause (23D) of section 10

 Securitisation trust referred to in clause (23DA) of section 10

 Investor Protection Fund referred to in clause (23EC) or clause (23ED) of section
10.

 Core Settlement Guarantee Fund referred to in clause (23EE) of section 10

 Venture capital company or venture capital fund referred to in clause (23FB) of
section 10;

 Trade union/association referred to in sub-clause (a) or (b) of section 10(24)

 Board or Authority referred to in clause (29A) of section 10.

 Body/authority/Board/Trust/Commission referred to in section 10(46)

 Infrastructure debt fund referred to in section 10(47)

7. In the case of certain university, college or other institution: Every university, college
or other institution referred to in clause (ii) and clause (iii) of section 35(1), which is not
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required to furnish return of income or loss under any other provision of the Act, shall
furnish the return of income every year, irrespective of income (or) loss.

8. In the case of Business Trust: Every business trust, which is not required to furnish
return of income or loss under any other provision of the Act, shall furnish the return of
income every year, irrespective of income (or) loss.

9. In case of investment fund referred to in section 115UB: Every investment fund referred
to in section 115UB, which is not required to furnish return of income or loss under any
other provisions, shall furnish the return of income in respect of its income or loss every
year irrespective of income (or) loss

10. In the case of persons holding assets located outside India: A person, being a resident
in India (other than not ordinarily resident), who is not required to furnish a return under
any of the above ‘and who at any time during the previous year :

o holds, as a beneficial owner (*) or otherwise, any asset (including any financial
interest in any entity) located outside India or has signing authority in any account
located outside India; or

o is a beneficiary (*) of any asset (including any financial interest in any entity) located
outside India,

3.3 Income Tax Slabs for FY 2019-20

The income earned individuals will determine the income tax slabs under which they fall.
The lower the income, the lower the tax liability, and those who earn less than Rs.2.5 lakh p.a.
are exempt from tax. Depending on the age of the individual, the three categories that resident
individual taxpayers are divided into are mentioned below:

 Individuals who are less than the age of 60 years old.

 Senior citizens who are above 60 years old and below 80 years of age.

 Super senior citizens who are above 80 years old.

Here is the income tax slab for individuals who are less than 60 years old:
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Income Tax Slab Tax Rate

Up to Rs.2.5 lakh Nil

Rs.2.5 lakh to Rs.5 lakh 5% of the amount exceeding Rs.2.5 lakh

Rs.5 lakh to Rs.10 lakh Rs.12,500 + 20% of the amount exceeding Rs.5 lakh

More than Rs.10 lakh Rs.1,12,500 + 30% of the amount exceeding Rs.10 lakh

*An additional cess of 4% will be applicable to the tax amount calculated above.

Income tax is only of the direct means of taxation like capital gains tax, securities
transaction tax, etc., and there are many other indirect taxes that we pay like sales tax, VAT,
Octroi, service tax, etc. The income tax you pay every month or upon every contractual earning
is what forms a large part of the revenue for the Government of India. These revenue functions
are managed by the Ministry of Finance, which has delegated the responsibility to managing
direct taxes (like income tax, wealth tax, etc.) to the Central Board of Direct Taxes (CBDT).

3.4 Due Date for Filing of Return

Due dates of filing income tax return for FY 2018–19 (AY 2019–20) are as under :

Particulars AY: 2019-20 Due Date

Individuals, HUF, BOI, AOP (Income Tax Return by
Assesse whose Books of Account are not required) 31 August 2019 

Due date of filing the Income Tax Return by
businesses whose Books of Account are not
required to be audited 31 August 2019

Filing ITR Due Date for (Assessee who are
required to furnish report under sec 92E)
[TRANSFER PRICING] 30 November 2019

Due date of filing the Income Tax Return by
businesses whose Books of Account require an audit 30 September 2019
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3.5 Penalty on Late Filing of ITR (Effective from 1 April 2018)

As per the new law from this year, Individuals will have to pay late fee after last date to file
income tax return for the FY 2018-19

1. Rs 5000 if tax is filed after due date of 31 August but on before 31 December of that
assessment year (in this case 31 December 2019)

2. Rs 10,000 if tax is filed after 31 December but on or before 31 March of the relevant
assessment year (in this case from 1 January to 31 March 2020.

3. Rs 1000 if total income does not exceeds Rs 5,00,000

3.6 Various Forms of ITR
1. ITR-1: ITR-1 form is an essential form or Income Tax Return form for Indian citizens filing

their tax returns with the Income Tax Department. This form is issued by the Income Tax
Department of India and is an integral part of the rules laid down by the Government of
India for filing Income Tax Returns.

I. Eligible individuals for ITR-1 SAHAJ:  Individuals who have earned their Income
for a Financial Year only through the following means are eligible to fill the ITR-1
SAHAJ form.

 Through Salary or Pension

 Through One House Property (except in case of losses brought forward from
preceding years)

 Through other sources apart from Lottery, Racehorses, Legal Gambling etc. Other
sources include FD interest, spousal pension etc.

In case of clubbed Income Tax Returns, where a spouse or a minor . is included in the tax
returns, this can be done only if their income too is limited to the specifications laid down above.

II. Non-eligible individuals for ITR-1 SAHAJ: Individuals who are not eligible to fill
the ITR-1 SAHAJ form are those who have earned Income through the following
means:

 Through more than one piece of Property

 Through Lottery, Racehorses, Legal Gambling etc.
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 Through non tax-exempted capital gains, Short term as well as Long term

 Through exempted income exceeding Rs. 5000

 Through Business and Professions

 Loss under the head other sources

 Any Person claiming relief under section 90 and/or 91

 Having Total Income more than Rs 5 million

· If any Resident Individual who has any Income from any source outside India or has
any asset outside India or has signing authority in any account located outside India

III. Submission of ITR-1 SAHAJ form: The form can be submitted physically at any Income
Tax Returns Office. An Acknowledgment Receipt can be obtained upon submission. In
case of Electronic Filing of the form there are two alternatives. Firstly, if a Digital Signature
is obtained, the Form is uploaded online. Secondly, the Form is downloaded, printed,
signed, and a copy of the acknowledgement is sent by post to the Income Tax Department’s
office in Bengaluru.

ITRV can now be verified online using Aadhaar Card or Electronic Verification Code (EVC).
The EVC can be generated either via One Time Password sent to email and registered mobile
number (if income is less than INR 500,000) or via Net Banking. After online verification Income
Tax Assesses is not required to send ITRV to Bangalore CPC. The ITR-2 is a Form used by
Income Tax Assessees in India. The process of filing Tax Returns in India involves the use of
various forms for different categories of Assessees and the ITR-2 is one such form.

2. ITR-2 Form: The ITR-2 Form is an important Income Tax Return form used by Indian
citizens as well as Non Residents to file their Tax Returns with the Income Tax Department
of India. The Income Tax Act, 1961, and the Income Tax Rules, 1962, require citizens to
file their tax returns with the Income Tax Department at the end of every financial year and
this form is a part of the filing process as specified by the Government of India. The due
date for filing return with the Income Tax Department of India is 31 July every year. This is
subject to change only if a directive to this effect is issued by the Income Tax Department
or the Ministry of Finance, India. The Financial Year ends on 31 March every year so
Assessees have a period of four months to prepare their Income Tax Returns.



33

I. Eligibility for the ITR-2 Form: The use of the ITR-2 Form is applicable to the
following means of income only. This form is available for both Individuals as well
as Hindu Undivided Families. Individuals earning an income only through the following
means are eligible to fill and submit the form to the Income Tax Department.

 Earning Income through a salary or pension

 Income through House Property.

 Earning Income through capital gains (Short Term and Long Term)

 Earnings through Other Sources (includes Income through Lottery Winnings, through
bets on Racehorses, and other Legal methods of Gambling)

The Income Tax Returns, if clubbed together with that of a spouse, minor child etc. needs
to ensure that their sources of income are similar to those stated above. Only then can their
returns be filed together. A difference of earnings in even one category makes the Assessee
liable to fill a separate and applicable Income Tax Returns Form.

II. Non-eligibility for the ITR-2 Form

 Any Individual or Hindu Undivided Family whose income, in whole or in part, is
earned either through a Business or a Profession.

 Individuals who are eligible to fill the ITR-1 SAHAJ form.

 An individual who is designated as a partner in a Partnership Firm is not eligible to
fill the ITR-2 Form.

III. Special concession for salaried personnel: Salaried personnel who earn an income
of Rupees Five Lakh or less are exempted from filing Tax Returns as per the directive of
the Income Tax Department of India. This rule however is only applicable to those who
earn less than Rupees Ten Thousand as Income by way of Interest earned through their
Savings Bank Accounts. Those who earn Rupees Ten Thousand or more are required to
file their Tax Returns.

IV. E-filing compulsory for a certain section of Income Earners: The Central Board of
Direct Taxes (CBDT) has made it compulsory for Individual and Hindu Undivided Families
earning an income in excess of Rupees Five Lakh to file their Tax Returns only through
the E-Filing Process. The manual filing of returns is no more an option for Assessees who
come under this category. Electronic Filing of their Tax Returns is the only way to filing the
income tax return for the Individual and HUFs
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3. ITR-3 Form: The ITR-3 Form particularly applies to those Individuals and Hindu Undivided
Families who are registered as Partners in a firm. As per Rule 12 of the Income Tax
Rules, 1962, this form does not apply to those who are Proprietors of a firm. It is mainly
for the business which includes partnership deals. It is also applicable for professionals
but it should be a partnership profession.

I. Eligible Assessees for the ITR-3 Form: The eligibility criteria of every Income Tax
Return form are governed by a set of rules and conditions. The ITR-3 Form is
applicable only to those Individuals and Hindu Undivided Families that can be placed
under the following categories

 Is a Partner in a firm

 Gains Income through ‘Profits or gains of business or profession’

 Gains Income by means of interest, salary, bonus, commission, remuneration, as a
partner

If the partner of a firm only earns income from the firm as a share in the profits and not by
any other means such as interest, bonus, salary, remuneration, or commission etc. then such
an Individual or Hindu Undivided Family should file Income Tax Returns using only the ITR-3
Form, and not the ITR-2 Form.

II. Non-eligible Assessees for the ITR-3 Form: Individuals and Hindu Undivided
Families who are not eligible to fill the ITR-3 Form are those who have earned
Income through a Business or Profession operated as a Proprietorship
firm. Assessees, who apart from being a partner in a firm, also have sources of
income from a business or profession, including the speculation market, are also
not eligible to file their Income Tax Returns through this form.

4. ITR-4 Form: The ITR-4 Form is applicable to those individual and Hindu Undivided Families
who want to declare their income from Business or Profession under Presumptive Income
Scheme of Income Tax under Section 44AD ,Sec 44ADA and Section 44AE of the Income
Tax Act.
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3.7 Notices and Assessment with respect to Income Tax
Returns

First and foremost, it is important that you understand the difference between an intimation
and a notice. There is a very thin line of difference between the two. Intimation is to highlight the
outcome of the processing of your return or conclusion of assessment, and you may not be
required to act upon it (although there are a few exceptions to it). However, when you receive a
notice, it requires you to act on it. Recently, the Central Board of Direct Taxes (CBDT) has
notified a new scheme known as Centralized Communication Scheme (CCS). The scheme
states that, gradually, all communications will happen in an electronic mode.

1. Intimation Under Section 143(1): After having filed your returns, it is electronically
processed by the Central Processing Centre(CPC). The income is computed after making the
following adjustments to the total income in the return:

 Any arithmetical error in the return;

 An incorrect claim (provided the incorrect claim is apparent from the information
filed);

 Disallowance of incorrectly claimed loss or expenditure;

 Any income which has not been included in the return

Upon successful processing of the return an intimation under section 143(1) is issued by
the CPC under any of the three instances:

 There is tax liability to be paid;

 A refund has been determined;

 There is no refund or demand, but there is an increase or reduction in the amount
of loss

In case there is a tax demand, then the intimation must be issued within one year from the
end of the year in which return has been filed. For example, if you have filed your returns for
Assessment Year (AY) 2016-17 on 27 July, 2016, then an intimation can be issued anytime on
or before 31 March, 2018. Processing of return under this section has been made  mandatory
even if a scrutiny notice is issued from the AY 2017-18.
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2. Notice Under Section 143(2): The purpose of this notice is to notify the assessee, that
the return filed has been picked for a scrutiny. It is pertinent to note that the section under which
it will be scrutinized is different from the one in which the notice has been issued. Via a detailed
scrutiny, the assessing officer intends to be assured that you have not done any of the following:

 Understated your income;

 Claimed excessive loss; or

 Paid lesser taxes

Through this notice, the taxpayer is required to respond to the questionnaire issued along
with the documents required by the income tax department. The assessing officer is supposed
to service this notice within 6 months after the completion of the assessment year to which it
pertains. For instance, Rohit filed his return on 20th May 2018 for the AY 2018-19. Here notice
under section 143(2) can be issued to Rohit within 6 months after completion of the AY to which
it pertains i.e. 30th September 2019.

3. Notice Under Section 148: An assessing officer may have a reason to believe that you
have not disclosed your income correctly and therefore, you have paid lower taxes. Alternatively,
you may not have filed your return at all, even if you must have filed it as per law. This is termed
as income escaping assessment. Under these circumstances, the assessing officer is entitled
to assess or reassess your income, according to the case.

Prior to making such assessment or reassessment, the assessing officer should serve a
notice to the assessee asking him to furnish his return of income. The notice issued for this
purpose is issued under the provisions of Section 148. There are various timelines to be adhered
to for the issuance of notice under Section 148 and they are:

Upto four years from the end of the relevant AY: Notice cannot be issued by any officer
below the rank of Assistant Commissioner or Deputy Commissioner. An assessing officer can
only issue a notice under Section 148 on the direction of the Joint Commissioner after recording
the reasons to do so. For AY 2017 -18 notice under section 148 can be issued till 31st March
2022. Beyond four years but upto six years from the end of the relevant AY:

Notice can only be issued by the Chief Commissioner or Commissioner is satisfied that
income has escaped assessment. The amount of income which has escaped assessment
should be more than Rs. 1,00,000. For AY 2017 -18 notice under section 148 can be issued till



37

31st March 2024 Beyond four years but upto sixteen years from the end of the relevant AY:
Notice under section 148 can be issued if income in relation to any asset (including financial
interest in any entity) located outside India, is chargeable to tax in India but has escaped
assessment. For AY 2017 -18 notice under section 148 can be issued till 31st March 2034.

4. Notice Under Section 245: If the assessing officer has reason to believe that tax has
not been paid for the previous years and he wants to set off the current year refund against that
demand, a notice under Section 245 can be issued. However, the adjustment of demand and
refund could be done only if you have been provided a proper notice and an opportunity to be
heard.

The timeline to respond to the notice is 30 days from the day of receipt of the notice. If you
do not respond within the aforesaid timeline, the assessing officer can consider this as a consent
and proceed with the assessment. Therefore, it is advisable to respond to the notice at the
earliest.

5. Notice Under Section 142(1): A notice under section 142(1) can be issued under two
circumstances:

 If you have filed your return, but the assessing officer requires additional information
and documents; or

 If you have not filed your return, but the assessing officer wants you to file it.

The information is called for, to enable the officer to make a fair assessment. Being non-
responsive to this notice has consequences,

 A penalty of Rs 10,000 can be levied for each such failure

 Prosecution which may extend up to 1 year

 Both of the above

3.8 Summary

Income Tax Return is the form in which assessee files information about his Income and
tax thereon to Income Tax Department. Various forms are ITR 1, ITR 2, ITR 3, ITR 4, ITR 5, ITR
6 and ITR 7. When you file a belated return, you are not allowed to carry forward certain losses.
The Income Tax Act, 1961, and the Income Tax Rules, 1962, obligates citizens to file returns
with the Income Tax Department at the end of every financial year. These returns should be
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filed before the specified due date. Every Income Tax Return Form is applicable to a certain
section of the Assessees.

3.9 Keywords
ITR -1

ITR - 2

CBDT

CCS

CPC

3.10 Review Questions
1. What do you understand by Income Tax Return?

2. Evaluate the provisions related to Income Tax Returns.

3. Present the Income Tax Slabs for FY 2019-20.

4. State the due date for filing of return.

5. How is penalized in case of late filing of return?

6. Explain various forms of ITR.
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LESSON - 4
TAX FREE INCOMES AND RESIDENTIAL STATUS

Learning Objectives

After reading this lesson, you will be able to:

 discuss the items fully and partially exempted from tax

 analyse the residential status and get familiarized with basic conditions and additional
conditions for proving residential status.

 examine the incidence of tax.

Structure

4.1 Introduction

4.2 Tax Free Incomes

4.3 Residential Status

4.4 Determination of Residential Status

4.5 Incidence of Tax

4.6 Illustrations

4.7 Summary

4.8 Keywords

4.9 Review Questions

4.1 Introduction

In India, every person who comes under taxable income keeps no stone unturned to
save his/her taxes. He or she tries to avail various deductions as permitted under section 80C
to 80U available under the income tax act 1961. Fortunately, now in India, there are various
incomes and investments that are tax-free. In this column, we will discuss the 21 tax free
income sources in India that are exempted from tax under the income tax act, 1961.



40

4.2 Tax Free Incomes
1. Agricultural income: Indian economy is basically an agricultural economy. The base of

all things is agriculture. The government of India encourages agriculture, so govt. allows
rebate in the income from agriculture. Income from any kind of farming is tax-free such as
processing & selling of agricultural crops from agriculture land. The government does not
impose any tax at any level on agricultural income. Agricultural income refers to –

 Production, processing & sale of agricultural crops i.e. Wheat, Rice, pulses,
vegetables, fruits, spices, etc.

 Rental income from agricultural land or building.

 Profits made from the sale or purchase of agricultural land.

2. Profit from partnership firm: A partnership firm is a joint organization of two or more
persons. Income tax is imposed on the income of the firm and then income tax is deducted
from the income of the firm accordingly. After that, the partners receive their shares from
that income. Now, a partner is exempted from income tax when he/she receives the
share.

3. Individual share from HUF: The income of HUF is taxable. HUF itself is considered a
taxable body. Income tax is paid on the income of HUF. Then the remaining income is
distributed among its members. So, the members are not liable to pay income tax.

4. Benefits from retirement: A person receives some benefits from its employer on his/her
retirement. These benefits are either wholly or partially exempted from tax depending if
he/she is a government or non-government employee and the amount received. They
are as follows,

 Provident fund

 Gratuity

 Leave encashment

5. Income from Provident funds: In India, Provident funds are compulsory for every
employee working in such companies which are registered under The Companies Act,
1956. With the increase in age, the savings increase proportionately. After the retirement,
an individual earns the respective Provident Fund (PF) money which is exempted from
tax. The Employee Provident Fund offers tax-free returns if it has received an active
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contribution for more than 5 years even if an individual has changed multiple employers
in the said period.

6. Income from Gratuity: Gratuity is a fund an employer provides to its employee. It is one
kind of gift that is paid as extra. Following conditions are applicable.

7. Superannuation: It means when an employee attains the age of retirement i.e. the age
of 60 years.

8. Resignation: For some reasons, an employee may resign his/her job. On sudden death
or any physical loss or health hazard due to accident or disease of the employee.

Calculation of amount

An employee can get the rebate on the gratuity of maximum Rs. 30 lakhs. More than this
is taxable. The least of the following are exempted from tax:

 Last salary (basic + DA)* number of years of employment* 15/26

 Rs. 20 lakhs

 Gratuity actually received.

9. Leave Salary: A central government or state government employee may encash his/her
leaves accumulated throughout the service period. At the time of retirement or
superannuation or resignation, an employee may encash his/her leave. The concerned
person can encash maximum 10 months of leave. This encashment of leave salary is tax-
free. The calculation is different for private sector employees. They can avail the exemption
of maximum Rs. 3,00,000/-.

10. Tax-free pension: Pension received from some organizations like UNO is tax-free. Family
pension received by dependents of an employee is partially tax-free. It is one-third of
pension or Rs. 15,000/- whichever is less. Here are some pensions which are completely
tax-free,

 Pension and family pension of gallantry award winners.

 Family pension by self or family members of the armed forces personnel.

11. Commutation of Pension: On retirement central and state government employees, local
authority, defense services, and PSU employees can encash a part of their pension in
lump sum. It is known as commutation of Pension. This encashment of pension is tax-
free.
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12. Income from a superannuation fund: Literally, superannuation means regular payment
of money made into a fund by an employee towards a future pension. It means people
pay money while they are working so that they will receive payment when they stop working.
Now amount from a superannuation fund to the employee or legal heirs of any employee
is completely tax-free.

13. Voluntary retirement: Any employee can take voluntary retirement before his
superannuation. In this case maximum Rs. 5 Lakh is tax-free. Any excess amount is
taxable as applicable to that person.

14. Retrenchment: If any organization or company provide any compensation to its employees
due to the closure of the organization, this compensation is tax-free.

15. Scholarship: Various government institutions, private organizations provide a scholarship
to students. In some cases, students are awarded by several institutions. These
scholarships or awards are completely tax-free.

16. Awards or Rewards by Government: Any Rewards or awards given by central or state
government or any government authority for literary, scientific or artistic work or for service
for alleviating the distress of the poor, the weak and the ailing, for proficiency in sports
and games, & Gallantry awards are completely tax-free.

17. Government relief funds: Government sanctions fund for any kind of natural calamity,
riot, or any disturbances like that. The money received by an individual from this kind of
fund such as the Prime Minister’s National Relief Fund is not taxable.

18. Gifts either in cash or in any kind: Any gift received from any relative is totally tax-free.
The gift may be in the form of money, jewellery, property, vehicle or any means. But in the
case of non-relatives maximum Rs. 50,000/- as a gift can be received. More than this is
taxable. Any gift received at the time of marriage from either relatives or nonrelatives is
tax-free. Here are some exemptions in case of a person who receives Gifts (either in cash
or in any kind) from any person under the provision of Section 56(ii) of the Income Tax
Act.  Below are some conditions applied to gift.

19. Gifts received from Relatives: Here are details of relatives as defined by the Income
Tax Department.

 Husband or wife i.e. spouse of an individual

 Brother or Sister of an Individual
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 Brother or Sister of the spouse of that respective individual

 Brother or Sister of either of the parents of the individual

 Any Linear ascendant or descendant of the individual

 Any Linear ascendant or descendant of the spouse of the individual

 Spouse of the person mentioned above]

Gifts are treated as tax-free income sources if the aggregate value of gifts received
is less than Rs. 50,000. As mentioned earlier Rs. 50,000/- is the maximum limit of
exemption when the gift is received by a non-relative. This value may be in cash or in any
kind. If the value of the gift crosses the limit, the whole gift is treated as income from other
sources of that receiver.

20. On the occasion of Marriage of an Individual: On the occasion of Marriage, an Individual
can receive gifts of any valuation and the gifts may be in any form or kind. These gifts are
fully exempted.

21. Gifts received from a will or through inheritance or in contemplation of death of the
payer: Generally, people receive gifts or property or wealth from their ancestors. Anything
received by any will or inheritance is not taxable. The best thing is that there is no upper
limit for this kind of receiving. Any amount can be received.

22. Amount received from Government Schemes: If an Indian citizen or a person of Indian
origin irrespective of resident or non-resident has an income from the investment it is tax-
free on the following conditions,

 If he has an income from notified Central Government Securities such as National
savings certificate, issued before June 1, 2002, and subscribed in foreign currency
such as Dollar, Pound, and Euro etc.

 Public Provident Fund or Notified Provident Fund.

 Any payment from Sukanya Samriddhi Yojana.

 Partial withdrawal i.e. up to 25% of the contribution made by an employee from
NPS.

 Any income earned as an interest received from Government securities, bonds,
annuity certificates, savings certificates etc.

 Gold Monetization Scheme.
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 Allowances or compensation from the employer: The following allowances are
completely tax-free in the hands of any individual Indian,

 Foreign allowance granted by the government of India to its employees’ posted
abroad.

 Compensation received from PSU Company at the time of Voluntary retirement or
superannuation.

 Capital Gains: The following Capital Gains are completely tax-free in the hands of
any individual Indian,

 Capital gains on transfer of listed equity shares.

 Compensation received on compulsory acquisition of urban agriculture land.

 Under Andhra Pradesh Capital City Land Pooling Scheme, 2015.

 Capital gains by selling mutual fund units or share or stock up to Rs. 1 Lakh.

23. Income received from Foreign Government: Remuneration received from a foreign
government by an individual who is an Indian resident citizen in connection with any
sponsored cooperative technical assistance programme with the foreign government is
completely tax-free.

24. Maturity (or) claim from Insurance companies: Any sum received from the insurance
companies including bonus [except Keyman Insurance policy] either the policyholder or
the nominee of the policyholder is completely i.e. 100% non-taxable income sources on
following cases,

 The maturity money received by the policyholder from the life insurance companies
on maturity, claims from money back endowment policy.

 The nominee of the policyholder from the life insurance companies on the death of
the policyholder.

25. Dividend Income from Domestic Companies: Starting from Financial Year 2016-17,
any dividend income an individual receives when the company announces dividend is
completely tax-free in the hands of any retail investor in case the net value of the dividends
in a financial year not exceeding Rs. 10 lakh. The dividend a retail investor received
should be a SEBI registered Indian Company. In that case, the respective company will
pay the dividend distribution taxes in accordance with the dividend amount to the
government before giving to its shareholders.
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26. Benefit for the people of Sikkim: People living permanently in the state of Sikkim do not
have to pay tax for their income whatever the income is since Sikkim is income tax-free
state in India. The income arising from any source and by any way is totally exempted.
Interest or dividends from equities or shares are also tax-free.

27. Tax-free Interest income from Bank, Post office: Maximum of Rs. 40,000/- earned as
interest from regular savings account from any scheduled Bank or registered financial
institution is exempted from income tax for a financial year. Interest earned more than this
is taxable. If anyone gets Rs. 50,000/- as interest he is liable to pay tax on (Rs. 50,000-
Rs. 40,000) = Rs. 10,000/-. Senior citizens can avail a tax-free income of Rs. 50,000/-
from fixed deposits or term deposits in banks or post offices if the person is a pension
holder.

28. Interest income from NRE accounts: NRIs have a benefit that they can invest in India
in NRE (Non-Resident External account) accounts. These accounts are meant for them
only. Any interest earned on NRE deposits is completely tax-free. The money from NRE
account can be taken back to the country where the person originally resides.

4.3 Residential Status

It is important for Income Tax Department to determine the residential status of a tax
paying individual or company. It becomes particularly relevant during the tax filing season. In
fact, this is one of the factors based on which a person’s taxability is decided. Let us explore the
residential status and taxability in detail. The taxability of an individual in India depends upon his
residential status in India for any particular financial year. The term residential status has been
coined under the income tax laws of India and must not be confused with an individual’s citizenship
in India. An individual may be a citizen of India but may end up being a non-resident for a
particular year. Similarly, a foreign citizen may end up being a resident of India for income tax
purposes for a particular year.

Also to note that the residential status of different types of persons viz an individual, a
firm, a company etc is determined differently. In this article, we have discussed about how the
residential status of an individual taxpayer can be determined for any particular financial year
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4.4 Determination of Residential Status

For the purpose of income tax in India, the income tax laws in India classifies taxable
persons as:

a. A resident

b. A resident not ordinarily resident (RNOR)

c. A non­resident (NR)

The taxability differs for each of the above categories of taxpayers. Before we get into
taxability, let us first understand how a taxpayer becomes a resident, an RNOR or an NR.

a. Resident: A taxpayer would qualify as a resident of India if he satisfies one of the
following 2 conditions :

o Stay in India for a year is 182 days or more or

o Stay in India for the immediately 4 preceding years is 365 days or more and 60
days or more in the relevant financial year

In the event an individual leaves India for employment during an FY, he will qualify as a
resident of India only if he stays in India for 182 days or more. This otherwise means, condition
(b) above of 60 days would not apply to him

b. Resident Not Ordinarily Resident: If an individual qualifies as a resident, the next
step is to determine if he/she is a Resident ordinarily resident (ROR) or an RNOR.
He will be a ROR if he meets both of the following conditions:

o Has been a resident of India in at least 2 out of 10 years immediately previous years
and

o Has stayed in India for at least 730 days in 7 immediately preceding years

o Therefore, if any individual fails to satisfy even one of the above conditions, he
would be an RNOR.

c. Non-resident: An individual satisfying neither of the conditions stated in (a) or (b)
above would be an NR for the year.
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3. Taxability

1. Resident: A resident will be charged to tax in India on his global income i.e. income
earned in India as well as income earned outside India.

2. NR and RNOR: Their tax liability in India is restricted to the income they earn in India.
They need not pay any tax in India on their foreign income. Also note that in a case of
double taxation of income where the same income is getting taxed in India as well as
abroad, one may resort to the Double Taxation Avoidance Agreement (DTAA) that India
would have entered into with the other country in order to eliminate the possibility of
paying taxes twice.

4.5 Incidence of Tax [Section 5]

The incidence of tax of any person depends on its residential status. It is also known as
‘Scope of Total Income’. In order to understand the scope of total income, the following situations
are considered

 Income Received or Deemed to be received in India

 Income accrued or deemed to be accrued in India

 Income arose or deemed to arise in India

 Income accrued or arisen outside India from sources controlled in India

 Income accrued or arisen outside India from a source not controlled in India

Now see the following chart to understand it
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From the above charts, it is very clear that

 ROR is always taxable in all the situations.

 RNOR is not taxable for income accrued or arisen outside India if the source of
income is not controlled from India.

 NR is not taxable if the income accrued or arisen outside India.

Here ROR= Resident and Ordinarily Resident, RNOR= Resident but Not Ordinarily
Resident and NR= Non-Resident. It may also be noted that for a Company or a Firm/AOP etc
can’t be an ordinarily resident or a not ordinarily resident. They can be only resident or non-
resident.

4.6 Illustrations

Illustration 1

Mr. X, an American citizen comes to India for the first time in the last 25 years on June 15,
2015. On Oct. 20, 2018, he leaves Indian for Japan. Decide his residential status.

Solution:

a) Number of days stay in India in the P/Y 2018-19: Mr. X was in India from 15.6.2018 to
20.10.2018.

No. of days stay: 16+31+31+30+20 = 128 days

b) Basic condition to consider an individual as resident: According to sec. 6(1), an individual
should have stayed for 182 days or 60 days in the previous year and 365 days in the 4
years preceding the previous year.

In the given case, Mr. X, could not fulfill any of the basic conditions. Hence, he is considered
non-resident in India in the AY2019-20.

Illustration 2

Mr. Ramesh, An American national, comes to India for the first time in the last 20 years on
July 20, 2018. On January 29, 2019 he leaves India for America. Determine his residential
status for the assessment year 2019-20.
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Solution:

a) Number of days stay in India in the P/Y 2018-19: Mr. Ramesh was in India from 20.7.2018
to 29.1.2019.

No. of days stay: 12+31+30+31+29 = 1194 days

b) Basic condition to consider an individual as resident: According to sec. 6(1), an individual
should be present in India for 182 days or more. In the given case, Mr. Ramesh was in
India for 194 days in the PY 2018-19.

c) Additional conditions to consider a resident as ordinary resident: as per sec. 6(6), a resident
individual is treated as ordinary resident if he satisfies the following two additional conditions:

 He has been resident in India in at least 2 years out of 10 previous years immediately
preceding the PY 2018-19.

 He has been in India for a period of 730 days or more during 7 years immediately
preceding the PY 2018-19. In the given case, Mr. Ramesh could not satisfy the two
additional conditions as he never came to India before 20.7.2018.

Conclusion: As Mr. Ramesh satisfies basic condition and doesn’t satisfy additional
conditions, he is resident but not ordinarily resident in India for the AY 2019-20.

Illustration 3

Which of the following incomes are taxable when the residential status of Mr. Anil is:

i. Resident

ii. Not ordinary resident

iii. Non Resident

a) Income accrued in Canada but received in India Rs. 2,000

b) Rs. 5,000 were earned in Africa and received there but brought to India.

c) Rs. 5,000 earned in India but received in Canada.

d) Rs. 10,000 earned and received in Sri Lanka from a business controlled from India.

e) House property income (Computed) from Sri Lanka Rs. 2,000

f) Past untaxed foreign income, brought to India during the previous year Rs. 4,000.

g) Profit earned from a business in Kanpur Rs. 10,000.
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Solution:

a) Income received in India is Indian Income. It is taxable on all assesses.

b) Income earned and receive in Africa is taxable only on ROR.

c) Income earned in India irrespective of place of receipt, is taxable on all assessees.

d) Income from business in Sri Lanka, Which is controlled from India, is taxable on
ROR and NROR.

e) HP income in Sri Lanka is taxable only on ROR.

f) Past untaxed foreign income is not an income earned in the previous year. Hence it
is not taxable on anyone.

g) Profit from business in Kanpur is an income arising in India. It is taxable on all
assesses.

Computation of Taxable Income of Mr. Anil for the AY 2019-20

S. Particulars If he is a If he is a If he
No ROR RNOR is a NR

Rs. Rs. Rs.

1 Income accrued in Canada but received in India. 2000 2000 2000

2 Income earned in Africa and received there 5,000 - -

3 Income earned in India but received in Canada 5,000 5,000 5,000

4 Income from business in Sri Lanka , Which is
controlled from India 10,000 10,000 -

5 HP income from Sri Lanka 2,000 - -

6 Past untaxed foreign income - - -

7 Profit from business in Kanpur 10,000 10000 10,000

Gross Total Income 34,000 27,000 17,000

Less: Chapter VI A deduction - - -

5 Taxable Income 34,000 27,000 17,000
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4.7 Summary

In India, every person who comes under taxable income keeps no stone unturned to
save his/her taxes. He or she tries to avail various deductions as permitted under section 80C
to 80U available under the income tax act 1961. Fortunately, now in India, there are various
incomes and investments that are tax-free. In this column, we will discuss the 21 tax free
income sources in India that are exempted from tax under the income tax act, 1961.

4.8 Keywords
Agricultural Income

Gratuity

Leave Salary

Tax Free Pensions

Resident

Non-Resident

4.9 Review Questions
1. Explain in detail about the items fully exempted from tax.

2. What is Residential Status? Explain the basic conditions and additional conditions.
3. Mr. Ashik, an Indian Citizen, left India for the first time to Germany for deputation on

1.4.2016. After two years he returned to India. Again he left India to USA on 10th

Jan. 2019. Determine his residential status for the AY 2019-20.
(Mr. Ashik is a resident and ordinarily resident as he fulfilled 1st basic condition and
two additional conditions)

4. Mr. Venkat, an Indian Citizen, left india for the first time on 1.4.2017 for the purpose
of employment in Germany. He came back to India on 15.12. 2018 and stayed in
India upto 31.3.2019. Determine his residential status. Mr. Venkat is a non-resident
as 182 days stay is a must for an individual who had gone abroad for employment)

5. Compute gross total income of Mr. SM, if he is a (a) resident; (b) not ordinarily
resident and (c) non-resident.
a. Salary received in India Rs. 60,000
b. Income earned in India, received in London Rs. 7,000
c. Income from business in Iran, but controlled and managed from India Rs. 13,000
d. Income from house property in Nepal Rs. 5,000
e. Income of 2005-06 in USA, now brought to India Rs. 10,000
(GTI: Resident: Rs. 85,000, NOR: Rs. 80,000 and NR: Rs. 67,000)
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LESSON - 5
SALARY AND COMPUTATION OF TAX ON

INCOME FROM SALARY
Learning Objectives

After reading this lesson, you will be able to:

 get to know the meaning of salary and discuss the features of income from salary

 discuss the cost to company and allowances and their types.

Structure

5.1 Introduction

5.2 Meaning of Salary

5.3 Features of Income from Salary

5.4 Cost to Company

5.5 Calculation of Income from Salary

5.6 Allowances

5.6.1 Fully Taxable Allowances

5.6.2 Partly Taxable Allowances

5.6.3 Non-taxable Allowances

5.7 Perquisites

5.7.1 Perquisites that are taxable for all the employees

5.7.2 Perquisites that are taxable only to specified employees

5.7.3 Perquisites that are exempt from tax

5.8 Taxable of Various Components of Salary

5.9 Illustrations

5.10 Summary

5.11 Keywords

5.12 Review Questions
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5.1 Introduction

Income from salary is the income or remuneration received by an individual for services
he is rendering or a contract undertaken by him. This clause essentially assimilates the
remuneration received by a person for the services provided by him under the contract of
employment.

This amount of remuneration will be considered as income for the purposes of Income
Tax Act only if there is an Employer and employee relationship between the person who is
making the payment and the person who is receiving the payment. Any payment that is received
by a person will be treated as Income under Income Tax Act if there exist an Employer and
employee relationship between the payer and payee. For the purpose of qualifying income as
income from salary, their relationship should be that of a master and servant. Where a master
is a person who directs his employee that what is to be done and how it is to be done and
servant is the person who is liable to conduct that work in the manner told by his employer.

5.2 Meaning of Salary

The salary for the purpose of calculation of income from salary includes:

 Wages;

 Pension;

 Annuity;

 Gratuity;

 Advance Salary paid;

 Fees, Commission, Perquisites, Profits in lieu of or in addition to Salary or Wages;

 Annual accretion to the balance of Recognized Provident Fund;

 Leave Encashment;

 Transferred balance in Recognized Provident Fund;

 Contribution by Central Govt. or any other employer to Employees Pension A/c as
referred in Sec. 80CCD.
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5.3 Features of Income from Salary
a. It is most important that an employer-employee relationship exists between the people

involved to charge any payment under the head salary.

b. The employment can be full-time or part-time. Salary earned from multiple employers can
be clubbed together.

c. Once the employee accrues the salary, the liability to pay tax can’t be exempted by any
means.

d. The surrendered salary of the employees is exempt from the tax.

e. In the case of tax-free salary, the pay income along with the tax will be a part of the
revenue from the pay of the employee.

5.4 Cost to Company (CTC)

CTC is one of the generic term when a person talks about salary. CTC stands for Cost
To Company. It is the amount that the company in spending on hiring and sustaining an employee.
CTC includes the salary as well as the other benefits provided to an employee which can be
meal coupons, off ice space rent, Provident Fund, Medical Insurance, House Rent
Allowance(HRA) and any other element that cost to the company. It may be noted that CTC
varies from the actual income from salary that a person receives as CTC also includes variables
over and above the actual salary that a person is receiving.

5.5 Calculation of Income from Salary

Particulars Amount

Basic Salary —

Add: —

1. Fees, Commission and Bonus —

2. Allowances —

3. Perquisites —

4. Retirement Benefits —

5. Fees, Commission and Bonus —
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Gross Salary —

Less: Deductions from Salary —

1. Entertainment Allowance u/s 16 —

2. Professional Tax u/s 16 —

Net Salary —

5.6 Allowances

Any monetary benefit offered by the employer to its employees for meeting expenditures,
over and above the basic salary are known as Salary Allowances. The employers offer various
kinds of additional benefits in monetary terms to their employees over and above the basic
salary, which are known as salary allowances. These salary allowances are given to meet the
expenditure of particular nature. According to Income Tax Act, allowances are added to the
salary of an individual and taxed under the head Income from Salaries. The salary allowances
can be bifurcated into three broad categories, taxable, non-taxable and partly taxable allowances.

5.6.1 Fully Taxable Allowances

 Dearness Allowance: The allowance is paid to the employees to cope with inflation.

 Entertainment Allowance: This is an allowance that is provided to the employees to
reimburse the expenses which are incurred on the hospitality.

 Overtime Allowance: Overtime allowance is the allowance which is paid to the employees
for working above the regular work hours.

 City Compensatory Allowance: This allowance is paid to those employees who move
to urban cities.

 Project Allowance: When an employer provides an allowance to the employees to meet
the project expenses.

 Tiffin/Meals Allowance: Employees may be provided with meal allowances in some cases.

 Cash Allowance: Employer may also provide cash allowance in some cases like for
marriage or holiday purposes.
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5.6.2 Partly Taxable allowances

· House Rent Allowance: It is the allowance that an employer pays to his employee for
accommodation.

· Entertainment allowance

· Special allowances like allowance for travel, uniform, research allowance etc.

· Special allowance to meet personal expenses like children’s education allowance,
children hostel allowance etc.

5.6.3 Non Taxable allowances

· Allowances that is paid to the Govt. servants abroad: When the government employee
of India are paid allowances when they are serving abroad.

· Sumptuary allowances: Sumptuary allowances which are paid to the judges of HC and
SC are not taxed.

· Allowance paid by UNO: Allowances which is received by the employees of UNO are
fully exempt from tax.

· Compensatory allowance paid to judges: When a judge receives a compensatory
allowance, it is also not taxable.

5.7 Perquisites

Perquisites are those payments which are received by an employee from the employer
over and above the salary.

5.7.1 Perquisites that are taxable for all the employees

 Rent free accommodation

 Club fee payments

 Movable assets

 Concession in accommodation rent

 Interest-free loans

 Educational expenses

 Insurance premium paid on behalf of employees
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5.7.2 Perquisites that are taxable only to specified employees

 Free gas, electricity etc. for domestic purpose

 Concessional transport facility

 Concessional educational expenses

 Payment made to gardener, sweeper and attendant.

5.7.3 Perquisites that are exempt from tax

 Medical benefits

 Health Insurance Premium

 Leave travel concession

 Staff Welfare Scheme

 Car, laptop etc. for personal use.

5.8 Taxability of various Components of Salary

S.No. Section Particulars Taxability/Exemption

1 17 Basic salary Fully taxable

2 17 Dearness Allowance
(referred to as ‘DA’) Fully taxable

3 17 Bonus, fees or commission Fully taxable

A. Allowances

4 10(13A) read House rent allowance Least of the following is
with Rule 2A exempt:

a) Actual HRA Received

b) 40% of Salary (50%, if house
situated in Mumbai, Calcutta,
Delhi or Chennai)

c) Rent paid minus 10% of
salary
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* Salary = Basic + DA (if part of
retirement benefit) + Turnover
based Commission

Note:

i. Fully taxable, if HRA is received
by an employee who is living in
his own house or if he does not
pay any rent

ii. It is mandatory for employee
to report PAN of the landlord to
the employer if rent paid is more
than Rs. 1,00,000 [Circular No.
08 /2013 dated 10-10-2013].

5 10(14) Children education Up to Rs. 100 per month per
allowance child up to a maximum of 2

children is exempt

6 10(14) Hostel expenditure Up to Rs. 300 per month per
allowance child up to a maximum of 2

children is exempt

7 10(14) Transport Allowance Rs. 3,200 per month granted to
granted to an employee to an employee, who is blind or
meet expenditure for the deaf and dumb or orthopedically
purpose of commuting handicapped with disability of
between place of residence lower extremities
and place of duty

8 Sec. 10(14) Allowance granted to an Amount of exemption shall be
employee working in any lower of following:
transport business to meet
his personal expenditure
during his duty performed
in the course of running of



59

such transport from one
place to another place
provided employee is not in
receipt of daily allowance.

a) 70% of such allowance; or

b) Rs. 10,000 per month.

9 10(14) Conveyance allowance Exempt to the extent of
granted to meet the expenditure incurred for official
expenditure on conveyance purposes
in performance of duties
of an office

10 10(14) Travelling allowance to Exempt to the extent of
meet the cost of travel on expenditure incurred for official
tour or on transfer purposes

11 10(14) Daily allowance to meet the Exempt to the extent of
ordinary daily charges expenditure incurred for official
incurred by an employee on purposes
account of absence from
his normal place of duty

12 10(14) Helper/Assistant allowance Exempt to the extent of
expenditure incurred for official
purposes

13 10(14) Research allowance Exempt to the extent of
granted for encouraging expenditure incurred for official
the academic research and purposes
other professional pursuits

14 10(14) Uniform allowance Exempt to the extent of
expenditure incurred for official
purposes



60

15 10(7) Any allowance or perquisite Fully Exempt
paid or allowed by
Government to its
employees (an Indian
citizen) posted outside India

16 – Allowances to Judges of Fully Exempt.
High Court/ Supreme Court
(Subject to certain
conditions)

17 10(45) Following allowances and Fully Exempt
perquisites given to
serving Chairman/ Member
of UPSC is exempt from
tax:

a) Value of rent free
official residence

b) Value of conveyance
facilities including
transport allowance

c) Sumptuary allowance

d) Leave travel concession

18 – Allowances paid by the Fully Exempt
UNO to its employees

19 10(45) Allowances to Retired Exempt subject to maximum of
Chairman/Members of Rs. 14,000 per month for
UPSC (Subject to certain defraying the services of an
conditions) orderly and for meeting

expenses incurred towards
secretarial assistant on contract
basis.
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20 Sec. 10(14) Special compensatory Amount exempt from tax varies
read with Allowance (Hilly Areas) from Rs. 300 to Rs. 7,000 per
Rule 2BB  (Subject to certain month.

conditions and locations)

21 Sec. 10(14) Border area, Remote Amount exempt from tax varies
read with Locality or Disturbed Area from Rs. 200 to Rs. 1,300 per
Rule 2BB or Difficult Area Allowance month.

(Subject to certain
conditions and locations)

22 Sec. 10(14) Tribal area allowance in Up to Rs. 200 per month is
read with (a) Madhya Pradesh exempt
Rule 2BB  (b) Tamil Nadu

(c) Uttar Pradesh
(d) Karnataka (e) Tripura
(f) Assam (g) West Bengal
(h) Bihar (i) Orissa

23 Sec. 10(14) Compensatory Field Area Up to Rs. 2,600 per month is
read with Allowance. If this exempt
Rule 2BB exemption is taken,

employee cannot claim
any exemption in respect
of border area allowance
(Subject to certain
conditions and locations)

24 Sec. 10(14) Compensatory Modified Up to Rs. 1,000 per month is
read with Area Allowance. If this exempt
Rule 2BB exemption is taken,

employee cannot claim
any exemption in respect
of border area allowance
(Subject to certain
conditions and locations)
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25 Sec. 10(14) Counter Insurgency Up to Rs. 3,900 per month is
read with Allowance granted to exempt
Rule 2BB members of Armed Forces

operating in areas away
from their permanent
locations. If this exemption
is taken, employee cannot
claim any exemption in
respect of border area
allowance (Subject to
certain conditions and
locations)

26 Sec. 10(14) Underground Allowance to Up to Rs. 800 per month is
read with employees working in exempt
Rule 2BB uncongenial, unnatural

climate in underground
mines

27 Sec. 10(14) High Altitude Allowance a) Up to Rs. 1,060 per month (for
read with granted to armed forces altitude of 9,000 to 15,000 feet)
Rule 2BB operating in high altitude is exempt

areas (Subject to certain b) Up to Rs. 1,600 per month (for
conditions and locations) altitude above 15,000 feet) is

exempt

28 Sec. 10(14) Highly active field area Up to Rs. 4,200 per month is
read with allowance granted to exempt
Rule 2BB members of armed forces

(Subject to certain
conditions and locations)

29 Sec. 10(14) Island Duty Allowance Up to Rs. 3,250 per month is
read with granted to members of exempt
Rule 2BB armed forces in Andaman

and Nicobar and
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Lakshadweep group of
Island (Subject to certain
conditions and locations)

30 10(14) City Compensatory Fully Taxable
Allowance

31 10(14) Fixed Medical Allowance Fully Taxable

32 10(14) Tiffin, Lunch, Dinner or Fully Taxable
Refreshment Allowance

33 10(14) Servant Allowance Fully Taxable

34 10(14) Project Allowance Fully Taxable

35 10(14) Overtime Allowance Fully Taxable

36 10(14) Telephone Allowance Fully Taxable

37 10(14) Holiday Allowance Fully Taxable

38 10(14) Any Other Cash Allowance Fully Taxable

B. Perquisites

39 17(2)(i)/(ii) Rent free unfurnished License fees determined in
read with accommodation provided accordance with rules framed by
Rule 3(1) to Central and State Government for allotment of

Government employees houses shall be deemed to be
the taxable value of perquisites.

40 17(2)(i)/(ii) Unfurnished rent free Taxable value of perquisites
read with accommodation provided i. If house property is owned by
Rule 3(1) to other employees the employer, the taxable value

of perquisite shall be:

A. 15% of salary, if population of
city where accommodation is
provided exceeds 25 lakhs

B. 10% of salary, if population of
city where accommodation is
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provided exceeds 10 lakhs but
does not exceed 25 lakhs

C. 7.5% of salary, if
accommodation is provided in
any other city

ii. If house property is taken on
lease or rent by the employer,
the taxable value of perquisite
shall be:

i. Lease rent paid or payable by
the employer or 15% of the
salary, whichever is lower

*Salary includes:

a) Basic Pay

b) Dearness Allowance (only to
the extent it forms part of
retirement benefit salary)

c) Bonus

d) Commission

e) All other allowances (only
taxable portion)

f) Any monetary payment which
is chargeable to tax

But does not include

i. Value of any perquisite

ii. Employer’s contribution to PF

iii. Benefits received at the time
of retirement like gratuity,
pension etc.
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Note:

1) Rent free accommodation is
not chargeable to tax if provided
in remote area.

2) Rent free accommodation
provided to High Court or
Supreme Court Judges, Union
Ministers, Leader of Opposition
in Parliament, an official in
Parliament and Serving
Chairman and members of
UPSC is tax free perquisite.

3) The value so determined shall
be reduced by the amount of
rent, if any,  recovered from the
employee.

4) If employee is transferred and
retain property at both the
places, the taxable value of
perquisites for initial period of 90
days shall be determined with
reference to only one
accommodation (at the option of
the assessee). The other one will
be tax free. However after 90
days, taxable value of
perquisites shall be charged with
reference to both the
accommodations.

41 17(2)(i)/(ii) Rent free furnished Taxable value of perquisites shall
read with accommodation be computed in following
Rule 3(1) manner:
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a) Taxable value of perquisite
assuming accommodation to be
provided to the employee is
unfurnished

b) Add: 10% of original cost of
furniture and fixtures (if these are
owned by the employer) or
actual higher charges paid or
payable (if these are taken on
rent by the employer).

c) Less: The value so
determined shall be reduced by
the amount of rent, if any,
recovered from the employee

42 17(2)(i)/(ii) Accommodation provided Taxable value of perquisite shall
read with in a hotel be lower of following:
Rule 3(1)

Hotel accommodation will a)  Actual charges paid or
not be chargeable to tax if : payable by the employer to such
a) It is provided for a total hotel; or
period not exceeding in b)  24% of salary
aggregate 15 days in the
financial year; and

b) Such accommodation
in hotel is provided on
employee’s transfer from
one place to another place.

43 17(2)(viii) read Motor Car / Other Taxable value of
with Rule 3(2) Conveyance perquisites (See Note 1 below)

43A. 17(2)(iv) Any sum paid by employer Fully Taxable
in respect of any obligation
of an employee
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44 17(2)(viii) read Services of a domestic Taxable value of perquisite shall
with Rule 3(3) servant including sweeper, be salary paid or payable by the

gardener, watchmen or employer for such
personal attendant (taxable services less any amount
only in case of specified recovered from the employee.
employee [See Note 4])

45 17(2)(viii) read Supply of gas, electricity or Taxable value of perquisites:
with Rule 3(4) water for household  Manufacturing cost per unit

purposes incurred by the employer., if
provided from resources owned
by the employer;

 Amount paid by the employer,
if purchased by the employer
from outside agency

Note:

1. Any amount recovered from
the employee shall be deducted
from the taxable value of
perquisite.

2. Taxable in case of specified
employees only [See note 4]

46 17(2)(viii) read Education Facilities Taxable value of
with Rule 3(5) perquisites (See Note 2 below)

47 17(2)(viii) read Transport facilities provided Value at which services are
with Rule 3(6) by the employer engaged offered by the employer to the

in carriage of passenger or public less amount recovered
goods (except Airlines or from the employee shall be a
Railways) taxable perquisite

48 17(2)(v) Amount payable by the Fully Taxable
employer to effect an
insurance on life of
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employee or to effect a
contract for an annuity

49 17(2)(vi) read ESOP/ Sweat Equity Fair Market value of shares or
with Rule Shares securities on the date of exercise
3(8)/3(9) of option by the

assessee less amount
recovered from the employee in
respect of such shares shall be
the taxable value of perquisites.

Fair Market Value shall be
determined as follows:

a) In case of listed Shares:
Average of opening and closing
price as on date of exercise of
option (Subject to certain
conditions and circumstances)

b) In case of unlisted shares/
security other than equity
shares: Value determined by a
Merchant Banker as on date of
exercise of option or an earlier
date, not being a date which is
more than 180 days earlier than
the date of exercise of the option.

50 17(2)(vii) Employer’s contribution Taxable in the hands of
towards superannuation employee to the extent such
fund contribution exceeds

Rs.1,50,000

51 17(2)(viii)  Interest free loan or Loan Interest free loan or loan at
read with at concessional rate of concessional rate of interest
Rule 3(7)(i) interest given by an employer to the

employee (or any member of his
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household) is a perquisite
chargeable to tax in the hands
of all employees on following
basis:

1) Find out the “maximum
outstanding monthly balance”
(i.e. the aggregate outstanding
balance for each loan as on the
last day of each month);

2) Find out rate of interest
charged by the SBI as on the first
day of relevant previous year in
respect of loan for the same
purpose advanced by it;

3) Calculate interest for each
month of the previous year on
the outstanding amount
(mentioned in Step 1) at the rate
of interest given in Step 2

4) From the total interest
calculated for the entire previous
year (step 3), deduct interest
actually recovered, if any, from
employee

5) The balance amount (Step 3-
Step 4) is taxable value of
perquisite

Nothing is taxable if:

a) Loan in aggregate does not
exceed Rs. 20,000; or
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b) Loan is provided for treatment
of specified diseases (Rule 3A)
like neurological diseases,
Cancer, AIDS, Chronic renal
failure, Hemophilia (specified
diseases). However, exemption
is not applicable to so much of
the loan as has been reimbursed
to the employee under any
medical insurance scheme.

52 17(2)(viii)  Facility of travelling, touring a) Taxable value of perquisite
read with and accommodation availed shall be expenditure incurred by
Rule 3(7)(ii) of by the employee or any the employer  less  amount

member of his household recovered from employee.
for any holiday b) Where such facility is

maintained by the employer, and
is not available uniformly to all
employees, the value of benefit
shall be taken to be the value at
which such facilities are offered
by other agencies to the public.

53 17(2)(viii)  Free food and beverages 1) Fully Taxable: Free meals in
read with provided to the employee excess of Rs. 50 per meal
Rule 3(7)(iii)  less amount paid by the

employee shall be a taxable
perquisite

2) Exempt from tax: Following
free meals shall be exempt from
tax:

a) Food and non-alcoholic
beverages provided during
working hours in remote area or
in an offshore installation;
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b) Tea, Coffee or Non-Alcoholic
beverages and Snacks during
working hours are tax free
perquisites;

c) Food in office premises or
through non-transferable paid
vouchers usable only at eating
joints provided by an employer
is not taxable, if cost to the
employer is Rs. 50(or less) per
meal.

54 17(2)(viii) read Gift or Voucher or Coupon a) Gifts in cash or convertible into
with Rule on ceremonial occasions or money (like gift cheque) are fully
3(7)(iv) otherwise provided to the taxable

employee b) Gift in kind up to Rs.5,000 in
aggregate per annum would be
exempt, beyond which it would
be taxable.

55 17(2)(viii)  Credit Card a)  Expenditure incurred by the
read with employer in respect of credit
Rule 3(7)(v)  card used by the employee or

any member of his
household less amount
recovered from the employee is
a taxable perquisite

b)  Expenses incurred for official
purposes shall not be a taxable
perquisite provided complete
details in respect of such
expenditure are maintained by
the employer
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56 17(2)(viii) read Free Recreation/ Club a)  Expenditure incurred by the
with Rule Facilities employer towards annual or
3(7)(vi)  periodical fee etc. (excluding

initial fee to acquire corporate
membership) less amount
recovered from the employee is
a taxable perquisite

b)  Expenses incurred on club
facilities for the official purposes
are exempt from tax.

c)  Use of health club, sports and
similar facilities provided
uniformly to all employees shall
be exempt from tax.

57 17(2)(viii)  Use of movable assets of Taxable value of perquisites
read with the employer by the a) Use of Laptops and
Rule 3(7)(vii) employee is a taxable Computers: Nil

perquisite b) Movable asset other than
Laptops, computers and Motor
Car*: 10% of original cost of the
asset (if asset is owned by the
employer) or actual higher
charges incurred by the
employer (if asset is taken on
rent)  less  amount recovered
from employee.

*See Note 1 for computation of
perquisite value in case of use
of the Motor Car

58 17(2)(viii)  Transfer of movable assets Taxable value of perquisites
read with by an employer to
Rule 3(7)(viii) its employee
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a) Computers, Laptop and
Electronics items: Actual cost of
asset less depreciation at 50%
(using reducing balance
method) for each completed
year of usage by
employer less amount
recovered from the employee

b) Motor Car: Actual cost of
asset less depreciation at 20%
(using reducing balance
method) for each completed
year of usage by
employer less amount
recovered from the employee

c) Other movable assets: Actual
cost of asset less depreciation at
10% (on SLM basis) for each
completed year of usage by
employer less amount
recovered from the employee.

59 17(2)(viii) read Any other benefit or Taxable value of perquisite shall
with Rule amenity  extended by be computed on the basis of cost
3(7)(ix) employer to employee  to the employer (under an arm’s

length transaction) less amount
recovered from the employee.

However, expenses on
telephones including a mobile
phone incurred by the employer
on behalf of employee shall not
be treated as taxable perquisite.
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60 10(10CC) Tax paid by the employer Fully exempt
on perquisites (not provided
for by way of monetary
payments) given to
employee

61 10(5) Leave Travel Concession The exemption shall be limited
or Assistance (LTC/LTA), to fare for going anywhere in
extended by an employer India along with family twice in
to an employee for going a block of four years:
anywhere in India along
with his family*

*Family includes spouse, Where journey is performed by
children and dependent Air – Exemption up to Air fare of
brother/sister/parents. economy class in the National
However, family doesn’t Carrier by the shortest route
include more than 2 Where journey is performed by
children of an Individual Rail – Exemption up to air-
born on or after conditioned first class rail fare
01-10-1998. (Subject to by the shortest route
certain conditions)  If places of origin of journey and

destination are connected by rail
but the journey is performed by
any other mode of transport –
Exemption up to air-conditioned
first class rail fare by the shortest
route.

Where the places of origin of
journey and destination are not
connected by rail:

* Where a recognized public
transport system exists –
Exemption up to first Class or
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deluxe class fare by the shortest
route

* Where no recognized public
transport system exists –
Exemption up to air conditioned
first class rail fare by shortest
route.

Notes:

i. Two journeys in a block of 4
calendar years is exempt

ii. Taxable only in case of
Specified Employees
[See note 4]

62 Proviso to Medical facilities in India  a)  Expense incurred or
section 17(2) reimbursed by the employer for

the medical treatment of the
employee or his family (spouse
and children, dependent –
parents, brothers and sisters) in
any of the following hospital is
not chargeable to tax in the
hands of the employee:

i.  Hospital maintained by the
employer.

ii.  Hospital maintained by the
Government or Local Authority
or any other hospital approved
by Central Government

iii.  Hospital approved by the
Chief Commissioner having
regard to the prescribed
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guidelines for treatment of the
prescribed diseases.

b)  Medical insurance premium
paid or reimbursed by the
employer is not chargeable to
tax.

63 Proviso to Medical facilities outside
section 17(2) India reimbursed by the employer for

medical treatment of the
employee or his family member
outside India is exempt to the
extent of following (subject to
certain condition):

a. Expenses on medical
treatment – exempt to the extent
permitted by RBI.

b. Expenses on stay abroad for
patient and one attendant –
exempt to the extent permitted
by RBI.

c. Expenditure incurred on
travelling of patient and one
attendant- exempt, if Gross Total
Income (before including the
travel expenditure) of the
employee, does not exceed Rs.
2,00,000.

C. Deduction from salary

1 16(ia) Standard Deduction Rs. 50,000 or the amount of
salary, whichever is lower (Any
salaried person & pensioners)
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2 16 (ii) Entertainment Allowance Least of the following is exempt
received by the from tax:
Government employees a) Rs 5,000
(Fully taxable in case of b) 1/5th of salary (excluding any
other employees) allowance, benefits or other

perquisite)
c) Actual entertainment
allowance received

3 16(iii) Employment Tax/ Amount actually paid during the
Professional Tax. year. However, if professional tax

is paid by the employer on behalf
of its employee than it is first
included in the salary of the
employee as a perquisite and
then same amount is allowed as
deduction.

D. Retirement Benefits

Leave Encashment

1 10(10AA) Encashment of unutilized Fully Exempt
earned leave at the time of
retirement of Government
employees

2 10(10AA) Encashment of unutilized Least of the following shall be
earned leave at the time of exempt from tax:
retirement of other a) Amount actually received
employees (not being a b) Unutilized earned leave* X
Government employee) Average monthly salary

c) 10 months Average Salary**

d) Rs. 3,00,000

* While computing unutilized
earned leave, earned leave
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entitlements cannot exceed 30
days for each completed year of
service rendered to the current
employer

** Average salary = Average
Salary*** of last 10 months
immediately preceding the
retirement

***Salary = Basic Pay + DA (to
the extent it forms part of
retirement benefits)+ turnover
based commission

Retrenchment Compensation

3 10(10B) Retrenchment Least of the following shall be
Compensation received exempt from tax:
by a workman under the a) Amount calculated as per
Industrial Dispute Act, 1947 section 25F(b)of the Industrial
(Subject to certain Disputes Act, 1947;
conditions). b) Rs. 5,00,000; or

c) Amount actually received

Note:

i. Relief under Section 89(1) is
available

ii. 15 days average pay for each
completed year of continuous
service or any part thereof in
excess of 6 months is to be
adopted under section 25F(b) of
the Industrial Disputes Act,1947
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Gratuity

4 10(10)(i) Gratuity received by Fully Exempt
Government Employees
(Other than employees of
statutory corporations)

5 10(10)(ii) Death -cum-Retirement Least of following amount is
Gratuity received by other exempt from tax:
employees who are 1. (*15/26) X Last drawn salary**
covered under Gratuity X completed year of service or
Act, 1972 (other than part thereof in excess of 6
Government employee) months.
(Subject to certain 2. Rs. 20,00,000
conditions). 3. Gratuity actually received.

*7 days in case of employee of
seasonal establishment.

** Salary = Last drawn salary
including DA but excluding any
bonus, commission, HRA,
overtime and any other
allowance, benefits or perquisite

6 10(10)(iii) Death -cum-Retirement Least of following amount is
Gratuity received by other exempt from tax:
employees who are not 1. Half month’s Average Salary*
covered under Gratuity X Completed years of service
Act, 1972 (other than 2. Rs. 20,00,000
Government employee) 3. Gratuity actually received.
(Subject to certain *Average salary = Average
conditions). Salary of last 10 months

immediately preceding the
month of retirement
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** Salary = Basic Pay + DA (to
the extent it forms part of
retirement benefits)+ turnover
based commission

Pension

7 – Pension received from Fully Exempt
United Nation
Organization by the
employee of his family
members

8 10(10A)(i) Commuted Pension Fully Exempt
received by an
employee of Central
Government, State
Government, Local
Authority Employees and
Statutory Corporation

9 10(10A)(ii) Commuted Pension 1/3 of full value of commuted
received by other pension will be exempt from tax
employees who also
receive gratuity

10 10(10A)(iii) Commuted Pension 1/2 of full value of commuted
received by other pension will be exempt from tax
employees who do not
receive any gratuity

11 10(19) Family Pension received Fully Exempt
by the family members of
Armed Forces

12 57(iia) Family pension received by 33.33% of Family Pension
 family members in any subject to maximum of Rs.
other case 15,000 shall be exempt from tax
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Voluntary Retirement

13 10(10C) Amount received on Least of the following is exempt
Voluntary Retirement or from tax:
Voluntary Separation 1) Actual amount received as per
(Subject to certain the guidelines i.e. least of the
conditions) following

a) 3 months salary for each
completed year of services
b) Salary at the time of
retirement X No. of months of
services left for retirement; or
2) Rs. 5,00,000

Provident Fund

14 – Employee’s Provident Fund For taxability of contribution
made to various employee’s
provident fund and interest
arising thereon see Note 3.

National Pension System (NPS)

15 10(12A)/10 National Pension System Any payment from the National
(12B) Pension System Trust to an

assessee on closure of his
account or on his opting out of
the pension scheme referred to
in section 80CCD, to the extent
it does not exceed 60% of the
total amount payable to him at
the time of such closure or his
opting out of the scheme.

Note: Partial withdrawal from
NPS shall be exempt to the
extent of 25% of amount of
contributions made by the
employee.
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E. Arrear of Salary and relief under section 89(1)

1 15 Arrear of salary and Taxable in the year of receipt.
advance salary However relief under section 89

is available

2 89 Relief under Section 89 If an individual receives any
portion of his salary in arrears or
in advance or receives profits in
lieu of salary, he can claim relief
as per provisions of section 89
read with rule 21A

F. Other Benefits

1 – Lump-sum payment Fully exempt in the hands of
made gratuitously or by widow or other legal heirs of
way of compensation or employee
otherwise to widow or
other legal heirs of an
employee who dies while
still in active service
[Circular No. 573, dated
21-08-1990]

2 – Ex-gratia payment to a Fully exempt in the hands of
person (or legal heirs) by individual or legal heirs
Central or State
Government, Local
Authority or Public Sector
Undertaking consequent
upon injury to the person
or death of family member
while on duty [Circular No.
776, dated 08-06-1999]
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3 – Salary received from Fully exempt
United Nation Organization
[Circular No. 293, dated
10-02-1981]

4 10(6)(ii) Salary received by foreign Fully exempt if corresponding
national as an officials of official in that foreign country
an embassy, high enjoys a similar exemption
commission, legation,
consulate or trade
representation of a foreign
state

5 10(6)(vi) Remuneration received by Fully exempt
non-resident foreign
citizen as an employee
of a foreign enterprise for
services rendered in
India, if:

a)  Foreign enterprise is
not engaged in any trade
or business in India

b)  His stay in India does
not exceed in aggregate a
period of 90 days in such
previous year

c)  Such remuneration is
not liable to deducted from
the income of employer
chargeable under this Act

6 10(6)(viii) Salary received by a non- Fully exempt
resident foreign national
for services rendered in
connection with his
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employment on a foreign
ship if his total stay in
India does not exceed 90
days in the previous year.

7 – Salary and allowances Fully exempt
received by a teacher/
professor from SAARC
member state (Subject to
certain conditions).

Notes:

1. Motor Car (taxable only in case of specified employees [See note 4] except when car
owned by the employee is used by him or members of his household wholly for personal purposes
and for which reimbursement is made by the employer)

S. No. Circumstances Engine Capacity up Engine Capacity above
to 1600 cc 1600 cc

1 Motor Car is owned or hired by the employer

1.1 Where maintenances and running expenses including remuneration of the chauffeur
are met or reimbursed by the employer.

1.1-A Used wholly and Fully exempt subject to Fully exempt subject to
exclusively in the maintenance of maintenance of specified
performance of specified  documents documents
official duties.

1.1-B Used exclusively for Actual amount of expenditure incurred by the employer on
the personal the running and maintenance of motor car including
purposes of the remuneration paid by the employer to the chauffeur and
employee or any increased by the amount representing normal wear and tear
member of his of the motor car at 10% per annum of the cost of
household. vehicle less any amount charged from the employee for such

use is taxable value of perquisite.
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1.1-C The motor car is Rs. 1,800 per month Rs. 2,400 per month
used partly in the  (plus Rs. 900 per  (plus Rs. 900 per month,
performance of  month, if chauffeur is  if chauffeur is also provided to
duties and partly for also provided to run the run the motor car) shall be
personal purposes  motor car) shall be taxable value of perquisite
of the employee or  taxable value of
any member of perquisite
his household.

Nothing is deductible in respect of any amount recovered
from the employee.

1.2 Where maintenances and running expenses are met by the employee.

1.2-A Used wholly and Not a perquisite, Not a perquisite, hence, not
exclusively in the hence,not taxable taxable
performance of
official duties.

1.2-B Used exclusively for Expenditure incurred by the employer (i.e. hire charges, if
the personal car is on rent or normal wear and tear at 10% of actual cost
purposes of the of the car, if car is owned by the employer) plus salary of
employee or any chauffeur if paid or payable by the employer minus amount
member of his recovered from the employee.
household

1.2-C The motor car is Rs. 600 per month Rs. 900 per month (plus Rs. 900
used partly in the (plus Rs. 900 per per month, if chauffeur is also
performance of month, if chauffeur is provided to run the motor car)
duties and partly also provided to run shall be taxable value of
for personal the motor car) shall be perquisite
purposes of the  taxable value of
employee or any perquisite
member of his Nothing is deductible in respect of any amount recovered
household  from the employee.
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2 Motor Car is owned by the employee

2.1 Where maintenances and running expenses including remuneration of the chauffeur
are met or reimbursed by the employer.

2.1-A The reimbursement is Fully exempt subject to Fully exempt subject to
for the use of the maintenance of specified maintenance of specified
vehicle wholly and documents documents
exclusively for official
purposes

2.1-B The reimbursement is Actual expenditure incurred by the employer minus amount
for the use of the recovered from the employee
vehicle exclusively
for the personal
purposes of the
employee or any
member of his
household (taxable
in case of specified
employee as well as
non-specified
employee)

2.1-C The reimbursement Actual expenditure Actual expenditure
is for the use of the incurred  by the employer  incurred by
vehicle partly for minus Rs.1800 per the employer minus
official purposes and month and  Rs. 900 per Rs. 2400 per month and Rs. 900
partly for personal month if  chauffer is also  per month if chauffer is also
purposes of the provided minus  amount provided minus amount
employee or any recovered  from employee  recovered from employee shall
member of his shall be taxable value of be taxable value of perquisite.
household. perquisite.
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3 Where the employee owns any other automotive conveyance and actual
running and maintenance charges are met or reimbursed by the employer

3.1 Reimbursement for Fully exempt subject to Fully exempt subject to
the use of the vehicle maintenance of specified maintenance of specified
wholly and exclusively documents documents
for official purposes;

3.2 Reimbursement for Actual expenditure Not Applicable
the use of vehicle incurred by the employer
partly for official as reduced by Rs. 900
purposes and partly per month
for personal purposes
of the employee.

2. Educational Facilities: Taxable only in the hands of specified employees [See note 4]

Facility Value of perquisite Provided in any other school
extended Provided in the school
to owned by the employer

Children Cost of such education in similar Amount incurred less amount
school less Rs. 1,000 per month recovered from employee (an
per child (irrespective of numbers exemption of Rs. 1,000 per month
of children) less amount recovered per child is allowed)
from employee

Other Cost of such education in similar Cost of such education incurred
family school less amount recovered
member from employee

2.1 Other Educational Facilities

Particulars Taxable Value of Perquisites

Reimbursement of school fees of children or Fully taxable
family member of employees

Free educational facilities/ training of employees Fully exempt
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3. Employees Provident Fund: Tax treatment in respect of contributions made to and
payment from various provident funds are summarized in the table given below:

Particulars Statutory Recognized Unrecognized Public
provident provident provident provident
fund fund fund fund

Employers Fully Exempt Exempt only to Fully Exempt –
contribution to the extent of
provident fund 12% of salary*

Deduction Available Available Not Available Available
under section
80C on
employees
contribution

Interest Fully Exempt Exempt only Fully Exempt Fully Exempt
credited to to the extent
provident fund rate of interest

does not exceed
9.5%

Payment Fully Exempt Fully Exempt Fully Taxable Fully Exempt
received at (Subject to (except
the time of certain employee’s
retirement or conditions and contribution)
termination circumstances)
of service

* Salary = Basic Pay + Dearness Allowance (to the extent it forms part of retirement
benefits) + turnover based commission

Payment from recognized provident fund shall be exempt in the hands of employees in
following circumstances.
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5.9 Illustrations

Illustration 1

1. Mr. Rajasekar is an employee of a private company in Chennai. He supplies you the
following particulars of his income:

Basic salaly Rs. 20,000 p.m

D.A: 50% of salary  (50% of DA enters into pay for service benefits)

Marriage allowance Rs. 600 p.m

Education allowance (Rs. 90 p.m per child): Rs. 270 p.m

Bonus: One month salary

Entertainment allowance : Rs. 1,20 p.m

Employer’s and his contribution to RPF: 16% of salary.

Advance salary: 2 months’ salary

Fixed medical allowance: Rs. 300

Actual expenses on medicine Rs. 4,500

He is provided rent free house owned by the employer. Find his salary income for the AY
2019-2020.

Solution:

i. DA, EA, marriage allowance, medical allowance and bonus are fully taxable.

ii. Actual medical expenses are ignored.

iii. Rs. 100 (or) Rs. 90 (given) whichever is less per month per child is exempted
(subject to maximum of 2 children) on education allowance.

iv. 12% salary is exempt on employer’s contribution to RPF.

v. Own contribution to RPF is eligible for deduction u/s 80C

vi. Basic salary is taken for calculating amount of bonus and advance salary.

vii. Salary for RPF exemption: Basic salary + DA (enters into service benefits) +
commission on sales: Rs. 2,40,000 + Rs. 60,000 (Rs. 2,40,000 × 50% × 50%) = Rs.
3,00,000
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viii. 15% salary is the value of RFA.

ix. Salary for RFA valuation: Basic salary + DA (enters) + Bonus + Commission +
Taxable allowance (marriage, education, medical allowance, EA) = 2,40,000 + 60,000
+ 0 + 7,200 + 1,080 + 3,600 + 14,400 = Rs. 3,46,280.

Computation of Taxable Salary of Mr. Rajasekar for the AY 2019 – 20

Particulars Rs. Rs.

Basic salary (20,000 × 12) 2,40,000

DA (2,40,000 × 50%) 1,20,000

Advance Salary (20,000 × 2) 40,000

Bonus (20,000 × 1) 20,000

Marriage Allowance (600 × 12) 7,200

Education Allowance (for 3 children) (270 × 12) 3,240

Less: Exemption (90 × 2 × 12) 2,160 1,080

Entertainment Allowance (1200 × 12) 14,400

Fixed Medical Allowance (300 × 12) 3,600

Employer’s Contribution to RPF (3,00,000 × 16%) 48,000

Less: Exemption (3,00,000 × 12%) 36,000 12,000

Rent Free Accommodation (3,46,280 × 15%) 51,942

Gross Salary 5,10,222

Less: Deduction u/s 16 – Std. Deduction 40,000

Taxable Salary 4,70,222
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Illustration 2

From the following particulars, compute salary income

a) Basic salary Rs. 13,000 p.m.

b) Dearness allowance Rs. 900 p.m. of which Rs. 500 p.m. enters into pay for service
benefits.

c) Bonus Rs. 8,400

d) Salary in lieu of leave Rs. 3,000

e) Entertainment allowance Rs. 1,500 p.m.

f) Reimbursement of conveyance expenditure incurred for performing duties Rs. 200
p.m

g) Furnished house at concessional rent of Rs. 800 p.m. in Chennai. Fair rental value
Rs. 2,500 p.m. cost of furniture Rs. 35,000. Salary of gardener Rs. 1,000 p.a.

h) Club bills paid by employer Rs. 2,200 p.a.

i) Contribution by employer and employee to RPF 13% (each) of salary.

j) Reimburse of medical expenses Rs. 2,600

k) Life Insurance Premium paid by employee: own life Rs. 3,000 p.a. Wife’s Life Rs.
4,000 p.a. Major Son Rs. 2,000 p.a.

l) Amount deposited in ELSS 2017 Rs. 2,400

m) Contribution to Public Provident Fund Rs. 2,000.

Solution:

a) DA, Bonus, salary in lieu of leave and EA are fully taxable.

b) Conveyance expenses incurred for performing office duties are exempted from tax.

c) 15% salary + 10% cost of furniture is the value of RFA.

d) Rent paid by employee is subtracted from RFA to find concessional rent
accommodation.

e) Salary for RPF exemption: Basic + DA (enters) + commission on sales: Rs. 1,56,000
+ 6,000 + 0 = 1,62,000.
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f) Reimbursed medical expenses is fully taxable w.e.f AY 2019-20.

g) Club bill is taxable.

h) Life insurance premium on own life, his wife’s life and his major son’s life, amount
deposited in ELSS and PPF are eligible for deduction u/s 80C

i) Salary for RFA valuation: Basic Salary + DA (enters) + Bonus + Commission +
Taxable EA : 1,56,000 + 6,000 + 8,400 + 0 + 18,000 = Rs. 1,88,400

j) As the house is owned by the employer, the gardener’s salary is not taxable.

Solution:

Computation of Taxable Salary of Mr. Rajasekar for the AY 2019 – 20

Particulars Rs. Rs.

Basic salary (13,000 × 12) 1,56,000

DA (900×12) 10,800

Bonus 8,400

Salary in lieu of leave 3,000

EA (1500 × 12) 18,000

Medical expenses reimbursed 2,600

Conveyance expenses reimburse NIL

Concessional rent accommodation:

RFA: 15% salary: 1,88,400 ×15%) 28,260

Add: 10% cost of furniture (35,000 × 10%) 3,500

31,760

Less: Rent recovered from employee (800 × 12) 9,600 22,160

Club bill 2,200

Employer’s contribution to RPF (1,62,000 × 13%) 21,060 1,620

Less: exemption 12% salary: (1,62,000 × 12%) 19,440

Gross Salary 2,24,780

Less: Sec-16 (ia) Standard deduction 40000

Taxable Salary 1,84,780
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Amount qualified for deduction u/s 80C:

Particulars Rs. Rs.

Own contribution to RPF (1,62,000 × 13%) 21,060

Life Insurance Premium:

On own life 3,000

On wife’s life 4,000

On Major Son’s life 2,000 9,000

ELSS 2,400

PPF 2,000

34,460

Illustration 3

From the following particulars of Mr. Kannan who is working in Ram & Co., Delhi, (population
above 25 lakhs) compute his total income and find out qualifying amount for deduction u/s 80C.

Rs.

Salary Rs.3,000 per month 36,000

Entertainment allowance (never given before) 25,000

Dearness allowance 18,000

Employer’s contribution to RPF 4,000

Employee’s contribution of RPF 4,000

Education expenses of Mr. Kannan’s son
met by the employer 1,000

Rent-free and furnished house in Delhi Provided by the
employer, rental value of house owned by employer is 6,000
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Medical expenses during office hours 600

Club bill of Mr. Kannan paid by the company 400

Insurance premium paid from his salary 1,000

Bonus 26,000

Car of 1.8Ltr. is provided for personal and official use.

Drivers wages Rs.6,000. Expenses on running and
maintenance are met by employer. 26,000

Gas water and electricity bills, paid by employer 3,000

Gardener’s salary paid by employer 4,000

Mr. Kannan paid college tuition fees of his children 16,000

Amount deposited in PPF 60,000

Life insurance premium on spouse’s life principal 80,000

Housing Loan principal amount paid 60,000

Solution:

Computation of Salary income of Mr. Kannan AY:2019-2020

Particulars Rs. Rs.

Basic salary (13,000 × 12) 1,56,000

Basic Salary 36,000

Bonus 26,000

Entertainment allowance 25,000

Dearness allowance 18,000

Employer’s contribution to RPF 4,000

Less: Exempted 36,000x12/100 4,320 _
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Perquisites:

Car value as perk: 2,400x 12 28,800

Drivers wages as perk: 9,00x 12 10,800 39,600

Education expenses met by employer 1,000

Gas water and electricity bills paid by employer 3,000

Club bills paid by the company 400

Rent free accommodation (W.N.I) 13,050

Gross salary 1,62,050

Less: Deduction u/s. 16:

1.      Standard deduction u/s. 16(i) Nil

Net Salary 1,62,050

Amount deductible u/s 80C:Least of 1,50,000 or 2,21,000: Rs. 1,50,000.

Qualifying amount for deduction u/s 80C

Housing Loan 60,000

Q.A.:    Employee’s contribution to RPF      Rs. 4,000

College tuition fees    Rs. 16,000

Insurance Premium own life 1,000

Spouse life 80,000

PPF 60,000 2,21,000

Working Note 1

1. Value of RentFree Accommodation:

2. As the accommodation is owned by employer, RFA value in a city with population exceeding
25 lakhs is 15% of salary.

3. Salary=Basic + Commission + Bonus + Taxable allowance + DASB
(36,000+26,000+25,000)X15/100=Rs. 13,050.
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4. Note:

 Medical expenses during office hours is fully exempted.

 Mr.Kannan is a specified employee, since his monetary benefits (Basic+ DA+ EA+
Bonus +Taxable allowance-16(ii) and 16(iii) exceeds Rs. 50,000. Gas, and water
bills are taxable along with car facility.

 Non Govt. employees are not eligible for deduction u/s 16(ii) for Entertainment
allowance.

 Since the house is owned by the employer, Gardener’s salary is not taxable.

 Car, club bills, credit cards and Free lunch are taxable as perquisites.

 Standard deduction u/s 16(1) is not allowed.

 RFA is 15% of salary (house owned by employer in a city with above 25,
lakhspopulation).

 Employers contribution to RPF is exempted up to 12%of salary.

5.10 Summary

Income from salary is the income or remuneration received by an individual for services
he is rendering or a contract undertaken by him. This clause essentially assimilates the
remuneration received by a person for the services provided by him under the contract of
employment.

This amount of remuneration will be considered as income for the purposes of Income
Tax Act only if there is an Employer and employee relationship between the person who is
making the payment and the person who is receiving the payment. Any payment that is received
by a person will be treated as Income under Income Tax Act if there exist an Employer and
employee relationship between the payer and payee. For the purpose of qualifying income as
income from salary, their relationship should be that of a master and servant. Where a master
is a person who directs his employee that what is to be done and how it is to be done and
servant is the person who is liable to conduct that work in the manner told by his employer.
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5.11 Keywords
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5.12 Review Questions
1. What is income from salary? how is it computed?

2. List out the allowances which are partly and fully taxable.

3. What are perquisites? evaluate any five tax free perquisites.

4. Mr. Kesav is employed in a firm at Kolkata and he furnishes the following particulars of his
income for the AY 2019-20

a) Salary received after deduction of his own contribution to RPF and income tax at
source Rs. 42,000

b) Income tax deducted at source Rs. 1,800

c) Own contribution to RPF Rs. 4,200

d) Employer’s contribution to RPF Rs. 4,200

e) DA at 50% of first Rs. 10,000 and 25% of the remaining basic salary per year.

f) Interest credited to RPF at 12% p.a. Rs.1,200

g) House rent allowance p.a. (Rent paid Rs. 1,000 p.m.) Rs. 12,000

h) Reimbursement of medical expenses for medical treatment of his wife (hospital is
notified) Rs. 62,000

i) Free refreshment during working hours Rs. 3,600
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j) Free services of sweeper and watchman, salary paid by employer is Rs. 300 p.m.
and Rs. 1,000 p.a. respectively.

k) Free lunch during office hours, the cost of which is estimated at Rs. 1,000 p.m.

l) Conveyance allowance (he does not spend anything) Rs. 1,900

m) Premium paid on his life policy of Rs. 95,000: Rs. 10,000

Compute his salary income for the AY 2019-2020.

Ans: Gross Salary Rs. 74,050 Taxable Salary Rs. 34,050

QA for deduction u/s 80C : Rs. 14
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LESSON - 6
HOUSE PROPERTY AND COMPUTATION OF
TAX ON INCOME FROM HOUSE PROPERTY

Learning Objectives

After reading this lesson, you will be able to:

 introduce the concept of house property and income from house property

 understand the steps involved in the computation of income from house property

 familiarize with Gross Annual Value and Net Annual Value

Structure

6.1 Introduction

6.2 Owner for income from House Property Computation

6.3 Steps involved in the Computation of Income from House Property

6.4 Computation of Annual Value

6.5 Computation of Income From House Property

6.6 Deduction for Interest on Housing Loan

6.7 Deduction for Interest paid on Housing Loan taken for Affordable Housing

6.8 Composite Rent

6.9 Treatment of Unrealised Rent and Arrears of Rent

6.9.1 Deduction for unrealised rent

6.9.2 Arrears of rent or recovery of unrealised rent

6.10 Co-owner and Deemed Owner

6.10.1 Property owned by Co-owners

6.10.2 Deemed owner

6.11 Illustrations

6.12 Summary
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6.13 Keywords

6.14 Review Questions

6.1 Introduction

Income from House Property covers the rent earned from the House property which is
chargeable to tax. Sometimes, the owner may have to pay tax on ‘deemed rent’ in case the
property is not let out or vacant. The income from house property would be taxable if it satisfies
the following three essential conditions:

 The assessee is the owner of that property

 The property must consist of house, buildings and/or land.

· The property may be used for any purpose except used by the owner for the purpose
of running his business or profession.

6.2 Owner for Income from House Property Computation

It is legal owner who is chargeable to tax in respect of property income. Transfer of house
property by the individual without adequate consideration to his or her spouse or to his minor
child is considered as ”deemed owner” of the house property.

6.3 Steps involved in the Computation of Income from House
Property

a. Computation of Gross Annual Value

b. Computation of Net annual Value

c. Computation of Deduction available U/s 24

6.4 Computation of Annual Value
1. Gross Annual Value (G.A.V.) is the highest of

a. Rent received or receivable

b. Fair Market Value.

c. Municipal valuation.
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(If however, the Rent Control Act is applicable, the G.A.V. is the standard rent or
rent received, whichever is higher). It may be noted that if the let out property was
vacant for whole or any part of the previous year and owing to such vacancy the
actual rent received or receivable is less than the sum referred to in clause(a) above,
then the amount actually received/receivable shall be taken into account while
computing the G.A.V. If any portion of the rent is unrealisable, (condition of
unrealisability of rent are laid down in Rule 4 of I.T. Rules) then the same shall not
be included in the actual rent received/receivable while computing the G.A.V.

2. Net Value (N.A.V.) is the GAV less the municipal taxes paid by the owner. Provided that
the taxes were paid during the year.

3. Annual Value is the N.A.V. less the deductions available u/s 24.

6.5 Computation of Income from House Property

Income from a house property shall be determined in the following manner:

Particulars Amount

Gross Annual Value –

Less: Municipal Taxes –

Net Annual Value ****

Less: Standard deduction at 30% [Section 24(a)] –

Less: Interest on borrowed capital [Section 24(b)] –

Income from house property ****

Deductions

Description Nature of Deductions

Municipal Taxes Municipal taxes including service-taxes levied by any local authority
in respect of house property is allowed as deduction, if:a) Taxes are
borne by the owner; andb) Taxes are actually paid by him during
the year.
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Standard 30% of net annual value of the house property is allowed as
Deduction deduction if property is let-out during the previous year.
[Section 24(a)]

Interest on a) In respect of let-out property, actual interest incurred on capital
Borrowed borrowed for the purpose of acquisition, construction, repairing, re-
Capital * construction shall be allowed as deduction
[Section 24(b)]

b) In respect of self-occupied residential house property, interest
incurred on capital borrowed for the purpose of acquisition or
construction of house property shall be allowed as deduction up to
Rs. 2 lakhs. The deduction shall be allowed if capital is borrowed on
or after 01-04-1999 and acquisition or construction of house property
is completed within 5 years.

c) In respect of self-occupied residential house property, interest
incurred on capital borrowed for the purpose of reconstruction,
repairs or renewals of a house property shall be allowed as deduction
up to Rs. 30,000.

* Any interest pertaining to the period prior to the year of acquisition/ construction of the
house property shall be allowed as deduction in five equal installments, beginning with the year
in which the property was acquired/ constructed.

* Deduction for interest on borrowed capital shall be limited to Rs. 30,000 in following
circumstances:

a. If capital is borrowed before 01-04-1999 for the purpose of purchase or construction of a
house property;

b. If capital is borrowed on or after 01-04-1999 for the purpose of re-construction, repairs or
renewals of a house property;

c. If capital is borrowed on or after 01-04-1999 but construction of house property is not
completed within five years from end of the previous year in which capital was borrowed.
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Note:

With effect from Assessment Year 2020-21, deduction for interest paid or payable on
borrowed capital shall be allowed in respect of two self-occupied house properties. However,
the aggregate amount of deduction under this provision shall remain same i.e., Rs. 30,000 or
Rs. 2,00,000, as the case may be.

6.6 Deduction for Interest on Housing Loan [Section 80EE]

Deduction of up to Rs 50,000 shall be allowed to an Individual for interest payable on loan
taken for the purpose of acquisition of a house property subject to following conditions:

a)  Loan has been sanctioned by Financial institution during the financial year 2016­17;

b)  The amount of loan sanctioned does not exceed Rs 35,00,000;

c)  The value of residential property does not exceed Rs 50,00,000;

d)  The assessee does not own any residential house property on the date of sanction of
loan;

e)  Where deduction has been allowed under this section, no deduction shall be allowed
in respect of such interest under any other provision.

6.7 Deduction for Interest paid on Housing Loan taken for
affordable Housing [Seciton 80EEA]

With an objective to provide an impetus to the ‘Housing for all’ initiative of the Government
and to enable the home buyer to have low-cost funds at his disposal, the Finance (No. 2) Act,
2019 has inserted a new Section 80EEA under the Income-tax Act for those individuals who are
not eligible to claim deduction under Section 80EE. An individual can claim deduction of up to
Rs. 150,000 under section 80EEA subject to following conditions:

a. Loan should be sanctioned by the financial institution during the period beginning
on 01-04-2019 and ending on the 31-03-2020;

b. Stamp duty value of residential house property should not exceed Rs. 45 lakhs;

c. The assessee should not own any residential house property on the date of sanction
of loan; and
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d. The assessee should not be eligible to claim deduction under Section 80EE.

Hence, an individual who does not meet the criteria of section 80EE shall now be eligible
to claim deduction under section 80EEA of up to Rs. 150,000 in addition to deduction under
section 24(b). This deduction is available from Assessment Year 2020-21.

6.8 Composite Rent

If letting out of building along with movable assets i.e., machinery, plan, furniture or fixtures,
etc. forms part of a single transaction and are inseparable, the composite rent shall be taxable
under the head “Profits and gains from business or profession” or “Income from other sources”,
as the case may be. On the other hand, if the letting out of building is separable from letting of
other assets, then income from letting out of building shall be taxable under the head “Income
from house property” and income from letting out of other assets shall be taxable under the
head “Profits and gains from business or profession” or “Income from other sources”, as the
case may be.

6.9 Treatment of unrealized Rent and Arrears of Rent
[Explanation to Section 23(1)]

6.9.1 Deduction for unrealized rent: Unrealized rent is that portion of rental income
which the owner could not realize from the tenant. Unrealized rent is allowed to be deducted
from actual rent received or receivable only if the following conditions are satisfied:

o The tenancy is bona fide;

o The defaulting tenant has vacated, or steps have been taken to compel him to vacate the
property;

o The defaulting tenant is not in occupation of any other property of the assessee;

o The taxpayer has taken all reasonable steps to institute legal proceedings for the recovery
of the unpaid rent or satisfies the Assessing Officer that legal proceedings would be
useless.

6.9.2 Arrears of rent or recovery of unrealized rent [Section 25A]: Amount received in
respect of arrears of rent or any subsequent recovery of unrealized rent shall be deemed to be
the income of taxpayer under the head “Income from house property” in the year in which such
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rent is realized or received (whether or not the assessee is the owner of that property in that
year). Further, 30% of such rent shall be allowed as deduction.

6.10 Co-owner and Deemed Owner

6.10.1 Property owned by co-owners [Section 26]: If house property is owned by co-
owners and their share in house property is definite and ascertainable than the income of such
house property will be assessed in the hands of each co-owner separately. For the purpose of
computing income from house property, the annual value of the property will be taken in proportion
to their share in the property. In such a case, each co-owner shall be entitled to claim benefit of
self-occupied house property in respect of their share in the property (subject to prescribed
conditions). However, where the shares of co-owners are not definite, the income of the property
shall be assessed as that of an Association of persons.

6.10.2 Deemed owner [Section 27]: Income from house property is taxable in the hands
of its owner. However, in the following cases, legal owner is not considered as the real owner of
the property and someone else is considered as the deemed owner of the property to pay tax
on income earned from such house property:

a. An individual, who transfers otherwise than for adequate consideration any house property
to his or her spouse, not being a transfer in connection with an agreement to live apart, or
to a minor child not being a married daughter, shall be deemed to be the owner of the
house property so transferred;

b. The holder of an impartible estate shall be deemed to be the individual owner of all the
properties comprised in the estate;

c. A member of a co-operative society, company or other association of persons to whom a
building or part thereof is allotted or leased under a house building scheme shall be
deemed to be the owner of that building or part thereof;

d. A person who is allowed to take or retain possession of any building or part thereof in part
performance of a contract of the nature referred to in Section 53A of the Transfer of
Property Act, 1882 shall be deemed to be the owner of that building or part thereof;

e. A person who acquires any rights (excluding any rights by way of a lease from month to
month or for a period not exceeding one year) in or with respect to any building or part
thereof, by virtue of any such transaction as is referred to in section 269UA(f), shall be
deemed to be the owner of that building or part thereof.
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6.11 Illustrations

Illustration 1

Calculate GAV for a house from the following:

Municipal value Rs. 24,000

Fair rental value Rs. 18,000

Actual rental value Rs. 36,000

Vacancy period : 3 months

Solution:

Computation of Gross Annual Value for the AY 2019-20

Rs. Rs.

Municipal value 24,000

Fair rental value 18,000

Actual rental value 36,000

GAV before vacancy rent (the highest among three) 36,000

Less: Vacancy rent (36,000/12 × 3) 9,000

Gross Annual Value 27,000

Illustration 2

Calculated NAV from the following:

Municipal value Rs. 30,000 p.a.

Fair rental value Rs. 32,500 p.a.

Municipal tax @ 10%

Actual rent Rs. 40,000 p.a.
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Solution:

Computation of Net Annual Value for the AY 2019-20

Rs. Rs.

Gross Annual Value

Municipal Value 30,000

Fair rental value 32,500

Actual rent received 40,000

(The highest among three) 40,000

Less: Municipal Tax 3,000

Net Annual Value 37,000

Illustration 3

Compute income from House Property of Mr. Anthony Baskaran for the AY 2019-20 from
the following particulars:

Rent received Rs. 90,000; Municipal Value Rs. 86,000; Fair rental value Rs. 87,000;
Standard rent Rs. 96,00; Municipal taxes paid by tenant Rs. 1,500; Fire insurance premium Rs.
500; Ground rent Rs. 600; Repairs Rs. 12,000; Interest on housing loan Rs. 10,000

Solution:

Computation of Income from House Property for the AY 2019-20

Particulars Rs. Rs.

Gross Annual Value:

Actual rent received 90,000

Municipal value 86,000

Fair rental value 87,000
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Standard rent 96,000 90,000

Less: Municipal taxes paid by tenant Nil

Net Annual Value 90,000

Less: Deductions u/s 24:

Standard deduction (NAV × 30%) 27,000

Interest on Loan 10,000

Income from House Property 53,000

Illustration 4

Mr. Kumar , the owner of two houses, occupies one for his own residence and the order
he lets to a tenant on a monthly rent of Rs.500. The municipal value of the house occupied is
Rs.2,600 and the other is Rs.5,200. The municipal taxes of the two amounted to Rs.600. The
other expenses in respect of the two house are as follows:

Rs.

Insurance premium (for both houses) 1,200

Annual charge in respect of the house occupied 300

Ground rent for the house let 100

Repairs of the house occupied 700

Interest on loan taken to repair the two houses 400

Solution:

Computation of Income from self occupied house for the AY 2019-2020

Rs.

Net Annual Value u/s 23 (2) (a) NIL

Less: Deduction u/s 24 Interest on loan 400 x 1/3 133

Loss from self occupied House (-)133
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Computation of Income from let out house for the AY 2019-2020

Rs.

Gross Annual Value(GAV):

Municipal Value(MV) 5,200

Actual rent received (ARR)(500x12) 6,000

Whichever higher 6,000

Less: Municipal tax 600 x 2/3 400

Net Annual Value(NAV) 5400

Less: Deductions U/S 24:

Standard deduction (NAV X 30%) 5,600 X 30% 1680

Interest on loan 400 x 2/3 267

Income from let out house 2653

Computation of Total Income from House Property

Rs.

Self occupied House (-) 133

Let out House 3653

Total Income from HP 3520

6.12 Summary

Income from House Property covers the rent earned from the House property which is
chargeable to tax. Sometimes, the owner may have to pay tax on ‘deemed rent’ in case the
property is not let out or vacant. The income from house property would be taxable if it satisfies
the following three essential conditions:
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 The assessee is the owner of that property

 The property must consist of house, buildings and/or land.

 The property may be used for any purpose except used by the owner for the purpose
of running his business or profession.

6.13 Keywords
GAV

NAV

FRV

MR

SR

Composite Rent

Unrealised Rent

6.14 Review Questions
1. Explain the steps involved in the computation of income from House Property.

2. What is income from House Property?

3. How is deduction made under section 80 EE?

4. From the following particulars of Mr. Akbar, find out gross annual value:

Municipal value Rs. 1,40,000

Fair rent Rs. 1,45,000

Standard rent Rs. 1,42,000

Actual rent if property is let out throughout the year Rs. 1,68,000

Unrealised rent Rs. 14,000

Loss due to vacancy Rs. 7,000

Ans: GAV Rs. 1,47,000
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5. Calculate net annual value from the following:

Rent received Rs. 1,75,000

Standard rent Rs. 1,60,000

Municipal Value Rs. 1,70,000

Fair Rental Value Rs. 1,72,000

Municipal tax at 12% on municipal value and sanitation tax at 2% on municipal tax.

Ans: NAV Rs. 1,54,192

6. Mr.Prakasam has two houses. House A and House B. House A whose Municipal valuation
is Rs.3,00,000 is kept by him for own residence and House B whose municipal valuation
is Rs.4,80,000 has been let out. Following are the particulars relating to those two houses:

House A House B
Rs. Rs.

Municipal tax due 48,000 80,000

Land revenue 800 1,000

Interest on loan taken for repairs 2,56,000 16,800

 Fire insurance premium 3,600 9,600

 Express on repairs 14,000 2,000

Calculate hid income from house property for the PY 2018-2019.

(Ans: Income from HP: House A: Loss (-) Rs.30,000;House B: Rs.3,19,200 (4,80,000-
1,44,000-16,800))

7. Mr. X owns three houses: One whose municipal valuation is Rs.25,000 is occupied by
him for his own residence and the other two houses whose municipal valuation are
Rs.30,000 and Rs.40,000 are let out at Rs.3,000p.m and Rs.4,000p.m respectively. The
following expenses in respect of the three houses are:
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Particulars House I House II House III
(Self (Let out (Let out

Occupied) for Rent) for Business)
Rs. Rs. Rs.

Municipal taxes 2,500 3,000 3,500

Land tax 1,500 2,000 3,000

Interest on loan for
Reconstruction of house 3,000 4,000 5,000

Fire insurance premium 2,000 2,000 4,000

Collection charges - 2,000 1,000

Interest on mortage
(personal) - 5,000 4,000

Compute his income from house property for the AY 2019-2020

[Ans: Income from HP: House I:Loss: (-) Rs.3,000; House II: Rs.19,100 (36,000-
3,000=33,000-9,900-4,000; House III: Rs.26,150 (48,000-3,500=44,500-13,350-5,000)]

Hint: Ignore land tax, fire insurance premium, collection charges and interest on mortgage.

8. Mr. Kumar owns three houses in Arcot. He gives the following particulars:

House A House B House C
Rs. Rs. Rs.

Rent received 4,400p.m 3,200p.m -

Municipal tax paid 6,000 4,000 1,600

Municipal value - 29,600 16,000

Standard rent - 30,000 -

Annual charge 20,000 - -

Nature of occupation Let out Let out Self Occupied
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A loan of Rs.3,00,000 @ 10%p.a was borrowed from a firm of Canada for construction of
House C. The construction was completed in 2013. The outstanding loan on 1.4.2018 was
Rs.2,00,000 and nothing was paid out of capital sum during the year. Interest has been remitted
to the Canada firm without deducting any tax from it and there is no person in India who can be
created as the agent of that firm in India. Calculate his income from house property for the AY
2019-2020.

[Ans: Income from HP: A:32,760 (52,800-6,000=46,800-14,040); B: Rs.24,080 (38,400-
4,000=34,400-10,320); C:Nil]

Hint:

(i) Interest on loan paid Rs.20,000 for House C is not deductible as neither the tax at source
has been deducted nor there is any person in India who may be treated as his agent.

(ii) Annual charge is not deductible.
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LESSON - 7
INCOME FROM BUSINESS OR PROFESSION

Learning Objectives

After reading this lesson, you will be able to:

 define business and types of business under the head business or  profession

 differentiate the business from profession and elaborate various steps of computing
income from business.

 calculate income from profession.

Structure

7.1 Introduction

7.2 Profession

7.3 Income from Business and Profession

7.4 Computation of Taxable Income under Business and Profession

7.5 Non-taxable Income under Business and Profession

7.6 Illustrations

7.7 Computation of Income from Profession

7.8 Summary

7.9 Keywords

7.10 Review Questions

7.1 Introduction

Business refers to any kind of economic activity done by an assessee for earning profits.
The term business/economic activity includes “ any trade, commerce, manufacturing activity or
any adventure or concern in the nature of trade, commerce and manufacture”.

There are two types of business, speculative and non-speculative.

 Speculative business income: Income from intraday equity trading is considered a
speculative business income. Intraday trading simply means the buying and selling of
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financial instruments on the same day. In other words, the amount (net amount from it) is
not fixed and it can change from time to time. For example, share trading business.

 Non-speculative business income: It is the income from trading Futures & Options is
taken as a non-speculative business. F&O is also considered as non-speculative as these
instruments are used for hedging and also for taking/giving delivery of the underlying
contract. In other words, the amount (net profit/loss from it) is fixed and does not change
for a period of time. For example, any manufacturing/trading or any business.

It is not compulsory to have a series of permanent transactions in a business. In other
words, the repetition or continuity of business transactions is not essential.

7.2 Profession

A profession is a kind of job that requires special expertise, skill and knowledge like that
of C.A., Lawyer, Doctor, Engineer, Architect etc. In other words, he/she utilizes either his/her
intellectual or manual skills to earn the livelihood. The term “profession” is about his/her declared
accomplishments, in special knowledge distinguished from mere skill.

7.3 Income from Business and Profession

The term ‘Income from business and profession’ means any income shown in profit and
loss account after taking into account all the allowed expenditures by an assessee. The income
also includes both positive (profit) and negative incomes (loss). In other words, ‘profit and
gains’ represent plus income while ‘loss’ represents minus income. So, both legal and illegal
business incomes are taxable in nature. The income earned by the assessee from the previous
year is taxable. An assessee involved in the business/profession should file his/her income on
or before 31 July of an assessment year.

7.4 Computation of Taxable Income under Business and
Profession

The chargeable income under “Profits and gains of business or profession” is given
below:
1. The profits and gains from any business/profession carried on by the assessee at any

time during the previous year
2. Any compensation /other payment due to or received by,—any person, by whatever name,

manage the whole or significant whole of the affairs of an Indian company, at or connected
to the termination of his management or the modification of the terms and conditions
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3. Income obtained by a trade, professional or similar association from specific services
performed for its members

4. The value of any perquisite/benefit from business or profession, whether it is convertible
into money or not

5. Any interest, commission, salary, remuneration, or bonus due to, or received by, a partner
of a firm from a firm

6. Any sum that is received under a Keyman insurance policy including the sum given as a
bonus

7. Income from any speculative transactions

8. Any sum, whether received / receivable, in cash/kind for:

a. For not carrying out any activity concerning any business or

b. For not sharing any know-how, patent, copyright, trade-mark, licence, franchise or any
other business/ commercial right

9. Any profit that is made from the transfer of the Duty-Free Replenishment Certificate

10. Any profit made from the transfer of the Duty Entitlement Pass Book Scheme

11. Profits that are made from the sale of a license granted under the Imports (Control)
Order, 1955, made under the Imports and Exports (Control) Act, 1947 (18 of 1947)

7.5 Non-Taxable Incomes under Business and Profession

Now let us take a look at the non-taxable incomes under head “profits and gains of business
or profession:

 Rent of house property: It  is taxable under the head “Income from house property”.
Even if the property constitutes stock in trade of recipient of rent or he has a business of
letting properties on rent.

 Deemed dividends on shares: This  is  taxable  under  the  head  “Income  from  other
sources”. But the dividend received from an Indian company is not chargeable to tax in
the hands of shareholders.

 Winnings from lotteries, races etc: It  is taxable under the head “Income from other
sources”. Even if we consider it as a regular business activity.
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With this, we have come to the end of this post on income from business and profession.
Share your views and questions in the comments section below.

7.6 Illustrations

Illustration 1

From the following, compute the taxable income under the head income from business,
profit before adjusting the following items is Rs.5,50,000.

                    Rs.

Administration expenses 10,000

Trade expenses 5,000

House hold expenses 3,000

Discount allowed 4,000

Income tax 400

Provision for bad debts 2,000

Bad debts 3,000

Donation to P.M. National relief fund 4,000

Legal fee 200

Solution:

COMPUTATION OF BUSINESS INCOME FOR THE A/YR 2019-20

       Particulars           Amount Amount

Net Profit 5,50,000

Less: Admissible Expenses:

Administration Expenses 10,000

Trade Expenses 5,000

Discount allowed 4,000

Bad debts 3,000

Legal fee 200 22,200

 Business Income 5,27,800
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Hint: Legal fee is assumed to incurred in the interest of business.

Illustration 2

Mr. Rajan submits the following particulars of his business from which you calculate the
income from business. Net profit as per P/L a/c (after charging the following) Rs. 1,25,000

(a) Sales tax Rs. 20,000 and Income Tax Rs. 55,000

(b) Bad debts provision Rs.3,000

(c) Commission to procure business order Rs. 8,000

(d) Int. on Capital Rs.38,000

(e) Deprecation Rs.4,000 (but as per income tax rules Rs. 2,000 only).

Solution:

Computation of Business Income for the A/Yr. 2019-20

Particulars Rs. Rs.

Net Profit 1,25,000

Add: Inadmissible Expenses:

Income Tax 55,000

Bad debts provision 3,000

Interest on Capital 38,000

Depreciation 4,000 1,00,000

2,25,000

Less: Expenses allowed

Depreciation 2,000

Business Income 2,23,000
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Illustration 3

The following is the Profit & Loss account of Mr. Roy for the year

Particulars Rs. Particulars Rs.

To Rates and Taxes 450 By Gross profit 14,623

To Establishment (Staff) 1,750 By Bank interest on personal deposits

To Rent 600 577

To Household expenses 1,450

To Discount 250

To Advertisement 200

To Income-tax 480

To Postage, Stationery 810

To Fire insurance 150

To Gifts and presents 160

To Charity and donations

 (to approved institution) 1,140

To Purchase of plant and

Machinery (Not yet installed) 1,500

To repairs of furniture 50

To Interest on Loan 1,000

To Life insurance premium 600

To Reserve for doubtful debts 700

To Interest on capital 250

To  Net profit 3,660

15,200 15,200

You are required to ascertain the business income of Mr. Roy
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Solution

Computation of Business Income of Mr. Roy for the Assessment year 2019-2020

Particulars Rs. Rs.

Net Profit 3,660

Add: Inadmissible deductions

Household expenses 1,450

Income tax 480

Gifts and presents 160

Charity and donations 1,140

Capital expenditure on purchase of Plant
and Machinery 1,500

Life Insurance premium 600

Reserve for doubtful debts 700

Interest on Capital 250 6,280

9,940

Less: Non Business income or income to
be Shown under other heads:

Bank Interest 577

Business Income 9,363

Note:

1. Charity and Donations to approved Institution are inadmissible since they are deductible
From gross Total Income.

2. Expenses other than above inadmissible expenses are business expenses, being debited
as allowable expenses: hence they are ignored.
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Illustration 4

From the following Profit and Loss A/c of a manufacturer, calculate income under the
head “Profits and Gains of Business or Profession “  for the year ending 31st March 2019.

Particulars Rs. Particulars Rs.

Salaries to employees 95,000 Gross profit 3,80,000

Advertisement expenses Interest on securities 14,000

 (paid and cash) 24,000 Income from house property

General Expenses 16,000 Bad debts recovered 25,000

Entertainment Expenses 22,000 (allowed earlier) 12,000

Bad debts 1,500

Drawings by Proprietor 24,000

Sales tax(due and paid on
  (1-7-2018) 6,000

Interest on proprietor’s capital 7,000

Repairs 2,500

Rent 21,000

Legal expenses 5,000

Depreciation 15,000

Bonus 6,000

Bonus to proprietor 4,000

Car purchased 72,000

Expenses on Car during
the year 12,000

Donation 2,000

Provisions for bad debts 6,000

Net Profit 90,000

4,31,000 4,31,000
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From the examination of books of accounts, the following other information are available.

(a) Advertisement expenses were spent on insertion in newspapers.

(b) Rs. 3,000 was spent on purchase of land and is included in legal expenses.

(c) Half of the repair expenses were on let-out building.

(d) Depreciation allowable on all assets including car is Rs. 14,400

(e) Bonus was paid to employees on 30-6-2019 and due date of filing of returns is 31-7-2019

Solution:

Compute of Business Income of Manufacturer for the previous year 2018-2019

Particulars Rs. Rs.

Net Profit 90,000

Add: Inadmissible deductions / Expenses:

Advertisement expenses exceeding

Rs.20,000 paid in cash (dis allowed upto 100%) 24,000

Drawings by Proprietor 24,000

Interest on Capital 7,000

Depreciation 15,000

Bonus to proprietor 4,000

Cost of Car being capital expenditure 72,000

Provision for bad debts 6,000

Legal expenses incurred on purchase of

Land being capital expenditure 3,000

Repair expenses on let-out building
(1/2 x 2,500) 1,250

Donation 2,000 1,58,000

2,48,250

Less: Allowable depreciation 14,400
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Less: Income to be shown under other heads

Interest on securities 14,400

Income from house property 25,000 39,400

Business Income 1,94,850

Notes:

1. Advertisement expense (even any other business expenses) exceeding Rs.20,000
paid in cash are disallowed to the extent of 100%.

2. Bad debts recovered and allowed earlier is business income.

3. Depreciation actually charged is fully added and then allowable depreciation is
reduced.

4. Expenses other than above inadmissible are business expenses and they are debited
to P&L and hence ignored.

7.7 Computation of Income from Profession

Illustration 5

Kumar a lawyer by profession keeps his cash book as per cash system of accounting.
The following is the summary of his cash book for the year ended 31st March 2019.

Receipts Rs. Payments Rs.

To Balance 5,000 By Rent of Chamber 2,400

To Fees 35,000 By Car expenses 3,600

To Remuneration as examiner 3,000 By Household expenses 12,000

To Interest on bank deposits 2,500 By Local taxes for the house 1,200

To Rent from House property 8,000 By Repairs of the house 4,000

To Dividends 16,000 By LIC premium for self 4,800

By Cost of Books for profession 4,000

By Medical treatment of self 5,000

By Balance 18,100

55,100 55,100
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Additional information:

(a) 1/3 of the house is used by Kumar for his own residence.

(b) Kumar is insured for Rs. 40,000.

(c) Kumar has to get Medical treatment for an eye ailment caused by intensive study of law
books.

(d) ½ of the Car expenses relate to personal use of the car by Kumar.

(e) Depreciation computed at the prescribed rate on the written down value of the Car is
Rs.2,000.

Solution:

Computation of Income from profession of Mr. Kumar for the assessment year 2019-
2020

Particulars Rs. Rs.

Professional receipts:

Fees 35,500

Remuneration as examiner 3,000 38,000

Less: Expenses in connection with Profession:

Rent of Chamber 2,400

½ of the expenses of car 1,800

Cost of Depreciation books for
Profession 4,000 x 40/100 1,600

Depreciation of the Car (2,000 x ½) 1,000 6,800

Income from profession 31,200

Notes:

(1) Interest on Bank Deposits, Rent from Property and Dividends are to be ignored as they
are not Incomes from profession.

(2) 2/3 of House is let out on which rent is received and 1/3 is self occupied.So, expenses
relating to house are ignored.
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(3) In spite of study of law books causing eye aliment, medical treatment of self should be
considered as personal only.

(4) Opening and closing balances in cash book are irrelevant in computing professional
income.

(5) Household expenses, local taxes and LIC premium are personal expenses and they are
ignored.

Illustration 6

The following is the receipts and payments account of a medical practitioner for the year
ending March 31, 2019.

Receipts Rs. Payments Rs.

Balance b/d 1,10,000 Clinic Rent 15,000

Visiting fees 65,000 Staff salaries 80,000

Consultation fees 65,000 Rent and taxes 5,000

Sales of medicines 25,000 Electricity and water 4,000

Operation theatre rent 15,000 Purchase of Medical books 4,000

Interest and dividends 20,000 Purchase of Surgical equip. 30,000

Motor car expenses 15,000

Medical association 5,000

membership fees 20,000

Audit fees 2,000

Staff welfare expenses 1,000

Diwali expenses 6,000

Entertainment expenses 30,000

Medicines purchased 83,000

Balance c/f

3,00,000 3,00,000
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Additional information:

(1) A Cash payment of Rs. 5,000was given to him by a patient in appreciation of his Medical
service but was not accounted for in the books of accounts.

(2) One third of Motor car expenses relate to his personal use. Depreciation on Motor car
allowable under the Income Tax Act was Rs. 6,000 for professional use.

(3) Audit fees include Income-tax appeal expenses of Rs. 15,000.

(4) Depreciation computed at the prescribed rate on surgical equipment is Rs. 10,000.

(5) Interest and dividend include        RS.

(a) Interest on Bank deposit 4,000

(b) Dividends from U.T.I. 4,000

(c) Interest on National Deposit scheme 5,000

(d) Dividends from Indian companies 7,000

(6) His taxable income from house properties was Rs.5,00,000.

Compute his net income from profession for assessment year 2019-2020.

Solution:

Computation of Income from Profession of Medical Practitioner for the Assessment year
2019-2020

Particulars Rs. Rs.

Income from Profession:

Visiting fees 65,000

Consultation fees 65,000

Sale of Medicines 25,000

Operation Theatre rent 15,000

Cash receipt from a patient 5,000 1,75,000

Less: Expenses in connection with profession:

Clinic rent 15,000

Staff Salaries 80,000
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Rent and Taxes 5,000

Electricity and water 4,000

Depreciation on Medical Books
(4,000 x 40/100) 4,000

Medical association membership fees 5,000

Audit fees 20,000

Staff welfare expenses 2,000

Diwali expenses 1,000

Entertainment expenses 6,000

Depreciation allowable on car 6,000

Cost of Medicines 30,000

Depreciation on surgical equipment 10,000

Motor car expenses (15,000 x 2/3) 10,000 1,95,000

Income from Profession (-)20,600

Note:

(1) Income tax appeal expenses are allowable. So, they are deducted as a part of audit fees.

(2) Opening balance b/d and closing balance c/d are not relevant for computing income from
profession.

(3) Books used for profession (other than annual publications) are eligible for 40% depreciation.

7.8 Summary

Business refers to any kind of economic activity done by an assessee for earning profits.
The term business/economic activity includes “ any trade, commerce, manufacturing activity or
any adventure or concern in the nature of trade, commerce and manufacture”.

A profession is a kind of job that requires special expertise, skill and knowledge like that
of C.A., Lawyer, Doctor, Engineer, Architect etc. In other words, he/she utilizes either his/her
intellectual or manual skills to earn the livelihood. The term “profession” is about his/her declared
accomplishments, in special knowledge distinguished from mere skill.
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7.9 Keywords
Business

Profession

Speculative Business Income

Non-speculative Business Income

Depreciable Assets

7.10 Review Questions
1. What is Business? How is it differentiated from Profession?

2. Write down types of Business.

3. List out the steps involved in the computation of income under the head business and
profession.

4. From the following details, compute the taxable income under the head income from
business. Profit before adjusting the following items is Rs. 7,00,000.

Rs.

Trade expenses 5,000

Establishment expenses 10,000

Household expenses 2,000

Discount allowed. 1,000

Income tax 700

Provision for bad debts 1,000

Donation to National Defense fund 1,000

Audit fees 200
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Hint:

(1) Since profit is given as profit before adjusting the expenses, admissible expenses
are deducted and Inadmissible expenses are ignored.

(2) Establishment expenses refer to administration expenses.

(3) House hold expenses, income tax, provision for bad debts and donation to national
defence fund are not business expenses, hence they are not deducted.

5. From the following income of Mr. W compute his business income:

Rs.

Wages 50,000

Sales 10,00,000

Commission received 20,000

Interest income 10,000

Income tax 5,000

Bad debt reserve 6,000

Depreciation 15,000

Hint:

(1) Business income is computed by reducing business expenses from sales.

(2) Income tax and bad debt reserve are non business expenses hence ignored.

(3) Interest income is non business income hence ignored while computing business
income.

(4) Commission earned is taken as income relating to business.

6. The following is the Profit and Loss account of a merchant for the year ending 31st March
2019.
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Profit and Loss A/c

Particulars Rs. Particulars Rs.

To Office salary 6,500 By Gross Profit 36,750

To Bad debts 1,700 By Commission 1,250

To Provision for bad debts 3,000 By Discounts 500

To Advertisement 3,800 By Sundry Receipts 200

To Fire insurance 550 By Rent of Building 3,600
 (House Property)

By Profit on sale of
To General Expenses 2,750 investments 3,000

To Depreciation 1,200

To Interest on Capital 2,000

To Interest on Bank Loan 1,300

To Net Profit 22,500

45,300 45,300

Hint:

(1) Depreciation actually charged is fully added and the allowable depreciation is then
reduced.

(2) Interest on capital is inadmissible. Bank interest is income from other sources; hence
deducted from net profit.

(3) Interest on Bank Loan is allowed as business expenses.

(4) Expenses other than inadmissible expenses are business expense. Since they are
already debited, they are ignored.

(5) Sundry receipts are taken as business income; hence ignored.



131

7. From the following profit and loss account of a merchant for the year ended 31st March
2019. ascertain his taxable profit from business.

Profit and loss Account

Particulars Rs. Particulars Rs.

Office salary 4,800 Gross Profit 1,35,532

General expenses 2,550 Commission 1,205

Bad debts written off 2,100 Discount 751

Reserve for Bad debts 3,000 Sundry Receipts 202

Fire insurance premium 450 Rent of building 52,640

Advertisement 2,500 Capital gain 3,000

Interest on capital 1,000

Interest on Bank loan 1,550

Donation 3,875

Depreciation 1,200

Net profit 1,70,305

1,93,330 1,93,330

The amount of depreciation allowable is Rs. 1000.

8. The following is the Profit and Loss Account of Mr. Kumar, for the year ended on 31-03-
2019. Compute his total business income for that year.
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Particulars Rs. Particulars Rs.

To Opening stock 15,000 By Sales 1,80,000

To Purchases 40,000 By Closing stock 20,000

To Wages 20,000 By Gifts from father 10,000

To Rent 46,000 By Income Tax Refund 3,000

To Repairs to Motor car 3,000

To Sales tax paid 2,000

To Medical expenses 3,000

To General expenses 10,000

To Depreciation on Motor car 4,000

To Advance income tax 1,000

To Profit 69,000

2,13,000 2,13,000

Further information:

(a) Mr. Kumar carries on his business from rented building half of which is used as his
residence.

(b) Motor car -3/4th was used for the business, and 1/4th for personal use.

(c) Medical expenses were incurred during sickness of Mr. Kumar for his treatment.

(d) Wages include Rs. 250p.m on account of Motor car driver for ten months.

(e) Sales tax includes Rs. 200 for interest on late payment of sales tax.

Hint:

(i) 1/4th of all expenses relating to Motor car (used for personal purpose) are disallowed.

(ii) Interest for late payment of sales tax is allowed.
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(iii) Gift from father and income tax refund is non business income hence they are
deducted from net profit.

(iv) Expenses other than inadmissible expenses are business expenses and since they
are already debited, they are ignored.

9. Ganesh & Sons, Chartered Accountants of Chennai submitted the following income and
Expenditure A/c for the year ending 31-03-2019. Compute their professional income.

Expenditure Rs.                     Income Rs.

To Drawings 6,000 By Audit fee 24,000

To Office Rent 2,000 By Consultancy fee 18,000

To Telephone installation By Dividends from an
Indian company (gross) 2,000

Charges under O.Y.T. scheme 8,000 By Dividends on Units of UTI 1,000

To Electricity expenses 1,200 By Accountancy works 4,000

To Salary of staff 6,000

To Charities 200

To Gifts given to relatives 5,600

To Scooter expenses 1,000

To Institute fees 700

To Stipends given to trainees 1,200

To Net income 17,100

49,000 49,000

       Depreciation during the year amounts to Rs. 500 only.

Hint:

(1) Dividends are non professional income; hence ignored.

(2) Drawings, charities, gifts to relatives are non professional and are ignored.

(3) Scooter expenses are assumed to be incurred for profession.
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10. Dr. Nagendra is a renowned medical practitioner, who maintains books of accounts on
cash basis, furnishes receipts and payment account for the year 2017-2019:

                Receipts Rs.                      Payments Rs.

To Balance b/d 14,000 By Rent of clinic

To Consultation fees                                          Rs.

      2019-2020             3,000       2019-2020                 600

      2016-2017           15,000       2016-2017              4,800

      2018-2019             2,000 20,000      2018-2019                  600 6,000

To Visiting fees 30,000 By Electricity and water bills 2,000

To Loan from bank 25,000 By Purchase of professional
Books (Not being annual
Publications) 4,000

To Sale of medicines 60,000 By Household expenses 7,800

To Gifts & presents 5,000 By Collection charges on

To Remuneration from Dividend 100
Journals 6,000

To Dividends (gross) 10,000 By Motor car purchased 30,000

To Interest on post office By Surgical equipment

Saving bank a/c 7,000 Purchased 4,800

By Income-tax 10,000

By Salary to staff 15,000

By Life Insurance premium 15,000

By Gift to wife 5,000

By Interest on loan
 (for profession) 2,000

By Car expenses 15,000

By Purchase of medicine 40,000

 By Balance c/d 20,300

1,77,000 1,77,000
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Compute his taxable professional income for the assessment year 2019-2020 after
considering the followings:

(a) 1/3 of the use of car relates to his personal use.

(b) Depreciation on car is to be allowed @ 15%

(c) Gifts include Rs. 3,000 from patients and Rs. 2,000 from relatives.

(d) Closing stock of medicine is Rs. 5,500.

(e) Rate of depreciation on books is 40% (Not being annual publications)

Hint:

(i) When accounts are maintained on cash basis, Income and expenses relating to
preceding and future years actually received or paid in current year itself should be
shown in P&L A/c and will be allowed items.

(ii) Depreciation on surgical equipment is at 15% as applicable to plant & Machinery.

(iii) Remuneration from journals is professional income.

(iv) Balance b/d, c/d, dividends, interest on post office savings and loan from bank are
non professional receipts; hence ignored.

(v) Household expenses, collection charges on dividends, income tax, LIC premium,
gift to wife are non professional; hence ignored.
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LESSON - 8
INCOME FROM OTHER SOURCES

Learning Objectives

After reading this lesson, you will be able to:

 discuss the income from other sources and their basis of charge

 give special treatment for the gifts not chargeable to tax

 evaluate various deductions in respect of section 57.

Structure

8.1 Introduction

8.2 Basis of Charge

8.3 Gifts not chargeable to Tax

8.4 Deductions (Sections 57)

8.5 Expenses not deductible

8.6 Illustrations

8.7 Summary

8.8 Keywords

8.9 Review Questions

8.1 Introduction

Any income which is not chargeable to tax under any other heads of income and which
is not to be excluded from the total income shall be chargeable to tax as residuary income
under the head ”Income from Other Sources”. Income from other sources is one of the five
heads of income that the Income Tax Act, 1961 broadly classifies income under. This category
includes earnings which can’t be accounted for under any of the other heads of income viz.
Income from Salary, Income from House Property, Profits and Gains from Business or Profession
and Income from Capital Gains.

All taxable income under this head is calculated according to the accounting method the
assessee follows viz. accrual or cash basis. The exceptions to this are dividend and interest
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income i.e. whatever the accounting method, assessees will have to declare and pay tax on
dividend and interest earned during the previous year.

8.2 Basis of Charge [Sec. 56]

Income chargeable to tax under the head “Income from other sources” shall include
following:

S. No. Nature of income taxable as residuary income

1 Dividends

Note:

Dividend received from domestic company shall be exempt from tax under
Section 10(34) if it is chargeable to dividend distribution tax under Section
115-O. However, as per section 115BBDA (Other than deividend referred to in
section 2(22)(e)) dividend shall be chargeable to tax at the rate of 10% if
aggregate amount of dividend received by specified assessee during the year
exceeds Rs. 10,00,000.

“specified assessee” means a person resident in India other than,—

(i) a domestic company; or

(ii) a fund or institution or trust or any university or other educational institution
or any hospital or other medical institution referred to in sub-clause (iv) or sub-
clause (v) or sub-clause (vi) or sub-clause (via) of clause (23C) of section 10;
or

(iii) a trust or institution registered under section 12A or section 12AA.]]

2 Income by way of winnings from lotteries, crossword puzzles, races including
horse races, card games, gambling or betting of any form or nature whatsoever

3 Any sum received by an employer from his employees as contribution towards
PF/ESI/ Superannuation Fund etc., if same is not deposited in the relevant
fund and it is not taxable under the head ‘Profits and Gains from Business or
Profession’.

4 Interest on securities, if not taxable under the head ‘Profits and Gains of
Business or Profession’
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5 Income from machinery, plant or furniture belonging to taxpayer and let on
hire, if income is not chargeable to tax under the head ‘Profits and Gains of
Business or Profession’

6 Composite rental income from letting of plant, machinery or furniture with
buildings, where such letting is inseparable and such income is not taxable
under the head ‘Profits and Gains of Business or Profession’

7 Any sum received under Keyman Insurance Policy (including bonus), if not
taxable under the head ‘Profits and Gains of Business or Profession’ or under
the head ‘Salaries’

8 In the following cases, any sum of money or property received by a personfrom
any person (except from relatives or member of HUF or in given
circumstances, see note 1) shall be taxable under the head ‘Income from other
sources’:

a) If any sum is received without consideration in excess of Rs. 50,000 during
the previous year, the whole amount shall be chargeable to tax;

Though the provisions relating to gift applies in case of every person, but it has
been reported that gifts by a resident person to a non-resident are claimed to
be non-taxable in India as the income does not accrue or arise in India. To
ensure that such gifts made by residents to a non-resident person are subjected
to tax in India, the Finance (No. 2) Act, 2019 has inserted a new clause (viii)
under Section 9 of the Income-tax Act to provide that any income arising outside
India, being money paid without consideration on or after 05-07-2019, by a
person resident in India to a non-resident or a foreign company shall be deemed
to accrue or arise in India.

b) If an immovable property is received without consideration and the stamp
duty value exceeds Rs. 50,000, the stamp duty value of such property shall be
chargeable to tax;

c) If immovable property is received for consideration which is less than the
stamp duty value of property by higher of following amount the difference is
chargeable to tax:

(i)  the amount of Rs. 50,000
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(ii)  the amount equal to 5% of consideration.

d)  If movable properties* is received without consideration and the aggregate
fair market value of such properties exceeds Rs. 50,000, the whole of aggregate
fair market value of such properties shall be chargeable to tax

e)  If movable properties is received for consideration which is less than the
aggregate fair market value of properties by an amount exceeding Rs. 50,000,
the difference between the aggregate fair market value and the consideration
is chargeable to tax.

9 If shares in a closely held company are received by a firm or another closely
held company from any person without consideration or for inadequate
consideration, the aggregate fair market value of such shares as reduced by
the consideration paid, if any, shall be chargeable to tax.

Note: Nothing would be chargeable to tax if taxable amount doesn’t exceed
Rs. 50,000.

10 If a closely held public company receives any consideration for issue of shares
which exceed the fair market value of such shares, the aggregate consideration
received for such shares as reduced by its fair market value shall be chargeable
to tax.

Note: This provision is not applicable in the following cases:

a) Where the consideration for issue of shares is received by a venture capital
undertaking from a venture capital company or venture capital fund or a
specified fund.

“Specified fund” means a fund established or incorporated in India in the form
of a trust or a company or a LLP or a body corporate which has been granted
a certificate of registration by SEBI as a Category I or Category II Alternative
Investment Fund (AIF).

b) Where the consideration for issue of shares is received by company from
class or classes of person as notified by the Government.

In this regard, the Government has provided that section 56(2)(viib) shall not
apply where consideration is received by a start-up company in respect of
shares issued to a resident person. However, a start-up company shall fulfil
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the condition mentioned in the Notification No. 127(E), dated 19-02-2019 issued
by the Department for Promotion of Industry and Internal Trade (DPIIT).

With a view to ensure compliance to the conditions specified in the said
notification, the Finance (No. 2) Act, 2019 reiterates that in case of failure to
comply with the conditions specified in the notification, the consideration
received from issue of shares as exceeding the fair market value of such
shares, shall be deemed to be income of the company chargeable to tax for
the previous year in which such failure takes place. Further, it shall be deemed
that the company has misreported the said income and, consequently, a penalty
of an amount equal to 200% of tax payable on the underreported income (i.e.,
difference between issue price and fair market value of shares) shall be levied
as per section 270A.

10A. Any compensation received by a person in connection with the termination of
his employment or modification of terms and conditions relating thereto.

11 Interest received on compensation or enhanced compensation

12 Any sum of money received as an advance or otherwise in the course of
negotiations for transfer of a capital asset shall be charged to tax under this
head, if:

a) Such sum is forfeited; and

b) The negotiations do not result in transfer of such capital asset.

* ‘Movable property’ shall include shares, securities, jewellery, archaeological collection,
drawings, paintings, sculptures, any work of art or bullion etc.

8.3 Gifts not chargeable to Tax [Sec. 56(2)(VII)]

Any sum of money or property received by any person [on or after 01-04-2017] in the
following circumstances shall not be chargeable to tax:

a. Gifts received from relatives;

b. Gifts received by an individual on occasion of his/her marriage;

c. Gifts received by way of Inheritance/will;;

d. Gifts received in contemplation of death of the payer;
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e. Gifts received from any local authority;

f. Gifts received from any fund, foundation, university, educational institution, hospital, medical
institution, any trust or institution referred to in Section 10(23C);

g. Gifts received from any trust or institution registered under section 12A/12AA.

h. Share received as a consequences of demerger or amalgamation of a company under
clause (vid) or clause (vii) of section 47, respectively.

i. Share received as a consequences of business reorganization of a co-operative bank
under section 47(vicb)

j. from such class of persons and subject to such conditions as may be prescribed

** ‘Relative’ shall mean:

o Spouse of the individual

o Brother or sister of the individual

o Brother or sister of the spouse of the individual

o Brother or sister of either of the parents of the individual

o Any lineal ascendant or descendant of the individual

o Any lineal ascendant or descendant of spouse of the individual

o Spouse of the person referred in point 2-6 above

8.4 Deductions [Sec. 57]

The following expenditures are allowed as deductions from income chargeable to tax
under the head ‘Income from Other Sources’:

S.N. Section Nature of Income Deductions allowed

1 57(i) Dividend or Interest on Any reasonable sum paid by way
securities of commission or remuneration to

banker or any other person for
purpose of realizing dividend (other
than dividends referred to
in section 115­O) or interest on
securities
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2 57(ia) Employee’s contribution If employees’ contribution is
towards Provident Fund, credited to their account in relevant
Superannuation Fund, fund on or before the due date
ESI Fund or any other
fund setup for the welfare
of such employees

3 57(ii) Rental income letting Rent, rates, taxes, repairs,
of plant, machinery, insurance and depreciation etc.
furniture or building

4 57(iia) Family Pension 1/3rd of family pension subject to
maximum of Rs. 15,000.

5 57(iii) Any other income Any other expenditure (not being
capital expenditure) expended
wholly and exclusively for earning
such income

6 57 (iv) Interest on compensation 50% of such interest (subject to
or enhanced compensation certain conditions)

7 58(4)  Income from activity of All expenditure relating
Proviso owning and maintaining to such activity.

race horses.

8.5 Expenses not Deductible [Section 58]

S.N. Section Nature of Income

1 58(1)(a)(i) Personal expenses

2 58(1)(a)(ii) Interest chargeable to tax which is payable outside India on
which tax has not been paid or deducted at source

3 58(1)(a)(iii) ‘Salaries’ payable outside India on which no tax is paid or
deducted at source
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4 58(1A) Wealth-tax

5 58(2) Expenditure of the nature specified in section 40A

6 58(4) Expenditure in connection with winnings from lotteries,
crossword puzzles, races, games, gambling or betting

8.6 Illustrations

Illustration 1

Compute ‘Income from other sources’ from the following information for the financial year
2018-2019.

Rs.

I.           Amounts won from:

Lottery 80,000

Betting on Horse Racing 8,000

II.          Amounts received from:

Lottery 63,000

Betting on Horse Racing 42,000

III.         Income from:

Lottery 1,800

Betting on Horse racing 1,000

Solution:

Computation of Income from other sources for the previous year 2018-2019
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                                Particulars Rs Rs.

I      Winnings from lottery 80,000

       Winnings from betting on Horse Racing 8,000 88,000

II      Amount received from lottery:

        Net: Rs. 63,000

        Gross: 63,000 x 100/100-30

        Amount received from betting on
        Horse Racing: 90,000

        Net: Rs. 42,000

       Gross: 42,000 x 100/100-30 60,000 1,50,000

III   Income from Lottery 1,800

      Income from betting on Horse Racing 1,000

     Income from other sources 2,40,800

Notes:

(1) When ‘amounts won’ are given in relation to Lottery and Betting on horse races, they
represent gross amounts. Grossing up is not needed.

(2) When ‘amounts received’ ae given in relation to lottery and betting on horse races, they
represent ‘Net’ amounts. Grossing up is required at the rate applicable to the previous
year concerned.

(3) When the income is less than Rs. 10,000 in case of lotteries and Rs. 5,000 in case of
income from betting on horse racing, grossing up can be ignored.

Illustration 2

Mr. Kannan owns horses at Bangalore and Delhi. The horses run in races at the respective
race courses. During the year 2018-2019, Mr. Kannan submits the following information.
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Rs.

(i)         Expenses on race horses at Bangalore 4,00,000

(ii)        Expenses on race horses at Delhi 6,00,000

(iii)       Stake money earned by horses at:

(a)    Bangalore 5,00,000

(b)   Delhi 3,00,000

(iv)       Mr. Kannan received Rs. 1,26,000 on betting during
horse races at Bangalore.

(v)       Mr. Kannan received Rs. 49,000 as lottery winnings
and his winnings from card games were
Rs. 20,000, during the year.

Compute the income from other sources of Kannan for the assessment year 2019-2020.

Solution:

Computation of Income from other sources of Mr. Kannan previous year 2017-2018.
Assessment year 2019-2020

Particulars Rs. Rs.

(I)          Income from maintenance of horses:

Stake money earned at Bangalore 5,00,000

Stake money earned at Delhi 3,00,000

8,00,000

Less:    Expenses:

             AtBangalore                              4,00,000

             AtDelhi                                     6,00,000 10,00,000
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Loss from maintenance of horses
carried forward for 4 years

(II)             Casual incomes: -2,00,000 Nil

Income from betting on horses:

Net: Rs. 1,26,000

Gross amount: 1,26,000 x 100/100-30 1,80,000

Lottery winnings: Net Rs. 49,000

Gross amount = 49,000 x 100/100-30    70,000

Income from card games                          20,000 90,000 2,70,000

Income from other sources 2,70,000

Note: Expenditure on horse maintenance can be set off only against stake money. It
cannot be set off against any other income.

Illustration 3

Mrs. Jacob, an ordinary resident of India, received the following income as interest on
Investment in securities during the year ended 31st March 2019.

a) Rs. 1,000 as interest on central Government Bonds;

b) Rs. 7,200 as interest on Debentures issued by a local authority.

c) Rs. 5,600 as interest on Debentures of ‘A’ Ltd. (unlisted)

d) Rs. 2,700 as interest on Debentures of ‘B’ Ltd. (listed)

e) Rs. 4,800 as interest on Tax Free Debentures of ‘C’ Ltd (unlisted)

       Determine Mrs. Jacob’s interest on securities under the head ‘Income from other
sources’ for the Assessment year 2019-2020.
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Solution:

Computation of Income from other source of Mrs. Jacob for the assessment year 2019-
2020

                                                 Particulars Rs.

Interest on central government bonds (No T.D.S) 1,000

Interest on Debentures of local authority:         7,200 x 100/100-10 8,000

Interest on Debentures of ‘A’ Ltd.(unlisted)5,600 x 100/100-10 6,222

Interest on Debentures of ‘B’ Ltd.          (Listed) 2,700 x 100/100-10 3,000

Interest on Tax free Debentures of ‘C’ Ltd (Unlisted)

4,800 x 100/100-10 5,333

Total Interest on securities 23,555

Note:

(1)  Interest received on Debentures of local authority and Listed companies should be
grossed up at the rate of 10% and interest received from unlisted companies is
grossed up to 10%.

(2) Since the word, ‘interest received’ is given, grossing up to interest is required.

Illustration 3

Sri. Mukunda furnishes the following particulars of his income for the previous year 2018-
2019. Compute his total income: Sri. Mukunda purchases Diamonds for Rs. 8lakh (Fair market
value: Rs. 8.5lakh) He further purchases an art work for Rs. 9lakh (Fair market value Rs.
9.5lakh).
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Rs.

(i) Dividend on Equity shares (Gross) 600

(ii) Dividend on preference shares (net) 3,580

(iii) Income from letting on hire of building and
Machinery – Composite lease 17,000

(iv) Interest on bank deposits 2,500

(v) Director’s sitting fees 1,200

(vi) Ground rent 600

(vii) Income from undisclosed sources 10,000

(viii) Income from lotteries 10,000

Mukunda owned a land at Chennai. It was acquired by the Government in 2013-2014.
Along with compensation Rs. 1,40,000 is payable by Govt. for late payment of compensation.
The interest is received during 2018-2019.

The following deductions are claimed by him:

(a) Collection charges of dividend Rs. 20.

(b) Allowable depreciation on buildings and machinery Rs. 4,000.

(c) Insurance on building and machinery Rs.100.

Solution:

Computation of income from other sources of Sri. Mukunda for the previous year 2018-
2019
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Particulars Rs. Rs.

(1)   Income from letting on hire of building
and machinery:

Less: Depreciation on building and 17,000

                            machinery                   4,000

Insurance on building and machinery       100 4,100 12,900

(2)   Causal income:

Income from Lottery 10,000

(3)   Sundry Incomes:

Interest on Bank deposits 2,500

Director’s sitting fees 1,200

Ground Rent 600

Income from undisclosed sources 10,000

Purchase value exceeding Rs. 50,000

(Aggregate fair market value – value of
         movable properties)

(8.5 + 9.5 Lakh and 8 + 9 Lakh) 1,00,000

Interest on late payment of compensation 1,40,000

Less: Deduction u/s 57(iv) (50% of interest) 70,000 70,000

             Total income from other sources 2,07,200

Note:

(1) Income from lotteries need not be ‘grossed up’ because the words ‘Income from’
imply gross amount.

(2) Dividend Income from Indian Companies is exempted. Ignore dividend collection
charges.

(3) If the aggregate difference between fair market value of all movable properties and
purchase value exceeds Rs. 50,000 it is income from other sources.
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Illustration 4

From the following particulars of Mr. Edward for the previous year ended 31st March,
2019, compute his total income for the Assessment year 2019-2020.

         He received:

Rs

(i)  Director’s fee from a company 10,000

(ii) Interest on Bank Deposits 3,000

(iii) Income from undisclosed sources 12,000

(iv) Winnings from Lotteries (net) 82,200

(v) Royalty on a book written by him 8,000

(vi) By giving lecturers in functions 5,000

(vii) Interest on loan given to a relative 7,000

(viii) Interest on Tax free debentures of a company
(listed in recognized stock exchange) Net 3,560

(ix) Dividend on shares 6,400

(x) Interest on post office savings bank A/c 500

(xi) Interest on Government securities 2,200

(xii) A sum of Rs. 26,000 is received as gift on 1-8-18 from a friend.

(xiii) A sum of Rs. 50,000 is received as gift on 1-10-18 from his sister.

He paid Rs. 20 for collection of Dividend and Rs. 1,000 for typing the manuscript of book
written by him.
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Mr. Edward has following other transaction:

1. House property ‘A’ purchased for Rs. 6 Lakh (Stamp duty value: Rs. 6.5 lakh)

2. Plot of land purchased for Rs. 7 Lakh (stamp DUTY VALUE Rs. 9 Lakh).

Solution:

Computation of income from other sources of Mr. Edward for the Assessment year 2019-
2020.

Particulars Rs. Rs.

(1)   Interest income:

Interest on Bank deposits 3,000

Interest on loan given to relative 7,000

Interest on Government securities 2,200

Interest on tax free debentures of a company (Net)

Gross 3,560 x 100/100-10 3,955

Interest on post office savings bank A/c

(Exempted) Nil 16,155

(2) Causal income:

Winning from Lotteries (Net)

Gross amount: 82,200 x 100/100-30 1,17,429

(3) Other Incomes:

Director’s fees from a company 10,000

Income from undisclosed sources 12,000

Income from giving lectures 5,000 27,000

(4) Royalty Income:

Royalty on book written 8,000

Less: Expenses for typing manuscript 1,000
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(5) Gift from a friend Rs. 26,00,
not exceeding in aggregate
Rs. 50,000, hence not taxable.
House property with stamp duty
value not exceeding Rs.50,000.
Exempt plot of land purchased,
stamp duty exceeding Rs. 50,000 2,00,000

Total income from other sources 3,67,584

Note:

(1) Interest on Post office savings is an exempted income.

(2) Gifts received from a person/persons exceeding in aggregate of Rs. 50,000 is taxable.

(3) Gift received from relatives is not taxable.

(4) Dividends on shares from Indian companies are exempted income.

(5) Dividends collection charges on exempted dividend is to be ignored.

(6) In the case of house property nothing is taxable when stamp duty value does not
exceed Rs. 50,000 and when stamp duty value exceeds Rs. 50,000 the difference
is taxable.

8.7 Summary

Any income which is not chargeable to tax under any other heads of income and which is
not to be excluded from the total income shall be chargeable to tax as residuary income under
the head ”Income from Other Sources”. Income from other sources is one of the five heads
of income that the Income Tax Act, 1961 broadly classifies income under. This category includes
earnings which can’t be accounted for under any of the other heads of income viz. Income from
Salary, Income from House Property, Profits and Gains from Business or Profession and Income
from Capital Gains.

8.8 Keywords
Dividend

Gifts



153

Section 58 (1a)

Section 57 (i)

8.9 Review Questions
1. What is Income from Other Sources? Explain the basis of charge in relation to it.

2. Explain various types of gifts not chargeable to tax under the head other sources.

3. Explain the sections which are covered in section 57. and explain each one of them along
with deduction.

4. Mr. ‘K’ received the following incomes during 2018-019. Compute his income under the
head ‘income from other sources’ separately for each case:

Items in A Rs.

(a)    Winnings from Sikkim Lottery received 1,05,000

(b)   Winnings from Horse race (Amount won) 2,000

(c)    Winnings from Crossword puzzle 4,000

Items in B Rs.

(a)    Winnings from Lottery (Amount won) 2,000

(b)   Winnings from horse race received 56,000

Hint:

a) Since the word “received” is given grossing up is done.

b) No “TDS” if lottery income dos not exceed Rs. 10,000 and race winnings does not
exceed Rs. 5,000.

5. Mr. Senthil furnished the following incomes during 2018-2019. Compute taxable income
under ‘Other sources’.
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Rs.

(a)    Winning from Tamilnadu State Lottery 1,80,000

(b)   Winning from Horse races (Amount won) 1,500

(c)    Winning from Cross word puzzle 15,000

(d)   Winning from Card games 20,000

(e)    Winning from gambling and bettings 25,000

Loss from Card games 10,000

Expenses on buying Lottery tickets 500

Hint:

a) The word winnings refers to the amount won. There is no need to gross up.

b) Loss from Card games and expenses on buying Lottery tickets are ignored.

6. From the following details find out income from other sources:

Rs.

(i)                 Director’s fees 5,000

(ii)               Dividend from Indian company 4,000

(iii)             Income from Horse race 7,000

(iv)             Royalty from books 9,000

(v)               Dividend from Co-operative societies 3,000

Hint:

a) Dividend from Indian companies are exempted.

b) Dividend from Co-op. societies is taxable.

c) Income from Horse race is assumed to be gross amount.
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7. The following are the investments of Justine:

(i) Rs. 80,000, 8% Andhra Pradesh Govt. Loan.

(ii) Rs. 40,000, 9% Bombay Improvement Trust Bonds.

(iii) Rs. 40,000, 10% Debentures of a Textile Mill Co.

(iv) Rs. 75,000, 10% Preference shares of an Automobile Co.

He claims 6% of the income as collection charges, but he Paid only Rs. 200 as
commission for collecting interest. He also paid Rs. 5,200 as interest on loan taken
to purchase Debentures of the Textile Mill Co.

Calculate his income under the head Income from other sources.

Hint:

a) Only actual collection charges paid are deductible.

b) Interest on borrowings for investment is allowed as deduction.

c) Dividends from Indian companies are not Taxable.

8. Compute Income from other sources of Mugundan for the previous year 2018-2019.

(i) Dividend on equity shares. Rs. 600.

(ii) Dividend on preference share Rs. 3,200.

(iii) Income from letting of building and machinery Rs. 17,000.

(iv) Interest on bank deposit Rs. 2,500.

(v) Director’s fees Rs. 1,200.

(vi) Ground rent Rs. 600.

(vii) Undisclosed income Rs. 10,000.

(viii) Lottery income (Gross) Rs. 10,000.

(ix) Advance money received and forfeited during negotiation to sell a capital asset: Rs.
70,000.

He claims the following deductions.

Depreciation on building Rs. 4,000 and insurance on machinery Rs.100.
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Hint:

(1) Dividends from Indian companies is exempted.

(2) Depreciation of building and insurance on machinery is deducted from income
received from letting of building and machinery.

(3) Undisclosed income is income from other sources.

9. From the following information, compute the “income from other sources” for the year
ending 31-3-2019.

(a) Dividend from a company (Gross) declared in May 2017. Rs. 7,800

(b) Examinership Remuneration Rs. 2,000

(c) Royalty by the publication of a book. Rs. 48,000

(d) Winnings from Lottery (Gross) Rs. 50,000

(e) 10% Tax-free Govt. securities of Rs. 40,000

(f) Rent received from a building let out with

Plant and Machinery Rs. 20,000

Repair of the building Rs. 2,000

Depreciation on Plant and Machinery Rs. 2,000

(g) Collection charges for interest and dividend are 2% of
net amount realised.

(h) Gift received by will Rs. 1,00,000

(i) Honorarium received for writing articles in magazines Rs. 1,000

(j) Cash (gifts) received from friends.

Cash (gift) received from X: Rs. 29,000

Cash (gift) received from Y: Rs. 15,000
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Hint:

a) Collection charges are Rs. 80 at 2% on Rs. 4,000.

b) Cash gift received by will, inheritance, etc are not taxable.

c) Cash gifts received from friends not exceeding Rs. 50,000 in aggregate are not
taxable.
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LESSON - 9
INCOME FROM CAPITAL GAIN

Learning Objectives

After reading this lesson, you will be able to:

 define capital gain and types of capital gains

 examine the period of holding and calculate the period of holding

 explain about different sections under which exemptions are sought for.

Structure

9.1 Introduction

9.2 Chargeability

9.3 Meaning of Capital Assets

9.4 Types of Capital Assets

9.5 Period of Holding

9.6 Meaning of Transfer

9.7 Transactions which are not regarded as transfer

9.8 Computation of Capital Gain

9.9 Computation of Capital Gain in case of sale of shares or debentures of an
Indian Company Purchased by a Non-resident in foreign currency

9.10 Full value of consideration

9.11 Cost of Acquisition

9.12 Cost to the previous owner

9.13 Cost of improvement

9.14 Rates of tax on capital gain

9.15 Difference to valuation officer

9.16 Deduction / Exemption under capital gain

9.17 Capital gain account scheme 1988
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9.18 Illustrations

9.19 Summary

9.20 Keywords

9.21 Review questions

9.1 Introduction

Simply put, any profit or gain that arises from the sale of a ‘capital asset’ is a capital
gain. This gain or profit is comes under the category ‘income’, and hence you will need to pay
tax for that amount in the year in which the transfer of the capital asset takes place. This is
called capital gains tax, which can be short-term or long-term.

Capital gains are not applicable to an inherited property as there is no sale, only a
transfer of ownership. The Income Tax Act has specifically exempted assets received as gifts
by way of an inheritance or will. However, if the person who inherited the asset decides to sell
it, capital gains tax will be applicable.

9.2 Chargeability

Capital gains shall be chargeable to tax if following conditions are satisfied:

a. There should be a capital asset. In other words, the asset transferred should be a
capital asset on the date of transfer;

b. It should be transferred by the taxpayer during the previous year;

c. There should be profits or gain as a result of transfer.

9.3 Meaning of Capital Asset [Sec 2(14)]

Capital Asset is defined to include:

a. Any kind of property held by an assessee, whether or not connected with business or
profession of the assessee.

b. Any securities held by a FII which has invested in such securities in accordance with the
regulations made under the SEBI Act, 1992. However, the term ‘capital asset’ shall exclude
the following:
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c. Stock-in-trade, consumable stores, raw materials held for the purpose of business or
profession;

d. Movable property held for personal use of taxpayer or for any member of his family
dependent upon him. However, jewellery, costly stones, and ornaments made of silver,
gold, platinum or any other precious metal, archaeological collections, drawings, paintings,
sculptures or any work of art shall be considered as capital asset even if used for personal
purposes;

e. Specified Gold Bonds and Special Bearer Bonds;

f. Agricultural Land in India, not being a land situated:

g. Within jurisdiction of municipality, notified area committee, town area committee,
cantonment board and which has a population not less than 10,0b. Within range of following
distance measured aerially from the local limits of any municipality or cantonment board:

i. not being more than 2 KMs, if population of such area is more than 10,000 but not
exceeding 1 lakh;

ii. not being more than 6 KMs , if population of such area is more than 1 lakh but not
exceeding 10 lakhs; or

iii. not being more than 8 KMs , if population of such area is more than 10 lakhs.

9.4 Types of Capital Assets
1. Short Term Capital Asset: Capital asset held for not more than 36 months immediately

prior to the date of transfer shall be deemed as short-term capital asset. However, following
assets held for not more than 12 months shall be treated as short-term capital assets:

a. Equity or preference shares in a company which are listed in any recognized stock
exchange in India;

b. Other listed securities;

c. Units of UTI;

d. Units of equity oriented funds; or

e. Zero Coupon Bonds.
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Note: Unlisted shares and immovable property (being land or building or both) held for
not more than 24 months immediately prior to the date of transfer shall be treated as short-term
capital asset.

2. Long Term Capital Asset: Capital Asset that held for more than 36 months or 24 months
or 12 months, as the case may be, immediately preceding the date of transfer is treated
as long-term capital asset.

9.5 Period of Holding

The period of holding shall be determined as follows:

Different situations How to calculate the period of holding

Shares held in a company in liquidation The period subsequent to the date on which
the company goes into liquidation shall be
excluded.

Capital asset which becomes the The period for which the asset was held by
property of the assessee in the the previous owner should be included (cost
circumstances mentioned in section of acquisition in this case shall be computed
49(1) read with section 47 [i.e., in the manner provided in Para 4.10)
when an asset is acquired by gift, will,
succession, inheritance or the asset
is required at the time of partition of
family or under a revocable or
irrevocable trust or under
amalgamation, etc.]

Allotment of shares in amalgamated The period of holding shall be computed from
Indian company in lieu shares held the date of acquisition of shares in the
in amalgamating company amalgamating company.

Right shares The period of holding shall be computed from
the date of allotment of right shares.
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Right entitlement The period of holding will be considered from
the date of offer to subscribe to shares to
the date when such right entitlement is
renounced by the person.

Bonus shares The period of holding shall be computed from
the date of allotment of bonus shares.

Issue of shares by the resulting company The period of holding shall be computed from
in a scheme of demerger to the the date of acquisition of shares in the
shareholders of the demerged company demerged company.

Membership right held by a member of In case of shares as well as trading/clearing
recognised stock exchange rights, the period for which the person was a

member of the stock exchange immediately
prior to such demutualization/corporatization
shall be included.

Flat in a co-operative society The period of holding shall be computed from
the date of allotment of shares in the society.

Sweat equity shares allotted by employer The period of holding shall be reckoned from
the date of allotment or transfer of such
equity shares (applicable from the
assessment year 2008-09)

Unit of a business trust [allotted The period of holding shall include the period
pursuant to transfer of shares as for which shares were held by the assessee.
referred to in section 47(xvii)]

Conversion of preference shares into The period of holding of equity shares shall
equity shares include the period for which preference

shares were held by the assessee

Units allotted to an assessee pursuant The period of holding of such units shall
to consolidation of two or more scheme include the period for which the unit or
of a mutual fund as referred to in units in the consolidating scheme of the
Section 47(xviii) mutual fund were held by the assessee.
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Shares in a company acquired by the The period of holding of such shares shall
non-resident assessee on redemption be reckoned from the date on which a
of Global Depository Receipts referred request for such redemption was made.
to in Section 115AC(1)(b)

Transactions in shares and securities not a)  Date of purchase by broker on behalf of
given above: investor.

1)  Date of purchase (through stock b)  Date of broker’s note provided such
exchanges) of shares and Securities transactions are followed up by delivery of

shares and also the transfer deeds.

2)  Date of transfer (through stock c)  Date of contract of sale as declared by
exchanges) of shares and securities parties provided it is followed up by actual

delivery of shares and the transfer deeds.

3)  Date of purchase/transfer of shares d)  The FIFO method shall be adopted to
and securities (transaction taken place reckon the period of the holding of the
directly between parties and not through security, in cases where the dates of
stock exchanges) purchase and sale cannot be correlated

through specific number of scrips.

4)  Date of purchase/sale of shares e)  The period of holding shall be determined
and securities purchased in several on the basis of the first-in-first-out method.
lots at different points of time but delivery
taken subsequently and sold in parts

5)  Transfer of a security by a depository
(i.e., demat account)

Conversion of stock-in-trade into The period of holding of such converted
capital asset asset shall be reckoned from the date of

conversion.
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9.6 Meaning of Transfer [Section 2(47)]

“Transfer”, in relation to a capital asset, includes:

i. Sale, exchange or relinquishment of the asset;

ii. Extinguishment of any rights in relation to a capital asset;

iii. Compulsory acquisition of an asset;

iv. Conversion of capital asset into stock-in-trade;

v. Maturity or redemption of a zero coupon bond;

vi. Allowing possession of immovable properties to the buyer in part performance of the
contract;

vii. Any transaction which has the effect of transferring an (or enabling the enjoyment of)
immovable property; or

viii. Disposing of or parting with an asset or any interest therein or creating any interest in any
asset in any manner whatsoever.

9.7 Transactions which are not regarded s Transfer
[Section 47]

Following transactions shall not be regarded as transfer (subject to certain condition).
Hence, following transaction shall not be charged to capital gains:

Section Particulars

46(1) Distribution of asset in kind by a company to its shareholders at the time of
liquidation

47(i) Distribution of capital asset on total or partial partition of HUF

47(iii) Transfer of capital asset under a gift or will or an irrevocable trust

47(iv) Transfer of capital asset by a company to its wholly owned subsidiary company

47(v) Transfer of a capital asset by a wholly owned subsidiary company to its holding
company
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47(vi) Transfer of capital assets in a scheme of amalgamation

47(via) Transfer of shares in an Indian company held by a foreign company to another
foreign company under a scheme of amalgamation of the two foreign companies

47(viab) Transfer of share of a foreign company (which derives, directly or indirectly, its
value substantially from the share or shares of an Indian company) held by a
foreign company to another foreign company under a scheme of amalgamation
(subject to conditions)

47(viaa) Transfer of capital assets in a scheme of amalgamation of a banking company
with a banking institution

47(vib) Transfer of capital assets by the demerged company to the resulting company
in a demerger

47(vic) Transfer of shares held in an Indian company by a demerged foreign company
to the resulting foreign company

47(vica) Any transfer of a capital asset by the predecessor co-operative bank to the
successor co-operative bank in a business reorganization.

47(vicb) Any transfer of capital asset (being shares) held by a shareholder in the
predecessor co-operative bank if the transfer is made in consideration of the
allotment to him of any shares in the successor co-operative bank in a scheme
of business reorganization

47(vicc) Transfer of share of a foreign company (which derives, directly or indirectly, its
value substantially from the share or shares of an Indian company) held by a
demerged foreign company to resulting foreign company in case of demerger
(subject to conditions)

47(vid) Transfer or issue of shares by the resulting company to the shareholders of the
demerged company in a scheme of demerger

47(vii) Allotment of shares in amalgamated company in lieu of shares held in
amalgamating company



166

47(viia) Transfer of capital assets (being foreign currency convertible bonds or GDR)
by a non-resident to another non-resident

47(viiaa) Any transfer made outside India, of a capital asset (being rupee denominated
bond of an Indian company issued outside India) by a non-resident to another
non-resident

47(viiab) Any transfer of following capital assets by a non-resident on a recognised stock
exchange located in any International Financial Services Centre:a) Bond or
GDRb) Rupee Denominated Bond of an Indian Co.c) Derivatived) Such other
Securities as may be prescribed.

47(viib) Transfer of capital assets (being a Government security carrying periodic
payment of interest) outside India through an intermediary dealing in settlement
of securities by a non-resident to another non- resident

47(viic) Redemption of capital asset being sovereign gold bond issued by RBI under
the Sovereign Gold Bond Scheme, 2015

47(ix) Transfer of a capital asset (being work of art, manuscript, painting, etc.) to
Government, University, National museum, etc.

47(x) Transfer by way of conversion of bonds or debentures into shares

47(xa) Transfer by way of conversion of bonds [as referred to in section 115AC(1)(a)]
into shares or debentures of any company

47(xb) Any transfer by way of conversion of preference shares into equity shares

47(xi) Transfer by way of exchange of a capital asset being membership of a
recognized stock exchange for shares of a company

47(xii) Transfer of land by a sick industrial company which is managed by its workers’
co-operative

47(xiii) Transfer of a capital asset by a firm to a company in the case of conversion of
firm into company
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47(xiiia) Transfer of a capital asset being a membership right held by a member of a
recognized stock exchange in India

47(xiiib) Transfer of a capital asset by a private company or unlisted public company to
an LLP, or any transfer of shares held in the company by a shareholder, in the
case of conversion of company into LLP

47(xiv) Transfer of a capital asset to a company in the case of conversion of proprietary
concern into a company

47(xv) Transfer involved in a scheme of lending of securities

47(xvi) Transfer of a capital asset in a transaction of reverse mortgage made under a
scheme notified by the Government

47(xvii) Transfer of a capital asset (being share of a special purpose vehicle) to a
business trust in exchange of units allotted by that trust to the transferor

47(xviii) Transfer of units of a mutual fund pursuant to consolidation of two or more
schemes of equity oriented mutual fund or of two or more schemes of a mutual
fund other than equity oriented mutual fund

47(xix) Transfer of units of a mutual fund from one plan to another pursuant to
consolidation of plans within scheme of mutual funds.

9.8 Computation of Capital Gain

Computation of capital gain depends upon the nature of the capital asset transferred
during the previous year, vis-à-vis, short-term capital asset, long-term capital asset or depreciable
asset. Capital gain arising on transfer of short-term capital asset or depreciable asset is
considered as short-term capital gain, whereas transfer of long-term capital asset gives rise to
long-term capital gain. The capital gains on transfer of capital asset shall be computed in the
following manner:
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Short-term capital assets Long-term capital assets Depreciable asset
[Section 48] [Section 48] [Section 50]*

Full value of consideration Full value of consideration WDV of block of asset
at the beginning of
previous year

Less: Cost of acquisition Less: Indexed Cost of Add: Actual cost of
of asset acquisition (See Note 1) assets falling within that

block acquired during
the year

Less: Cost of improvement Less: Indexed Cost of Less: Full value of
Improvement (See Note 1) consideration of assets

transferred during the
year

Less: Expenditure incurred Less: Expenditure incurred Less: Expenditure
wholly and exclusively in wholly and exclusively in incurred wholly and
connection with such connection with such transfer exclusively in
transfer connection with such

transfer

* Short-term capital gain or loss from sale of depreciable asset will arise only in the
following two situations:

a. When on last day of the previous year, WDV of the block of asset is nil; or

b. When on last day of the previous year, block ceases to exist.

Note 1: Indexed Cost of Acquisition and Improvement [Second Proviso to Section
48]

a. In case of transfer of long-term capital assets, indexed cost of acquisition and indexed
cost of improvement shall be deducted from the full value of consideration;

b. Indexed cost of acquisition and Indexed cost of improvement shall be computed
with reference to Cost Inflation Index (‘CII’) in the following manner:
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Indexed Cost of Acquisition :-

   
 

[ Cost of Acquisition CII for the year of transfer ]
CII for the year of acquisition or for the Financial Year 2001-02, whichever is later



Indexed Cost of Improvement :-

   [ Cost of Improvement CII for the year of transfer ]
CII for the year of Improvement



Note : The base year for computation of capital gains has been shifted from 1981 to 2001
with effect from assessment year 2018-19. Thus, if any capital asset (acquired before April 1,
2001) is transfered then assessee has an option to take its cost of acquisition either as fair
market value as on April 1, 2001 or its actual cost. However, there are some cases where
benefit of indexation is not available, which are as under:

Section Capital Asset Transferor

Third Proviso to Section 48 Long-term capital gains Any Person
arising from transfer of
an equity share, or a unit
of an equity oriented fund or
a unit of a business trust
as referred to in Section
112A.

Fourth proviso to section 48 Bonds or debentures. Any person
Note: However, indexation
benefit is available on two
type of bonds, namely,-
•  Capital indexed bonds
(issued by the Government)
•  Sovereign Gold Bond
(issued by the RBI under
the Sovereign Gold Bond
Scheme, 2015)
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112 Capital gains arising from Non-resident
transfer of unlisted shares
(which is taxable at
concessional rate of 10%)
as calculated without giving
effect to first proviso to 
Section 48

44AE Presumptive income from For Heavy Goods
business of plying, hiring or Vehicle:
leasing of goods carriage if Rs. 1,000 per ton
assessee does not own more of gross vehicle
than 10 goods carriage. weight for every

month or part of a
month during
which the heavy
goods vehicle is
owned by
assessee.

For Other Goods
Vehicle:

Rs. 7,500 for every
month or part of a
month during
which the goods
carriage is owned
by assessee.

50A Depreciable asset (other than Any person
an asset used by a power
generating unit eligible for
depreciation on straight
line basis)
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50B Undertaking/division transferred Any person
by way of slump sale as covered
by section 50B

115AB Units purchased in foreign Offshore fund
currency  as given in
section 115AB

115AC Global depository receipts Non-resident
(GDR) purchased in foreign
currency as given in
section 115AC

115ACA Global depository receipts Resident
(GDR) purchased in foreign individual –
currency as given in employee
section 115ACA

115AD Securities as given in Foreign
section 115AD Institutional

Investors

CII in relation to a previous year means such index, as Central Government notifies on
year to year basis.

The Central Government has notified the following Cost Inflation Indexes

Financial year Cost Inflation Index

2001-02 100

2002-03 105

2003-04 109

2004-05 113

2005-06 117
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2006-07 122

2007-08 129

2008-09 137

2009-10 148

2010-11 167

2011-12 184

2012-13 200

2013-14 220

2014-15 240

2015-16 254

2016-17 264

2017-18 272

2018-19 280

9.9 Computation of Capital gain in case of Sale of shares or
debentures of an Indian Company purchased by a non-
resident in foreign Currency

In such a case, capital gain shall be determined as under:-
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Full Value of Find out sale consideration in Indian currency and convert it
Consideration (X) into same foreign currency, which was used to acquire the

capital asset, at average exchange rate* on the date of
transfer.

Cost of acquisition (Y) Find out the cost of acquisition in Indian currency and convert
it into foreign currency at average exchange rate on the
date of acquisition.

Expenditure on sale (Z) Find out the expenditure on transfer in Indian currency and
convert it into same foreign currency at average exchange
rate on the date of transfer (not on the date when expenditure
is incurred).

Capital gain (X-Y-Z) The capital gains as computed in after reducing the cost of
acquisition and expenditure from the full value of
consideration shall be reconverted into Indian currency at
buying rate** on the date of transfer.

* Average exchange rate means the average of the telegraphic transfer buying rate and
telegraphic transfer selling rate of the foreign currency initially utilised in the purchase of capital
asset.

** Buying rate is the telegraphic transfer buying rate of such currency.

9.10 Full Value of consideration

Full value of consideration is the consideration received or receivable by the transferor in
lieu of assets, which he has transferred. Such consideration may be received in cash or in kind.
If it is received in kind, then fair market value (‘FMV’) of such assets shall be taken as full value
of consideration.

However, in the following cases “full value of the consideration” shall be determined on
notional basis as per the relevant provisions of the Income-tax Act, 1961:
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S. No. Nature of transaction Section Full Value of Consideration

1 Money or other asset 45(1A) Value of money or the FMV of
received under any the asset (on the date of receipt)
insurance from an insurer
due to damage or
destruction of a capital
asset

2 Conversion of capital asset 45(2) FMV of the capital asset on the
into stock-in-trade date of conversion

3 Transfer of capital asset by 45(3) Amount recorded in the books of
a partner or member to accounts of the firm or AOP/BOI
firm or AOP/BOI, as the as the value of
case may be, as his the capital asset received as
capital contribution capital contribution

4 Distribution of capital asset 45(4) FMV of such asset on the date
by Firm or AOP/BOI to of transfer
its partners or members,
as the case may be,
on its dissolution

5 Money or other assets 46(2) Total money plus FMV of assets
received by share- holders received on the date of
at the time of liquidation distribution less amount
of the company assessed as deemed dividend

under section 2(22)(c)

6 Buy-back of shares and 46A Consideration paid by company
other specified securities on buyback of shares or other
by a company securities would be deemed as

full value of consideration. The
difference between the cost of
acquisition and buy-back price



175

(full value of consideration)
would be taxed as capital gain
in the hands of the shareholder.

However, in case of buy-back of
shares by a domestic company
(whether listed* or unlisted), the
company shall be liable to pay
additional tax at the rate of 20%
under section 115QA on the
distributed income (i.e., buy-
back price as reduced by the
amount received by the
company for issue of such
shares). Consequently, capital
gain arising in hands of
shareholder shall be exempt by
virtue of section 10(34A) in such
cases.

*With effect from 05/07/20
19, section 115QA has been
amended to levy additional tax
on buy back of shares by listed
companies as well.
Consequently, section
10(34A) has also been amended
to exempt income arising in
hands of shareholder on account
of buy back of shares by listed
companies. x
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7 Shares, debentures, Fourth Fair Market value of securities at
warrants (‘securities’)  Proviso to the time of gift
allotted by an employer to Section 48
an employee under notified
Employees Stock Option
Scheme and such securities
are gifted by the concerned
employee to any person  

7A. Conversion of capital asset 49 FMV of the inventory as on the
into stock-in-trade date of conversion

8 In case of transfer of land 50C The value adopted or assessed
or building, if sale or assessable by the Stamp
consideration declared in Valuation Authority shall be
the conveyance deed deemed to be the full value of
is less than the stamp consideration. However, no such
duty value adjustment is required to be

made if value adopted for stamp
duty purposes does not exceed
105% of the sale consideration.

Note: Where the date of
agreement (fixing the amount of
consideration) and the date of
registration for the transfer of
property are not the same, the
value adopted or assessed or
assessable by Stamp Valuation
Authority on the date of
agreement may be taken as full
value of consideration.
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8A. Where consideration for 50CA The Fair Market Value (so
transfer of unquoted shares determined in prescribed
is less than the Fair manner) shall be deemed to be
Market Value the full value of consideration

Note: The Board may prescribe
transactions undertaken by
certain class of persons to which
the provisions of Section 50CA
shall not be applicable. (w.e.f.
Assessment Year 2020-21)

9 If consideration received or 50D FMV of asset on the date of
accruing as a result of transfer
transfer of a capital asset
is not ascertainable or
cannot be determined

9.11 Cost of Acquisition

Cost of acquisition of an asset is the amount for which it was originally acquired by the
assessee. It includes expenses of capital nature incurred in connection with such purchase or
for completing the title of the property. However, in cases given below, cost of acquisition shall
be computed on notional basis:

S. Particulars Notional Cost of Acquisition
No.

1 Additional compensation in the case Nil
of compulsory acquisition of capital assets

2 Assets received by a shareholder on FMV of such asset on the date of
liquidation of the company distribution of assets to the

shareholders
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3 Stock or shares becomes property of Cost of acquisition of such stock or
taxpayer on consolidation, conversion, etc. shares from which such asset is

derived

4 Allotment of shares in an Cost of acquisition of shares in the
amalgamated Indian co. to the amalgamating co.
shareholders of amalgamating co. in
a scheme of amalgamation

5 Conversion of debentures into shares That part of the cost of debentures
in relation to which such asset is
acquired by the assessee

5A. Conversion of preference shares into The part of the cost of preference
equity shares shares in relation to which such asset

is acquired by the assessee.

6 Allotment of shares/securities by a co. a) If shares are allotted during 1999-
to its employees under ESOP Scheme 2000 or on or after April 1, 2009, FMV
approved by the Central Government of securities on the date of exercise

of option

b) If shares are allotted before April
1, 2007 (not being during 1999-
2000), the amount actually paid to
acquire the securities

c) If shares are allotted on or after
April 1, 2007 but before April 1, 2009,
FMV of securities on the date of
vesting of option (purchase price paid
to the employer or FBT paid to
employer shall not be considered)

6A. Listed Equity Shares or Units of Equity Higher of :
Oriented Funds or Units of Business (i)  Cost of acquisition of such asset;
Trust as referred to in Section 112A and
acquired before February 1, 2018. (ii)  Lower of:
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(A)  The fair market value of such
asset; and

(B)  The full value of consideration
received or accruing as a result of
transfer of such asset.

Note: For meaning of ‘Fair market
Value’ refer Explanation to Section
55(2)(ac).

7 Property covered by section 56(2)(vii) or The value which has been
(viia) or (x) considered for the purpose of

Section 56(2)(vii) or (viia) or (x)

8 Allotment of shares in Indian resulting Cost of acquisition of shares in
company to the existing shareholders demerged company ? Net book
of the demerger company in a scheme value of assets transferred in
of demerger demerger ? Net worth of the

demerged company immediately
before demerger

9 Cost of acquisition of original shares in Cost of acquisition of such
demerged company after demerger shares minus amount calculated

above in point 8.

10 Cost of acquisition of assets acquired by Cost of acquisition of the assets to
successor LLP from predecessor private the predecessor private company or
company or unlisted public company at the unlisted public company
time of conversion of the company into
LLP in compliance with conditions of 
Section 47(xiiib)

11 Cost of acquisition of rights of a partner in Cost of acquisition of the shares in
a LLP which became the property of the the co. immediately before
taxpayer due to conversion of a private conversion
company or unlisted public company into
the LLP
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12 Depreciable assets covered under Opening WDV of block of assets on
Section 50 the first day of the previous

year plus actual cost of assets
acquired during the year which fall
within the same block of assets

13 Depreciable assets of a power generating WDV of the asset minus terminal
unit as covered under Section 50A* depreciation plus balancing charge

14 Undertaking/division acquired by way of Net worth of such undertaking
slump sale as covered under Section 50B

15 New asset acquired for claiming Actual cost of acquisition minus
exemptions under sections 54, 54B, 54D, exemption claimed under these
54G or 54GA if it is transferred within sections
three years

16 Goodwill of business or trade mark or a) If these assets were acquired by
brand name associated with business or gift, will, etc., under section 49(1) and
right to manufacture, produce or process the previous owner had purchased
any article or thing or right to carry on these assets: Cost of acquisition to
any business or profession, tenancy right, the previous owner
stage permits or loom hours

b) If the owner has purchased these
assets: Actual cost of acquisition
c) If these assets are self-
generated: Nil

17 Right shares Amount actually paid by assessee

18 Right to subscribe to shares
(i.e., right entitlement) Nil

19 Bonus shares a) If allotted to the assessee before
April 1, 1981: Fair market value on
that date
b) In any other case: Nil

20 Allotment of equity shares and right to a) Cost of acquisition of shares: Cost
trade in stock exchange, allotted to of acquisition of original membership
members of stock exchange under a of the stock exchange
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scheme of demutualization or b) Cost of acquisition of trading or
corporatization of stock exchanges as clearing rights of the stock
approved by SEBI exchange: Nil

21 Capital asset, being a unit of business Cost of acquisition of shares as
trust, acquired in consideration of transfer referred to in section 47(xvii)
as referred to in section 47(xvii) [applicable from AY 2015-16]

Units allotted to an assessee pursuant to Cost of acquisition of such units shall
consolidation of two or more scheme of be the cost of acquisition of units in
a mutual fund as referred to in  the consolidating scheme of the
Section 47(xviii) mutual fund

Shares in a company acquired by the Cost of acquisition of such shares
non-resident assessee on redemption shall be calculated on the basis of
of Global Depository Receipts referred to the price prevailing on any
in Section 115AC(1)(b) recognized stock exchange on the

date on which a request for such
redemption was made.

24 Any other capital asset:  a)  If it became property of taxpayer
before April 1, 2001 by gift, will, etc.,
in modes specified in section 49(1):
Cost of acquisition to the previous
owner or FMV as on April 1, 2001,
whichever is higher

b)  If it became property of taxpayer
before April 1, 2001 : Cost of
acquisition or FMV as on April 1,
2001, whichever is more

c)  If it became property of taxpayer
after April 1, 2001 by gift, will, etc., in
modes specified in section 49(1):
Cost of acquisition to the previous
owner

d)  If it became property of taxpayer
after April 1, 2001 : Actual cost of
acquisition
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* Terminal Depreciation/Balancing Charge:

a) Balancing Charge = Sales Consideration – WDV of the depreciable asset

b) Terminal Depreciation = WDV – Sales Consideration

When a depreciable asset (which was subject to depreciation on straight line basis) of a
power generating units is sold, discarded, demolished or destroyed then terminal depreciation
shall be deductible from sale consideration while computing capital gains, or balancing charge
is taxable in the relevant year, as the case may be.

9.12 Cost to the previous Owner [Sec. 49(1)]

Cost to the previous owner shall be deemed to be the cost of acquisition in the hands of
the taxpayer in cases where a capital asset becomes the property of the assessee under any of
the modes given below:

a. On any distribution of assets on the total or partial partition of a HUF

b. Under a Gift or Will;

c. By Succession, Inheritance or Devolution;

d. On any distribution of assets on dissolution of a firm, BOI or AOP (where such dissolution
had taken place at any time before the 01-04-1987);

e. On any distribution of assets on liquidation of a company;

f. Under a transfer to a revocable or an irrevocable trust;

g. On any transfer by a holding company to its wholly owned Indian subsidiary company;

h. On any transfer by a wholly owned subsidiary company to its Indian holding company;

i. On any transfer by the amalgamating company to the Indian amalgamated company;

j. In a scheme of amalgamation, any transfer of shares held in a Indian company by a
amalgamating foreign company to the amalgamated Foreign company;

k. Consequent to transfer of share(in a scheme of amalgamation as referred to in Section
47(viab) of a foreign company which derives, directly or indirectly, its value substantially
from the share or shares of an Indian company held by amalgamating foreign company to
the amalgamated foreign company.
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l. Consequent to transfer of capital asset by the demerged company to the resulting Indian
company. (in case of demerger)

m. Consequent to transfer of share (in case of demerger as referred to in Section 47(vic) of
a foreign company which derives, directly or indirectly, its value substantially from the
share or shares of an Indian company held by a demerged foreign company to resulting
foreign company.

n. Any transfer, in a scheme of amalgamation of a banking company with a banking institution;

o. On any transfer in a scheme of business reorganization of a cooperative bank;

p. On any transfer in a scheme of conversion of private company or unlisted company into
LLP;

q. On any transfer in case of conversion of Firm or Sole proprietary concern into Company;

r. By HUF where one of its members has converted his self-acquired property into joint
family property.

Note:

Where previous owner has also acquired the property in the aforesaid manner the ‘previous
owner’ of the property shall be construed as the last previous owner who acquired the property
by means other than those stated above.

9.13 Cost of improvement [Sec. 55(1)(B]

Cost of improvement, in relation to the capital assets shall include all capital expenditure
incurred in making addition or alteration to the capital assets by the assessee or the previous
owner. However, cost of improvement does not include any expenditure incurred prior to 01-04-
2001. Cost of improvement shall be computed in the following manner:

S. No. Particular Cost of Improvement

1. In relation to goodwill of a business, right NIL
to manufacture, produce any article or thing
or right to carry on business or profession
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2. In relation to capital asset which becomes Any expenditure of
property of the assessee or previous owner capital nature incurred
before 01-04-2001  on or after 01-04-2001

3. In relation to capital asset which becomes Any expenditure of
property of the assessee or previous owner capital nature incurred on
before 01.04.2001 by way of any mode or after 01-04-2001 by
specified under Section 49(1)  the assessee or the

previous owner

4. In relation to capital asset which becomes Any expenditure of
property of the assessee or previous owner capital nature incurred by
on or after 01.04.2001 the assessee or the

previous owner

5. In relation to capital asset which becomes Any expenditure of
property of the assessee or previous owner capital nature incurred by
on or after 01-04-2001 by way of any mode the assessee or the
specified under Section 49(1)  previous owner

9.14 Rates of Tax on Capital Gains

1. Short Term Capital Gains

a. Short-term capital gains shall be included in the gross total income of the taxpayer and
will be taxed at the normal rates;

b. Short-term capital gains arising from transfer of Equity Shares, Units of an Equity Oriented
Funds or a unit of a business trust which is chargeable to securities transaction tax shall
be taxed at 15% under Section 111A;

Note:- Now benefit of reduced rate of tax (i.e., 15%) shall be available w.e.f. 1-4-2016
even in respect of income arising from transfer of units of a business trust which were acquired
by assessee in lieu of shares of special purpose vehicle as referred to in section 47(xvii).
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2. Long Term Capital Gains

a. Long-term capital gains are subject to tax at 20%;

b. Long-term capital gains arising from transfer of listed securities, units or a zero coupon
[other than as referred to in point d) below] bonds shall be taxable at lower of following:

i. 20% after taking benefit of indexation; or

ii. 10% without taking benefit of indexation.

a) Long-term capital gains arising to a non-residents or foreign company from transfer of
unlisted securities shall be taxed at without giving benefit for indexation;

b) Long-term capital gains arising from transfer of listed equity share, or a unit of an equity
oriented fund or a unit of a business trust as referred to in Section 112Ashall be chargeable
to tax at the rate of 10% in excess of Rs. 1 Lakh.

9.15 Reference to Valuation officer [Section 55A]

With a view to ascertaining the fair market value of a capital asset, the concerned Assessing
Officer may refer the valuation of the capital asset to a Valuation Officer appointed by the
Income-tax Department in the following cases:

1. Where the value of the asset as claimed by the assessee is in accordance with the
estimate made by a registered valuer (who works in a private capacity under a
licence issued by the Board and his valuation is not binding on the Assessing Officer),
but the Assessing Officer is of opinion that the value so claimed is at variance with
the fair market value of the asset;

2. Where the Assessing Officer is of opinion that the fair market value of the asset
exceeds the value of the asset by more than Rs. 25,000 or 15 per cent of the value
claimed by the assessee, whichever is less; or

3. Where the Assessing Officer is of opinion that, having regard to nature of an asset
and relevant circumstances, it is necessary to make a reference to the Valuation
Officer.
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9.16 Deduction / Exemption under Capital Gain

Particulars Section 54 Section 54B Section 54D Section 54EC Section 54EE

Eligible Individual and Individual and Any person Any person Any Person
 taxpayers HUF HUF

Capital gains Long-term Short-term Short-term or Long-term Long-term
eligible for or Long-term Long-term
exemption

Capital gains Residential Agriculture land Compulsory Any long-term Any long-term
arising from House property used by taxpayer acquisition of  capital asset capital asset
transfer of or by his parents land or being Land or

or HUF for building Building or
agriculture forming part of Both
purposes in last industrial
2 years before undertaking
its transfer (which was

used for
industrial
purposes for
at least 2 years
before its
acquisition).

Assets to be One residential Agricultural land Land or Bond of NHAI Units of such
acquired for house property (may be in urban building  for or REC, etc. fund as may be
exemption Or  area or rural shifting or notified by

Two residential area) reestablishing Central
house properties said industrial Government to
Note: undertaking finance start-
With effect from u
Assessment Year
2020-21, a
taxpayer has
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an option to
make investment
in two residential
house properties
in India. This
option can be
exercised by the
taxpayer only
once in his
lifetime provided
the amount of
long-term capital
gain does not
exceed
Rs. 2 crores.

Time limit Purchase: within Within 2 years Within 3 years Within 6 Within 6
for acquiring 1 year before after date from date of months from months after
the new or 2 years after of transfer receipt of date of the date of
assets  date of transfer compensation transfer transfer of

Construction: original asset
 within 3 years
after date of
transfer

Exemption Investment in Investment in Investment in Investment in Investment in
Amount new assets or agricultural land new assets or new assets new assets or

capital gain, or capital gain, capital gain, or capital capital gains,
whichever is whichever is whichever is gains, whichever is
lower lower lower whichever is lower,

lower, however, however,
subject to subject to Rs.
Rs. 50 lakhs. 50 lakhs.
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Withdrawal If new asset is If new asset is If new asset If new asset is If new asset is
of exemption transferred transferred within is transferred transferred or transferred

within 3 years 3 years of its within 3 years it is converted within a period
of its acquisition acquisition of its into money or of 3 years from

acquisition a loan is taken the date of its
on its security acquisition.
within 5 years Note:
of its Where
acquisition assessee

takes loans or
advance on
security of
such specified
asset, he shall
be deemed to
have
transferred
such asset on
the date on
which such
loan or
advance is
taken.

Deposit in Yes Yes Yes No No
Capital gains
deposit
scheme
before
due date
under
Sec. 139(1)



189

Particulars Section 54F Section 54G Section 54GA Section 54GB

Eligible taxpayers Individual and Any person Any person Individual and
HUF HUF

Capital gains Long-term Short-term or Short-term or Long-term
eligible for Long-term Long-term
exemption

Capital gains Any long term Land, building, Land, building, Residential
arising from asset (other than a plant or machinery, plant or machinery, property (house or
transfer of residential house in order to shift  in order to shift a plot of land)

property) provided industrial undertaking industrial Note:
on date of transfer from urban undertaking from Provisions of this
taxpayer does not area to rural urban area to SEZ. section shall not
own more than area. section shall not
one residential transfer of
house property residential
(except the new property made
house) after March 31,

2017. However, in
case of an
investment in
eligible start-up,
the residential
property can be
transferred up to
March 31, 2019.

Note: w.e.f.
Assessment Year
2020-21, the
sunset date for
transfer of original
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capital asset
(residential
property) for
investment in
eligible start-ups
is extended from
March 31, 2019 to
March 31, 2021
and the condition
of minimum
holding of 50% of
share capital or
voting rights in the
start-up is relaxed
to 25%.

Assets to be One residential Land, building, Land, building, Subscription in
acquired for house property plant or machinery, plant or machinery, equity shares of
exemption   in order to shift in order to shift an eligible

industrial industrial company.
undertaking to undertaking to
rural area.   SEZ. Note:

1. W.e.f. April 1,
2017, eligible
start-up is also
included in
definition of
eligible company.
2. The eligible
company should
utilize the amount
of subscription for
purchase of new
assets (i.e., plant
and machinery
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except vehicle,
office appliances,
computer or
computer
software etc.).
However, In the
case of eligible
startup, the new
asset shall include
computers or
computer
software.

Time limit for Purchase: within within 1 year Within 1 year Investment by the
acquiring the 1 year before or before or 3 years before or within assessee –
new assets within 2 years  after date of 3 years after date Before due date

after date of transfer of transfer for furnishing of
transfer return under Sec.
Construction: 139(1).
within 3 years Investment by the
after date of company – within
transfer 1 year from date

 of subscription.

Exemption Amount Investment in new Investment in new Investment in new Investment in new
assets X capital assets or capital assets or capital assets X capital
gain/net  gain, whichever is gain, whichever is gain/net
consideration lower lower consideration

Withdrawal of a) If new asset is If new asset is If new asset is If equity shares in
exemption  transferred within transferred within 3 transferred within 3 company or new

3 years of years of acquisition years of acquisition asset acquired by
acquisition, company is sold
b) if another or transferred
residential house within a period of
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is purchased 5 years from date
within 2 years of of acquisition.
 transfer of Note: w.e.f.
original asset; Assessment Year
c) if another house 2020-21, the
 is constructed restriction on the
 within transfer of new
3 years of transfer asset is reduced
 of original asset to 3 years in case

of computer or
computer
software.

Deposit in Capital Yes Yes Yes Yes
gains deposit
scheme before
due date under
Sec. 139(1)

9.17 Capital Gain Account Scheme 1988
a. The scheme is open to all taxpayers, who wish to claim exemption under

Sections 54, 54B, 54D, 54F, 54Gor 54GB.

b. If taxpayer could not invest the capital gains to acquire new asset before due date of
furnishing of return, the capital gains can be deposited before due date for furnishing of
return of income in deposit account in any branch of a nationalized bank in accordance
with Capital Gain Account Scheme 1988

9.18 Illustrations

Illustration 1

Mr. Raman furnishes following details of various transactions:
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S. Nature of Date of Date of Cost of Expenses of Sale Exp. on
No Asset Purchase Sale Purchase Purchase Value Sale

Rs. Rs. Rs. Rs.

1 Shares of 1.2.2018 4.10.2018 20,000 200 40,000 500
P.S.CO
(Listed)

2 Unlisted 1.10.2017 31.12.2018 40,000 300 70,000 600
shares of
R.M. Co.

3 Debentures 1.12.2018     5.3.2019 50,000          - 40,000 200
of S.N. Co.

4 Debenture 1.6.2018 31.12.2018 60,000          - 80,000 500
of L.U. Co.

Solution:

Computation of Short term Capital Gain of Mr. Raman.

P.Y. 2018-2019 A.Y.2019-2020

            Particulars Shares of Shares of Debentures Debentures
P.S. Co. R.M. Co. of S.N. Co. of L.U. Co.

Rs. Rs. Rs. Rs.

Sale Value 40,000 70,000 40,000 80,000

Less: Expenses on sales 500 600 200 500

Net sale consideration 39,500 69,400 39,800 79,500

Less: Cost of acquisition 20,200 40,300 50,000 60,000

Short term Capital gain 19,300 29,100 (-) 10,200 19,500
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Computation of Total Capital Gain

Total Short term capital gain: Rs.

Shares of P.S. Company 19,300

Shares of R.M. Company 29,100

Debentures of S.M. Company (-) 10,200

Debentures of L.V. Company 19,500

Total Short term Capital Gain 57,700

Note:

All the above assets are financial assets. They were not held for more than 12 months
(for listed shares and debentures) and 24 months (for unlisted shares). Therefore they are
short term capital assets and the gain arising upon their sale is short term capital gain. STCG
on sale of shares (listed as well as unlisted) is taxable.

Illustration 2

Determine the capital gains in each of the following situations separately.

(a) Machine A purchased on 1-10-2012 at a cost of Rs. 5,00,000 written down value on 1-4-
2018 Rs. 50,000 and sold on 1-8-2018 for Rs. 3,00,000.

(b) Furniture purchased on 1-10-2014 for Rs.7,00,000 written down value on 1-4-2018 Rs.
5,00,000 and sold on 1-9-2018 for Rs. 4,00,000.

(c) There are four machines in a Block of 15% rate of depreciation. They were all purchased
in 2015-16. The details are as follows.

W.D.V. on 1-4-2018
            Rs.

Machine A 4,21,875

Machine B 10,54,687

Machine C 4,21,875

Machine D 2,10,937
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What will be the capital gains in the following cases separately.

1. If Machine ‘A’ is sold for Rs. 30,00,000.

2. If Machine ‘B’ alone is sold for Rs. 15,00,000.

3. If all four machines are sold for Rs. 28,00,000.

4. If all four machines are sold for Rs. 10,00,000.

Solution:

Computation of Capital Gains for the P.Y. 2018-2019

Situation (a)

Situation (b)

Situation © : Case I

                          



196

Note: Since the sale value of asset ‘A’ exceeds the entire block’s W.D.V., the result in
STCG.

Case-II

Note: If sale value of one or more (but not all) assets is not exceeding the book value of
the block, the block continues to exists.

Case-III

Note: The block ceases to exist as all the assets are sold. Sale value of the four assets
exceeds the book value of the block; the result is short term capital gain.

Case-IV

Note: The block ceases to exists as all the assets are sold and sale value does not
exceed the block’s book value; result is short term capital loss.
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Illustration 3

Mr. X purchases a house property for Rs. 26,000 on 10th May 1963. He gets the first floor
of the house constructed in 1968-69 by spending Rs. 40,000. He dies on 12th September 2004.
The property is transferred to Mrs. X by his will. Mrs. X spends Rs. 80,000 and Rs. 26,700
during 2007-2008 and 2009-10 respectively for reconstruction of the property. Mrs. X sells the
house property for Rs. 95,00,000 on 15th March 2019 (brokerage paid by Mrs. X is Rs. 41,500).
The fair market value of house on 1st April, 2002 is Rs. 4,60,000. CII for 2007-2008 Rs. 122 for
2009-10 is 137 for 2018-19 Rs. 272 for 2002-03 Rs. 100 for 2004-05 is Rs. 109.

Solution:

Computation of Capital gains for the Assessment year 2019-20

Note: When assets are transferred by way of gift or legal succession after 1-4-82, an
alternative method is: formula for indexed cost:

 (4,60,000 x 272/109)

Capital Gain = Rs. 94,58,500 –(11,47,890 + 1,78,361 + 53,010)

 = Rs. 80,79,239



198

Illustration 4

Sri. Varadhan sells a residential house property in Madurai for Rs. 90,00,000 on May 20,
2018 which was purchased by him on April 25, 1966 for Rs. 50,000. The Fair market value on
April 1, 2002 was Rs. 2,00,000. He purchases a new residential house property for Rs. 10,00,000
on 28 March 2019 house is not fully constructed and Deposited Rs. 5,00,000 on July 31, 2019
(being the last date for furnishing return of income for the assessment year 2019-20) in a bank
account specified for the purpose of Section 54.

Assuming that Sri. Varadhan withdraws from the deposit account and completes the
construction of a house property on January 2020, for Rs. 4,00,000; withdrew the unutilised
amount in the deposit account after May 20,2021, compute the amount of Capital Gains
chargeable to tax. CII for 2002-03 is 100, 2018-19 is 272.

Solution:

Computation of Long-Term Capital gain of Mr. Varadhan. A.Y.2019-20
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Illustration 5

Mr. Anand, a manufacturer, acquired a factory building on June 10, 2014 for Rs. 30,00,000.
The building is acquired by the Government on May 5, 2016 for which a sum of Rs. 70,00,000
is paid as compensation on February 5, 2019. Ascertain the amount of capital gains. The building
is subject to depreciation at 10% p.a. Mr. Anand purchases another factory building on June
3,2019 for Rs. 40,00,000.

Solution:

Computation of Capital Gain of Mr. Anand for the A.Y. 2019-20

                         

Illustration 6

A HUF sells a property on December 5, 2018 for Rs. 18,00,000, (Cost of acquisition on
Feb 10, 2013 Rs.1,00,000). Expenses on purchase and transfer are Rs. 1,000 and 10,000,
respectively. On March 25, 2019, the HUF acquired bonds issued by the Rural Electrification
Corporation Ltd. for RS. 8,00,000 and also acquired bonds issued by National Highway Authority
of India for Rs. 7,00,000 on July 20, 2019.

Find out the amount of capital gain chargeable to tax for the assessment year 2019-20.
CII for 2012-13 is 184, for 2018-2019 is 272.
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Solution:

Computation of Long Term Capital Gain of HUF for the A.Y. 2019-20

Note: Investment made in bonds of National Highway Authority of India is after 6 months
from the sale of long term capital assets; therefore it is not considered for exemption.

Illustration 7

From the following particulars compute the total income of Shri. Manoj for the A.Y.2019-
20.

Compute deemed capital gain if he is able to investment Rs. 10,00,000 out of amount
deposited in capital gain deposit scheme before October 2021.
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Solution:

Computation of Long term Capital Gain of Mr. Manoj for the A.Y. 2019-20

Deemed Long Term Capital Gain for the A.Y. 2022-23

Taxable Amount   = LTCG X Amount unutilised / Net sale consideration

= 68,02,564 x 2,00,000 / 75,00,000 = Rs. 57,14,154

Note:

(1) Procedure for Calculation of Exemption u/s 54F:

Long term capital gain x Amount invested in House property / Net sale consideration

(2) Exemption u/s 54F (2) for Deposit in Capital Gain Account.

Long term capital gain x Amount Deposited / Net sale consideration

9.19 Summary

Simply put, any profit or gain that arises from the sale of a ‘capital asset’ is a capital
gain. This gain or profit is comes under the category ‘income’, and hence you will need to pay
tax for that amount in the year in which the transfer of the capital asset takes place. This is
called capital gains tax, which can be short-term or long-term.

Capital gains are not applicable to an inherited property as there is no sale, only a
transfer of ownership. The Income Tax Act has specifically exempted assets received as gifts
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by way of an inheritance or will. However, if the person who inherited the asset decides to sell
it, capital gains tax will be applicable.

9.20 Keywords
Long term capital gain

Short term capital gain

Capital assets

Transfer

Indexed cost of acquisition

Cost of acquisition

Cost of Improvements

9.21 Review Questions
1. Define Capital Gain. Explain the types.

2. Evaluate different types of Capital Assets.

3. Explain the concept of transfer

4. Mrs. Rajamani furnishes the following particulars:

Compute Capital Gain.

Hint: Unlisted shares held for less than 24 months are STCA and gain there on is STCG.

Expenses on purchase is added to cost of purchase and expenses on sales are reduced
from sale value.
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5. Determine the capital gains in the following cases for the assessment year 2019-20.

Hint:

(1)  Financial Assets in 1,2 above are held for 12 months or less and thus shirt term capital
assets.

(2) STCG on sale of shares being STCA (Listed or unlisted) are taxable.

6. Compute the capital gain on sale of the following assets for the Assessment year 2019-
20.
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Hint:  All the assets are financial Assets, (except unlisted shares) held for 12 months or
less and thus short term capital assets. Unlisted shares held for 24 months or less are STCA.

7. Mr. Dharun is a film producer. During the year 2018-19 he sold a film projector for Rs.
1,70,000. Which had cost him Rs. 1,50,000 and in respect of which Rs. 40,000 had been
allowed as depreciation. Expenses on sales amounts to Rs. 5,000. Compute the capital
gain.

8. X purchases a house for Rs. 26,000 on May, 10, 1963. He gets the first floor of the house
constructed in 1968-69 by spending Rs. 40,000. He dies on September 12, 1979. The
property is transferred to Mrs. X by his will. Mrs. X spends Rs. 30,000 and Rs. 26,700
during 1980-81 and 2008-09 respectively for alteration / reconstruction of the property.
Mrs. X sells the house for Rs. 45,00,000 on March, 15, 2019 (brokerage paid by Mrs. X is
Rs. 11,500) The fair market value of the house on April, 1, 2002 is Rs. 1,60,000. CII for
2002-03 = 100, for 2008-09 = 129 and for 2018-29 = 272. Mrs. X received and forfeited
Rs. 10,000 as advance money during 92-93.

Hint:

(1) Ignore additions before 1-4-2002 by Mr. X and also Mrs. X.

(2) In the case of gift or transfer by will before 1-4-2002, CII OF 100 is taken to compute
indexed cost.

(3) Advance money forfeited by seller prior to 2015-16 is reduced from cost of the
asset or FMV.
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LESSON - 10
INCOME TAX ASSESSMENT AND

COMPUTATION OF TOTAL INCOME
Learning Objectives

After reading this lesson, you will be able to:

 define non-residents and exhibit the method of taxation in case of non-residents

 discuss the various forms of assessments and conceptualise revision, rectification
and appeal of income tax.

 examine the provisions pertaining to interest and refund of Income Tax and
differentiate the total income from gross total income.

Structure

10.1 Introduction

10.2 Taxation of Non-residents

10.3 Income Tax Payment

10.4 Income Tax Assessment

10.5 Revision, Rectification and Appeal of Income Tax

10.5.1 Order which can be rectified under section 154

10.5.2 Rectification of order which is subject to appeal or revision

10.5.3 Intimation of rectification by whom

10.5.4 Time limit for rectification

10.5.5 Procedure to be followed for making an application of rectification

10.6 Provisions relating to interest and refund of tax

10.7 Gross total income

10.8 Total income

10.9 Differences between Gross Total Income and Total Income

10.10 Illustrations
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10.11 Summary

10.12 Keywords

10.13 Review questions

10.1 Introduction

A non-resident is an individual who mainly resides in one region or jurisdiction but has
interests in another region. In the region where they do not mainly reside, they will be classified
by government authorities as a non-resident.

10.2 Taxation of Non-Residents

a. Income from Salary: Income from salary will be considered to arise in India if your
services are rendered in India. So even though you may be an NRI, but if your salary is paid
towards services provided by you in India, it shall be taxed in India immaterial of where you are
receiving the income. In case your employer is Government of India and you are the citizen of
India, income from salary, if your service is rendered outside India is also taxed in India. Note
that income of Diplomats, Ambassadors are exempt from tax. Ajay was working in China on a
project from an Indian company for a period of 3 years. Ajay needed the salary in India to take
care of the needs of his family and make payments towards a housing loan. However, since
salary received by Ajay in India would have been taxed as per Indian laws, Ajay decided to
receive it in China.

b. Income from House Property: Income from a property which is situated in India is
taxable for an NRI. The calculation of such income shall be in the same manner as for a
resident. This property may be rented out or lying vacant. An NRI is allowed to claim a standard
deduction of 30%, deduct property taxes, and take benefit of an interest deduction if there is a
home loan. The NRI is also allowed a deduction for principal repayment under Section 80C.
Stamp duty and registration charges paid on the purchase of a property can also be claimed
under Section 80C. Income from house property is taxed at slab rates as applicable. Nandini
owns a house property in Goa and has rented it out while she lives in Bangkok. She has set up
the rent payments to be received directly in her bank account in Bangkok. Nandini’s income
from this house which is in India shall be taxable in India.
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c. Rental Payments to an NRI: A tenant who pays rent to an NRI owner must remember
to deduct TDS at 30%. The income can be received to an account in India or the NRI’s account
in the country he is currently residing. Maria pays a monthly rent of Rs30,000 to her NRI landlord.
She must deduct 30% TDS or Rs 9,000 before transferring the money to the landlord’s account.
Maria must also get a Form 15CA prepared and submit it online to the Income Tax Department.
A person making a remittance (a payment) to a Non-Resident Indian has to submit Form 15CA.
This form has to be submitted online. In some cases, a certificate from a chartered accountant
in Form 15CB is required before uploading Form 15CA online. In Form 15CB, a CA certifies
details of the payment, TDS rate, and TDS deduction as per Section 195 of the Income Tax Act,
if any DTAA (Double Tax Avoidance Agreement) is applicable, and other details of nature and
purpose of the remittance. Form 15CB is not required when:

i. Remittance does not exceed Rs 5,00,000 (in total in a financial year). Only Form 15CA
has to be submitted in this case.

ii. If lower TDS has to be deducted and a certificate is received under Section 197 for it or
lower TDS has to be deducted by order of the AO.

iii. Neither is required if the transaction falls under Rule 37BB of the Income Tax Act, where
it lists 28 items. Check out the entire list here.

iv. In all other cases, if there is a remittance outside India, the person who is making the
remittance will take a CA’s certificate in Form 15CB and after receiving the certificate
submit Form 15CA to the government online.

d. Income from Other Sources: Interest income from fixed deposits and savings accounts
held in Indian bank accounts is taxable in India. Interest on NRE and FCNR account is tax-free.
Interest on NRO account is fully taxable.

e. Income from Business and Profession: Any income earned by an NRI from a business
controlled or set up in India is taxable to the NRI.

f. Income from Capital Gains: Any capital gain on transfer of capital asset which is
situated in India shall be taxable in India. Capital gains on investments in India in shares,
securities shall also be taxable in India. If you sell a house property and have a long-term
capital gain, the buyer shall deduct TDS at 20%. However, you are allowed to claim capital
gains exemption by investing in a house property as per Section 54 or investing in capital gain
bonds as per Section 54EC.
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g. Special Provision Related to Investment Income: When an NRI invests in certain
Indian assets, he is taxed at 20%. If the special investment income is the only income the NRI
has during the financial year, and TDS has been deducted on that, then such an NRI is not
required to file an income tax return.

10.3 Income Tax Payment

The income you earn is taxed in three ways, namely, a) Tax deducted at source (TDS), b)
Advance tax payments, and c) Self- assessment taxes paid before filing your income tax return
(ITR).

1. Tax Deducted at Source: The first concept is Tax Deducted at Source or TDS which you
might have already experienced in early years. This concept requires the payer (i.e.,
employers, banks, tenants, etc.) to withhold a portion from the sum payable to the taxpayer
and deposit it with the Central government. The credit of such taxes deducted and deposited
with the government is allowed to the payee (taxpayer) against his total tax liability. As a
proof of such withholding of tax, the payers issue a TDS certificate to the payee, i.e.,
Form 16, Form 16A, etc.

2. Advance Tax: The next concept is ‘Advance Tax’. If the estimated tax liability of a taxpayer
is Rs 10,000 or more, he is supposed to pay advance tax in four installments during the
financial year itself, i.e. 15%, 45%, 75% and 100% of advance tax liability have to be paid
on or before 15th June, 15th September, 15th December and 15th March, respectively.
However, a resident senior citizen not having income from business or profession is not
liable to pay advance tax even if his estimated tax liability is more than Rs 10,000. Taxpayers
opting for presumptive taxation scheme under Section 44AD/44ADA can pay 100% of the
advance tax in a single installment up to 15th March. Any amount paid by way of advance
tax on or before the 31st day of March is also treated as advance tax paid during the
financial year ending on that day.

3. Self-Assessment Tax: If there still remains any tax liability payable after taking into account
the amount of TDS and advance tax, it has to be paid by way of Self-Assessment Tax.
Self-assessment tax can be paid from April 1 of the Assessment Year, i.e. after the end of
the financial year. Form 26AS is a tax passbook wherein a taxpayer can verify whether
the taxes paid by him or on his behalf are actually available in his tax passbook so as to
claim a credit of the same at the time of filing of the return. In case of any mismatch, the
taxpayer should ensure that his details are correctly mentioned by the deductor in TDS



209

returns or he has correctly filed his details in Tax Challan used for payment of advance tax
or self-assessment tax.

10.4 Income tax Assessment

Every assessee, who earns income beyond the basic exemption limit in a Financial Year
(FY), must file a statement containing details of his income, deductions, and other related
information. This is called the Income Tax Return (ITR). Once you as a taxpayer file the income
returns, the Income Tax Department will process it. There are occasions where, based on set
parameters by the Central Board of Direct Taxes (CBDT), the return of an assessee gets picked
for an assessment.

The various forms of assessment are as follows:

1. Self Assessment

2. Summary Assessment

3. Regular Assessment

4. Best Judgement Assessment

5. Income Escaping Assessment

1. Self Assessment: The assessee himself determines the income tax payable. The tax
department has made available various forms for filing income tax return. The assessee
consolidates his income from various sources and adjusts the same against losses or deductions
or various exemptions if any, available to him during the year. The total income of the assessee
is then arrived at. The assessee reduces the TDS and Advance Tax from that amount to determine
the tax payable on such income. Tax, if still payable by him, is called self assessment tax and
must be paid by him before he files his return of income. This process is known as Self
Assessment.

2. Summary Assessment: It is a type of assessment carried out without any human
intervention. In this type of assessment, the information submitted by the assessee in his return
of income is cross-checked against the information that the income tax department has access
to. In the process, the reasonableness and correctness of the return are verified by the
department. The return gets processed online, and adjustment for arithmetical errors, incorrect
claims, and disallowances are automatically done. Example, credit for TDS claimed by the
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taxpayer is found to be higher than what is available against his PAN as per department records.
Making an adjustment in this regard can increase the tax liability of the taxpayer. After making
the aforementioned adjustments, if the assessee is required to pay tax, he will be sent an
intimation under Section 143(1). The assessee must respond to this intimation
accordingly. Here you can read a more detailed article on Section 143(1).

3. Regular Assessment: The income tax department authorizes the Assessing Officer
or Income Tax authority, not below the rank of an income tax officer, to conduct this assessment.
The purpose is to ensure that the assessee has neither understated his income or overstated
any expense or loss or underpaid any tax. The CBDT has set certain parameters based on
which a taxpayer’s case gets picked for a scrutiny assessment.

a) If an assessee is subject to a scrutiny assessment, the Department will send a notice well
in advance. However, such notice cannot be served after the expiry of 6 months from the
end of the Financial year, in which return is filed.

b) The assessee will be asked to produce the books of accounts, and other evidence to
validate the income he has stated in his return. After verifying all the details available, the
assessing officer passes an order either confirming the return of income filed or makes
additions. This raises an income tax demand, which the assessee must respond to
accordingly.

4. Best Judgement Assessment: This assessment gets invoked in the following
scenarios:

a) If the assessee fails to respond to a notice issued by the department instructs him to
produce certain information or books of accounts

b) If he/she fails to comply with a Special Audit ordered by the Income tax authorities

c) The assessee fails to file the return within due date or such extended time limit as allowed
by the CBDT

d) The assessee fails to comply with the terms as contained in the notice issued under
Summary Assessment

After providing an opportunity to hear the assessee’s argument, the assessing officer
passes an order based on all the relevant materials and evidence available to him. This is
known as Best Judgement Assessment.
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5. Income Escaping Assessment: When the assessing officer has sufficient reasons to
believe that any taxable income has escaped assessment, he has the authority to assess or
reassess the assessee’s income. The time limit for issuing a notice to reopen an assessment is
4 years from the end of the relevant assessment Year. Some scenarios where reassessment
gets triggered are given below.

a) The assessee has taxable income but has not yet filed his return.

b) The assessee, after filing the income tax return, is found to have either understated
his income or claimed excess allowances or deductions.

c) The assessee has failed to furnish reports on international transactions, where he
is required to do so.

Assessment could close quickly for some taxpayers, while it could prove to be quite
gruelling for others. If you are not comfortable dealing with income tax officers, it is suggested
that you take the help of a Chartered Accountant to help you with your case.

10.5 Revision, Rectification and Appeal, of Income Tax

Article discusses about Order which can be rectified under section 154 of Income Tax
Act, 1961, Rectification of Income Tax order which is subject to appeal or revision, Initiation of
rectification by whom, Time-limit for rectification, The procedure to be followed for making an
application for rectification, etc. Sometimes there may be a mistake in any order passed by the
Assessing Officer. In such a situation, mistake which is apparent from the record can be rectified
under section 154. The provisions relating to rectification of mistake under section 154 are
discussed in this part.

10.5.1 Order which can be rectified under section 154

With a view to rectifying any mistake apparent from the record, an income-tax authority
may,

a) Amend any order passed under any provisions of the Income-tax Act.

b) Amend any intimation or deemed intimation sent under section 143(1).

c) Amend any intimation sent under section 200A(1)(*) [section 200A deals with
processing of statements of tax deducted at source i.e. TDS return].

d) amend any intimation under section 206CB*.
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(*) Under section 200A, a TDS statement is processed after making correction of any
arithmetical error in the statement or after correcting an incorrect claim, apparent from any
information in the statement Similarly a new section 206CB is inserted by Finance Act, 2015 to
provide for the processing of TCS statement. If due to rectification of mistake, the tax liability of
the taxpayer is enhanced or refund is reduced, the taxpayer shall be given an opportunity of
being heard.

10.5.2 Rectification of order which is subject to appeal or revision

If an order is the subject-matter of any appeal or revision, any matter which is decided in
such an appeal or revision cannot be rectified by the Assessing Officer. In other words, if an
order is subject matter of any appeal, then the Assessing Officer can rectify only those matters
which are not decided in such appeal.

10.5.3 Initiation of rectification by whom

a) The income-tax authority can rectify the mistake on its own motion.

b) The taxpayer can intimate the mistake to the income-tax authority by making an
application to rectify the mistake.

c) If the order is passed by the Commissioner (Appeals), then the Commissioner
(Appeals) can rectify mistake which has been brought to notice by the Assessing
Officer or by the taxpayer.

10.5.4 Time-limit for rectification

No order of rectification can be passed after the expiry of 4 years from the end of the
financial year in which order sought to be rectified was passed. The period of 4 years is from the
date of order sought to be rectified and not 4 years from original order. Hence, if an order is
revised, set aside, etc., then the period of 4 years will be counted from the date of such fresh
order and not from the date of original order. In case an application for rectification is made by
the taxpayer, the authority shall amend the order or refuse to allow the claim within 6 months
from the end of the month in which the application is received by the authority.

10.5.5 The procedure to be followed for making an application of
rectification

Before making any rectification application the taxpayer should keep following points in
mind.
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 The taxpayer should carefully study the order against which he wants to file the
application for rectification.

 Many times the taxpayer may feel that there is any mistake in the order passed by
the Income-tax Department but actually the taxpayer’s calculations could be incorrect
and the CPC might have corrected these mistakes, e.g., the taxpayer may have
computed incorrect interest in return of income and in the intimation the interest
might have been computed correctly.

 Hence, to avoid application of rectification in above discussed cases the taxpayer
should study the order and should confirm the existence of mistake in the intimation,
if any.

 If he observes any mistake in the order then only he should proceed for making an
application for rectification under section 154.

 Further, he should confirm that the mistake is one which is apparent from the records
and it is not a mistake which requires debate, elaboration, investigation, etc. The
taxpayer can file an online application for rectification of mistake. Before making an
online application for rectification the taxpayer should refer to the rectification
procedure prescribed at https://incometaxindiaefiling.gov.in/

 For rectification of intimation under Section 200A(1)/206CB online correction
statement is to be filed; the procedure thereof is given at http://contents.tdscpc.gov.in/
en/filing-correction-etutorial.html

An amendment or rectification which has the effect of enhancing the assessment or
reducing a refund or otherwise increasing the liability of the taxpayer (or deductor) shall not be
made unless the authority concerned has given notice to the taxpayer or the deductor of its
intention to do so and allowed the taxpayer (or the deductor) a reasonable opportunity of being
heard.

10.6 Provisions relating to Interest and Refund of Tax
1. Refunds of Tax: If, any assessment year an assessee pays the tax which is more than

the amount for which he is actually chargeable and if the assessee proves excess payment
before the Assessing Officer, section 237 empowers the assessee to claim a refund  of
the excess. Once the Assessing Officer is satisfied about the excess payment made by
the assessee, he can allow the claim or refund.
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Under the following cases a claim to refund may arise –

 When tax is deducted at source from salary, interest on securities od debentures,
dividend at a rate higher than the rate applicable to the total income of an assessee.

 When tax paid in advance exceeds the amount of tax actually payable as determined
at the time of refular assessment.

 When tax calculated was higher due to some mistake and later on tax liability is
reduced on account of rectification of a mistake.

 When tax was calculated at the higher rate on the payment given to non-residents
whereas they were actually chargeable at a lower rate of income tax.

 When due to double taxation , the assessee is entitled to a double taxation relief.

2. Interest on refunds of Tax [ Sec. 244A ]: Where refund of any amount becomes due to
the assessee, he shall be entitled to receive, in addition to the said amount, simple
interest thereon calculated in the following manner, namely :—

 where the refund is out of any tax paid or collected at source or paid by way of
advance tax or treated as paid, during the financial year immediately preceding the
assessment year, such interest shall be calculated at the rate of 1½ % [one-half per
cent] for every month or part of a month comprised in the period from the 1st day of
April of the assessment year to the date on which the refund is granted:

 Provided that no interest shall be payable if the amount of refund is less than
10% [ten per cent] of the tax on regular assessment;

 in any other case, such interest shall be calculated at the rate of 1½% [one-half per
cent] for every month or part of a month comprised in the period or periods from the
date or, as the case may be, dates of payment of the tax or penalty to the date on
which the refund is granted.

10.7 Gross Total Income

The ‘gross total income’ (GTI) is the total income you earn by adding all heads of income.
Income from salary, property, other sources, business or profession, and capital gains earned
in a financial year are all added to arrive at the GTI.
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10.8 Total Income

The ‘total income’ (TI) is derived after subtracting the various deductions under Section
80 from the GTI. So, you first calculate the GTI and then subtract the deductions to arrive at the
TI.

10.9 Difference between Gross Total Income & Total Income

To understand their difference in simple terms, look at the following formulae:

 TI = GTI – deductions under Section 80

Or

 GTI = TI + deductions under Section 80

1. Gross Total Income: GTI is the total of all the heads of income while TI is GTI minus the
deductions. To calculate GTI, you add the following:

· Income from salary: This includes the earning from employment.

· Income from house property: This  includes any rent you earn by  letting out a
house.

· Income from business or profession: This  includes  the  income  earned by  a
businessman or a self-employed professional.

· Capital gains/loss: This includes profits or losses you incur by selling any movable
or immovable capital property. That would include land, building, house, shares,
jewellery, etc.

· Income from other sources: The income not included in the above­mentioned
heads features in this. Examples would be income from interest, a lottery gain, etc.

2. Total Income: To calculate TI, the following deductions under Section 80 of Chapter VI of
the Income Tax Act are subtracted from the GTI

· 80C: Allows specific investments and expenses to be deducted from the GTI up to
Rs 1.5 lakh.

· 80CCD: NPS (National Pension System) contribution up to Rs 50,000 is allowed as
deduction.
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· 80D: Health insurance premiums, up to Rs 60,000, paid for self and for parents
qualify under this section.

· 80TTA: Interest earned from the savings account, up to Rs 10,000, is tax­free.

· 80E: Interest paid on education loan is deducted.

· 80GG: This includes housing rent allowance (HRA) exemption for those who do
not have an HRA component in their salary.

· 80DDB: Expenses incurred on specific illnesses are deducted up to Rs 40,000 or
Rs 60,000, depending on the patient’s age.

· 80U: This gives a fixed deduction if you have a physical disability. The deduction is
Rs 75,000 or Rs 1.25 lakh, depending on the severity of the disability.

· 80G: Charitable donations made to recognised institutes are allowed as deduction.

COMPUTATION OF GROSS TOTAL INCOME AND TAXABLE INCOME
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10.10 Illustrations

Illustration 1

Shri. Manikantan has made the following payments in the PY: 2018-19.

(i) Rs. 10,000 paid by cheque to GIC for insuring his own health.

(ii) Rs. 15,000 paid by cheque to GIC to insure health of Mrs.Manikantan.

(iii) Rs. 5,000 paid by cash to GIC to insure the health of Manikantan’s Minor child.

(iv) Rs. 4,000 paid by cheque to GIC to insure the health of dependent brother.

(v) Rs. 18,000 paid by cheque to GIC to insure the health of dependent Mother.

(vi) Rs. 8,000 paid by cheque to GIC to insure the health of father (Not dependent on
him) (age 65 years).

(vii) Rs. 1,200 paid by cheque to GIC to insure the health of grandfather. (dependent
upon him).

(viii) Rs. 4,500 paid by cheque to GIC for insuring health of his Minor son, not dependent
upon him. Preventive health check-up of assessee: Rs. 6,000.

(ix) Shri. Manikantan also paid Rs. 15,000 towards pension fund of LIC.

(x) Manikantan’s Salary income per month is Rs. 12,000. Rent received from Let out
property is Rs. 6,000 p.m. Municipal taxes paid Rs. 2,000. His share of income
received from HUF Rs. 60,000.

Compute the Taxable income of Shri. Manikantan for the AY: 2019-20.
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Solution:

  Computation of Total Income of Shri. Manikantan PY: 2018-19    AY: 2019-20
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Working Note:

Amount deductible u/s. 80D

                                                                                                                             Rs.

1. Amount paid to GIC cheque (His own health) 10,000

2. Amount paid to GIC by cheque (His spouse’s health) 15,000

3. Preventive medical check up (6,000 or 5,000) 5,000

30,000 or 25,000

4. Amount paid by cheque to GIC (Dependent mother) 18,000

5. Amount paid by cheque to GIC 8,000 or 26,000

(Not dependent) 26,000

Father or 30,000      51,000

Note:

1. Amounts paid by cash towards Mediclaim is not deductible.

2. Amounts paid for insuring the health of Assessee, Spouse, Dependent children and
parents alone are eligible for deduction u/s. 80D.

3. Share of income received from HUF is exempted.

4. Standard deduction u/s 16 (i) from salary income is not deductible.

5. 80CCC deduction is enhanced to Rs. 1,50,000 (or) Actual amount whichever is
least.

This is subject to overall deduction of Rs. 1,50,000 u/s 80CCE.

6. Deduction u/s 80 D is enhanced to Rs. 25,000 and an additional deduction of another
Rs. 25,000 in the case of parents and Rs. 5,000 additional deduction when policy is
taken on the health of a senior citizen.
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Illustration 2

An assessee, who is an individual, received the following incomes during the financial
year 2018-19:

Compute the assessee’s Total Income.

Solution:

Computation of Taxable Income PY: 2018-19 AY: 2019-20
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Working Note (i)

Illustration 3

Mr. Selvam had a Gross Ttotal Income of Rs. 8,00,000 (which included Rs. 10,000 as
Long term Capital Gains) for the year ending 31st March 2019. During the year the assessee
made the following donations:
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In addition to the above he paid the following:

(1) Rs. 8,000 to GIC by cheque for health insurance

(2) Rs. 90,000 to maintain his handicapped dependent brother.

(3) Rs. 5,000 for medical treatment of dependent father (notified disease)

Compute the Taxable Income of Shri. Selvam

Solution:

Computation of Taxable Income of Shri. Jayaraj    PY: 2018-19 AY:2019-2020
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Note: u/s. 80DD irrespective of the actual expenditure, deduction of Rs. 75,000 is allowed.

Deduction u/s 80DDB is actual expenditure or Rs. 40,000, whichever is Less.

(or)

(b) 10% of GTI (GTI – LTCG – 80C – 80D – 80DD – 80DDB – 80GGC)

10/100 (8,00,000 – 10,000 – 8,000 – 75,000 – 5,000 – 20,000) = 68,200

Qualifying Amount Rs. 68,200.

10.11 Summary

Every assessee, who earns income beyond the basic exemption limit in a Financial Year
(FY), must file a statement containing details of his income, deductions, and other related
information. This is called the Income Tax Return (ITR). Once you as a taxpayer file the income
returns, the Income Tax Department will process it. There are occasions where, based on set
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parameters by the Central Board of Direct Taxes (CBDT), the return of an assessee gets picked
for an assessment. The ‘gross total income’ (GTI) is the total income you earn by adding all
heads of income. Income from salary, property, other sources, business or profession, and
capital gains earned in a financial year are all added to arrive at the GTI. The ‘total income’ (TI)
is derived after subtracting the various deductions under Section 80 from the GTI. So, you first
calculate the GTI and then subtract the deductions to arrive at the TI.

10.12Keywords
Non-residents

TDS

ITR

Advance Tax

Self Assessment

Best Judgement Assessment

GTI

TI

80 CCD

80 D

80 E

10.13Review Questions
1. Who is Non-resident? Explain the pattern of taxation for Non-residents

2. Evaluate various forms of Income Tax Assessments.

3. Write a note on Revision, Rectification and Appeal of Income Tax.

4. Outline the provisions relating to Interest and Refund of Tax.

5. Sri Anand earned gross total income of Rs. 5,00,000 in the previous year 2018-19 and
made the following donation during the year:

(a) Rs.10,000 to Chief Minister’s Earthquake Relief Fund.

(b) Rs. 15,000 to National Foundation for Communal Harmony.
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(c) Rs. 40,000 to Municipal Corporation approved for promotion of family planning.

(d) Rs. 25,000 to approved institutions.

(e) Donations: Clean ganga fund Rs. 12,000

Swachh Bharath Kosha: 8,000

National fund for control of Drug Abuse: 15,000

Compute the amount of deduction admissible to him u/s 80-G for the AY 2019-2020.

Hint:

(1) Donation to CM’s Earth Quake Relief Fund and National foundation for communal
Harmony is fully deductible.

(2) Donation for promotion of family planning and approved institutions come under
restricted donations. Qualifying amount is least of = Rs. 50,000 or Actual donation:
Rs. 65,000 (40,000 + 25,000) (or) 10% of income = Rs. 50,000 (5,00,000 x 10/100)
Amount deductible is: Rs. 40,000 of Family Planning and 50% of Rs. 10,000.

(3) Donation to Clean ganga fund Swachh Bharat Kosha and National fund for control
of Drug Abuse are fully deductible.

6. Calculate the amount deductible under section 80-G.



226

Hint:

(1) Donation to PM NRF, Allahabad University and Technology Development Fund are
fully deductible.

(2) Donation to PM’s Drought Relief Fund is Deductible at 50%.

(3) Donation to Charitable Society, and Family Planning are under restricted category.
Amount qualifying is Rs. 25,000. Least of: Actual amount donated Rs. 25,000 (10,000
+ 15,000) (or) 10% of income Rs. 25,000: 10/100 x (3,00,000 – 50,000).Amount
deductible is entire family planning Rs. 15,000 and Rs. 5,000. (50/100    x (25,000
– 15,000).

7. Mr. Jayasankar, a college teacher, affiliated to the University of Madras, gives the following
details of his income.

Calculate total income.

Hint: Expenditure on purchase of lottery tickets is not deductible.

8. Mr. Metha a Chartered Accountant, is living at Kanpur and is carrying on his profession
there for the year 2018-19, he has supplied the following particulars. Compute his total
income for the assessment year 2019-2020.

(a) Professional gain Rs. 52,400

(b) Rent received from house at Delhi Rs.18,000 p.a.
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(c) Municipal taxes Rs. 1,500 p.a.

(d) Long-term capital gain Rs. 10,000.

(e) Part-time salary as lecturer in tax laws Rs. 25,000.

(f) Rent paid at Kanpur Rs. 2,000 p.m.

(g) Interest on Govt. securities Rs. 19,000

He deposited Rs. 15,000in PPF A/C.

Hint:

(1) Deduction u/s. 80-C is allowed for deposit in PPF A/c.

(2) Deduction u/s. 90-GG is allowed in respect of rent paid.

(3) Amount of deduction is least of Rs. 60,000 (or) 25% of income (or) rent minus 10%
of income. (Income is gross total income minus LTCG,STCG on sale of shares
subject to STT, income from AOP and other deductions u/s. 80-C to 80-U).

9. The following are particulars of income of Mr. Bell for the Assessment Year 2019-2020:

1. He paid Rs. 28,000 as life insurance premium on his own life on a policy of Rs.
2,00,000.

2. He gave Rs. 20,000 as donation to a approved charitable institution.

3. During the year he deposited Rs. 20,000 in an equity linked saving scheme notified
u/s. 80-C.

4. He deposited Rs. 12,500 in National Saving Scheme, 1993.
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5. Interest accrued on N.S.C. VIII issue purchased in Nov.2018 for Rs. 30,000 is Rs.
2,260.

Compute his total income.

Hint:

 LIC premium, Deposit in saving scheme, NSC and interest on NSC is deductible u/
s. 80-C.

 Donation to approved charitable trust falls under restricted category u/s. 80-G. QA
is: 10/100 (70,000 + 60,000 + 500 + 9,000 + 2,260 – 20,000 – 9,000 – 20,000 –
12,500 – 32,260) Rs. 4,800 or 20,000.

 LIC premium deductible is 10% of policy value Rs. 20,000.
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LESSON - 11
CORPORATE TAXATION

Learning Objectives

After reading this lesson, you will be able to:

 define corporate tax in India and highlight rates prescribed under foreign company
and Indian company.

 compute taxable income under different heads and differentiate the taxable income
from non taxable income.

 spell out carry forward and set off losses for companies.

Structure

11.1 Introduction

11.2 Corporate Tax in India

11.3 Types of Taxable Income

11.4 Taxable Income Vs. Non-taxable Income

11.5 Computation of Taxable Income

11.6 Carry forward and set off of losses for Companies

11.7 Set off and Carry forward for amalgamation losses

11.8 Summary

11.9 Keywords

11.10 Review Questions

11.1 Introduction

Indian taxation system is divided into two types: One is Direct Taxes and other is Indirect
Taxes. Talking about direct taxes, it is levied on the income that different types of business
entities earn in a financial year. There are different types of taxpayers registered with Income
tax department and they pay taxes at different rates. For eg, An individual and a company being
a taxpayer are not taxed at the same rate. Therefore, Direct Taxes are again subdivided as:
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 Income Tax: This tax is paid by the taxpayers other than companies registered under
company law in India on the income earned by them. They are taxed on the basis of slabs at
different rates.

 Corporate Tax: This tax is paid by the companies registered under company law in India
on the net profit that it makes from businesses. It is taxed at a specific rate as prescribed
by the income tax act subject to the changes in the rates every year by the IT department.

11.2 Corporate Tax in India

Domestic as well as foreign companies are liable to pay corporate tax under the Income-
tax Act. While a domestic company is taxed on its universal income, a foreign company is only
taxed on the income earned within India i.e. is being accrued or received in India. For the
purpose of calculation of taxes under Income tax act, the types of companies can be defined as
under :

Domestic Company: Domestic company is one which is registered under the Companies
Act of India and also includes the company registered in the foreign countries having control
and management wholly situated in India. A domestic company includes private as well as
public companies.

Foreign Company: Foreign company is one which is not registered under the companies
act of India and has control & management located outside India.

The applicable corporate tax rate in India is as under

A. Domestic company
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 Note-

i. The surcharge is levied on taxable income; subject to limited relief, i.e., income
exceeds Rs. 1,00,00,000.

ii. * Income tax rate is 29% if turnover for the FY 2014-15 does not exceed Rs.
5,00,00,000.

B. Foreign company

11.3 Types of Taxable Income

Every taxpayer knows that failure to file a report for one’s income tax can lead to serious
consequences. So, to be sure about paying taxes, here’s a list of the types of income:

a. Employee compensation and benefits: These are the most common types of taxable
income and include wages and salaries, as well as fringe benefits.

b. Investment and business income: For people who are self-employed, they are also
subject to tax liability, specifically through their business’ income. For example, net rental
income and partnership income qualify as taxable income.

c. Miscellaneous taxable income: This includes income that doesn’t fit into the other types.
It includes things such as death benefits, life insurance, and cancelled debts. Alimony,
items involved in barter trading, and income from one’s hobby are also miscellaneous
taxable income.
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11.4 Taxable vs. Non-Taxable Income
a) Taxable income includes all types of compensation, whether they are in the form of cash

or services, as well as property. Unless a particular income is expressly exempted by law
from tax liability, every income is taxable and should be reported in the income tax return.
Examples include:

· Salary

· Wages

· Interest received from banks

· Stock options

· Dividends

· Unemployment compensation

· Notes received

· Rents from personal property

b) Non-taxable income, on the other hand, refers to income that is received but that is not
subject to taxation. However, even if such forms of compensation cannot be taxed, they
still need to be reflected in the tax return. Examples of non-taxable income are:

· Gifts

· Inheritance

· Cash rebates from items bought

· Child support payments

· Welfare benefits

· Meals and lodging

11.5 Computation of Taxable Income

Every tax season drives workers to calculate their income to determine how much tax
they are supposed to pay. Though some people can do it by themselves, many seek the help of
accountants. Below are simple steps to try to determine one’s adjusted gross income, which is
the amount one’s tax liability is calculated on.



233

1. Determine total income. Individuals should put together all compensation received.

2. Compute unearned income. Unearned income refers to income that is obtained
without having to work for compensation, such as dividends, alimony, unemployment
compensation, and real estate income.

3. Choose filing status. There are four filing statuses: single, married filing jointly,
married filing separately, and head of household.

4. Reduce the income. Form 1040 contains a list of common deductions from gross
income.

5. Compute for adjusted gross income. After summing up all the deductions in the
previous step, that figure will be deducted from the total, or gross, income to come
up with the “adjusted gross income.” This is the amount of income upon which tax
is actually levied.

11.6 Carry forward and set off of Losses for Companies

Section 79 of the Income-tax Act, 1961 provides for carry forward and set-off of losses
where a change in shareholding has taken place in a previous year in case of following
companies:-

1. In case of a company, being a company in which the public are not substantially
interested but not being an eligible start-up as referred to in section 80-IAC, no loss
incurred in any year prior to the previous year in which change in shareholding has taken
place shall be carried forward and set off against the income of the previous year, unless
on the last day of the previous year, the shares of the company carrying not less than
51% of the voting power were beneficially held by persons who beneficially held shares of
the company carrying not less than 51% of the voting power on the last day of the year or
years in which the loss was incurred

2. In case of a company, being a company in which the public are not substantially
interested and an eligible start-up as referred to in section 80-IAC, the loss incurred
in any year prior to the previous year in which change in shareholding has taken place,
shall be allowed to be carried forward and set off only if all the shareholders of the company
who held shares carrying voting power on the last day of the previous year in which the
loss was incurred, continue to hold shares on the last of the current year. Further, the loss
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should have been incurred during the period of 7 years beginning from the year in which
the company is incorporated.

However, to facilitate ease of doing business in case of an eligible start-up, the Finance
(no.2) Act, 2019 has amended section 79 to provide that loss incurred, by the closely held
eligible start-up, shall be allowed to be carried forward and set off against the income of the
previous year on satisfaction of either of the two conditions specified above, i.e., continuity of
51% shareholding or continuity of 100% of original shareholders. [w.e.f. Assessment Year 2020-
21]. However, the provisions of section 79 shall not apply in following cases. In other words,
there shall be no restriction on carry forward and set-off of losses if-

o the change in shareholding takes place consequent upon the death of a shareholder
or on account of transfer of shares by way of gift to any relative of the shareholder
making such gift; or

o the assessee is a subsidiary of a foreign company and the foreign holding company
is amalgamated or merged with another foreign company subject to condition that
51% shareholders of the amalgamating or demerged foreign company continue to
be the shareholders of the amalgamated or the resulting foreign company.

o the change in shareholding take place in the previous year pursuant to approved
resolution plan under the Insolvency and Bankruptcy Code, 2016 after affording
a reasonable opportunity of being heard to the jurisdictional Principal CIT or CIT.

o A company, and its subsidiary and the subsidiary of such subsidiary, where:

o National Company Law Tribunal (NCLT), on a petition moved by the Central Govt.,
has suspended the board of directors of such company and has appointed new
directors.

11.7 Set off and carry forward of Amalgamation Lossess

Business losses and unabsorbed depreciation of an amalgamating company can be set
off against the income of the amalgamated company if the amalgamation is within the meaning
of section 72A/72AA of the Income-tax Act. If the amalgamation is not of the nature specified in
section 72A/72AA, the business loss and unabsorbed depreciation of the amalgamating company
cannot be carried forward by the amalgamated company. Similarly, business losses and
unabsorbed depreciation of an amalgamating co-operative bank can be set off against the
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income of successor co-operative bank i.e. the amalgamated co-operative bank, if the
amalgamation is within the meaning of section 72AB.

If the following conditions are satisfied, then the accumulated business loss and the
unabsorbed depreciation of the amalgamating company shall be deemed to be business loss/
depreciation of the amalgamated company for the previous year in which the amalgamation is
effected—

1. There has been—

a. an amalgamation of a company owning an industrial undertaking or a ship or a
hotel with another company; or

b. an amalgamation of a banking company with SBI or any subsidiary of SBI; or

c. an amalgamation of a public sector airlines with another public sector airlines.

2. The amalgamating company has been engaged in the business in which the accumulated
loss occurred or depreciation remains unabsorbed for 3 years or more years.

3. The amalgamating company has held continuously as on the date of the amalgamation
at least three-fourths of the book value of fixed assets held by it two years prior to the date
of amalgamation.

4. The amalgamated company continues to hold at least three-fourths in the book value of
fixed assets of the amalgamating company which it has acquired as a result of
amalgamation for five years from the effective date of amalgamation.

5. The amalgamated company continues the business of the amalgamating company for a
minimum period of 5 years.

6. The amalgamated company, which has acquired an industrial undertaking of the
amalgamating company by way of amalgamation, shall achieve the level of production of
at least 50 per cent of the installed capacity of the said undertaking before the end of 4
years from the date of amalgamation and continue to maintain the said minimum level of
production till the end of 5 years from the date of amalgamation. However, the Central
Government, on an application made by the amalgamated company, may relax the
condition.

7. The amalgamated company shall electronically furnish to the Assessing Officer a certificate
in Form No. 62, from a chartered accountant, with reference to the books of account and
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other documents showing particulars of production. This certificate should be submitted
along with the return of income for the assessment year relevant to the previous year
during which the prescribed level of production is achieved and for subsequent assessment
years relevant to the previous year’s falling within 5 years from the date of amalgamation.

11.8 Summary

Indian taxation system is divided into two types: One is Direct Taxes and other is Indirect
Taxes. Talking about direct taxes, it is levied on the income that different types of business
entities earn in a financial year. There are different types of taxpayers registered with Income
tax department and they pay taxes at different rates. For eg, An individual and a company being
a taxpayer are not taxed at the same rate.

11.9 Keywords
Corporate Tax

Domestic Company

Foreign Company

Amalgamation Loss

11.10 Review Questions
1. Explain Corporate Tax in India.

2. List out the types of Taxable Income.

3. Outline the differences between Taxable and Non-taxable Income.

4. Discuss in detail the methods and manners in respect of carry forward and set off
losses for Companies.

5. What do you understand by Set off and Carry Forward of Amalgamation Losses?
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LESSON - 12

TAX PLANNING AND TAX PROVISIONS
FOR VENTURE CAPITAL FUNDS

Learning Objectives

After reading this lesson, you will be able to:

 introduce the tax planning and its impact on capital budgeting, venture capital funds.

 classify the types of tax planning and their merits and discuss the pattern of taxation
for equity shares and debentures.

Structure

12.1 Introduction

12.2 Tax Planning in India

12.3 Types of Tax Planning

12.4 Tax Planning in Capital Budgeting

12.5 Tax Planning in Leasing or Hire Purchase

12.6 Taxation of Equity Shares

12.7 Taxation of Preference Shares or Debt

12.8 Transfer Pricing and Its Impact

12.9 Transfer Pricing Documentation

12.10 Income Tax Provisions for Venture Capital Funds

12.11 Summary

12.12 Keywords

12.13 Review Questions

12.1 Introduction

Tax planning is the analysis of one’s financial situation from a tax efficiency point of view
so as to plan one’s finances in the most optimized manner. Tax planning allows a taxpayer to
make the best use of the various tax exemptions, deductions and benefits to minimize their tax
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liability over a financial year. Tax planning is a legal way of reducing income tax liabilities, however
caution has to be maintained to ensure that the taxpayer isn’t knowingly indulging in tax evasion
or tax avoidance.

12.2 Tax Planning in India

In India, there are a number of tax saving options for all taxpayers. These options allow
for a wide range of exemptions and deductions that help in limiting the overall tax liability. The
deductions are available from Sections 80C through to 80U and can be claimed by eligible
taxpayers. These deductions are made against the quantum of tax liabilities. There are various
other sections under the Income Tax Act, 1961 that can reduce your tax liabilities such as
exemptions and tax credits.

When tax planning is done inside the frameworks defined by the respective authorities,
it is fully legal and in fact a smart decision. However, using shady techniques to avoid tax
payments is illegal and you may get into trouble for doing so. Tax saving practices include tax
avoidance, tax evasion and tax planning. Out of these tax planning is the only legal manner of
reducing your tax liabilities. The government offers the different opportunities to save on taxes
with the intention of reducing tax burden on a taxpayer through legal income tax planning
methods.

12.3 Types of Tax Planning
· Purposive tax planning: Planning taxes with a particular objective in mind

· Permissive tax planning: Tax planning that is under the framework of law

· Long range and Short range tax planning: Planning done at the start and end of
a fiscal year respectively.

12.4 Tax Planning in Capital Budgeting

The income tax usually have a significant effect on the cash flow of a company and
should be taken into account while making capital budgeting decisions. An investment that
looks desirable without considering income tax may become unacceptable after considering
income tax. Before explaining the impact of income tax on capital budgeting using a net present
value example, we need to understand three concepts. These are after-tax benefit, after-tax
cost and depreciation tax shield.
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1. After-tax benefit or cash inflow: Taxable revenues or cash inflows, when reduced by
the income tax, are known as after-tax benefit or after-tax cash inflow. When income
tax is considered in capital budgeting decisions, after-tax cash inflow is used. An example
of taxable cash inflow is cash generated by a company from its operations.

After tax benefit or after tax cash inflow can be easily computed using the following formula:

After-tax benefit or after-tax cash inflow = (1 – Tax rate) × Taxable cash receipt

2. After-tax cost: Tax deductible costs reduce taxable income and help save income
tax. A cost net of its tax effect is known as after-tax cost. After-tax cost can be
computed using the following formula:

After-tax cost or after tax cash outflow = (1 – Tax rate) × Tax deductible cash expense

12.5 Tax Planning in Leasing or Hire Purchase

The tax treatment of lease transactions in India is based on whether the lease qualifies as
a lease or will be treated as a hire-purchase transactions. If the transaction is treated as a
lease, the lessor shall be eligible for depreciation on the asset. The entire lease rentals will be
taxed as income of the lessor. The lessee, correspondingly, will not claim any depreciation and
will be entitled to expense off the rentals. If the transaction is a hire-purchase or conditional sale
transaction, the hirer will be allowed to claim depreciation. This is based on an old Circular of
the Deptt issued in year 1943. The financing charges inherent in hire instalments will be taxed
as the hire-vendor’s income and allowed as the hirer’s expense.

12.6 Taxation of Equity Shares

When you invest in shares, you make capital gains on the sale of shares which are
taxable. Capital gains is the difference between the selling price and purchase price of the
equity share. The rate of taxation on capital gains depends on how long you stayed invested in
the stocks. When you sell an equity share, listed on a recognised stock exchange, within one
year from the date of purchase, you earn short-term capital gains. These will be taxed at the
rate of 15%. Conversely, if you sell a listed equity share after one year from the date of purchase,
you earn long-term capital gains (LTCG). LTCG in excess of Rs 1lac are taxable at the rate of
10% without the benefit of indexation.
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12.7 Taxation of Preference Shares or Debt

Unlisted preference shares or debt should be held for at least 24 months and listed
preference shares or debt for 12 months from the date of purchase to qualify as a long-term
capital asset. The resultant gain from redemption is taxable as LTCG. It is computed as the
difference between the redemption value and the indexed cost of acquisition and improvement.
Indexation refers to adjusting the cost of the asset based on the cost inflation index (CII) published
by the income tax department for the financial year of purchase and the financial year of
redemption. The LTCG so computed would be generally taxable at 20% (plus applicable cess
and surcharge). Assuming you are a tax resident of India, in case of listed preference shares,
you can opt to pay tax at 10% (plus applicable cess and surcharge) on the capital gains (calculated
without computing the indexation benefit) if this is more beneficial to you.

You can claim exemption from such LTCG by reinvesting the sales proceeds into one
residential property in India within specified timelines and subject to satisfaction of other conditions
(including that of temporary investing of funds in Capital Gains Account Scheme if necessary).
If the calculation results in a loss (long-term capital loss or LTCL), the same can be set off
against any other LTCG of the said FY (i.e. FY 2017-18). If there is no such LTCG or its insufficient,
the balance LTCL can be carried forward for 8 years for set off against any LTCG in those
years.

12.8 Transfer Pricing and its Impact

In taxation and accounting, transfer pricing refers to the rules and methods for pricing
transactions within and between enterprises under common ownership or control. According to
the Indian Income-tax Act, 1961, income arising from such transactions must be computed
using the arm’s length price principle, that is, the amount payable if the trading companies were
unrelated or uncontrolled. Transfer pricing provisions are applicable on international transactions
and specified domestic transactions between associated enterprises (AE). International
transactions refers to transactions between two or more AEs involving one of the following
activities:

 The sale, purchase, or lease of tangible or intangible property;

 The provision of services or cost-sharing agreements;

 The lending or borrowing of money;
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 a transaction of business restructuring or reorganization with an associated
enterprise, irrespective of the fact that it has bearing on the profit, income, losses or
assets and/or

 Any other transaction with a bearing on the profits, income, losses, or assets of
such enterprises.

Relationships falling under the AE category include direct or indirect participation in the
management, control, or capital of an enterprise by another enterprise. They also cover situations
in which the same person participates in the management, control, or capital of both the
enterprises.

Safe harbor in tax parlance refers to the circumstances under which income-tax authorities
accept the transfer price declared by the company, at which it transacts with its subsidiaries or
an associated company, without any question. On June 7, 2017, the Central Board of Direct
Taxes (CBDT) in India revamped safe harbor rules to align safe harbor margins with industry
standards and enlarge the scope of international transactions under it. The new safe harbor
rules came into effect from April 1, 2017, and will continue to remain in force for the next two
years, up to the assessment year (AY) 2019-2020.

For tax purposes, companies are required to record the exchange of goods using the
arm’s-length principal. India’s Income-tax Act, 1961 prescribes the following methods to determine
the arm’s length price between two affiliated companies:

 Comparable Uncontrolled Price (CUP) Method;

 Resale Price Method (RPM);

 Cost Plus Method (CPM);

 Profit Split Method (PSM);

 Transactional Net Margin Method (TNMM);

 Such other methods as may be prescribed.

The ‘other method’ can be any method that takes into account the price which has been
charged for the same or similar transactions, with or between non-associated enterprises, under
similar circumstances considering all the relevant facts. As such, no particular method is accorded
priority. However, the most appropriate method for the transaction is determined based on the
nature and class of transaction or associated persons and functions performed. From the fiscal
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year 2012-13, transfer pricing regulations in India also incorporate domestic transactions. As
per the law, the following transactions with related domestic parties qualify as specified domestic
transactions, provided the aggregate value of such transactions exceed Rs 200 million (US$2.8
million):

 Any expenditure with respect to which deduction is claimed while computing profits
and gains of a business or profession;

 Any transaction related to businesses eligible for profit-linked tax incentives, such
as infrastructure facilities and SEZ units under specific sections of the Income-tax
Act, 1961; or

 Any other transactions as may be specified.

An advance pricing agreement (APA) is an agreement between a taxpayer and at least
one tax authority. The agreement is on the transfer pricing methodology to be used to determine
taxpayer’s international transactions with its associated groups (AGs) for future years. APAs
can be one-sided, two-sided/bilateral, or multilateral:

 An independent APA is an agreement between a taxpayer and the tax authority of
the country where the taxpayer is located;

 Two-sided or bilateral APA involves the taxpayer, AG of the taxpayer in the foreign
country, the tax authority of the country where the taxpayer is located, and the
foreign tax authority; and

 Multilateral APAs concern the taxpayer, two or more AGs of the taxpayer located
in different foreign countries, the tax authority of the country where the taxpayer is
located, and the tax authorities of the AGs.

The Indian government has proposed to introduce three-layered transfer pricing
documentation requirements. Taxpayers will now be required to prepare a master file, local file,
and c While the detailed contents of these documents is provided through rules, the reporting
requirements are expected to align with the Organization for Economic Co-operation and
Development’s (OECD) Base Erosion and Profit Shifting (BEPS) Action 13 on transfer pricing
documentation and CbC reporting.

The reporting provisions shall apply to an international group (a group that operates in
two or more jurisdictions) having consolidated revenues exceeding the prescribed threshold,
that is Rs 5 billion (US$68.87 million) in the current year. The threshold is required to be computed
based on the exchange rates on the last day of the previous year.



243

An Indian parent entity is required to furnish the CbC report in respect of the group by
the due date of furnishing of return of income for the relevant financial year. That is November
30, following the financial year. An entity in India of an international group having an overseas
resident parent is only required to provide the details of the country of residence of the parent
— form, manner, and date to be prescribed.

An Indian entity belonging to an international group with an overseas parent shall be
required to furnish the CbC report to the prescribed authority if the parent entity of the group is
resident:

 In a country with which India does not have an arrangement for exchange of the
CbC report; or

 There is a systematic failure of the country in exchanging the said information with
India even though there is an agreement, and this fact has been intimated to the
entity.

The above filing requirement will not apply where the alternate reporting entity has
furnished the CbC report with its tax authority by the prescribed due date, and the same can be
obtained by Indian tax authorities under the agreement for the exchange of information.

12.9 Transfer Pricing Documentation

Taxpayers are required to maintain information related to international transactions
undertaken with AEs. The rules prescribe detailed information and documentation that must be
maintained by the taxpayer. Such requirements can broadly be divided into two parts. The first
part includes information on the ownership structure of the taxpayer, a group profile, and a
business overview of the taxpayer and AEs, including prescribed details such as the nature,
terms, quantity, and value of international transactions. The rules also require the taxpayer to
document a comprehensive transfer pricing study.

The second part of the rules requires that adequate documentation is maintained to
substantiate the information, analysis, and studies documented under the first part of the rule.
It also contains a recommended list of such supporting documents, including government
publications, reports, studies, technical publications, and market research studies undertaken
by reputable institutions, price publications, relevant agreements, contracts, and correspondence.
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Taxpayers having aggregate international transactions below the prescribed threshold of
Rs 10 million (US$ 137,750) and Specified Domestic Transactions below the threshold of Rs
200 million (US$ 2.7 million) are relieved from maintaining the prescribed documentation.
However, it is essential that the documentation maintained should be adequate to substantiate
the arm’s length price of the international transactions or specified domestic transactions.
Companies to which transfer pricing regulations are currently applicable are required to file
their tax returns on or before November 30, following the close of the relevant tax year.

12.10  Income Tax Provisions for Venture Capital Funds

Venture Capital firms, generally known as VCs are benefited by manner of tax exemptions. 
Internationally, VC Funds are treated as pass through vehicles which helps to eliminate income
tax at the pool level.  A pass through status is desirable for all funds because their IRR will be
higher as the sale proceeds can be passed on to the investors without payment of any taxes.
 The final recipient needs to pay income tax and the intermediary body is exempted.  This is to
avoid double taxation of the same stream of income and make such investment fall under
single taxation.

In India, venture capital funds which are registered with market regulator SEBI are eligible
to a tax pass through status.  This exemption is given under section 10 (23FB) of the Income
Tax Act, 1961 to avoid double taxation.  The investor needs to pay for the taxes on the income
earned through the venture capital investments.  The SEBI (Alternative Investment Funds)
Regulations, 2012 (AIF regulations) have replaced the SEBI (Venture Capital Fund) Regulations,
1996 (VCF regulations) from 21st May, 2012.  This amendment will take effect from 1st April,
2013 and will apply in relation to assessment year 2013-14 and the subsequent assessment
years.

These regulations govern onshore funds that have been set up in India to raise capital for
the purposes of investment in India.  The following points are to be noted while claiming such
exemptions.

Funds should be perceived to have positive spillover effects on economy.

Funds should be of a minimum size of Rs.20 crore, and that each investor should have
pooled a minimum of Rs.1 crore in the venture capital fund.

Investors will be directly responsible for payment of taxes depending on their tax status.

This regulation governs all funds which invests in start-up or early stage ventures or social
ventures or SMEs or infrastructure or other sectors or areas which the government or regulators
consider as socially or economically desirable.  It includes venture capital funds, SME Funds,
social venture funds, infrastructure funds and such other Alternative Investment Funds. 
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Generally, it is perceived that venture funded enterprises have created more wealth and
consequent tax revenues and more job opportunities.  Venture capital funding helps in the
growth of industrial activity, which would indirectly add to the tax payers’ base.  It is certainly
believed that in India there will be a large number of successful enterprises which would add to
the national wealth creation and also pay higher taxes.  India is gearing up its security laws and
is aiming at providing investors with a more secure and regulated environment. Fund Managers
and investors need to recognize this opportunity while setting up fund.  By following changing
tax environment Fund Managers will be able to provide investors with a better return on their
capital rather than combating tax litigation at different levels.

12.11   Summary

Tax planning is the analysis of one’s financial situation from a tax efficiency point of view
so as to plan one’s finances in the most optimized manner. Tax planning allows a taxpayer to
make the best use of the various tax exemptions, deductions and benefits to minimize their tax
liability over a financial year. Tax planning is a legal way of reducing income tax liabilities, however
caution has to be maintained to ensure that the taxpayer isn’t knowingly indulging in tax evasion
or tax avoidance.

12.12  Keywords
Purposive Tax Planning

Long Range Planning

After Tax Cost

LTCG

STCG

Transfer Price

12.13  Review Questions
1. Trace the history of Tax Planning in India.

2. How does Tax Planning impact on Capital Budgeting?

3. Bring out the documentation process of Transfer Pricing.

4. Evaluate the Income Tax Provisions for Venture Capital Funds.
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LESSON - 13
WEALTH TAX ACT & RULES

Learning Objectives

After reading this lesson, you will be able to:

 conceptualize the wealth tax and exhibit the provisions related to it.

 discuss the types of wealth and mode of computation of wealth.

 describe the wealth escaping assessment and other types of indirect taxes in India.

Structure

13.1 Introduction

13.2 Wealth Tax

13.3 Basic provisions in respect of Wealth Tax

13.4 Manner of Computation of Net Wealth

13.5 Components of Wealth

13.6 Wealth Escaping Assessment

13.7 Other Direct Taxes

13.8 Gift Tax Act

13.9 Rules governing Gift Tax

13.10 Estate Duty Act

13.11 Imposition and Abolition of Estate Duty in India

13.12 Summary

13.13 Keywords

13.14 Review Questions

13.1 Introduction

A type of tax where the impact and the incidence fall under the same category can be
defined as a Direct Tax. The tax is paid directly by the organization or an individual to the entity



247

that has imposed the payment. The tax must be paid directly to the government and cannot be
paid to anyone else.

13.2 Wealth Tax

This liability arises from the ownership of properties and is paid every year based on the
market value of the property. Property owners must pay this tax irrespective of whether the
property earns them any income or not. Depending on the residential status of the taxpayers,
wealth tax is payable by individuals, Hindu Undivided Family (HUF), and corporate taxpayers.
Working assets like stock holdings, gold deposit bonds, commercial complex properties, house
property rented for more than 300 days in a year, and house property owned for professional or
business use are exempt from paying wealth tax.

13.3 Basic Provisions in respect of Wealth Tax

Following are the basic provisions of Wealth-tax Law which are to be kept in mind:

Wealth-tax is levied on following persons only:

 an individual;

 a Hindu undivided family (HUF); and

 a company.

Persons other than individuals, Hindu Undivided Families (HUFs) and companies are not
liable to pay wealth tax. A partnership firm is not liable to wealth tax, but the assets of the
partnership firm are charged to tax in the hands of the partners of the firm in the form of
“Interest in partnership firm”. In other words, a partnership firm is not liable to wealth tax, but the
value of the assets held by the firm is to be ascertained and this value will be distributed amongst
the partners of the firm and will be charged to tax in the hands of the partners. However, where
a minor is admitted to the benefits of partnership in a firm, the value of the interest of such minor
in the firm shall be included in the net wealth of the parent of the minor.

Similarly, an association of persons (not being a co-operative housing society) is not
liable to wealth tax, but the assets of the association of person are charged to tax in the hands
of its members in the form of “Interest in partnership firm”.
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Wealth tax is levied on the net wealth owned by a person on the valuation date, i.e., 31st
March of every year. Wealth-tax is levied at 1% on the net wealth in excess of Rs. 30,00,000.

Entities which are not liable to wealth-tax

Following entities are not liable to pay wealth-tax:

a. any company registered under section 25 of the Companies Act;

b. any co-operative society;

c. any social club;

d. any political party;

e. a Mutual Fund specified under section 10(23D) of the Income-tax Act; and

f. Reserve Bank of India

13.4 Manner of Computation of Net Wealth

Wealth tax is levied on net wealth owned by the taxpayer on the valuation date. Net
wealth (i.e., taxable wealth) of every person is computed in following manner:
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13.5 Components of Wealth

A. Assets: An asset is a resource which is held and has future economic benefit

1. Any building or land appurtenant whether used for residential/ other purposes, but doesn’t
include:

o House allotted by accompanying/ employer to be used exclusively for residential
purposes, where the gross total salary of the assessee is less than Rs.10 lakhs

o House which forms part of Stock in trade

o House occupied by the assessee for business/ professional purpose

o Residential property let out for minimum of 300 days in the previous year

o Property in the nature of commercial establishment or complex

2. Motorcars, other than those used for running them on hire or those held as stock in trade

3. Jewellery, bullion, furniture, utensils or other articles made fully/ partly of gold, silver,
platinum or such precious metals

4. Yachts, boats and aircrafts other than those used for commercial purpose

5. Urban land situated in the Specified area, other than:

o Those classified as agricultural land and used for such purpose

o Those in which building construction is not permissible

o Land occupied by building, which was constructed with the approval of the appropriate
authority

o Unused land held by assessee for industrial purposes for a period of 2 years from
the date of acquisition.

o Land held by the assessee as stock in trade for over 10 years from the date of
acquisition

6. Cash in hand in excess of  Rs. 50,000

B. Deemed Assets: These are assets, though not legally belonging to the assessee,
are clubbed as his assets while computing his net wealth

1. Assets transferred to Spouse otherwise than in connection with agreement to live apart.

2. Assets transferred to a person/ Association of Persons for the immediate or deferred
benefit of assessee or spouse.
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3. Assets transferred to son’s wife.

4. Assets transferred to a person/ Association of Persons for the immediate or deferred
benefit of son’s wife.

5. Assets held by minor child other than those acquired using the skills of minor or those
belonging to a minor with disability.

6. Interest of assessee in the asset of a firm/association of people where he is a partner or
member.

7. Self-acquired property that is converted as the property of the family/transferred with
inadequate consideration.

8. Assets transferred under revocable transfer.

9. Gift of money made in books maintained by assessee, by way of mere book entries.

10. Impartible assets held by assessee

11. Building allotted to assessee under a Homebuilding scheme.

12. Building in which a person is allowed to take/ retain possession in part performance of a
contract.

13. Building for which assessee has acquired the rights.

C. Exempted Assets: Assets which are not considered as a part of wealth for the
computation of wealth tax

1. Property held under trust/ for the purpose of charitable/religious purposes.

2. Interest in coparcenary property of Hindu Undivided family.

3. Jewellery in possession of ruler not being his personal property.

4. Money/Asset brought by a person of Indian origin/by an Indian citizen.

5. In case of an Individual/HUF, a house/ part of house or plot of land not exceeding
50sq.mtr in area.

13.6 Wealth Escaping Assessment

1. If the Deputy Commissioner-

 has reason to believe that by reason of the omission or failure on the part of the assessee
to make a return of his net wealth under section 14 for any assessment year or to disclose
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fully and truly all material facts necessary for his assessment for that year, the net wealth
chargeable to tax has escaped assessment for that year, whether by reason of under-
assessment or assessment at too low a rate or otherwise; or

 has, in consequence of any information in his possession, reason to believe,
notwithstanding that there has been no such omission or failure as is referred to in clause
(a), that the net wealth chargeable to tax has escaped assessment for any year, whether
by reason of under assessment or assessment at too low a rate or otherwise,

 he may, in cases falling under clause (a), at any time within five years and in cases falling
under clause (b), at any time within four years of the end of that assessment year, serve
on the assessee a notice containing all or any of the requirements which may be included
in a notice under sub-section (2) of section 14, and may proceed to assess or re-assess
such net wealth, and the provisions of this Act, shall so far as may be, apply as if the
notice had issued under that sub-section:

 Provided that no proceedings under this sub-section shall be initiated unless definite
information has come into the possession of the Deputy Commissioner or he has obtained
the previous approval of the Inspecting Additional Commissioner of Wealth-tax in writing
to do so.

 Nothing contained in this section limiting the time within which any proceeding for
assessment or re-assessment may be commenced shall apply to an assessment or re-
assessment to be made on such person in consequence of or to give effect to any finding
or direction contained in an order under section 17B, 23, 24, 25, 26, 27 or 29:

 Provided that the provisions of this sub-section shall not apply in any case where any
such assessment or re-assessment relates to an assessment year in respect of which an
assessment or re-assessment could not have been made at the time the order which was
the subject matter of the appeal, reference or revision, as the case may be, was made by
reason of any provision limiting the time within which any action for assessment or re-
assessment may be taken.

13.7 Other Direct Taxes
 Income Tax: Depending on an individual’s age and earnings, income tax must be

paid. Various tax slabs are determined by the Government of India which determines
the amount of Income Tax that must be paid. The taxpayer must file Income Tax
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Returns (ITR) on a yearly basis. Individuals may receive a refund or might have to
pay a tax depending on their ITR. Huge penalties are levied in case individuals do
not file their ITR.

 Estate Tax: It is also called as Inheritance Tax and is paid based on the value of the
estate or the money that an individual has left after his/her death.

 Corporate Tax: Domestic  companies,  apart  from  shareholders,  will  have  to
pay corporate tax. Foreign corporations who make an income in India will also have
to pay corporate tax. Income earned via selling assets, technical service fees,
dividends, royalties, or interest that is based in India are taxable. The below-
mentioned taxes are also included under Corporate Tax:

 Securities Transaction Tax (STT): The tax must be paid for any income that is
earned via security transactions that are taxable.

 Dividend Distribution Tax (DDT): In  case  any  domestic  companies  declare,
distribute, or are paid any amounts as dividends by shareholders, DDT is levied on
them. However, DDT is not levied on foreign companies.

 Fringe Benefits Tax: Companies that provide fringe benefits for maids, drivers,
etc., Fringe Benefits Tax is levied on them.

 Minimum Alternate Tax (MAT): For zero tax companies that have accounts prepared
according to the Companies Act, MAT is levied on them.

 Capital Gains Tax: It is a form of direct tax that is paid due to the income that is
earned from the sale of assets or investments. Investments in farms, bonds, shares,
businesses, art, and home come under capital assets. Based on its holding period,
tax can be classified into long-term and short-term. Any assets, apart from securities,
that are sold within 36 months from the time they were acquired come under short-
term gains. Long-term assets are levied if any income is generated from the sale of
properties that have been held for a duration of more than 36 months.

13.8 Gift Tax Act

As per the Gift Tax Act, the gifts that exchanged hands post 1 April 1958 were subject to
taxes as mention in Schedule I. Post 1 April 1987, this was amended to the rate of 30% (Thirty
percent) and included gifts that were made in that particular Assessment Year. On 1 October
1998 however, the applicability of Gift Tax ceased to exist.
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As per the Gift Tax Act 1958, gift (in the form of cash, draft, check or others) is an excess
of Rs. 50,000/- received from one who doesn’t have any blood relations with the donee, were
taxable. However, from 1 October 1998, Gift Tax got demolished and all the gifts made on or
after that date were Tax-free. But in 2004, the Gift Tax Act was again renewed partially, and a
new provision was inaugurated in the Income Tax Act 1961 under Section 56 (2). According to
Gift Tax Act, 1961 the gifts received by any individual or HUF more than Rs. 50,000 (US$700)
in a year would be taxable

13.9 Rules Governing Gift Tax
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13.10Estate Duty Act

Estate duty was a form of tax which was levied on the total value of the property held by
an individual calculated at the time of his / her demise. It was payable at the time when the
deceased individual’s property was passed on to the successors. Estate duty was payable only
if the total value of the inherited portion of the property exceeded the exclusion limit prescribed
under the Estate Duty Act, 1953 (“the Act”). In India, estate duty was set at a rate as high as
85% (eighty five per cent). However, in 1985, estate duty law was abolished in India.

While India does not currently provide for a levy of estate duty, in the recent past, a few
reports by the Government have suggested/triggered a wide spread speculation that estate
duty may be reintroduced in India. Speculations are rife in the market that the Government may
reintroduce the levy of estate duty as it would serve as a stable source of revenue for the
Government and may give a boost to India’s economy.

13.11   Imposition and Abolition of Estate Duty in India

In India, in terms of the Act, the property deemed to pass on death included property
which the deceased individual at the time of his / her death was competent to dispose of, and
property in which the deceased individual or any other person had an interest ceasing on the
former’s death. Further, (a) if the deceased individual was domiciled in India at the time of his
death, the duty was leviable on all immovable property situated in India, and on all movable
property (situated in India or outside) which passed on upon his death; and (b) if the deceased
individual was domiciled outside India, the duty is leviable on all immovable property situated in
India, all movable property situated in India and movable property situated outside India, if it is
settled property and the settler was domiciled in India at the time the settlement took effect.

While calculating the total value of the property of the deceased individual, the market
value as at the time of the death was taken into consideration.4 Certain  deductions were
permissible from the value so determined, subject to certain limitations, on account of reasonable
funeral expenses and for debts and encumbrances.

The Act contained various provisions to counteract attempts at legal avoidance. One
set of provisions was that the gifts made by an individual ‘in contemplation of death’ (donatio
mortis causa) as defined in the Indian Succession Act, 1945, were treated as passing on death
of such individual.5 Gifts inter vivos for public charitable purposes made within a period of 6
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(six) months before the death, and gifts for other purposes made within 2 (two) years before
death takes place, were also treated as passing on death.6 Such gifts, however, were exempted
from duty up to a maximum of INR 2,500 (Rupees two thousand five hundred) in case of gifts
for charitable purposes and of INR 1,500 (Rupees one thousand five hundred) in case of other
gifts. Further, where the deceased individual had transferred any property to a controlled company
and derived any benefits from it, a part of the assets of the company were deemed to be
property passing on his / her death, in the same proportion as the benefits derived by him / her
during last 3 (three) accounting years of the company bearing to the income of the company in
those years.

Like all other tax legislations, one of the objectives behind imposition of estate duty was
to increase state revenue. Additionally, the other important objective of the tax was to prevent
accumulation and preservation of wealth in the hands of a few and reduce the stark economic
disparity between the rich and the poor in the country and consequently achieving a more
egalitarian distribution of wealth. Despite the bona fide objective of the duty, it faced a lot of
criticism from multiple sectors throughout the three decades it was in force. The Act was widely
perceived to be a complex piece of legislation, primarily owing to the different valuation rules for
different kinds of property. The complexities resulted in increased number of litigations relating
to determination of principal value of the property. Further, estate duty and wealth tax were
together seen as double tax on the same base and were thus criticized as being onerous.
Collection of tax was meagre and it was reported to constitute a miniscule percentage of the
total direct tax collected by the central government during the relevant years. On the other
hand, the administration cost incurred by the government remained high, inter alia, on account
of the large number of litigations.

Practice of holding benami properties was prominent and it was important to put in place
an efficient legislation in order to curb the practice. A lot of inherited properties remained
illegitimately concealed from the purview of tax and therefore the rate of tax collection was low.

Estate duty law was abolished in 1985. One of the most important factors which led to
its pitfall was the high cost and time involved in the administration of collection of estate duty
compared to the actual estate duty collected. Apart from the high administrative costs involved
in implementation, imposition of the estate duty was alleged to have caused disruption to the
financial economy of Indian families.
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13.12  Summary

This liability arises from the ownership of properties and is paid every year based on the
market value of the property. Property owners must pay this tax irrespective of whether the
property earns them any income or not. Depending on the residential status of the taxpayers,
wealth tax is payable by individuals, Hindu Undivided Family (HUF), and corporate taxpayers.
Working assets like stock holdings, gold deposit bonds, commercial complex properties, house
property rented for more than 300 days in a year, and house property owned for professional or
business use are exempt from paying wealth tax

13.13 Keywords
Wealth Tax

HUF

Deemed Assets

Wealth Escaping Assessment

Dividend Distribution Tax

Minimum Alternate Tax

13.14  Review Questions
1. Define Wealth Tax. Explain the IT provisions in respect of it.

2. How is net wealth computed?

3. List out the components of Wealth

4. Write a note on Wealth Escaping Assessment.

5. What do you mean by Gift Tax? Explain the rules governing it.

6. Explain how is estate duty imposed? Also discuss the abolition of Estate Duty in
India.
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LESSON - 14
ASSESSMENT OF TRUSTS AND COMPANIES

Learning Objectives

After reading this lesson, you will be able to:

 Assess the income earned by various types of trust and their provisions.

 differentiate the corporate tax and define the meaning of corporate tax under IT Act.

 learn the applicability of MAT and exhibit the taxation on Mutual Funds

Structure

14.1 Introduction

14.2 Assessment of Trust

14.2.1 Definition of Charitable Purpose under Income Tax Provisions

14.2.2 Creation and Registration of Charitable or religious Trusts

14.2.3 Compulsory clauses to be included in the deeds Charitable Trusts

14.2.4 Registration of Charitable or religious Trusts

14.2.5 Taxation of Charitable or religious Trusts

14.2.6 Option to trusts in case 85% not utilized

14.2.7 Allowance for Depreciation

14.2.8 Section 12, Taxes on Voluntary contributions

14.2.9 Conditions for applicability of section 11 and 12

14.2.10Situations where section 11 and 12 are not applicable

14.2.11Taxation of anonymous donations received by a trust

14.2.12Taxation of Hundis at temple, church etc

14.3 Assessment of Companies

14.4 Corporate Tax or Company Tax
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14.5 Deemed Income under MAT Scheme

14.6 Applicability of MAT

14.7 Tax on Income by UTI or Mutual Fund

14.8 Taxation on Mutual Funds

14.9 Taxation on Venture Capital Company

14.10 Taxation on the Income of Venture Capital Funds

14.11 Summary

14.12 Keywords

14.13 Review Questions

14.1 Introduction
In India, there are lots of charitable and religious trusts works for the benefits of the

society. Charitable trusts are those trusts whose object is to provide the services to all people in
the society without discrimination of cast, creed and gender etc. However, these charitable
trusts can be formed only for the benefit of Schedule Cast/Tribe or women.

14.2 Assessment of Trust
The taxation of the charitable trust is governed by the chapter III of the income tax which

includes section 11, 12, 12A, 12AA and 13. The Government of India has given various
exemptions to charitable and religious trust keeping in view of the services they render to the
nation.

14.2.1Definition of Charitable Purpose under Income Tax Provisions

Before we get into the discussion, let us analyze the ‘charitable purpose’ as per the
Income Tax Act. Sub-section 15 of Section 2 of the Income Tax defined charitable purpose
includes:-

a. Relief of the poor,

b. Education,

c. Medical relief, and

d. Advancement of any other object of general public utility.

The receipts from the clause (d) should not exceed 20% of the total receipt of the trust.
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14.2.2 Creation and Registration of Charitable or religious Trusts

A trust can be formed by a founder/author along with other trustees. A deed is to be
drafted and duly registered with the registrar of trusts. In case of a charitable trust, even only
founder can create the trust for the benefit of the society. The trustees should contribute the
amount for the objects of the trust.

14.2.3 Compulsory clauses to be included in the deeds Charitable Trusts

The following are the compulsory clauses to be included in the deed of a charitable Trust.

a. The beneficiaries of the trust are general public and no discrimination for caste,
creed, religion or sex.

b. Object clause should not be changed without the prior approval of Income tax
authorities.

c. The trust should not give any benefits to its authors/founders etc and who are related
parties as per sub section 3 of section 13.

d. In case of dissolution of the trust, the assets of the trust should be transferred to a
registered trust with the same object.

e. The trust is irrevocable.

14.2.4 Registration of Charitable or religious Trusts

A trust should make application in form 10A in triplicate to the income tax authority who
has jurisdiction on the trust. In the case of a charitable trust, if they wish to apply for80G, an
application in form 10G(in triplicate) is required to filed. Along with the application/s, the following
documents are to be enclosed.

a. Registration Certificate and Trust Deed

b. No Objection Certificate from Landlord (if the registered office is situated in rented
premises);

c. Copy of PAN card of Trust,

d. Copy of Electricity Bill/House tax Receipt/Water Bill for proof of address.

e. Evidence of welfare activities carried out & Progress Report since inception or last
3 years such as photographs, paper cuttings etc.
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f. Financials & ITR (if any), since inception or last 3years

g. List of donors along with their address and PAN

h. List of governing body board of trustees members with their contact details

i. Bio data of all the trustees (2 sets)

j. Photos of all the trustees (2 each)

The applicant should furnish Original Registration Certificate and Trust deed for
verification of the income tax department.

14.2.5 Taxation of Charitable or religious Trusts

Section 11 deals with taxation of the income from the property held for charitable purposes.
As per the said section, if the charitable or religious trust spends more than or equal to 85% of
its total receipts towards its object in India, then there is no tax on balance 15%. It is worthwhile
to note that, the amount spend even for the fixed asset of the trust is also eligible to include in
85%.

14.2.6 Option to trusts in case 85% not utilized

If the trust has not received whole of the income, then for the purpose of determining
above 85%, the amount so much not realized is to be taken out from the total receipt. This
unrealized amount is to be utilized in the year of receipt.

If the trust cannot spend more than 85% in any year due to any other reason, next
option to the trust is to invest in any of the modes specified in section 11(5) or alternatively the
trust can accumulate the amount for any purpose within its objects either for revenue or for
capital expenses. However, the trust is required to file form 9A electronically before filing the
return. Such accumulation in any case should not exceed 5 years. Explanation 2 to section 11
also clarified that, application of income does not include any donation paid to other registered
trust or institution in the nature of contribution towards corpus fund of such other trust or institution.

14.2.7 Allowance for Depreciation

CIT V/s Devi shakuntala tharal charitable foundation,358 ITR 452, [2013](MP) It was
held that, depreciation on fixed asset of the charitable or religious trust of which cost had
already been claimed as application of income are allowable. This view was earlier supported
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by Honorable Madhya Pradesh High Court in the case of Govindram Saksaria Charity Trust v.
ITO [1987] 168 ITR 387.

The Central government of India has formed an opinion that this would amount to double
deduction of fixed assets. The finance act 2014 has inserted sub-section 6 to section 11 which
states that, the application of income by a charitable or religious trust is to be determined
without deducting depreciation on fixed assets which has been claimed as an application at the
time acquisition of such assets.

14.2.8 Section 12, Taxes on Voluntary contributions

A trust may receive voluntary contributions for its objectives. Such contribution is also
treated as receipt under section 11 and the application for its objective of 85% or more is
equally applicable.

The value of services provided to the founder or trustees or their relatives will be treated
as income in the hands of the trust. The trust has to comply with section 11 of the income Tax
Act.

14.2.9 Conditions for applicability of section 11 and 12

a. The trust should have registration u/s 12AA.

b. Activities undertaken should be in accordance with the objects of the trust which
was approved by the income tax.

c. If the receipts of the trust exceeds Rs.2,50,000/- for the AY 2018-19, it is to be
audited by a chartered accountant and obtained a audit report in form 10B.

d. From the AY 2018-19 onwards, the return is to be filed in within due date under
section 139(1). The due date for a trust without audit is 31st July of every year. In
case, audit is to be conducted, due date is 30th September every year.

14.2.10 Situations where section 11 and 12 are not applicable

a. Any part of the income of the trust for private religious purpose which does not give
benefits to the public.

b. If the trust is for any particular religious or community or caste.

c. Any income or benefit directly or indirectly given to the related person or his relatives.
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d. If the investment is not in accordance with section 11(5) of the Income Tax Act
1961.

14.2.11 Taxation of anonymous donations received by a trust:-

Anonymous donation means the identity of the donor is not available with the trust. A
trust which is receiving donation shall keep the records of name, address and such other
particulars to be maintained. The anonymous donation received by any university, education
institution, hospital etc is taxed as follows: Amount in excess of 5% of the total donations received
by the assessee or Rs.1,00,000/- is treated as income and on which tax is payable at 30%. This
provision is not applicable in the case of a religious trust. A corpus fund received by the religious
or charitable trust is also outside the purview of this section.

14.2.12 Taxation of Hundis at temple, church etc

In a temple or church etc there may be a Hundi for the purpose of devotees to deposit
their offerings. In this case, the identity of the donor is not traceable. If such temple or church is
run by the religious trust, the above mentioned provisions in relation to anonymous donation is
not applicable as the religious trusts are exempted from the purview of section 115BBC. If such
donation box is for specific purpose such as for feeding poor people, feeding school children,
then even for charitable trust, it becomes corpus fund and it is not taxable.

14.3 Assessment of Companies

Corporate sector is the most widely used form of business Organisation particularly for
medium and large scale business. Under corporate sector, a business is carried on by floating
a company duly registered with appropriate authority. Corporate taxation refers to taxation of
companies (as defined under Income Tax Act, 1961) and is a major source of revenue to the
Government. Under Income Tax Act, 1961, a company is liable to pay tax on its income at a flat
rate (just as partnership firm) without any basic exemption limit as applicable to an individual or
FIUF.

14.4 'Corporate Tax' or 'Company Tax'

The tax collected from companies (as defined under the Income Tax Act, 1961) is called
‘Company Tax’ or ‘Corporate tax’. It is interesting to note that the proceeds of corporate tax are
retained by the Central Government and are not shared with state governments
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Company: As per section 2(17), Company means:

1. any Indian company, or

2. anybody corporate incorporated by or under the laws of a country outside India, or

3. any institution, association or body which was assessed as a company for any
assessment year under the Income-tax Act, 1922 or was assessed under this Act
as a company for any assessment year commencing on or before 1.4.1970, or

4. Any institution, association or body, whether incorporated or not and whether Indian
or Non-indian, which is declared by a general or special order of CBDT to be a
company.

A Company in which the Public are substantially interested (Section 2(18) :

Section 2(18) of the Income-tax Act, has defined “a company in which the public are
substantially interested”. It includes:

1. A company owned by Government or Reserve Bank of India.

2. A company having Govt. participation i.e. A company in which not less than 40% of
the shares are held by Government or the RBI or a corporation owned by the RBI.

3. Companies registered under section 25 of the Indian Companies Act,
1956: Companies  registered under section 25 of  the Companies Act, 1956 are
companies which are promoted with special object such as to promote commerce,
art, science, charity or religion or any other useful object and these companies do
not have profit motive. However, if at any time these companies declare dividend
they would loose the status of a company in which the public are substantially
interested.

4. A company declared by the CBDT: It is a company without share capital and which
having regard to its object, nature and composition of its membership or other relevant
consideration is declared by the Board to be a company in which public are
substantially interested.

5. Mutual benefit finance company, where principal business of the company is
acceptance of deposits from its members and which has been declared by the
Central Government to be a Nidhi or a Mutual Benefit Society.
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6. A company having co-operative society participation: It is a company in which at
least 50% or more equity shares have been held by one or more co-operative
societies.

7. A public limited company: A company is deemed to be a public limited company if it
is not a private company as defined by the Companies Act, 1956 and is fulfilling
either of the following two conditions:

a. Its equity shares were listed on a recognised stock exchange, as on the last day of
the relevant previous year; or

b. Its equity shares carrying at least 50% of the voting power (in the case of an industrial
company the limit is 40%) were beneficially held throughout the relevant previous
year by Government, a statutory corporation, a company in which the public is
substantially interested or a wholly owned subsidiary of such a company.

14.5 Deemed Income under MAT Scheme

Minimum Alternate Tax: To avoid paying any tax altogether, there have been instances
where some companies have taken advantage of the various provisions of the Income Tax Law
like exemptions, depreciation, deductions, etc. MAT is a way of ensuring this does not happen
and that companies pay a minimum amount of tax.

The objective behind MAT or Minimum Alternate Tax is to facilitate taxation of “zero tax
companies”, by making such companies liable to pay a minimum tax based on their book profit.
This form of tax is applicable to all companies, including foreign companies that have established
their presence in India. MAT is a tax levied under Section 115JB of the Income Tax Act, 1961. It
was first introduced by the Finance Act, 1987, and made effective from AY 1988-89. Later, it
was withdrawn by the Finance Act, 1990, but reintroduced again from 1 April, 1997. As per the
concept of MAT, the tax liability of a company will be higher of the following two provisions:

 Tax liability computed as per the normal provisions of the Income Tax Law (30% tax
rate plus education cess and surcharge, as applicable) or

 Tax computed as per the MAT provision on book profit (18.5% tax rate plus surcharge
and education cess, as applicable)
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14.6 Applicability of MAT

Minimum Alternate Tax or MAT is only applicable to companies and not to individuals,
HUFs, partnership firms, etc. Rules pertaining to Section 115JA are applicable to foreign
companies that generate profits through their operations in India.

Features of the MAT Regime

MAT credit: If, during a year, a company has paid tax liability as per MAT, it is entitled to
claim credit of excess of MAT paid over the normal tax liability in the following year(s). One can
find provisions relating to carry forward and adjustment of MAT credit in Section 115JAA. It
must be noted that if MAT credit is not utilized by the company within 15 years (immediately
succeeding the assessment year in which the credit was generated), then it will lapse.

MAT report: Every company that is liable to pay MAT is required to furnish a MAT report
as prescribed in Form 29B (as per rule 40B of the IT Rules).

· Advance Payment of Tax: Under the Income Tax Act, 1961, every assessee has to pay
tax in advance in case the advance tax liability is Rs. 10,000 or more during a financial year (as
computed in accordance with the provisions of Chapter XVII of the Act). Likewise, all companies
are required to pay advance tax under Section 115JB of the Income Tax Act.

· Applicability of MAT in Special Economic Zones (SEZs): When MAT was first introduced,
MAT directives did not apply to income generated by companies via operations in SEZs. This
was, however, amended by the Finance Act, 2011, and a provision was added, which made
Section 115JB applicable to all companies earning profits from operations in SEZs.

14.7 Tax on Income by UTI or Mutual Fund

The period over which investors stay invested in a mutual fund scheme is known as the
holding period. The holding period plays a critical role in determining the tax implications of an
investment.
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Hybrid equity-oriented funds (equity exposure of more than 65%) are considered as
equity funds for taxation. If the equity exposure in a hybrid fund is less than 65% or is equally
exposed to equity and debt instruments, i.e. 50% equity and 50% debt, then it is considered as
a debt fund for taxation.

14.8 Taxation on Mutual Funds

a. Equity Funds: Both tax-saver and regular equity funds are considered the same for
taxation. LTCG tax is applicable on equity funds at the rate of 10% if the capital gains exceed
Rs 1 lakh a year, and there is no benefit of indexation. However, ELSS funds differ from the
regular funds when it comes to the lock-in period. While most regular equity funds do not have
a lock-in period, ELSS funds come with a lock-in period of three years. Meaning, the redemption
of ELSS mutual funds can be made only at the end of the lock-in period.

b. Debt Funds: Long-term capital gains on debt fund are taxable at the rate of 20% after
indexation. Indexation is a method of factoring inflation from the time of purchase to sale of
units. Indexation allows inflating the purchase price of debt funds to bring down the quantum of
capital gains. You are required to add short-term gains from debt funds to your overall income.
They are subject to short-term capital gains tax (SCGT) and is taxable as per the income tax
slab you fall under.

c. Balanced Funds: Balanced funds are taxable depending on their equity exposure.
Hybrid equity-oriented funds are taxed as any other equity fund while hybrid debt-oriented
funds are taxed as any other debt fund.

d. SIPs: Systematic investment plans (SIP) are a method of investing in mutual funds.
They are designed such that investors can invest a small sum periodically. Investors are given
the complete liberty to choose the frequency of their investment. It can be weekly, monthly,
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quarterly, bi-annually, or annually. The taxation of mutual funds depends on the mode of
investment. The taxation of SIP investment is done on a pro-rata basis. Each SIP, treated as a
new investment, attracts taxes on its gains separately.

For instance, you initiate a SIP of Rs 10,000 a month in an equity fund for 12 months.
Each SIP is considered to be new investment. Hence, after 12 months, if you decide to redeem
your entire accumulated corpus (investments plus gains), all your gains will not be tax-free.
Only the gains earned on the first SIP would be tax-free because only that investment would
have completed one year. The rest of the gains would be subject to short-term capital gains tax.

e. Securities Transaction Tax (STT): Apart from these, there is another type of tax called
the Securities Transaction Tax (STT). An STT of 0.001% is levied by the government (Ministry
of Finance) when you decide to sell your units of an equity fund or a hybrid equity-oriented fund.
There is no STT on the sale of debt fund units.

14.9 Taxation on Venture Capital Company/Venture Capital
Funds

Venture Capital funding is an external investment done in a startup or a small business
that has potential to grow. With the right financial help, when these businesses grow, the venture
capitalist enjoys massive returns on investment. Keeping the return on investment aside, VC
funding can make a huge difference in the growth span of the business.

A correct business plan, in most cases, includes external finance options to fill the financial
gap and ensure smooth business growth. Not only does VC funding add to the critical financial
resources but the business expertise of the experts ready to help with their connections, business
knowledge, and improvised decision-making, also helps the business.

14.10Taxation on the Income of Venture Capital Funds

In India, venture capital funds which are registered with market regulator SEBI are eligible
to a tax pass through status.  This exemption is given under section 10 (23FB) of the Income
Tax Act, 1961 to avoid double taxation.  The investor needs to pay for the taxes on the income
earned through the venture capital investments.  The SEBI (Alternative Investment Funds)
Regulations, 2012 (AIF regulations) have replaced the SEBI (Venture Capital Fund) Regulations,
1996 (VCF regulations) from 21st May, 2012.  This amendment will take effect from 1st April,
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2013 and will apply in relation to assessment year 2013-14 and the subsequent assessment
years. These regulations govern onshore funds that have been set up in India to raise capital
for the purposes of investment in India.  The following points are to be noted while claiming
such exemptions.

 Funds should be perceived to have positive spillover effects on economy.

 Funds should be of a minimum size of Rs.20 crore, and that each investor should
have pooled a minimum of Rs.1 crore in the venture capital fund.

 Investors will be directly responsible for payment of taxes depending on their tax
status.

This regulation governs all funds which invests in start-up or early stage ventures or
social ventures or SMEs or infrastructure or other sectors or areas which the government or
regulators consider as socially or economically desirable.  It includes venture capital funds,
SME Funds, social venture funds, infrastructure funds and such other Alternative Investment
Funds.  It also includes angel venture funds.

Generally, it is perceived that venture funded enterprises have created more wealth and
consequent tax revenues and more job opportunities.  Venture capital funding helps in the
growth of industrial activity, which would indirectly add to the tax payers’ base.  It is certainly
believed that in India there will be a large number of successful enterprises which would add to
the national wealth creation and also pay higher taxes.  India is gearing up its security laws and
is aiming at providing investors with a more secure and regulated environment. Fund Managers
and investors need to recognize this opportunity while setting up fund.  By following changing
tax environment Fund Managers will be able to provide investors with a better return on their
capital rather than combating tax litigation at different levels.

14.11    Summary

In India, there are lots of charitable and religious trusts works for the benefits of the
society. Charitable trusts are those trusts whose object is to provide the services to all people in
the society without discrimination of cast, creed and gender etc. However, these charitable
trusts can be formed only for the benefit of Schedule Cast/Tribe or women. Corporate sector is
the most widely used form of business Organisation particularly for medium and large scale
business. Under corporate sector, a business is carried on by floating a company duly registered
with appropriate authority. Corporate taxation refers to taxation of companies (as defined under



269

Income Tax Act, 1961) and is a major source of revenue to the Government. Under Income Tax
Act, 1961, a company is liable to pay tax on its income at a flat rate (just as partnership firm)
without any basic exemption limit as applicable to an individual or FIUF.

14.12   Keywords
Trust

Corporate Tax

Mutual Benefit Finance Company

MAT Credit

SIP

STT

14.13   Review Questions
1. What are the provisions available in respect of assessment of tax in respect of

trust?

2. Explain Assessment of Companies.

3. What do you understand by Deemed Income under MAT Scheme?

4. Mention the features of MAT Regime.

5. Discuss the Tax on income by UTI or Mutual Funds

6. How is Income of Venture Capital Company taxed?
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Model Question Paper
MBA  Degree Examination

Second Year – Fourth Semester
Elective Paper - Finance

TAX MANAGEMENT
Time : 3 Hours Maximum : 80 Marks

SECTION - A

Answer any TEN out of TWELVE Questions (10 x 2 = 20 Marks)

1. Define STT.

2. What is Direct Tax?

3. Name any two incomes exempted from Tax.

4. What is Assessment Year?

5. Write a brief note on CTC.

6. Define GAV.

7. What do you understand by Capital Assets?

8. What is LTC?

9. Define Self Assessment.

10. Give a note on GTI.

11. Define Corporate Tax.

12. Define MAT.
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SECTION - B

Answer any FIVE out of Seven Questions ( 5 x 6 = 30 Marks)

13. State the differences between Direct Tax and Indirect Tax.

14. State the objectives of Taxation

15. What is Incidence of Tax? How is it computed?

16. Mr. X, an American citizen comes to India for the first time in the last 25 years on
June 15, 2015. On Oct. 20, 2018, he leaves Indian for Japan. Decide his residential
status. .

17. Compute income from House Property of Mr. Anthony Baskaran for the AY 2019-20
from the following particulars:

Rent received Rs. 90,000; Municipal Value Rs. 86,000; Fair rental value Rs. 87,000;
Standard rent Rs. 96,00; Municipal taxes paid by tenant Rs. 1,500; Fire insurance
premium Rs. 500; Ground rent Rs. 600; Repairs Rs. 12,000; Interest on housing
loan Rs. 10,000.

18. Mr. Kannan owns horses at Bangalore and Delhi. The horses run in races at the
respective race courses. During the year 2018-2019, Mr. Kannan submits the
following information.

Rs.

(i) Expenses on race horses at Bangalore 4,00,000

(ii) Expenses on race horses at Delhi 6,00,000

(iii) Stake money earned by horses at:

(a) Bangalore 5,00,000

(b) Delhi 3,00,000

(iv) Mr. Kannan received Rs. 1,26,000 on betting
during horse races at Bangalore.

(v) Mr. Kannan received Rs. 49,000 as lottery
winnings and his winnings from card games
were Rs. 20,000, during the year.

Compute the income from other sources of Kannan for the assessment year 2019-2020.

19. Explain the provisions related to Assessment of Companies.
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SECTION - C

 Answer any THREE out of FIVE questions (3 x 10 = 30 Marks)

20. Explain the types of Direct Taxes

21. Evaluate various forms of ITR.

22. From the following particulars of Mr. Kannan who is working in Ram & Co., Delhi,
(population above 25 lakhs) compute his total income and find out qualifying amount
for deduction u/s 80C.

Rs.

Salary Rs.3,000 per month 36,000

Entertainment allowance (never given before) 25,000

Dearness allowance 18,000

Employer’s contribution to RPF 4,000

Employee’s contribution of RPF 4,000

Education expenses of Mr. Kannan’s son met by the employer
Rent-free and furnished house in Delhi Provided by the
employer, rental value of house owned by employer is 1,000

Medical expenses during office hours

Club bill of Mr. Kannan paid by the company 6,000

Insurance premium paid from his salary 600

Bonus 400

Car of 1.8Ltr. is provided for personal and official use. 1,000

Drivers wages Rs.6,000. Expenses on running and

maintenance are met by employer. 26,000

Gas water and electricity bills, paid by employer 3,000

Gardener’s salary paid by employer 4,000

Mr. Kannan paid college tuition fees of his children 16,000

Amount deposited in PPF 60,000

Life insurance premium on spouse’s life principal 80,000

Housing Loan principal amount paid 60,000
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23. Kumar a lawyer by profession keeps his cash book as per cash system of accounting.
The following is the summary of his cash book for the year ended 31st March 2019.

Receipts Rs. Payments Rs.

To Balance 5,000 By Rent of Chamber 2,400

To Fees 35,000 By Car expenses 3,600

To Remuneration as examiner 3,000 By Household expenses 12,000

To Interest on bank deposits 2,500 By Local taxes for the house 1,200

To Rent from House property 8,000 By Repairs of the house 4,000

To Dividends 16,000 By LIC premium for self 4,800

By Cost of Books for profession

By Medical treatment of self 4,000

By Balance 5,000

18,100

55,100 55,100

Additional information:

a) 1/3 of the house is used by Kumar for his own residence.

b) Kumar is insured for Rs. 40,000.

c) Kumar has to get Medical treatment for an eye ailment caused by intensive
study of law books.

d) ½ of the Car expenses relate to personal use of the car by Kumar.

e) Depreciation computed at the prescribed rate on the written down value of the
Car is Rs.2,000.

24. Explain in detail about various forms of Assessment with suitable examples.


